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PART | As used in this Annual Report on Form 10-K, the terns "Conpany",
"our", "us" or "we" refer to Kid Brands, Inc., a New Jersey corporation
(formerly known as Russ Berrie and Conpany, Inc.), and each of its consolidated
subsidiaries, and the term"KID' refers to the regi strant.

| TEM 1. BUSI NESS

Backgr ound We are a | eading designer, inmporter, narketer and distributor of
branded i nfant and juvenile consumer products. Prior to Decenber 23, 2008, we
operated in two reportable segnents: our infant and juvenile segnent; and our
gift segment. During 2008, however, we strategically repositioned our business
to further enhance and focus our position in the infant and juvenile market. In
connection therewith, anong other things, (i) in April 2008, we consumuated the
acqui sition of each of: (x) the assets of LaJobi Industries, Inc. ("LaJobi"), a
privatel y-held conmpany based in Cranbury, New Jersey that designs, inmports and
sells infant and juvenile furniture and related products; and (y) the capita
stock of CoCaLo, Inc. ("CoCaLo"), a privately-held conpany based in Costa Mesa
California that designs, nmarkets and distributes infant bedding and rel ated
accessories; and (ii) as of December 23, 2008, we consunmated the sale to The
Russ Conpani es, Inc., a Delaware corporation ("TRC'), of the capital stock of
our subsidiaries actively engaged in our gift business (the "G ft Business"),
substantially all of our assets used in our gift business and the assunption by
TRC of specified obligations, but excluding, anong other specified itens,
certain intellectual property licensed to TRC. As a result of the sale of our

G ft Business (the "Gft Sale"), our infant and juvenile business now

constitutes our only segnent. Toget her with our 2004 acquisition of Kids
Li ne, LLC ("Kids Line") -- which designs, inmports and sells infant beddi ng and
rel ated accessories -- and our 2002 acquisition of Sassy, Inc. ("Sassy") --

whi ch designs, inports and sells devel opnental toys and feeding, bath and baby
care items, the actions described above have focused our operations on the

i nfant and juvenile business, and have enabled us to offer a nore conplete
range of products for the baby nursery. Consi stent with our strategy of
bui I di ng a confederation of conpl enentary busi nesses, each operating subsidiary
in our infant and juvenile business is operated i ndependently by a separate
group of managers. Qur senior corporate managenent, together with senior
management of our subsidiaries, coordinates the operations of all of our

busi nesses and seeks to identify cross-narketing, procurenent and ot her

conpl ementary busi ness opportunities. General Qur continui ng operations,
which currently consist of Kids Line, Sassy, LaJobi and CoCalLo, each of which
is a direct or indirect wholly-owned subsidiary of KID, designs, nanufactures
through third parties and nmarket products in a nunmber of categories including,
among ot hers: infant bedding and rel ated nursery accessories and decor (Kids

Li ne and CoCalLo); nursery furniture and rel ated products (LaJobi); and

devel opnental toys and feeding, bath and baby care items with features that
address the various stages of an infant's early years (Sassy). Qur products are
sold primarily to retailers in North Anerica, the UK and Australia, including

| arge, national retail accounts and independent retailers (including toy,
specialty, food, drug, apparel and other retailers). W generated annual net

sal es of approximately $243.9 million in 2009. We nmaintain a direct sales
force and distribution network to serve our custoners in the United States, the
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UK and Australia. W also maintain relationships with several independent
manuf acturers' representatives and distributors to service certain retai
custoners in several other foreign countries. See "Business--Mrketing and
Sal es" bel ow.
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We were founded in 1963 by the late M. Russell Berrie, and were

i ncorporated in New Jersey in 1966. Qur conmon stock has been traded on the New
York Stock Exchange since its initial public offering on March 29, 1984 (under
the synbol "RUS" until Septenber 22, 2009, when we changed our nanme to Kid
Brands, Inc., and under the synmbol "KID' thereafter). See Item 7,
"Managenent's Di scussion and Anal ysis of Financial Condition and Results of
Operations" for a discussion of the principal elenents of our gl obal business
strat egy. We nmai ntain our principal executive offices at 1800 Vall ey Road,
Wayne, New Jersey 07470. Qur whol |l y-owned subsidiaries are located in the
United States, the United Kingdom and Australia with distribution centers
situated at their various locations. See "Business -- Properties". Qur
t el ephone nunber is (201) 405-2400. Continui ng OperationsProducts Qur

i nfant and juvenile product line currently consists of approximately 5,700
products that principally focus on children of the age group newborn to three
years. Kids Line (R) products, which are marketed primarily under the Kids
Line(R), Carter's(R) and Disney(R) brands, and CoCaLo(R) products, which are
marketed primarily under the CoCaLo Baby(R) , CoCalLo Couture(R) , and CoCalo
Nat ur al sTM brands, each consist primarily of infant bedding and rel ated nursery
accessori es and decor such as bl ankets, rugs, nobiles, nightlights, hanpers,

| anps and wall art. LaJobi (R) products, which are marketed primarily under the
Babi Italia(R), Europa Baby(R), Bonavita(R), Graco(R) and Serta(R) brands,
consist primarily of cribs, mattresses and other nursery furniture. Sassy(R)
products, which are marketed primarily under the Sassy (R) brand, consi st
primarily of devel opnental toys and feeding, bath and baby care itens with
features that address the various stages of an infant's early years.

Duri ng 2008 and 2009, we expanded our product line to offer products at a
broader variety of price points and al so added several environnentally friendly
products. For exanple, Kids Line significantly increased its sal es of
Carter's(R) brand beddi ng separates, while Kids Line and CoCaLo each introduced
new organi c, eco-friendly brands. CoCaLo al so expanded and refined its CoCalLo
Couture(R) brand, which targets higher price points. LaJobi al so devel oped a
new brand -- Nursery 101(R) -- which was introduced in 2009, which represents
products at a lower price point than the rest of its |line. W have al so
expanded the col | aborative activities between our business units, and
co-devel op and cross market certain products. Most of our infant and
juvenil e products have selling prices between $1 and $220, with the exception
of LaJobi furniture products, which have selling prices of $12 to $595. Product
sales are highly diverse, and no single itemrepresented nmore than 2% of our
consol i dated net sales from continuing operations in 2009. The Conpany
categorizes its sales in five product categories, Functional Soft Goods,
Functional Hard Goods, Accessories and Decor, Toys and Entertai nment and Q her
Functional Soft Goods includes: bedding, blankets, mattresses and sl eep

posi tioners; Functional Hard Goods includes: cribs and other nursery furniture,
feedi ng products, baby gear and organi zers; Accessories and Decor includes:
hanpers, |anps, rugs and decor; Toys and Entertai nment includes: devel opnenta
toys, bath toys and nobiles; Qher includes all other products that do not fit
in the above four categories. The followi ng table sets forth the Conpany's
consol i dated net sal es by product category, as a percentage of tota

consol i dated net sales, for the years ended Decenber 31, 2009, 2008 and 2007:

Year Ended Decenber
31,
2009 2008 2007
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Functional Soft CGoods 44. 6% 41.7% 45.7%
Functi onal Hard Goods 33.3% 32.0% 17.3%
Accessori es and Decor 11.2% 12.5% 15.3%
Toys and Entertainment 10.0% 12.9% 20.8%

O her 0.9% 0.9% 0.9%
Tot al 100. 0% 100. 0% 100. 0%
4
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Desi gn and Production We nmaintain a continuing program of new product

devel opnent. We design nost of our own products, although certain products are
desi gned by independent designers or are licensed fromother third parties.
Itens are added to the product line only if we believe that they can be sourced
and nmarketed on a basis that nmeets our profitability standards. CGeneral ly,
a new design is brought to market in |less than one year after a decision is
nmade to produce the product. Sales of our products are, in large part,

dependent on our ability to anticipate, identify and react quickly to changing
consuner preferences and to effectively utilize our sales and distribution
systens to bring new products to narket. W occasional ly engage in market
research and test nmarketing to eval uate consumer reactions to our products.
Research into consuner buying trends often suggests new products. W assenble
information fromretail stores, our sales force, focus groups, industry experts
and our product devel opnent personnel. W continually analyze our products to
det erm ne whether they should be adapted into new or different products using
el enents of the initial design or whether they should be renoved fromthe
product |ine. Substantially all of our products are produced by

i ndependent manufacturers, generally in Eastern Asia, under the quality revi ew
of our personnel. Qur products are designed, manufactured, packaged and | abel ed
to conformto all applicable safety requirements under U. S. federal and ot her
applicabl e Il aws and regul ati ons, various industry-devel oped voluntary standards
and product-specific standards. During 2009, we utilized nunerous

manuf acturers in Eastern Asia for our continuing operations, with facilities
primarily in the People's Republic of China ("PRC') and other Eastern Asia
countries. During 2009, approximately 67% of our dollar volume of purchases for
our continuing operations was attributable to manufacturing in the PRC. Menbers
of our Eastern Asia and U S. product devel opnment staff nmmke frequent visits to
such manufacturers. The PRC currently enjoys "permanent normal trade rel ations"
("PNTR') status under U.S. tariff |aws, which provides a favorable category of
U S. inport duties. The | oss of such PNTR status would result in a substantia
increase in the inmport duty for products manufactured for us in the PRC and
inmported into the United States and would result in an increase in our sourcing
costs. In 2009, the supplier accounting for the greatest dollar volune of the
purchases for our continuing operations accounted for approximately 20% of such
purchases and the five |argest suppliers accounted for approximately 46%in the
aggregate. W believe that there are alternate manufacturers for our products
and sources of raw materials. See Item 1A, "Risk Factors-- W rely on foreign
suppliers, primarily in the PRC, to manufacture nost of our products, which
subj ects us to nunerous international business risks that could increase our
costs or disrupt the supply of our products " and Note 18 of Notes to
Consol i dated Financial Statenents for a discussion of risks attendant to our
forei gn operations. Pursuant to the terns of a transition services
agreement entered into in connection with the acquisition of LaJobi, we
currently utilize the full time services of approximtely 32 enpl oyees of a
Thai | and conpany owned by the former owners of the LaJobi business, including
Law ence Bivona, who currently serves as President of LaJobi, and certain
menbers of M. Bivona's fanmily. These enpl oyees are engaged primarily in
quality control activities with respect to the manufacture of LaJobi products.
Pursuant to the terns of our arrangenents with LaJobi, we reinburse the
Thai | and conpany for the actual, direct costs incurred in connection with the
enpl oyment of these individuals, and we intend to establish arrangenents to
directly enploy a staff in Thailand. See Note 13 of Notes to Consolidated
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Fi nancial Statenents and Item 13, "Certain Rel ati onshi ps and Rel at ed
Transactions and Director |ndependence", for nore information regardi ng these
arrangenents. In addition, we enploy additional staff in the PRC who nonitor
the production process with
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responsibility for the quality, safety and pronpt delivery of our products, as
wel | as product devel opment and conpliance issues. Marketing and Sal es Qur
products are narketed through our own direct sales force of 19 full-tine

enpl oyees as of December 31, 2009 and through i ndependent manufacturers
representatives and distributors to retail customers in the United States and
certain foreign countries including, but not limted to, mass nerchandisers,
baby superstores, specialty stores, departnent stores and boutiques. During
2009, we maintained a direct sales force and distribution network for our
continuing operations in the United States, the United Ki ngdom and Australi a.
We al so maintain relationships with several independent manufacturers
representatives and distributors to service certain retail customers in severa
ot her foreign countries. Qur sales by foreign based operations were $8.5
mllion, $8.5 mllion and $6.5 million for the years ended Decenber 31, 2009,
2008 and 2007, respectively. Qur consolidated foreign sales from continuing
operations, including export sales fromthe United States, aggregated $19.8
mllion, $18.8 million, and $15.4 mllion for the years ended Decenber 31,
2009, 2008 and 2007, respectively. See Note 18 of Notes to Consoli dated
Financial Statenents for information with respect to revenues from externa
customers, a neasure of profit or |oss and total assets for each of the years
endi ng Decenber 2009, 2008 and 2007, respectively, as well as specified
geographi c information. During 2009, we sold infant and juvenile products
to approximately 1,900 custoners worl dw de. Toys "R' Us, Inc. and Babies "R’
Us, Inc. in the aggregate accounted for approximately 46.9% and Target
Corporation ("Target") accounted for approximately 12.3% of our consolidated
gross sales fromcontinuing operations during 2009. The |oss of any of these
customers, or the loss of certain other |arge custoners, could have a materia
adverse affect on us. See Item 1A, "Risk Factors-- Qur business is dependent on
several large custoners” and Note 6 to Notes to Consolidated Fi nancia

St at ement s. We reinforce the marketing efforts of our sales force through
an active pronotional program including showoons at our principal facilities,
participation in trade shows, trade and consuner advertising. W also seek to
further capture synergi es between our businesses by cross-nmarketing products
and bui |l di ng upon the strong custoner rel ationshi ps devel oped by each of our
subsidiaries, as well as by consolidating certain operational activities.
Customer service is an essential conmponent of our marketing strategy. W

mai ntai n custoner service departnents that respond to custoner inquiries,

i nvestigate and resol ve i ssues and general ly assi st custoners. Qur genera
terns of sale are conpetitive with others in our industry. Sales are typically
made utilizing standard credit terns of 30 to 60 days. W do not ordinarily
sell our products on consignnment, and we ordinarily accept returns only for
defective nmerchandise. In certain instances, where retailers are unable to
resell the quantity of products that they have purchased fromus, we may, in
accordance with industry practice, assist retailers in selling such excess
inventory by offering credits and other price concessions. Distribution

Many of our customers, particularly nmass nerchandi sers, pick up their goods at
our regional distribution centers, which are located in: South Gate,
California; Cranbury, New Jersey; Kentwood, M chigan; Eastleigh, Hanpshire
(U K ); and Sydney, Australia. W al so use combpn carriers to arrange shipnents
to custoners who request such arrangenents, including snmaller retailers and
specialty stores. CoCalLo distributes its products through a third party

| ogistics provider (that is a related conpany). LaJobi also utilizes the
services of an independent third party logistics provider in California for a
portion of its distribution requirements. See Note 13 of Notes to Consoli dated
Financial Statenents and Item 13, "Certain Rel ati onshi ps and Rel at ed
Transactions and Director |ndependence", for nore information regarding
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CoCalLo's third party | ogistics agreenent.
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Seasonal ity We typically do not experience significant seasonal variations
in demand for our products. Sales to our retail customers may be higher in

peri ods when retailers take initial shipnments of new products, as these orders
typically incorporate enough products to fill each store plus additiona
amounts to be kept at the customer's distribution center. The timng of these
initial shiprments varies by custoner depending on when they finalize store

| ayouts for the upcom ng year, and whether there are any m d-year product

i ntroductions. Conpetition The infant and juvenile products industry is

hi ghly conmpetitive and is characterized by the frequent introduction of new
products and i ncl udes numerous donestic and foreign conpetitors, nany of which
are substantially |arger and have financial and other resources greater than
ours. W conpete with a nunber of different conpetitors, depending on the
product category, and conpete agai nst no single conpany across all of our
product categories. Qur conpetition includes |large, infant and juvenile product
conpani es and specialty infant and juvenile product manufacturers. W conpete
principally on the basis of proprietary product design, brand name recognition
product quality, innovation, relationships with major retailers, custoner
service and price/value rel ationship. In addition, certain of our
potential custoners, in particular nmass nerchandi sers, have the financial and
ot her resources necessary to buy products sinilar to those that we sel

directly frommanufacturers in Eastern Asia and el sewhere, thereby potentially
reduci ng the size of our potential market. See Item 1A, "Ri sk Factors--
Conpetition in our markets could reduce our net sales and profitability".
Copyri ghts, Tradenmarks, Patents and Licenses We rely on a conbi nation of
trademar ks, copyrights, patents, licenses and trade secrets to protect our
intell ectual property. W believe our intellectual property has significant

val ue, though we do not consider our business to be materially dependent on
intellectual property due to the availability of substitutes, creation of other
designs, and the variety of other products. Intellectual property protections
are limted or even unavailable in sone foreign countries and preventing

unaut hori zed use of our intellectual property can be difficult even in
countries with substantial |egal protection. In addition, the portion of our
busi ness that relies on the use of intellectual property is subject to the risk
of challenges by third parties claimng infringenent of their proprietary
rights. We enter into license agreenents relating to tradenarks,
copyrights, patents, designs and products which enable us to market itens
conpatible with our product line. We currently maintain |icense agreenents

wi th, anong others, The WIlliam Carter Conpany (Carter's (R)), Disney (R
Enterprises, Inc., Graco (R) Childrens Products, Inc., and Serta(R), Inc. Qur
i cense agreenents are typically for terns of two to five years with extensions
possible if agreed to by both parties. Royalties are paid on licensed products
and, in many cases, advance royalties and m ni num guarantees are required by
these |icense agreenents. We do not believe our business is dependent on any
single license, although the Carter's(R) |icense accounted for a significant
percentage of net revenue of Kids Line for the years ended 2009, 2008 and 2007,
and the Graco(R) and Serta(R) |icenses each accounted for a significant

percent age of net revenues of LaJobi for the years ended 2009 and 2008. In
connection with the Gft Sale, a newy-fornmed Delaware linted liability
conpany owned 100% by KID (the "Licensor") executed a |icense agreenent (the
"Li cense Agreenment") with TRC. Pursuant to the License Agreement, the Licensor
has granted to TRC an exclusive |license (subject to certain specified
exceptions) pernitting the Licensee to use specified intellectual property,
consi sting generally of the "Russ" and "Appl ause" trademarks and trade nanes
(the "Retained IP"). Subject to provisions for early termnation for specified
events of default, the License Agreement will expire on Decenber 23, 2013
(subject to a nine-nmonth extension under specified circunstances). TRC has the
option to purchase all of the Retained IP fromthe Licensor for $5.0 mllion at
any time, subject to certain requirenents, including the absence of any
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defaults and
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the prior repaynment in full of the Seller Note (as defined in the License
Agreenent). |If TRC does not purchase the Retained |P by December 23, 2013 (or
under certain circunstances, nine nonths thereafter), the Licensor will have
the option to require TRC to purchase all of the Retained IP for $5.0 mllion
During the termof the License Agreenent, TRCis required to pay the Licensor a
fixed, annual royalty (the "Royalty") equal to $1,150,000. The initial annua
Royal ty paynment was due and was payable in one |unp sum on Decenber 31, 2009.
Thereafter, the Royalty is due quarterly at the close of each three (3) nobnth
period during the term Licensor has not received either the initial, [unp sum
Royalty payment or the first quarterly Royalty paynent due on March 23, 2010.
KID and TRC are currently in active negotiations with respect to, anong ot her
things, a potential restructuring of: (i) the consideration received by KID for
its former gift business; (ii) paynents due to |IP Sub under the License
Agreenent; and (iii) ongoing arrangenments between the parties and their
respective affiliates. However, there can be no assurance that any such

def aul ted paynments under the License Agreenment will be nade in a tinely manner
or at all, or that such negotiations will result in any definitive agreenent.
See Item 7 "Managenent's Di scussion and Anal ysis of Financial Condition and
Results of Qperations" under the section captioned "Qther Events and
Circumstances Pertaining to Liquidity" for a discussion of the Royalty defaults
under the License Agreenent with TRC. Further detail with respect to the

Li cense Agreement can be found in our Current Report on Form8-K filed on
Decenmber 29, 2008. Enmpl oyees As of Decenber 31, 2009, we enpl oyed

approxi mately 340 persons. W consider our enployee relations to be good. Most
of our enpl oyees are not covered by a collective bargai ning agreenment, although
approxi mately 21 Sassy enpl oyees, representing approxi mately 6% of our tota
enpl oyees, were represented by a collective bargai ning agreenent as of Decenber
31, 2009. Covernnent Regul ation Certain of our products are subject to the
provi sions of, ampbng other |aws, the Federal Hazardous Substances Act, the
Federal Consuner Product Safety Act and the Federal Consuner Product Safety

| mprovenent Act. Those | aws enpower the Consuner Product Safety Comm ssion (the
CPSC) to protect consuners fromcertain hazardous articles by regulating their
use or excluding themfromthe nmarket and requiring the recall of products that
are found to be potentially hazardous. The CPSC s determination is subject to
judicial review Simlar laws exist in sone states and cities in the United
States and in certain foreign jurisdictions in which our products are sold. W
maintain a quality control programin order to conply with such laws, and we
believe we are in substantial compliance with all the foregoing | aws.

Not wi t hst andi ng t he foregoing, no assurance can be made that all products are
or will be free fromhazards or defects. See Item 1A "Ri sk Factors-- Product
liability, product recalls and other clains relating to the use of our products
could increase our costs." Corporate Governance and Avail able Information

W nmeke avail able a wide variety of information free of charge on our website
at www. ki dbrandsi nc.com Qur reports that are filed or furnished with the
United States Securities and Exchange Conmm ssion (the "SEC'), including our
Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q Current Reports on
Form 8- K, and any amendnents to such reports, are avail able on our website as
soon as reasonably practicable after the reports are electronically filed with
or furnished to the SEC. Qur website al so contains news rel eases, financia

i nformati on, conpany profiles and certain corporate governance information

i ncluding current versions of our "Conplaint Procedures for Accounting and

Audi ting Matters", "Corporate Governance CGuidelines", "Code of Business Conduct
and Ethics", "Code of Ethics for Principal Executive Oficer and Seni or
Financial Oficers", "Criteria and Procedures with respect to Sel ection and
Eval uation of Directors and Conmunications with the Board of Directors", and
the charters of the Audit Committee, the Conpensation Committee and the

Nom nati ng/ Governance Committee of the Board of Directors. To access our SEC
reports or anendments, |og onto our website and then click onto "I nvestor
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Rel ati ons" on the main nenu and then onto the "SEC Filings" |ink near the
bottom of the page. Miled copies of such informati on can be
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obtained free of charge by witing to us at Kid Brands, Inc., 1800 Valley Road,
Wayne, New Jersey 07470, Attention: Corporate Secretary. The contents of our
websites are not incorporated into this filing.

| TEM 1A. RI SK FACTORS

The risks and uncertainties described bel ow constitute the material risks
pertaining to our business. If any of the events or circunstances described in
the following risk factors actually occurs, our business, financial condition
or results of operations could be materially adversely affected. In such cases,
the trading price of our common stock could decline. Qur net sales and
profitability depend on our ability to continue to conceive, design and market
products that appeal to consuners. The introduction of new products is
critical in our industry and to our growh strategy. A significant percentage
of our product line is replaced each year with new products. Qur business
depends on our ability to continue to conceive, design and narket new products
and upon continui ng nmarket acceptance of our product offerings. Rapidly
changi ng consuner preferences and trends nake it difficult to predict how | ong
consumer demand for our existing products will continue or which new products
wi Il be successful. Qur current products may not continue to be popular or new
products that we introduce nmay not achi eve adequate consuner acceptance for us
to recover devel opnent, manufacturing, marketing and other costs. A decline in
consuner demand for our products, our failure to devel op new products on a
timely basis in anticipation of changing consuner preferences or the failure of
our new products to achi eve and sustain consumer acceptance could reduce our
net sales and profitability. In addition, changes in custoner preferences |eave
us vulnerable to an increased risk of inventory obsol escence. Thus, our ability
to manage our inventories properly is an inportant factor in our operations.

I nventory shortages can adversely affect the timng of shipnents to custoners
and di m ni sh sales and brand loyalty. Conversely, excess inventories can result
in lower gross margins due to the excessive di scounts and mar kdowns that night
be necessary to reduce inventory levels. Qur inability to effectively nmanage
our inventory could have a material adverse effect on our business, financia
condition and results of operations. Gross margin could be adversely affected
by several factors. Gross margin may be adversely affected in the future by
i ncreases in vendor costs (including as a result of increases in the cost of
raw materials or fluctuations in foreign currency exchange rates), excess

i nventory, obsol escence charges, changes in shipnment volune, price conpetition
and changes in channels of distribution or in the mx of products sold. For
exanpl e, increased costs in the PRC, primarily for |abor, raw materials and the
i npact of certain tax laws, as well as the appreciation of the Chinese Yuan
against the U S. dollar, have at tines negatively inpacted our gross margins.
In addition, increased pressure fromnmajor retailers, primarily as a result of
prevailing economc conditions, to offer additional nmark-downs and ot her
credits or price concessions to clear existing inventory and secure new product
pl acenents, may al so negatively inmpact our margins. Econom c conditions, such
as rising fuel prices and currency exchange fluctuations, may al so adversely

i mpact our margins. In addition, our Kids Line and CoCaLo businesses use
significant quantities of cotton, either in the formof cotton fabric or
cotton-pol yester fabric. Cotton is subject to ongoing price fluctuations
because it is an agricultural product inpacted by changi ng weat her patterns,

di sease and other factors, such as supply and demand consi derations, both
donestically and internationally. In addition, increased oil prices affect key
conponents of the raw nmaterial prices in many of our products. Significant




KID BRANDS INC Filing Date: 12/31/09

increases in the prices of cotton or oil could adversely affect our gross
mar gi ns and our operations.
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The state of the econony may inpact our business. Econom ¢ conditi ons have
deteriorated significantly in many of the countries and regions in which we do
busi ness and nay renmmi n depressed for the foreseeable future. d obal econonmic
condi tions have been chal |l enged by slowing growh and the sub-prime debt

deval uation crisis, causing worldwide liquidity and credit concerns. Conti nuing
adverse gl obal economic conditions in our narkets would |ikely negatively

i mpact our business, which could result in:

U Reduced demand for our products;

u Increased price conpetition for our products;

U Increased risk of excess and obsolete inventories;

U Limtations in the capital resources available to us and others wi th whom we conduct business

U Increased risk in the collectability of accounts receivable from our custoners;

U Increased risk of potential reserves for doubtful accounts and wite-offs of accounts receivable;

u Hi gher operating costs as a percentage of revenues; and

U Delays in signing or failing to sign customer contracts or signing custoner agreenents at reduced
pur chase | evel s.

In addition, our operations and performance depend significantly on |levels
of consuner spending, which have deteriorated significantly in nmany countries
and regions, including without Iimtation the United States, and may remain
depressed for the foreseeable future. For exanple, some of the factors that
could influence the | evels of consuner spending include consuner confidence,
increases in fuel and other energy costs, conditions in the residential rea
estate and nortgage markets, stock market conditions, |abor and heal t hcare
costs, access to credit and other macroecononic factors affecting consuner
spendi ng behavi or. These potential effects of the current global financia
crisis are difficult to forecast and mtigate. As a consequence, our operating
results for any particular period nay be difficult to predict, and, therefore,
prior results are not necessarily indicative of results to be expected in
future periods. Any of the foregoing effects could have a material adverse
ef fect on our business, results of operations, and financial condition and
coul d adversely affect our stock price. If the national and worl d-wi de
financial crisis intensifies, further potential disruptions in the credit
mar kets may adversely affect the availability and cost of short-termfunds for
liquidity requirements and our ability to nmeet |long-termcommtments, which
coul d adversely affect our results of operations, cash flows and financia
condi tion. If sufficient internal funds are not available from our
operations, we nmay be required to further rely on the banking and credit
markets to meet our financial commtnents and short-termliquidity needs.

Di sruptions in the capital and credit markets, as have been experienced during
2008 and 2009, coul d adversely affect our ability to draw on our bank revol ving
credit facility. Qur access to funds under our credit facility is dependent on
the ability of the banks that are parties to such facility to neet their
fundi ng comi tnments. Those banks may not be able to neet their funding
conmitments to us if they experience shortages of capital and liquidity or if
they experience excessive vol unes of borrow ng requests fromus and other
borrowers within a short period of tinmne. Longer termdisruptions in the
capital and credit markets as a result of uncertainty, changing or increased
regul ation, reduced alternatives, or failures of significant financia
institutions could adversely affect our access to liquidity needed for our

busi ness. Any disruption could require us to take neasures to conserve cash
until the markets stabilize or until alternative credit arrangenents or ot her
fundi ng for our business needs

10
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can be arranged. Such neasures could include deferring capital expenditures,
and reducing or elimnating discretionary uses of cash. Conpetition in our
mar ket s coul d reduce our net sales and profitability. We operate in highly
conpetitive markets. Certain of our conpetitors have greater brand recognition
and greater financial, technical, marketing and ot her resources than we have.
In addition, we nay face conpetition fromnew participants in our narkets
because the infant and juvenile product industry has limted barriers to entry.
Many of our principal custoners are |arge nmass nerchandi sers. The rapid
grom h of these |arge mass nerchandi sers, together w th changes in consuner
shoppi ng patterns, have contributed to the formati on of domi nant nulti-category
retailers that have strong negotiating power with suppliers. Current trends
among retailers include fostering high | evels of conpetition anong suppliers,
demandi ng i nnovative new products and requiring suppliers to maintain or reduce
product prices and deliver products with shorter lead tinmes. ther trends are
for retailers to inport products directly fromfactory sources and to source
and sell products under their own private |abel brands that conpete with our
products. The conbi nati on of these market influences has created an
i ntensely conpetitive environnment in which our principal custoners continuously
eval uate whi ch product suppliers to use, resulting in downward pricing
pressures and the need for consuner-neani ngful brands, the ongoing introduction
and comerci alization of innovative new products, continuing inprovements in
customer service, and the maintenance of strong relationships wth |arge,
hi gh-vol ume purchasers. W al so face the risk of changes in the strategy or
structure of our major retailer custoners, such as overall store and inventory
reductions and retailer consolidation. The resulting risks include possible
| oss of sales, reduced profitability and limted ability to recover cost
i ncreases through price increases. We al so experience price competition
for our products, conpetition for shelf space at retailers and conpetition for
i censes, all of which may increase in the future. If we cannot conpete
successfully in the future, our net sales and profitability will likely
decline. To conpete successfully, we nust devel op and naintain
consuner - neani ngf ul  brands. Qur ability to conpete successfully also
depends increasingly on our ability to devel op and mai ntai n consuner - meani ngfu
brands so that our retailer custonmers will need our products to neet consuner
demand. The devel opnent and mai ntenance of such brands requires significant
i nvestment in brand building and marketing initiatives, although any such
i nvestmnent may not deliver the anticipated results. Qur debt covenants may
affect our liquidity or limt our ability to conplete acquisitions, incur debt,
make investments, sell assets, nerge or conplete other significant
transacti ons. Qur current credit agreenent includes provisions that place
[imtations on a nunber of our activities, including our ability to: incur
additional debt; create liens on our assets or mmke guarantees; nake certain
i nvestments or |oans; pay dividends; repurchase our comopn stock; dispose of or
sel|l assets; or enter into acquisitions, nmergers or simlar transactions. These
covenants could restrict our ability to pursue opportunities to expand our
busi ness operati ons. We are required to nake prepaynents of our debt upon
the occurrence of certain transactions, including nost asset sales or debt or
equity issuances and extraordi nary receipts.

11
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Inability to nmaintain conpliance with the bank covenants. Qur ability to
mai ntain conmpliance with the financial and other covenants in our current
credit agreenent is dependent upon our ability to continue to execute our

busi ness nodel and current operational plans. See "The state of the econony may

11
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i mpact our business" above. If an event of default in such covenants occurs and
is continuing, anong other things, the | enders may accel erate the | oans,
declare the commtments thereunder to be termi nated, seize collateral or take
ot her actions of secured creditors. If the | oans are accel erated or commtnents
term nated, we could face substantial liquidity problenms and may be forced to
di spose of material assets or operations, seek to obtain equity capital, or
restructure or refinance our indebtedness. Such alternative neasures may not be
avai | abl e or successful. Also, our bank covenants may limt our ability to

di spose of material assets or operations or to restructure or refinance our

i ndebt edness. Even if we are able to restructure or refinance our indebtedness,
the economc terns may not be favorable to us. In addition, an event of default
under our credit agreenment could result in a cross-default under certain

i cense agreenents that we maintain. Al of the foregoing could have serious
consequences to our financial condition and results of operations and coul d
cause us to becone bankrupt or insolvent. Qur cash flows and capital resources
may be insufficient to nake required paynents on our indebtedness. Qur
ability to generate cash to neet schedul ed paynents with respect to our debt
depends on our financial and operating performance, which, in turn, is subject
to prevailing econonic and conpetitive conditions and the other factors

di scussed in this "Ri sk Factors" section. If our cash flow and capita

resources are insufficient to fund our debt service obligations, we could face
substantial liquidity problems and nay be forced to dispose of material assets
or operations, seek to obtain equity capital, or restructure or refinance our

i ndebt edness. As discussed in the i mediately preceding risk factor, such
alternative neasures may not be successful and may not permit us to nmeet our
schedul ed debt services obligations. The breach of any covenants or
restrictions in our credit agreenment could result in a default thereunder

which woul d permt the lenders to take the actions discussed in the imrediately
preceding risk factor. In addition, an event of default under our credit
agreenment could result in a cross-default under certain |icense agreenments that
we mai ntain. As di scussed above, this could have serious consequences to our
financial condition and results of operations and could cause us to becone
bankrupt or insolvent. If we |ose key personnel we may not be able to achieve
our objectives. We are dependent on the continued efforts of various
nmenbers of seni or nanagenent, as well as senior executives of several of our
subsidiaries. If for any reason, these or other key nmenbers of nanagenent do
not continue to be active in managenent, our business, financial condition or
results of operations could be adversely affected. W cannot assure you that we

will be able to continue to attract and retain senior executives or other
personnel necessary for the continued success of our business. Qur business is
dependent on several |arge customers. The continued success of our infant

and juvenile businesses depends on our ability to continue to sell our products
to several large mass market retailers. In particular, Toys "R' Us, Inc. and
Babies "R' Us, Inc. (considered together) and Target accounted for

approxi mately 46.9% and 12. 3% respectively, of our consolidated gross sal es
from continui ng operations during 2009. W typically do not have |long-term
contracts with our custoners and the | oss of the foregoing custoners or one or
nore of our other |arge custoners could have a naterial adverse affect on our
results of operations. In addition, our success depends upon the continuing

wi |l lingness of large retailers to purchase and provide shelf space for our
products. Qur access to shelf space at retailers for our products may be
reduced by store closings, consolidation anobng these retailers, competition
fromother products or stricter requirenents for infant and juvenile products
by retailers that we nay not be able to neet. An adverse change in our

rel ationship with, or the financial viability of, one or nore of our customners
coul d reduce our net sales and profitability.

12
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We may not be able to collect outstanding accounts receivable from our najor
retail customers. Certain of our retail customers purchase |arge quantities
of our products on credit, which may cause a concentration of accounts

12
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recei vabl e among some of our |argest custonmers. Qur profitability may be harmed
if one or nore of our largest custoners were unable or unwilling to pay these
accounts receivabl e when due or denand credits or other concessions for
products they are unable to sell or for other reasons. Federal and state
statutes allow courts, under certain specific circunstances, to void purchase
transactions in the event of the bankruptcy of the purchaser. Under current
federal bankruptcy | aw and conparabl e provi sions of state fraudul ent transfer
or fraudul ent conveyance |laws, in the event of the bankruptcy of a purchaser of
the Conpany's assets, the sale transaction may be voi ded or cancelled, and
damages i nposed on the Conpany, if, anong other things, such purchaser, at the
time the transacti on was consunmat ed, received | ess than reasonably equival ent
val ue for the consideration paid; and either was insolvent or rendered

i nsol vent by reason of such transaction. The measures of insolvency for

pur poses of fraudul ent transfer or conveyance | aws vary dependi ng upon the
particular |aw applied in any proceeding to determ ne whether a fraudul ent
transfer or conveyance has occurred. Wth respect to the Gft Sale, we believe
that, on the basis of historical financial information, operating history and
other factors, TRC did receive reasonably equival ent value for the

consi deration paid by TRC, and that TRC was neither insolvent prior or
subsequent to the consunmation of the transaction. W cannot assure you,
however, as to what standard a court would apply in naking these determ nations
or that a court would agree with our conclusions in this regard. In addition,

al t hough we obtained a solvency opinion in connection with this transaction
confirmng our position, we cannot assure what weight, if any, would be
accorded thereto by a court. We rely on foreign suppliers, primarily in the
PRC, to manufacture nost of our products, which subjects us to nunerous

i nternational business risks that could increase our costs or disrupt the
supply of our products. Approxi mately 67% of our dollar volume of purchases
for our continuing operations are attributable to nanufacturers in the PRC. The
supplier accounting for the greatest dollar volune of purchases for our

conti nui ng operations accounted for approxi mtely 20% and the five | argest
suppliers accounted for approximtely 46%in the aggregate during 2009. Wile
we believe that there are many ot her nmanufacturing sources avail able for our
product lines, difficulties encountered by one or several of our |arger
suppliers such as a fire, accident, natural disaster or an outbreak of i
(e.g., HINL, SARS or avian or other flu) at one or nore of their faciliti
could halt or disrupt production at the affected facilities, delay the
conpl etion of orders, cause the cancellation of orders, delay the introduction
of new products or cause us to mss a selling season applicable to sone of our
products. In addition, our international operations subject us to certain other
ri sks, including:

| ness
es,

u economc and political instability;

U restrictive actions by foreign governnents;

u greater difficulty enforcing intellectual property rights and weaker |aws
protecting intellectual property rights;

u changes in inport duties or inmport or export restrictions;

u delays in shipping of product and unl oadi ng of product through ports, as well
as timely rail/truck delivery to our warehouses and/or a custoner's
war ehouse;

U conplications in conmplying with the laws and policies of the United States
affecting the inportation of goods, including duties, quotas and taxes;

u conplications in conmplying with trade and foreign tax | aws; and

u the effects of terrorist activity, arned conflict and epi dem cs.

Tabl e of Contents
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Any of these risks could disrupt the supply of our products or increase
our expenses. The costs of conpliance with trade and foreign tax | aws may
i ncrease our expenses and actual or alleged violations of such | aws coul d
result in enforcement actions or financial penalties that could result in
substantial costs. In addition, the introduction of certain social progranms in

the PRC or otherwise will likely increase the cost of doing business for
certain of our manufacturers, which could increase our manufacturing costs.
Currency exchange rate fluctuations could increase our expenses. Qur net

sales are primarily denominated in U S. dollars, except for a small anount of
net sal es denominated in U K. pounds, Australian dollars and Euros. Qur
purchases of finished goods from Eastern Asian manufacturers are denomnated in
U S. dollars. Expenses for these manufacturers are denom nated i n Chi nese Yuan
or other Eastern Asian currencies. As a result, any material increase in the
val ue of the Yuan (or such other currencies) relative to the U S. or Australian
dollars or the U K pound would increase the prices at which we purchase

fini shed goods and therefore could adversely affect our profitability. W are
al so subject to exchange rate risk relating to transfers of funds denoni nated
in U K pounds, Australian dollars or Euros fromour foreign subsidiaries to
the United States. Product liability, product recalls and other clains relating
to the use of our products could increase our costs. We face product
liability risks relating to the use of our products. We also nust conply with a
variety of product safety and product testing regulations. In particular, our
products are subject to, anpbng other statutes and regul ati ons, the Consumner
Product Safety Act, the Federal Hazardous Substances Act ("FHSA") and the
Consumer Product Safety |nprovenment Act ("CPSIA"), which enmpower the Consuner
Product Safety Commi ssion (the "CPSC'), to take action agai nst hazards
presented by consuner products, including adjudication and pronul gation of
regul ati ons and uniform safety standards. Wth expanded authority under the
CPSI A, the CPSC has and continues to adopt new regul ati ons for safety and
products testing that apply to substantially all of our products. These new
regul ations have or likely will significantly increase the regulatory

requi rements governing the manufacture and sale of children's products and

i ncrease the potential penalties for nonconpliance with applicable regul ations.
The CPSC has the authority to exclude fromthe market and recall certain
consumer products that are found to be potentially hazardous. Consuner product
safety laws al so exist in sonme states and cities within the United States and
in Canada, Australia and Europe, as well as certain other countries. Wile we
take the steps we believe are necessary to conply with these | aws and
regul ati ons, there can be no assurance that we wll be in conpliance in the
future. If we fail to conply with these aws and regulations, or if we face
product liability clainms, we may be subject to damage awards or settl enent
costs that exceed any avail abl e i nsurance coverage and we may incur significant
costs in conmplying with recall requirenents. Furthernore, concerns about
potential liability my lead us to recall voluntarily selected products. For

i nstance, followi ng the recei pt of consuner conplaints that certain drop-side
cribs manufactured by LaJobi did not work properly when the | ocking device was
damaged or broken, we recently notified the CPSC of our intention to undertake
vol untary corrective action with respect to such cribs. Wth the exception of
one child who received a bruise, we are unaware of any injuries associated with
these cribs. The financial inmpact of the proposed corrective action, an

esti mate of which has been accrued in the three nonths ended Decenber 31, 2009,
is not expected to be material. Recal | s or post-manufacture repairs of our
products coul d harm our reputation, increase our costs or reduce our net sales.
Governments and regul atory agencies in the markets where we manufacture and
sell products nmay enact additional regulations relating to product safety and
consumer protection in the future that may adversely inpact children's
products, including the categories of products that we produce and sell. In
addition, one or nore of our custonmers might require changes or inpose their
own standards for our products, such as the non-use of certain materials.
Conplying with existing or any such additional regulations or requirenents
coul d inpose increased costs on our business. Simlarly, increased penalties
for non-conpliance could subject us to greater expense in the event any of our
products were found to not conply with such
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regul ati ons. Furthernmore, substantially all of our licenses give the licensor
the right to terminate the |icense agreement if any products marketed under the
license are subject to a product liability claim recall or simlar violations
of product safety regulations or if we breach covenants relating to the safety
of the products or their conpliance with product safety regulations. A

term nation of a license could adversely affect our net sales. Even if a
product liability claimis without merit, the claimcould harmour reputation
and divert managenent's attention and resources from our business. Conpetition
for licenses could increase our licensing costs or limt our ability to market
products. We nmarket a portion of our products through licenses w th other
parties. These |licenses are generally limted in scope and duration and
general |y authorize the sale of specific licensed products on an excl usive or
nonexcl usi ve basis. Qur |license agreenments often require us to nmake nini mum
guaranteed royalty paynents that nay exceed the anbunt we are able to generate
fromactual sales of the licensed products. Any termination of or failure to
renew our significant licenses, or inability to develop and enter into new
licenses, could Iimt our ability to market our licensed products or devel op
new products, and coul d reduce our net sales and profitability. Conpetition for
licenses could require us to pay licensors higher royalties and higher m ninum
guar anteed paynents in order to obtain or retain attractive |icenses, which
could increase our expenses. |In addition, licenses granted to other parties,
whet her or not exclusive, could Iimt our ability to market products, including
products we currently market, which could cause our net sales and profitability
to decline. Trademark infringement or other intellectual property clains
relating to our products could increase our costs. We have fromtime to
time received clains of alleged infringement of intellectual property relating
to certain of our products, and we may face simlar clains in the future. The
defense of intellectual property litigation can be both costly and disruptive
of the tinme and resources of our nanagenent, even if the claimis without
nerit. W also nmay be required to pay substantial danages or settlenent costs
to resolve intellectual property litigation. In addition, these clains could
materially harmour brand nane, reputation and operations. W nmay experience
difficulties in integrating strategic acquisitions. As part of our growh
strategy, we may pursue acquisitions that are consistent with our m ssion and
enable us to | everage our conpetitive strengths. The integration of acquired
conpani es and their operations into our operations involves a nunber of risks

i ncl udi ng:

U possible failure to nmaintain custoner, licensor and other relationships after
the closing of the transaction of the acquired conpany;

u the acquired business may experience | osses which could adversely affect our
profitability;

U unanticipated costs relating to the integration of acquired businesses nay
i NCrease our expenses;

u difficulties in achieving planned cost-savings and synergi es nay increase our
expenses or decrease our net sales;

u diversion of managenment's attention could inpair their ability to effectively
nmanage our busi ness operations, and unantici pated nmanagenent or operationa
problens or liabilities may adversely affect our profitability and financia
condition; or

U possible failure to obtain any necessary consents to the transfer of |icenses
or other agreenents of the acquired conpany.

Addi tionally, we financed our acquisitions of Kids Line, LaJobi and CoCalLo
wi th senior debt financing. This debt |everage, or additional |everage that nay
be incurred with any other future acquisitions, could adversely affect our
profitability and limt our ability to capitalize on future business
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opportuniti es.

15

Tabl e of Contents

Di sruptions in our current information technol ogy systems or difficulties in

i mpl enenting alternative information technol ogy systenms coul d harm our

busi ness. System failure or malfunctioning in our information technol ogy
systens may result in disruption of operations and the inability to process
transactions and could adversely affect our financial results. In addition, we
currently intend to comence the inplenentation in 2010 of a new consol i dated

i nformation technol ogy systemfor our operations, which we believe will provide
greater efficiencies, |ower costs and greater reporting capabilities than those
provided by the current systens in place across our individual infant and
juvenil e conpanies. In connection with such inplenentation, we anticipate
incurring costs of an aggregate of approximately $1.3 mllion, a substantia
portion of which is expected to be incurred in 2010, and our busi ness may be
subject to transitional difficulties as we replace the current systems. These
difficulties may include disruption of our operations, |oss of data, and the

di versi on of our managenent and key enpl oyees' attention away from other

busi ness matters. The difficulties associated with any such inplenentation, and
our failure to realize the anticipated benefits fromthe inplenentation, could
harm our busi ness, results of operations and cash flows. A linmted nunber of
our sharehol ders can exert significant influence over us. As reported in
various Schedules 13D filed with the SEC, (i) various investnment funds and
accounts managed by Prentice Capital Managenent, LP, and (ii) D. E. Shaw

Lam nar Portfolios, L.L.C, beneficially own approxi mately 20.4% and 20. 4%
respectively, of the outstanding shares of our common stock. Prentice and

Lam nar each currently has the right to nom nate two nenbers of our Board of
Directors. This share ownership would permt these and other |arge stockhol ders
to exert significant influence over the outcone of stockhol der votes, including
votes concerning the el ection of directors, by-law anendnents, possible
nergers, corporate control contests and other significant corporate
transactions. Changes in our effective tax rate may have an adverse effect on
our results of operations. Qur future effective tax rate and the anount of
our provision for incone taxes may be adversely affected by a nunber of
factors, including:

adjustrments to estimated taxes upon finalization of various tax returns;

i ncreases in expenses not deductible for tax purposes;

changes in available tax credits;

changes i n share-based conpensati on expense;

changes in the valuation of our deferred tax assets and liabilities;

changes in accounting standards or tax |laws and regul ations, or interpretations thereof;
the jurisdictions in which profits are determned to be earned and taxed;

the resolution of issues arising fromuncertain positions and tax audits with various tax
aut horities; and

penal ti es and/or interest expense that we may be required to recognize on liabilities
associ ated with uncertain tax positions.

c oo ococccy

c

Any significant increase in our future effective tax rates coul d adversely
i mpact our net income for future periods. Actual results differing from
esti mat es. I f actual events, circunstances, outcomes and anmounts differ
fromjudgnments, assunptions and estimates nade or used in determning the
amount of certain assets (including the anbunt of recoverability of property,
pl ant and equi pnent, intangible assets, valuation allowances for receivables,
inventories and deferred
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i ncome tax assets), liabilities (including accruals for incone taxes and
liabilities) and or other items reflected in our consolidated financia
statenments, it could adversely affect our results of operations and financia
condition. Increased costs associated with corporate governance conpliance nay
affect our results of operations. The Sarbanes Oxl ey Act of 2002 has

requi red changes in some of our corporate governance and securities disclosure
and conpliance practices, and requires ongoing review of our internal contro
procedures. These devel opments have increased our |egal conpliance and
financial reporting costs, and to the extent that we identify areas of our

di scl osures controls and procedures and/or internal controls requiring

i mprovenment we may have to incur additional costs and divert management's tine
and attention. Any such action could adversely affect our results of operations
and financial condition. If our divested gift business fails to satisfy certain
obligations relating to their operations, we could face third-party clains
seeking to hold us liable for those obligations. I n Decenber of 2008, we
conpleted the Gft Sale. W renmain contingently liable to third parties for
sonme obligations of the gift business, such as a real estate | ease assuned by
the buyer in the transaction, and nmay remain contingently liable for certain
contracts and ot her obligations that have not been novated, in either case if
such buyer fails to nmeet its obligations. Qur financial condition and results
of operations could be adversely affected if we receive any such third-party
clains. The trading price of our combn stock has been volatile and investors
in our commopn stock may experience substantial |osses. The trading price of
our comon stock has been volatile and may continue to be volatile in the
future. The trading price of our comon stock could decline or fluctuate in
response to a variety of factors, including:

u changes in financial estimtes of our net sales and operating results;

buy/sell reconmendations by securities anal ysts;

the timng of announcenments by us or our conpetitors concerning significant product
devel opnents, acquisitions or financial perfornmance;

fluctuation in our quarterly operating results;

ot her econom ¢ or external factors;

our failure to neet the perfornmance estimtes of securities analysts or investors;
substantial sales of our conmmpn stock or the registration of substantial shares for
sale; or

general stock market conditions.

| ey en

| ey enid eniy end

c/

You may be unable to sell your stock at or above your purchase price. If
we fail to maintain conpliance with the listing standards of the New York Stock
Exchange, our common stock nmay be delisted therefrom Qur comon stock is
currently listed on the New York Stock Exchange (NYSE). W nmay fail to conply
with the continued listing requirenents of the NYSE, which may result in the
delisting of our combn stock. The NYSE rul es require, anong other things, that
the mnimumlisting price of our common stock be at |east $1.00 for nore than
30 consecutive trading days, and that our average nmarket capitalization be at
| east $15 million over any 30 consecutive trading day period. Delisting would
have an adverse effect on the liquidity of our common stock and, as a result,
the market price for our common stock m ght becone nore volatile. Delisting
could also nake it nore difficult for us to raise additional capital. As of
March 19, 2010, our 30 day

17
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average market capitalization was approximately $111.0 mllion and our 30
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tradi ng day average stock price was $5.14. W do not anticipate paying regul ar
di vi dends on our comon stock in the foreseeable future, so any short-term
return on your investnent will depend on the market price of our comopn stock
The covenants in our credit agreenent limt our ability to pay dividends to
our sharehol ders. No assurance, therefore, may be given that there will be any
future dividends declared or that future dividend declarations, if any, will be
conmensurate in anpunt or frequency with past dividends. Terrorist attacks and
threats may di srupt our operations and negatively inpact our revenues, costs
and stock price. The terrorist attacks of Septenmber 11, 2001 in the U. S
the U.S. response to those attacks and the resulting decline in consumer
confidence had a substantial adverse effect on the U S. econony. Any simlar
future events may disrupt our operations directly or indirectly by affecting
the operations of our custoners. In addition, these events have had and may
continue to have an adverse inpact on the U S. econony in general and on
consumer confidence and spending in particular, which could harm our revenues.
Any new terrorist events or threats could have a negative effect on the U S
and world financial nmarkets generally, which could reduce the price of our
conmon stock and may linmt the capital resources available to us and others
wi th whom we conduct business. If any of these events occur, they could have a
significant adverse effect on our results of operations and could result in
increased volatility in the market price of our commpn stock. Various
restrictions in our charter documents, policies, New Jersey |aw and our credit
agreenment could prevent or delay a change in control of us which is not
supported by our board of directors. We are subject to a nunber of
provisions in our charter docunments, policies, New Jersey |law and our credit
agreenment that nay discourage, delay or prevent a nerger, acquisition or change
of control that a stockhol der may consi der favorable. These anti-takeover
provi si ons incl ude: u advance notice procedures for nom nations of
candi dates for election as directors and for stockhol der proposals to be
consi dered at stockhol ders' nmeetings; u the absence of cunul ative voting
in the election of directors; U covenants in our credit agreenent
restricting nmergers, asset sales and simlar transactions and a provision in
our credit agreenment that triggers an event of default upon certain
acqui sitions by a person or group of persons with beneficial ownership of 50.1%
or nore of our outstandi ng common stock; and u the New Jersey Sharehol ders
Protection Act. The New Jersey Sharehol ders Protection Act, as it pertains
to us, prohibits, anpbng other things, a nerger, consolidation, specified asset
sal e, specified issuance or transfer of stock, or other simlar business
conbi nati on or disposition between the Conpany and any beneficial owner of 10%
or nore of our voting stock for a period of five years after such "interested"
st ockhol der acquires 10% or nore of our voting stock, unless the transaction is
approved by our board of directors before such interested stockhol der acquires
10% or nore of our voting stock. In addition, no such transaction shall occur
at any tinme unless: (1) the transaction is approved by our board of directors
before the interested stockhol der acquires 10% or nore of our voting stock, (2)
the transaction is approved by the holders of two-thirds of our voting stock
excl udi ng shares of our voting stock owned by such interested stockhol der or
(3) (A the aggregate consideration received per share by stockholders in such
transaction is at |east equal to the higher of (i) the highest per share price
(including any brokerage commi ssions, transfer taxes and soliciting dealer's
fees) paid by the interested stockholder (x) within the 5-year period preceding
the announcenment date of such transaction or (y) within the 5-year period
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preceding, or in the transaction, in which the stockhol der becanme an interested
st ockhol der, whichever is higher, in each case plus specified interest, |ess
the val ue of dividends paid since that earliest date, up to the anpbunt of such
interest, and (ii) the nmarket value per share of common stock on the
announcement date of such transaction or on the date the interested stockhol der
becanme an interested stockhol der, whichever is higher, plus specified interest,
| ess the value of dividends paid since that date, up to the anmount of such
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interest, (B) the consideration in the transaction received by stockholders is
in cash or in the sanme formas the interested stockhol der used to acquire the

| argest nunber of shares previously acquired by it, and (C) after the date the
i nterested stockhol der becane an interested stockhol der, and prior to the
consummati on of the transaction, such interested stockhol der has not becone the
beneficial owner of additional shares of our stock, except (w) as part of the
transaction which resulted in the interested stockhol der becom ng an interested
stockhol der, (x) by virtue of proportionate stock splits, stock dividends or
other distributions not constituting a transacti on covered by the New Jersey
Shar ehol ders Protection Act, (y) through a transaction nmeeting the conditions
of paragraph (B) above and this paragraph (C) or (z) through purchase by the

i nterested stockhol der at any price, which, if that price had been paid in an
ot herwi se perm ssible transaction under the New Jersey Sharehol ders Protection
Act, the announcenent date and consummation date of which were the date of that
pur chase, woul d have satisfied the requirenments of paragraphs (A) and (B)

above. W have granted stock options, stock appreciation rights, restricted
stock and restricted stock units to certain nanagenent enpl oyees and directors
as conpensation, which nmay depress our stock price and result in dilution to
our comon stockhol ders. As of March 19, 2010, options to purchase

approxi nately 880, 615 shares of our commopn stock were outstandi ng, 46% of which
are currently vested; 1,266,193 stock appreciation rights have been issued, 16%
of which are currently vested; 56,980 non-vested shares of restricted stock are
out st andi ng; and 188,370 non-vested restricted stock units are outstanding. Qur
Equity Incentive Plan allows for the granting of additional incentive stock
options, non-qualified stock options, stock appreciation rights, stock units,
restricted and non-restricted shares and/or dividend equivalent rights, up to a
total of 1.5 mllion shares (plus additional shares in the event of specified
circunmstances). If the market price of our common stock rises above the
exercise price of outstanding vested options, holders of those securities my
exercise their options and sell the conmmon stock acquired upon exercise of such
options in the open nmarket. Sal es of a substantial nunber of shares of our
conmon stock in the public market by hol ders of exercised vested options,
vested restricted stock, vested stock appreciation rights and/or vested
restricted stock units settled in or exercised for stock may depress the
prevailing market price for our conmon stock and could inpair our ability to
rai se capital through the future sale of our equity securities. Additionally,

if the holders of outstanding vested options exercise those options, our conmon
stockhol ders will incur dilution. The exercise price of all common stock
options is subject to adjustnent upon stock dividends, splits and comnbinations,
as well as anti-dilution adjustnents as set forth in the rel evant award
agreenent .

| TEM 1B. UNRESOLVED STAFF COMVENTS

Not appl i cabl e.

| TEM 2. PROPERTI ES

We own an office and distribution facility used by Sassy in Kentwood,
M chigan. W | ease additional office and distribution facilities located in
South Gate, California; and Cranbury, New Jersey. W al so subl ease office space
in Wyne, New Jersey (from TRC), and | ease office space i n Bannockburn,
I[Ilinois and Irvine, California, and until Decenber 31, 2009, Costa Mesa,
California. W also sublease from TRC office space and distribution facilities
i n Eastl ei gh, Hanpshire England and Sydney, Australia. See Note 13 of Notes to
Consol i dated Financial Statenents and Item 13, "Certain Rel ationships and
Rel at ed Transactions and Director |ndependence", for nore information regarding
our Costa Mesa | ease.
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Bank of America, N. A and certain of its affiliates, as admi nistrative
agent for the lenders under our current credit agreenent, has a lien on
substantially all of our assets. Such lien includes a nortgage on the rea
property located at 2305 Breton Industrial Park Drive, S.E., Kentwood,

M chi gan. See Note 8 of Notes to Consolidated Financial Statenents. We
believe that our facilities are nmmintained in good operating condition and are,
in the aggregate, adequate for our purposes. At Decenber 31, 2009, we were
obl i gated under operating | ease agreenments (principally for buildings and ot her
| eased facilities) for remaining |l ease terns ranging from®6 nonths to 7.6
years. See Item 7 "Managenent's Di scussion and Anal ysis of Financial Condition

and Results of Operations -- Contractual Obligations." Also see Item?7
"Managenent's Di scussion and Anal ysis of Financial Condition and Results of
perations -- O f-Bal ance Sheet Arrangenents" for a description of our

contingent liability with respect to a | ease assuned by TRC in connection with
the sale of the Gft Business and Note 19 of Notes to the Consoli dated
Fi nanci al Statenents.

| TEM 3. LEGAL PROCEEDI NGS

In the ordinary course of its business, we are party to various copyright,
patent and trademark infringement, unfair conpetition, breach of contract,
custons, enploynent and other |egal actions incidental to our business, as
plaintiff or defendant. In the opinion of managenment, the amount of ultimte
l[iability with respect to these actions will not materially adversely affect
our consolidated results of operations, financial condition or cash fl ows.

| TEM 4. REMOVED AND RESERVED

Tabl e of Contents

EXECUTI VE OFFI CERS OF THE REQ STRANT The foll owi ng table provides
information with respect to our executive officers as of March 19, 2010. Al
officers are elected by the Board of Directors and may be rempved with or
wi t hout cause by the Board. As is discussed under the section captioned "Debt
Fi nanci ngs" in "Managenent's Discussion and Anal ysis of Financial Condition and
Results of Qperations--Liquidity and Capital Resources", all of our operations
are currently conducted through our subsidiaries. As a result, we have
determned that it is appropriate to include the | eaders of each of our
princi pal business units as executive officers, even where such | eaders are
enpl oyed by our subsidiaries. As a result, Lawence Bivona, President of
LaJobi, Inc.; David Sabin, President of Kids Line, LLC, Richard F. Schaub, Jr.
Presi dent of Sassy, Inc. and Renee Pepys-Lowe, President of CoCalLo, Inc. are
each deemed to be executive officers.

NAME ACGE POSI TION W TH THE COVPANY

Bruce G Crain(1l) 49 President and Chief Executive Oficer

Marc S. Goldfarb 46 Senior Vice President, General Counsel and Corporate Secretary
Guy A Paglinco 52 Vice President, Chief Financial Oficer
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Lawr ence Bivona 54 President of LaJobi, Inc
Davi d Sabi n 60 President of Kids Line, LLC
Ri chard F. Schaub, Jr. 50 President of Sassy, Inc.
Renee Pepys-Lowe 45 President of CoCalLo, Inc.

(1) Menber of our Board of Directors

Bruce G Crain joined the Conpany as President and Chief Executive Oficer
and a nenber of our Board of Directors in Decenber 2007. From March 2007 unti
Decenmber 2007, he provided consulting services to the Conpany and to Prentice
Capital Managerment, L.P. and D.E. Shaw & Co., L.P. Previously, he served in
various executive capacities with Blyth, Inc, a NYSE-listed, multi-channe
desi gner and mar keter of honme decor and gift products from 1997 to Septenber
2006, including Senior Vice President (Corporate) from 2002 to 2006, a memnber
of the Chairman's Ofice Executive Commttee from 2004 to 2006, G oup President
of the worl dwi de Wol esal e Goup segnent from 2004 to 2006, President of the
Honme Fragrance G oup from 2002 to 2004 and President of the European Affiliate
Group from 1999 to 2001. Marc S. Gol dfarb joined the Conpany as Vice
President, General Counsel and Corporate Secretary in Septenber 2005. In
Noverber 2006, he was pronoted to the position of Senior Vice President. Prior
to joining the Conpany, from January 2003 to Septenber 2005, M. CGoldfarb was
Vi ce President, General Counsel and Corporate Secretary of Journal Register
Conpany, a publicly traded newspaper publishing company. From July 1998 to
January 2003, he served as Managing Director and General Counsel of The
Vertical Group, an international private equity firm Prior to that, M.
Gol df arb was a Partner at Bachner, Tally, Polevoy & Msher LLP, a law firm

GQuy A. Paglinco joined the Conpany as Vice President--Corporate Controller in
Sept enber 2006, and was pronmpted to Vice President and Chief Accounting Oficer
of the Conpany as of Novenber 13, 2007, Interim Chief Financial Oficer as of
January 30, 2009, and Chief Financial Oficer as of August 14, 2009.

I mredi ately prior to joining the Conpany, M. Paglinco served in various roles
at Enerson Radio Corp., an AVEX-listed international distributor of consumer

el ectroni ¢ products, including Chief Financial Oficer from 2004-2006, and
Corporate Controller from 1998-2004. Law ence Bivona joined the Company as
President of LaJdobi, Inc. upon its acquisition in April 2008. Prior to such
acqui sition, he served as President of LaJobi Industries, Inc. (the predecessor
of LaJobi) since he co-founded the conpany in 1994. Davi d Sabin joined the
Conpany as Executive Vice President of Kids Line on Decenber 7, 2009, and

ef fective January 1, 2010, assuned the position of President of Kids Line. From
1988 to 2006, M. Sabin was a founder and Chairnan of Salton, Inc., a designer
mar ket er and distributor of branded small appliances, home
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decor and personal care products under well-recogni zed brands such as
Salton(R), CGeorge Foreman(R), Westinghouse(R) and Toastmaster(R). Since 2008,
M. Sabin has served as President of G eystone Brands, Ltd., a house-wares
conpany, where he |l ed sales and marketing efforts to |aunch several new
products domestically and internationally and established new |icensing
opportunities for several well-known brands. M. Sabin has also held severa

ot her executive and nanagerial positions in the hone decor and tabletop

i ndustries. Ri chard F. Schaub, Jr. joined the Conpany as President of
Sassy, Inc. on February 17, 2010. From 2007 to 2009, he was the General Manager
of RC2/Learning Curve Brands' "Modther, Infant and Toddl er" G oup. From 2000 to
2007, he held various Senior Vice President -- Sales positions at RC2. Prior to
his tenure at RC2, M. Schaub hel d various managenent and sal es | eadership
roles at infant and juvenile product category |eaders including Mclaren
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Evenflo, Priss Prints and Dolly. Earlier in his career, he was a buyer and
marketing director for Child Wrld, a juvenile retailer with 181 stores.
Renee Pepys-Lowe joi ned the Conpany as President of CoCaLo, Inc. upon its
acquisition in April 2008. Prior to such acquisition, she served as President

and Chi ef Executive Oficer of CoCaLo since she founded the conpany in 1998.
PART 11 TEM 5. MARKET FOR REG STRANT' S COVMON EQUI TY, RELATED STOCKHOLDER
MATTERS AND | SSUER PURCHASES OF EQUI TY SECURI Tl ES At March 19, 2010, our
Conmon Stock was hel d by approxi mately 454 sharehol ders of record. Qur Conmon
St ock has been traded on the New York Stock Exchange, under the symbol KID
since Septenber 22, 2009, and prior thereto under the synbol RUS since its
initial public offering on March 29, 1984. The followi ng table sets forth the
hi gh and | ow sale prices of our Commpn Stock, as set forth on the New York

St ock Exchange Conposite Tape, for the cal endar periods indicated:

2009 2008
HGH LOwW H GH LOW
First Quarter $ 4.56 $ 0.88 $ 15.54 $ 11.87
Second Quarter 4.76 1.31 14. 52 7.97
Third Quarter 6. 63 3.05 10. 24 6. 20
Fourth Quarter 6.79 3.64 7.18 1. 05

The Conpany has not paid a dividend since April 2005 and currently does not
antici pate payi ng any divi dends. In accordance with the terns of our
current credit agreenent, we are restricted in our ability to pay dividends to
our shareholders. See Item 7, "Managenent's Discussion and Anal ysis of

Fi nanci al Condition and Results of Operations --Liquidity and Capita
Resources" and Note 8 of Notes to Consolidated Financial Statenments, for a
description of our current credit agreement, including such dividend
restrictions. See Item 12 of this Annual Report on Form 10-K for Equity
Conpensation Plan |Information. CUMJULATI VE TOTAL STOCKHOLDER RETURN The
followi ng line graph conpares the performance of our Comon Stock during the
five-year period ended Decenber 31, 2009 with the S&P 500 I ndex and an i ndex
conposed of other publicly traded conpanies that we consider to be our peers
(the "Peer Group"). The graph assumes an investnent of $100 on Decenber 31
2004 in our Comon Stock, the S&P 500 Index and the Peer G oup index. The
Peer Group is conprised of the followi ng publicly traded conpanies: (1) Crown
Crafts, Inc.; (2) Dorel Industries, Inc.; (3) RC2 Corporation; and (4) Summrer

I nfant, Inc.
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The Peer Group returns are wei ghted by market capitalization as of the

begi nni ng of each year. Cunulative total return assunes reinvestnent of

di vi dends. The performance shown is not necessarily indicative of future

performance. COVPARI SON OF 5 YEAR CUMJULATI VE TOTAL RETURN*
Among Kid Brands, Inc. The S&P 500 I ndex

And A Peer Group$ 100 invested on 12/31/04 In stock or I|ndex, including

rei nvest mnent of divi dends.

Fi scal year endi ng Decenber 31. Copyright(c) 2010 S&P, a division of The

MG ewHill Conpanies Inc. Al rights reserved.

12/04 12/05 12/06 12/07 12/08 12/09
Kid Brands, Inc. 100.00 50.32 68.08 72.09 13.09 19.30
S&P 500 100. 00 104.91 121.48 128.16 80.74 102.11
Peer G oup 100.00 85.39 103.02 87.47 55.13 77.32
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| TEM 6. SELECTED FI NANCI AL DATA

The following table presents our selected financial data. The table shoul d

be read in conjunction with Item 7, "Managenent's Discussion and Anal ysis of
Fi nanci al Condition and Results of Operations", and Item 8, "Financia
Statements and Suppl ementary Data", of this Annual Report on Form 10-K. As of
Decenmber 23, 2008, we conpleted the Gft Sale. As a result, the G ft Business
has been refl ected as discontinued operations in our consolidated Statenments of
Qperations for 2008 and all periods prior thereto presented in this Annua
Report on Form 10-K, including the data in the table bel ow. The Decenber 31
2008 Bal ance Sheet data presented do not include the G ft Business assets and
liabilities as a result of the consummation of the Gft Sale as of Decenmber 23,
2008, but do include the fair values of the consideration received fromthe
G ft Sale. The Bal ance Sheet data presented for the years ended Decenber 31,

2007 and prior thereto, included in the table bel ow, have not been restated.

Years Ended Decenber 31,*
2009 2008 2007 2006 2005
(Dol l ars in Thousands, Except Per Share Data)
St atement of Operations

Dat a:

Net Sal es $ 243,936 $ 229,194 $ 163,066 $ 147,100 $ 131, 519
Cost of Sales 168, 741 160, 470 111, 361 84, 338 76, 232
I ncone (Loss) from 10, 992 (118, 986) 16, 915 34,077 29,790
conti nui ng operations

I nconme (Loss) before 4,543 (128, 371) 13, 222 24, 429 14, 245

Provision (Benefit) for
I ncone Taxes

| ncome Tax (7,162) (29,031) 4,127 10, 363 3,593
(Benefit)Provision

(Benefit)

I ncome (Loss) from 11,705 (99, 340) 9, 095 14, 066 10, 652

conti nui ng operations

I ncome (Loss) from -- (12, 216) (187) (23,502) (45,751)
di sconti nued operations,

net of tax

Net I ncone (Loss) 11,705 (111, 556) 8,908 (9,436) (35,099
Basi ¢ Earnings (Loss) Per

Shar e:

I ncome (Loss) from 0.55 (4.66) 0. 43 0. 67 0.51
conti nui ng operations

I nconme (Loss) from -- (0.57) (0.01) (1.12) (2.20)
di sconti nued operations

Net Earni ngs (Loss) per 0. 55 (5.23) 0.42 (0. 45) (1.69)
common share

Diluted I ncome (Loss) Per

Shar e:

I nconme (Loss) from 0.54 (4. 66) 0.43 0. 67 0.51
conti nui ng operations

I ncome (Loss) from -- (0.57) (0.01) (1.12) (2.20)
di sconti nued operations

Net Earni ngs (Loss) per 0.54 (5.23) 0.42 (0.45) (1.69)
comon share

Di vi dends Per Share 0.00 0.00 0.00 0.00 0.10

23



KID BRANDS INC Filing Date: 12/31/09

Bal ance Sheet Dat a:

Wor ki ng Capi t al $ 28,982 $ 25,046 $ 63,133 $ 45,872 $ 71,511
Property, Plant and 4,251 4,466 13,093 13,993 17, 856
Equi pnent, net

Total Assets 206, 878 235, 434 340, 123 303, 767 328, 961
Debt 83, 125 102, 812 66, 844 54,332 76,517
Shar ehol ders' Equity 91, 094 77,876 204, 639 190, 664 193, 854

* The above results include LaJobi and CoCalLo since their acquisitions on April 2, 2008.
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I TEM 7. MANAGEMENT' S DI SCUSSI ON AND ANALYSI' S OF FI NANCI AL CONDI TI ON AND RESULTS OF OPERATI ONS

The financial and business anal ysis bel ow provi des information that we
believe is relevant to an assessnent and understandi ng of our consolidated
financial condition, changes in financial condition and results of operations.
Thi s financial and business analysis should be read in conjunction with Item 6,
Sel ected Financial Data, and our consolidated financial statenments and
acconpanyi ng Notes to Consolidated Financial Statements set forth in Item38
bel ow. Overvi ew We are a | eading designer, inmporter, marketer and
di stributor of branded infant and juvenile consuner products. W generated
annual net sales fromcontinuing operations of approxinately $244 mllion in
2009. On Septenmber 22, 2009, as a result of the Gft Sale and our resulting
focus on our infant and juvenil e business, we changed our corporate nanme to Kid
Brands, Inc. and our NYSE ticker symbol to "KID'. Shift to Infant and Juvenile
Busi ness During 2008, we strategically refocused our business to further
enhance our position in the infant and juvenile business. In April 2008, we
consummat ed the acquisitions of each of the net assets of LaJobi Industries,
Inc. and the capital stock of CoCalLo, Inc. LaJobi designs, inports and sells
infant and juvenile furniture and rel ated products, and CoCalLo designs, inports
and sells infant bedding and rel ated accessories. |In addition, on Decenber 23,

2008, we sold our Gft Business. Toget her with our 2004 acquisition of
Kids Line -- which designs, inports and sells infant bedding and rel ated
accessories -- and our 2002 acquisition of Sassy-- which designs, inports and
sel |l s devel oprmental toys and feeding, bath and baby care itens -- the foregoing

actions have focused our operations on the infant and juvenil e business, and
have enabled us to offer a nore conpl ete range of products for the baby
nursery. The results of operations of LaJobi and CoCalLo are included in
our consolidated results of operations fromand after April 2, 2008;
accordingly, our fiscal year 2008 results include only nine nmonths of activity
fromthese acquired entities. Prior to Decenber 23, 2008, we had two
reportabl e segnents: (i) our infant and juvenile segnent; and (ii) our gift
segnent. As a result of the Gft Sale, we currently operate in one infant and
juvenile segment. Consistent with our strategy of building a confederation of
conpl ement ary busi nesses, each subsidiary in our infant and juvenile business
is operated substantially independently by a separate group of managers. Qur
seni or corporate management, together with senior managenent of our
subsi di aries, coordinates the operations of all of our businesses and seeks to
identify cross-nmarketing, procurenent and other conpl enentary business
opportuniti es. Prior to the Gft Sale, the Gft Business designed,

manuf actured through third parties and narketed a wide variety of gift
products, prinmarily under the trademarks Russ (R)and Appl ause(R), to retai
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stores throughout the United States and the world via wholly-owned subsidiaries
and i ndependent distributors. The consideration received fromthe Gft Sale
(the "G ft Sale Consideration") was recorded at fair value as of Decenber 23,
2008 at approximately $19.8 million, and consisted of a Note Receivabl e of
$15.3 mllion and an Investrment of $4.5 million (for 19.9% of the combn stock
of TRC) on our consolidated bal ance sheet. The G ft Sal e Consideration, as well
as a related license to TRC of the Russ(R) and Appl ause(R) trademarks and trade
nanes, is discussed in nore detail in "Liquidity and Capital Resources" bel ow
under the section captioned "Recent Disposition". In connection with the Gft
Sal e, we recognized an inpairment charge on the Appl ause(R) trademark of
approximately $6.7 mllion in 2008, which was recorded in inpairment of

goodwi | I and intangi bl es of continuing operations.
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During the quarter ended June 30, 2009, in conjunction with the
preparation of our financial statenents for such period, a series of inpairnent
i ndi cators emerged in connection with TRC, which resulted in the Conpany
recording in the quarter ended June 30, 2009 certain non-cash inpairnent
charges and a val uation reserve aggregating $15.6 million against the Gft Sale
Consi deration and the Appl ause(R) trade name. Prior to its divestiture,
the G ft Business had revenues of approximately $124.0 mllion in 2008 (through
Decenber 23, 2008), and $168.1 million in 2007. The loss from di sconti nued
operations, net of tax, for 2008 was $12.2 mllion. This loss included: (i) an
i mpai rment charge of $7.0 mllion related to the wite-down of fixed assets;
(i1) a $1.0 mllion charge in cost of goods sold related to the wite-off of
Shining Stars website developnent; and (iii) a $1.6 mllion inventory charge in
the second quarter of 2008 in connection with the unfavorable results of a
voluntary quality test on certain gift products. Losses from di sconti nued
operations, net of tax, were $187,000 in 2007. As a result of the Gft
Sal e, the Consolidated Statenents of Operations have been restated to show the
G ft Business as discontinued operations for the years ended Decenber 31, 2008
and 2007. The Consol i dated Bal ance Sheet of Decenmber 31, 2008 does not include
the Gft Business assets and liabilities, as a result of the consummation of
the Gft Sale as of Decenber 23, 2008, but includes the fair value of the
consi deration received fromthe Gft Sale, which was fully inpaired and
reserved during the quarter ended June 30, 2009. The Consolidated Statenents of
Cash Flows for the years ended Decenber 31, 2008 and 2007 have not been
restated. The acconpanying Notes to Consolidated Fi nancial Statements have been
restated to reflect the discontinued operations presentation described above
for the basic financial statenents where applicable. Continuing Operations
Qur infant and juvenile business -- which currently consists of Kids Line,
LaJobi, Sassy and CoCalLo -- designs, manufactures through third parti es,

i mports and sells products in a nunber of conplenentary categories including,
among ot hers: infant bedding and rel ated nursery accessories (Kids Line and
CoCalLo); infant furniture and related products (LaJobi); and devel opnental toys
and feeding, bath and baby care itens with features that address the various
stages of an infant's early years (Sassy). Qur products are sold primarily to
retailers in North Anerica, the UK and Australia, including | arge, nationa
retail accounts and i ndependent retailers (including toy, specialty, food,
drug, apparel and other retailers). W maintain a direct sales force and
distribution network to serve our custoners in the United States, the UK and
Australia, and sell through independent nmanufacturers' representatives and
distributors in certain other countries. International sales from continuing
operations, defined as sales outside of the United States, including export

sal es, constituted 8.1% 8.2% and 9.5% of our net sales for the years ended
Decenmber 31, 2009, 2008 and 2007, respectively. One of our strategies is to

i ncrease our international sales, both in absolute terns and as a percentage of
total sales, as we seek to expand our presence outside of the U S. Asi de
fromfunds supplied by our senior credit facility, revenues fromthe sal e of
products have historically been the major source of cash for the Conmpany, and
cost of goods sold and payroll expenses have been the | argest uses of cash. As
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a result, operating cash flows primarily depend on the ambunt of revenue
generated and the timng of collections, as well as the quality of our custoner
accounts receivable. The timng and | evel of the payments to suppliers and

ot her vendors also significantly affect operating cash flows. Managenent views
operating cash flows as a good indicator of financial strength. Strong
operating cash flows provide opportunities for growh both internally and
through acquisitions, and al so enable us to pay down debt. We do not
ordinarily sell our products on consignnment (although we may do so in limted
circunst ances), and we ordinarily accept returns only for defective

mer chandi se. In the normal course of business, we grant certain acconmodati ons
and all owances to certain custoners in order to assist these custoners with

i nventory cl earance or pronotions. Such anmounts, together with discounts, are
deducted fromgross sales in determ ning net sales.
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Qur products are nmanufactured by third parties, principally located in the
PRC and ot her Eastern Asian countries. Qur purchases of finished products from
these manufacturers are primarily denomnated in U S. dollars. Expenses for
these manufacturers are primarily denominated in Chinese Yuan. As a result, any
material increase in the value of the Yuan relative to the U S. dollar, as
occurred in 2008 and 2007, woul d increase our expenses, and therefore,
adversely affects our profitability. Conversely, a small portion of our
revenues are generated by our subsidiaries in Australia and the U K and are
denom nated prinmarily in those |l ocal currencies. Any material increase in the
value of the U S. dollar relative to the value of the Australian dollar or
British pound would result in a decrease in the ambunt of these revenues upon
their translation into U S. dollars for reporting purposes. I f our
suppliers experience increased raw naterials, |abor or other costs, and pass
al ong such cost increases to us through higher prices for finished goods, our
cost of sales would increase. To the extent we are unable to pass such price
i ncreases along to our custoners, our gross nmargi ns woul d decrease. For
exanpl e, during 2008, increased costs in the PRC, primarily for raw material s,
| abor, taxes and currency |ead our vendors to raise our prices, resulting in
i ncreased cost of goods sold and reduced gross nargins in 2008. Qur gross
profit may not be conparable to those of other entities, since sone entities
i nclude the costs of warehousing, outbound handling costs and out bound shi ppi ng
costs in their costs of sales. W account for the above expenses as operating
expenses and cl assify themunder selling, general and adm nistrative expenses.
For the fiscal years ended Decenber 31, 2009, 2008 and 2007, the costs of
war ehousi ng, outbound handling costs and out bound shi pping costs were $7.0

mllion, $8.8 mllion, and $6.1 mllion, respectively. The mgjority of outbound
shi pping costs are paid by our custoners, as many of our customers pick up
their goods at our distribution centers. Duri ng 2008 and 2009, our gross

profit margi ns have declined as a result of: (i) a shift in product mx toward
| ower margin products, including increased sales of |icensed products, which
typically generate lower nmargins as a result of required royalty paynents
(which we record in cost of goods sold); and (ii) our acquisition of LaJobi
whi ch has experienced significant sales growh but which also typically
generates | ower gross nargins, on average, than our other business units; and
(iii) increased pressure frommajor retailers, primarily as a result of
prevailing economc conditions, to offer additional mark downs and ot her
pricing accomopdations to clear existing inventory and secure new product

pl acenents. We continue to seek to mtigate this margin pressure through
the devel opnent of new products that can command hi gher pricing, the
identification of alternative, |ower-cost sources of supply and, where
possi bl e, price increases. Particularly in the mass market, our ability to

i ncrease prices or resist requests for mark-downs and/or other allowances is
limted by market and conpetitive factors, and, while we have inpl enented

sel ective price increases, we have generally focused on maintaining (or

i ncreasing) shelf space at retailers and, as a result, our nmarket share.
Goodwi | | and | ntangi bl e Assets Prior to 2009, we carried significant
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goodwi I I and intangi bl e assets on our bal ance sheet. W recorded, in our

consol idated financial statenents for the fourth quarter and fiscal year ended
Decenmber 31, 2008, non-cash inpairnent charges to: (i) goodwill related to our
continuing infant and juvenile operations in the approxi mate amount of $130.2
mllion, in connection with our annual assessnment of goodwill; (ii) our

Appl ause(R) trademark, in connection with the Gft Sale of $6.7 mllion; and
(1ii) intangible assets related to our continuing infant and juvenile
operations of $3.7 mllion, in connection with our annual assessment of
indefinite-life intangi ble assets. As all of our goodwi Il was inpaired in 2008,
as di scussed bel ow, there was no annual goodwi || assessment for our continuing
operations as of Decenber 31, 2009. However, we have perforned an annua
assessment of our indefinite lived intangible assets as of Decenber 31, 2009.
There was no inpairnent of the Company's other intangible assets (either
definite-lived or indefinite-lived) during 2009, except for the inpairnent to
the Appl ause trade nanme during the second quarter of 2009 in the anmpbunt of $0.8

Tabl e of Contents

mllion. See "Critical Accounting Policies" below for a discussion of

i mpai rment charges incurred in 2008 and our evaluation of the useful life of
our Kids Line customrer rel ationshi ps. Wth respect to the goodw ||
previously carried on our bal ance sheet, we performed our annual goodw ||
assessment for our continuing operations as of Decenber 31, 2008. The goodwi ||
i mpai rment test is acconplished using a two-step process. The first step
conpares the fair value of a reporting unit that has goodwill to its carrying
value. The fair value of a reporting unit using discounted cash flow anal ysis
is estimated. If the fair value of the reporting unit is determned to be |ess
than its carrying value, a second step is perforned to conmpute the anmount of

goodwi I I inpairnment, if any. Step two allocates the fair value of the reporting
unit to the reporting unit's net assets other than goodwi |l. The excess of the
fair value of the reporting unit (using fair-value based tests) over the
amounts assigned to its net assets other than goodwill is considered the
inplied fair value of the reporting unit's goodwill. The inplied fair val ue of
the reporting unit's goodwill is then conpared to the carrying value of its
goodwi I I . Any shortfall represents the amount of goodwi Il inpairnent. As

of Decenber 31, 2008, after conpleting the first step of the inpairnent test,
there was indication of inpairnment because our carrying val ue exceeded our

mar ket capitalization. Management's determ nation of the fair value of the
goodwi I | for the second step in the analysis was perfornmed with the assistance
of a public accounting firm other than the Conpany's auditors. The analysis
used a variety of testing nethods that are judgnental in nature and involve the
use of significant estimtes and assunptions, including: (i) the Conpany's
operating forecasts; (ii) revenue growmh rates; (iii) risk-comensurate

di scount rates and costs of capital; and (iv) price or market nultiples. The
Conpany's estimates of revenues and costs are based on historical data, various
internal estinates and a variety of external sources, and are devel oped by the
Conpany's routine | ong-range pl anni ng process. During the year ended
Decenmber 31, 2008, stock market valuations in general, and the Conpany's stock
price in particular, declined substantially. Such decline in the Conpany's
stock price in 2008 indicated the potential for inpairment of the Conpany's
goodwi I | . In addition, during 2008, gross margins for Kids Line and Sassy
declined substantially fromthe previous year, and Sassy term nated a

di stribution agreement (the "MAM Agreenent") that had contributed approxi mately
$22 million in revenues that was not expected to recur in 2009. These adverse
conditions, resulting in part fromdifficult equity and credit narket
conditions, led the Conpany to revise its estimates with respect to net sales
and gross margins, which in turn negatively inpacted our cash flow forecasts
for Kids Line and Sassy. These revised cash flows forecasts resulted in the

conclusion in the second step of the analysis that the Conpany's goodw Il was
entirely inpaired (it was determ ned to have no inplied value), and as a
result, the Conpany recorded a goodw || inpairnment charge in the anmount of
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$130.2 mllion, representing the shortfall between the fair value of its
conti nui ng operations for which goodwi || had been allocated and its carrying
val ue. Inventory I nventory, which consists of finished goods, is carried on

our bal ance sheet at the | ower of cost or market. Cost is determ ned using the
wei ght ed average cost nethod and includes all costs necessary to bring
inventory to its existing condition and |ocation. Market represents the | ower
of replacenent cost or estimated net realizable value of such inventory.
Inventory reserves are recorded for danmmged, obsol ete, excess and sl ow novi ng
inventory if managenment determines that the ultinate expected proceeds fromthe
di sposal of such inventory will be less than its carrying cost as described
above. Managenent uses estimates to determi ne the necessity of recording these
reserves based on periodic reviews of each product category, based prinmarily on
the following factors: length of time on hand, historical sales, sales
projections (including expected sales prices), order bookings, anticipated
denmand, market trends, product obsol escence, the effect new products may have
on the sale of existing products and other factors. Ri sks and exposures in
nmaki ng these estimates include changes in public and consumer preferences and
demand for products, changes in custonmer buying patterns, conpetitor

activities, our effectiveness in inventory nanagenent, as well as

di sconti nuance of products or product lines. In
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addition, estimating sales prices, establishing markdown percentages and

eval uating the condition of our inventories all require judgnments and
estimates, which nmay al so i npact the inventory val uati on. However, we believe
that, based on our prior experience of managi ng and eval uating the
recoverability of our slow noving, excess, damaged and obsolete inventory in
response to market conditions, including decreased sales in specific product
lines, our established reserves are materially adequate. |If actual market
conditions and product sales prove to be |ess favorable than we have projected,
however, additional inventory reserves nay be necessary in future periods.
General Economi c Conditions as they |npact Qur Business Econom ¢ conditions
have deteriorated significantly in the United States and nany of the other
regions in which we do business and nay renmain depressed for the foreseeable
future. d obal econom c conditions have been chall enged by sl ow ng growh and
the sub-prine debt devaluation crisis, causing worldwide liquidity and credit
concerns. Continuing adverse gl obal econonic conditions in our markets may
result in, among other things, (i) reduced demand for our products, (ii)

i ncreased price conpetition for our products, and/or (iii) increased risk in
the collectability of cash fromour custonmers. See Item 1A, "Ri sk Factors-- The
state of the econony may inpact our business”. In addition, our operations and
performance depend significantly on | evels of consumer spending, which have
deteriorated significantly in many countries and regions as a result of
fluctuating energy costs, conditions in the residential real estate and
nortgage markets, stock market conditions, |abor and healthcare costs, access
to credit, consumer confidence and ot her nacroecononic factors affecting
consumer spendi ng behavi or. In addition, if internal funds are not
avai |l abl e from our operations, we may be required to rely on the banki ng and
credit narkets to nmeet our financial commitnents and short-termliquidity
needs. Continued disruptions in the capital and credit markets coul d adversely
affect our ability to draw on our bank revolving credit facility. Qur access to
funds under our credit facility is dependent on the ability of the banks that
are parties to such facility to meet their funding commtments. Those banks may
not be able to neet their funding commtnents to us if they experience
shortages of capital and liquidity or if they experience excessive vol unes of
borrowi ng requests fromus and other borrowers within a short period of tinme.
Such disruptions could require us to take neasures to conserve cash until the
markets stabilize or until alternative credit arrangements or other funding for
our business needs can be arranged. See Item 1A, "Ri sk Factors-- If the

nati onal and world-wi de financial crisis intensifies, potential disruptions in
the credit narkets nmay adversely affect the availability and cost of short-term
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funds for liquidity requirenments and our ability to neet |ong-term commtnents,
whi ch coul d adversely affect our results of operations, cash flows, and
financial condition". Conpany Qutl ook The principal elenents of our gl oba
busi ness strategy include:

u focusing on design-led and branded product devel opnent at each of our subsidiaries
to enable us to continue to introduce conpelling new products;

U pursuing organic growh opportunities to capture additional market share,
i ncl udi ng:

—_—

expandi ng our product offerings into rel ated categori es;
) increasing our existing product penetration (selling nmore products to existing
customer | ocations);
(iii) increasing our existing store penetration (selling to nore store locations within
each large, national retail custoner); and
(iv) expanding and diversifying our distribution channels, with particul ar enphasis on
sales into international markets;
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u growi ng through licensing, distribution or other strategic alliances,
i ncl udi ng pursuing acquisition opportunities in businesses conplenentary to
ours;

u inmplenenting strategies to further capture synergies within and between our
conf ederati on of businesses, through cross-nmarketing opportunities,
consol idation of certain operational activities and other collaborative
activities; and

u continuing efforts to manage costs within each of our businesses.

We believe that we have nade substantial progress in successfully
i npl enenting this strategy. As noted above, we acquired each of LaJobi and
CoCalLo on April 2, 2008, which enabled us to significantly expand our infant
and juvenile business and offer a nmore conpl ete range of products for the baby
nursery. W also sold our Gft Business on Decenber 23, 2008, enabling us to
focus our efforts and resources on our infant and juvenile business. In
addi ti on, during 2008 and 2009, we expanded our product line to offer products
at a broader variety of price points and al so added several environnentally
friendly products. For example, Kids Line significantly increased its sal es of
Carter's (R) brand beddi ng separates, while Kids Line and CoCaLo each
i ntroduced new organic, eco-friendly brands. CoCaLo al so expanded and refined
its CoCaLo Couture brand, which targets higher price points. LaJobi also
devel oped a new brand -- Nursery 101(R) --which represents products at a | ower
price point than the rest of its line. W have al so expanded the col | aborative
activities between our business units, and co-devel op and cross-market certain
products. Ef fecti ve Decenber 2008, Sassy terminated its distribution
agreenment with MAM Babyarti kel GrbH, which accounted for approximately $22
mllion of sales in 2008 that did not recur in 2009, and also terminated its
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i cense agreenent with Leap Frog during 2008 due to unacceptable |evels of
sales and profitability associated with this agreement. During the fourth
guarter of 2008, Sassy right-sized its operations in light of the term nation
of the MAM di stribution agreement. Under this plan, in addition to reducing
approximately 30% of its full-time workforce, Sassy repositioned its operations
around its core strength as a devel opmental product conpany and devel oped new
products and packaging to support this effort. As di scussed in the section
captioned "Continuing Operations" above, in the year ended Decenber 31, 2008,
we recorded an inpairnent charge to goodwill in the approximate anmount of
$130.2 mllion, resulting fromdecreased cash flow forecasts due in part to
adverse equity and credit market conditions that caused, anong other things, a
sust ai ned decrease in our stock price and a continued chal |l enging ret ai
environnent. As a result of the current challenging retail environment, future
sal es and/or margins may be | ower than what was historically forecasted, which
woul d negatively inpact our prior cash flow forecasts. However, we expect the
acqui sitions of LaJobi and CoCalLo to partially mtigate the inpact of such

| ower forecasts. Wth the exception of the inpairnent charge for the Appl ause
trade nanme in the second quarter of 2009 in connection with the inpairment of
the Gft Sale Consideration, no further inmpairments to intangi ble assets were
recorded in 2009; however, there can be no assurance that the outcone of future
reviews will not result in further inpairnent charges. |npairnment assessnents

i nherently involve judgnents as to assunptions about expected future cash fl ows
and the inpact of market conditions on those assunptions. Future events and
changi ng market conditions may inmpact our assunptions as to prices, costs or
other factors that may result in changes in our estimates of future cash flows.
Al t hough we believe the assunptions we use in testing for inpairnent are
reasonabl e, significant changes in any of our assunptions coul d produce a
significantly different result. Basis of Presentation As di scussed above,
as a result of the Gft Sale, the Consolidated Statement of Qperations for the
year ended Decenber 31, 2008 (and the di scussion bel ow) presents the Gft

Busi ness as discontinued operations, and all prior periods presented in the
Consol i dated Statenments of Operations herein and the discussion bel ow have been
restated to conformwith such presentation. In addition, the results of
operations of LaJobi and CoCalLo, each of which was acquired on April 2, 2008,
are included in the consolidated results of operations fromand after the date
of acquisition and, accordingly, the fiscal year 2008 results include only nine
nmont hs of activity fromthese acquired entities.
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Resul ts of QperationsYear ended Decenber 31, 2009 conpared to year ended
December 31, 2008 Net sales for the year ended Decenber 31, 2009 increased
6.4%to $243.9 million, conpared to $229.2 mllion for the year ended Decenber
31, 2008. This increase was primarily attributable to the inclusion of $26.7
mllion in sales generated by LaJobi and CoCalLo in the first quarter of 2009
whi ch were not included in the conparable period in 2008, as well as sales
growm h at LaJobi and CoCalLo during the renainder of 2009, partially offset by a
decline of $27.5 mllion in net sales for Sassy. The decline in net sales at
Sassy was largely the result of the term nation of the MAM Agreenent, which
generated approxi mately $22.0 million of net sales for Sassy in the year ended
Decenmber 31, 2008 that did not recur in 2009. Gross profit was $75.2
mllion, or 30.8%of net sales, for the year ended Decenber 31, 2009, as
conpared to $68.7 million or 30.0% of net sales, for the year ended Decenber
31, 2008. Goss profit margins increased primarily as a result of |ower product
and comodity prices and |ower prices resulting fromthe consolidation of
suppliers (particularly with respect to Kids Line and CoCalLo), partially offset
by: (i) sales mx changes resulting in higher sales of |ower margin products,

i ncl udi ng hi gher sales of |icensed products, including Carters(R) and G aco(R)
branded products; (ii) increases in markdowns and advertising all owances
provided to assist retailers in clearing existing inventory and to secure
product placenents; and (iii) the inclusion in the first quarter of 2009 of

sal es from LaJobi, which typically carry | ower gross profit margins, on
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average, than our other business units. On an absolute basis, gross profit
increased prinarily as a result of the increase in net sales for 2009 and the
i mpact of the increase in gross profit margins. This increase was partially

of fset by |l ower gross profit at Sassy resulting from Sassy's sal es decline
(partially offset by Sassy's significantly higher gross profit margins
resulting fromnew brandi ng and packaging initiatives and new product

devel opnent), as well as |lower gross margins at Kids Line. Sel l'i ng,
general and adnministrative expense was $48.6 million, or 19.9% of net sales,
for the year ended Decenber 31, 2009, compared to $50.8 mllion, or 22.2% of
net sales, for the year ended Decenber 31, 2008. Selling, general and

adm ni strative expense decreased on an absolute and relative basis due to a
hei ght ened focus on containing discretionary expenses as a result of the
economc climate, partially offset by: (i) the inclusion in the first quarter
of 2009 of approximately $4.5 million of SGRA expenses from LaJobi and CoCalo,
whi ch costs were not included in SGA for the first quarter of 2008; (ii)
severance costs recorded in 2009 of approxi mately $850,000 associated with two
fornmer executives; and (iii) increased investnents across our operations for
trade shows and other business-building efforts. In connection with an

i mpai rment test conducted during the preparation of the Conpany's financia
statenents for the second quarter of 2009, triggered by the energence of a
series of inpairnment indicators concerning TRC, (including the inmpact of
macr o- econom ¢ factors on TRC, the deterioration of conditions in the gift

mar ket, and ot her TRC- specific factors, including declining financia
performance, operational and integration challenges and liquidity issues), the
Conpany concl uded that the Gft Sale Consideration was fully inpaired, and, in
connection therewith, recorded a non-cash charge to incone/(loss) from
continuing operations in the second quarter of 2009 in an aggregate anmount of
$15.6 mllion ($4.5 mllion and $0.8 mllion, respectively, against the

i nvestnment in TRC and the Applause(R) trade name, and $10.3 mllion to reserve
agai nst the difference between the note receivable and deferred revenue
liability). As a result of our annual goodw |l inpairment test during the
fourth quarter of 2008, we concluded that our goodwill was fully inpaired and,
as a result, recorded an aggregate non-cash inpairnment charge to goodw || of
$130.2 million in the fourth quarter of 2008. W al so recorded an inpairment
charge on the Applause (R) trade nanme during the fourth quarter of 2008 in the
amount of $6.7 mllion in connection with the Gft Sale. Q her expense was
$6.4 mllion for the year ended Decenber 31, 2009 conpared to $9.4 mllion for
the year ended Decenber 31, 2008. The decrease was prinmarily attributable to a
net favorable change of $1.4 million in the fair value of an interest rate swap
agreement entered into in connection with our Credit Agreement in 2009 conpared
to a $2.1 mllion unfavorable change in 2008, as well as |ower borrow ngs and
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| ower borrowi ng costs in 2009, partially offset by an approxi mately $500, 000

increase in deferred financing costs. The inconme tax benefit for the year
ended Decenber 31, 2009 was $7.2 million as conpared to an incone tax benefit
from continuing operations of $29.0 mllion for the year ended Decenber 31

2008. The 2009 benefit primarily resulted fromthe | apse of the statute of
[imtations with respect to the Conpany's 2005 federal tax return, a decrease
in valuation allowances related to intangi ble anortization, and a decrease in
val uation all owances related to foreign tax credit carry forwards related to
overall donmestic | osses previously generated by our former G ft business. The
2009 and 2008 effective tax rates differed fromthe statutory rate primarily
due to the rel ease of the Conpany's tax reserve in each year due to the
respective closings of relevant statutes of limtations, and reductions in

val uation al | owances. As a result of the foregoing, incone from continuing
operations for the year ended Decenber 31, 2009 was $11.7 mllion, conpared to
a loss fromcontinuing operations of $99.3 mllion for the year ended Decenber
31, 2008. Loss fromdi scontinued operations, net of tax, was $12.2 mllion
for the year ended Decenber 31, 2008. Net sales for the Gft Business were
$124.0 mllion for the year ended Decenmber 31, 2008. The incone tax benefit
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fromdi scontinued operations was a benefit of $4.1 nmillion for the year ended
Decenmber 31, 2008. As a result of the foregoing, net incone for the year
ended Decenber 31, 2009 was $11.7 million, or $0.54 per diluted share, conpared
to a net loss of $111.6 million, or ($5.23) per diluted share, for the year
ended Decenber 31, 2008. Year ended Decenber 31, 2008 conpared to year ended
Decenmber 31, 2007 The Conpany's net sales for the year ended Decenber 31,
2008 increased by 40.6%to $229.2 nmillion, conpared to $163.1 nmillion for the
year ended Decenber 31, 2007. This increase was attributable to the inclusion
of sal es generated by LaJobi and CoCalLo since their respective acquisitions as
of April 2, 2008, partially offset by an approximately $1.8 mllion aggregate
decline in net sales for Kids Line and Sassy. The decline in Kids Line and
Sassy sales resulted primarily from weakness in retail markets due to the
econom ¢ sl owdown and the resultant aggressive inventory management by

retailers, particularly in the fourth quarter of 2008. Gross profit was
$68.7 mllion, or 30.0% of net sales, for the year ended Decenber 31, 2008, as
conpared to gross profit of $51.7 mllion, or 31.7% of net sales, for the year

ended Decenber 31, 2007. Gross profit margin was negatively inpacted in 2008
by: (i) conpetitive pricing pressures; (ii) increased cost of goods sold
resulting fromhigher raw material, |abor and tax expenses incurred by our
suppliers, as well as the unfavorable inpact of foreign currency exchange
rates; (iii) increased costs associated with product safety and conpliance
testing; (iv) a shift in product mx (primarily due to higher sales of |icensed
products that carry lower nargins); and (iv) an aggregate inmpairnent charge to
infant and juvenile trade nanes of $3.7 mllion, or approximtely 1.6% of net
sales, recorded in the fourth quarter of 2008 in connection with the Conmpany's
testing of intangible assets. Gross profit for fiscal 2007 was negatively

i mpacted by aggregate inpairnent charges (incurred in the third and fourth
quarters of 2007) of $10 million (or 6.1%of net sales) related to the MAM

Agr eenent . Selling, general and adm nistrative expense was $50.8 nillion
or 22.2% of net sales, for the year ended Decenber 31, 2008, conpared to $34.8
mllion, or 21.3%of net sales, for the year ended Decenber 31, 2007. Selling,
general and adm nistrative expense increased in absolute terns due to: (i) the
inclusion fromApril 2, 2008 of the results of operations fromthe LaJobi and
CoCalLo acquisitions, which costs were not included in the results of operations
in 2007; and (ii) an increase in non-cash share-based conpensati on expense that
was approximately $1.4 mllion higher in 2008 as conpared to 2007.
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As a result of our annual goodw Il inmpairnment test required by accounting
standards, during the fourth quarter of 2008, we concluded that our goodw ||
was fully inpaired and, as a result, recorded an aggregate non-cash inpairnent
charge to goodwi || of $130.2 million in the fourth quarter of 2008. The
majority of the goodwill originated fromthe purchase of Kids Line in 2004. W
al so recorded an inpairnment charge on the Applause (R) trade name in the anopunt
of $6.7 mllion in connection with the sale of the G ft Business. O her
expense was $9.4 mllion for the year ended Decenmber 31, 2008 compared to $3.7
mllion for the year ended Decenber 31, 2007, an increase of $5.7 mllion. This
increase was primarily attributable to increased interest and interest-rel ated
charges, which resulted from additional borrow ng costs associated with the
acqui sitions of LaJobi and CoCalLo, the related wite-off of deferred financing
and other costs incurred in connection with the expanded credit facility
necessi tated by such acquisitions ($0.7 mllion) and unfavorable changes ($2.1
mllion) in the fair value of an interest rate swap agreenent required by such
expanded credit facility. (Loss) income fromcontinuing operations before
incone tax was a |l oss of $128.4 million for the year ended Decenber 31, 2008
conpared to inconme of $13.2 million for the year ended Decenber 31, 2007. This
decrease of $141.6 million was primarily the result of the $130.2 million
goodwi | I inpairnent charge di scussed above, the inpairnent on the Appl ause(R)
trade name of $6.7 mllion as a result of the sale of the Gft Business, and
the inmpairnent in other trade nanmes of $3.7 million, resulting in aggregate
i mpai rment charges of $140.6 mllion recorded in the year ended Decenber 31,
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2008, as well as the $5.7 mllion increase in interest and interest rel ated
charges. The 2007 results include a $10 mllion inpairnent charge recorded in
connection with the MAM Agreerment and a $0.9 mllion wite-off of a note

recei vabl e froma 2004 di sposition. The income tax benefit on continuing
operations for the year ended Decenber 31, 2008 was $29.0 million as conpared
to an i ncome tax expense on continuing operations of $4.1 mllion in 2007. The
Conpany recorded a current federal tax benefit of approximately $1.8 mllion
primarily related to a decrease in tax reserves associated with the expiration
of the statute of limtations in various jurisdictions during 2008, partially
of fset by foreign tax expense of approximately $0.6 mllion on profitable
forei gn operations, and state incone tax expense of approximately $0.6 nillion
on profitable operations in LaJobi. The Conpany recorded a federal deferred tax
benefit of approximately $19 mllion related to the deferred tax asset
associated wth tax anortization of intangible assets relating to the Kids

Li ne, Sassy, Applause, LaJobi and CoCalLo acquisitions. These deferred tax
assets are indefinite in nature for accounting purposes. In addition, the
Conpany recorded an additional tax benefit of approximately $9.4 nillion
related to the reversals of valuation allowances related to various tax
reserves, foreign tax credit carry forwards, contribution carry forwards and
state NOL carry forwards, which the Conpany has determined that it no | onger
needs as a result of the disposition of the Gft Business, which generated

| osses. The Company has recorded val uation all owances agai nst that portion of
its deferred tax assets where managenent believes it is nore |likely than not
that the Conpany will not be able to realize such deferred tax assets. As
a result of the foregoing, (loss) incone fromcontinuing operations for the
year ended Decenber 31, 2008 was a |l oss of $99.3 mllion, conpared to income
from continuing operations of $9.1 million, for the year ended Decenber 31,
2007. Loss from di scontinued operations, net of tax, was $12.2 mllion in
2008 as conpared to $187,000 in 2007. This loss resulted fromthe sale of the
G ft Business as of Decenber 23, 2008, and consists of three conponents: a | oss
from di sconti nued operations; a gain on disposition; and the related i ncone tax
provi sion or benefit. Net sales for the Gft Business were $124.0 mllion and
$168.1 mllion for the years ended Decenber 31, 2008 and 2007, respectively.
The | ower sales in 2008 were primarily attributable to decreases in sales of
Shining Stars (R)products as conpared to the prior year, and further weakness
in the gift narket as a result of the continuing econonic slowdown. G o0ss
profit margins for the Gft Business were 40.0%for the year ended Decenber 31
2008 as conpared to 43.8% for the year ended Decenber 31, 2007, as a result of
the inpact of certain unusual charges during the second quarter of 2008 in the
aggregate amount of $2.9 mllion, which charges consisted of an inventory
charge ($1.6 mllion), the non-cash wite-down of Shining Stars
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website devel opment expenses ($1.0 nillion) and a gift segment i npairnent
charge ($0.3 mllion). As a percentage of sales, selling general and

adnmi ni strative expenses for the Gft Business were 65.0%in 2008 conpared to
44.8% in 2007. The primary reason for this increase was an additiona

i mpai rment charge of $6.7 mllion to wite down fixed assets, which was
recorded in the second quarter of 2008, and the effect of fixed costs on a
reduced sale base. As a result of the foregoing factors, the | oss from

di scontinued operations was $17.3 nmillion in 2008 as conpared to $1.4 mllion
for 2007. The gain on disposition was $0.9 million for the year ended Decenber
31, 2008. This gain resulted froma valuation of the fair value of the
consideration received in the Gft Sale of approximately $19.8 nmillion
recorded as Note Receivable of $15.3 mllion and Investrments of $4.5 mllion
whi ch was offset by deferred revenue of $5.0 million fromlicensing
arrangenents entered into with the buyer of the Gft Business (the "License
Agreenent") as conpared to the book val ue of net assets exchanged. The incone
tax provision (benefit) fromdiscontinued operations was a benefit of $4.1
mllion in 2008 as conmpared to a benefit of $1.2 mllion in 2007. As a
result of the foregoing, net |loss for the year ended Decenber 31, 2008 was a
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| oss of $111.6 million, or $(5.23) per diluted share, conpared to net incone of
$8.9 mllion, or $0.42 per diluted share, for the year ended Decenber 31, 2007.
Liquidity and Capital Resources Qur principal sources of liquidity are cash

flows from operations, cash and cash equival ents and availability under our
bank facility. Qur operating activities generally provide sufficient cash to
fund our working capital requirenents and, together with borrow ngs under our
bank facility, are expected to be sufficient to fund our operating needs and
capital requirenents for at |east the next 12 nonths. Any significant future
busi ness or product acquisitions may require additional debt or equity
fi nanci ng. The proceeds of our bank facility have historically been used
to fund acquisitions, and cash flows fromoperations are typically swept on a
daily basis and utilized to pay down our revolving credit facility and required
anortization of our termloan. Accordingly, with the exception of funding
short-termworking capital requirements (which are necessitated by our strategy
of sweeping cash to pay down debt), we typically do not actively utilize our
revolving credit facility to fund operations. As a result of this ability to
generate sufficient cash flow to pay down our indebtedness in recent periods,
during the negotiations with our senior bank |lenders in connection with the
Second Amendnent (defined below), we determined that a reduced facility would
still be sufficient to neet our operating needs. Consequently, we agreed to
reduce the maxi mum conm tnents avail abl e under such facility from$175 mllion
to $130 mllion. Notw thstandi ng such reduction, which had the benefit of
reduci ng the anount of unused facility fees that we are required to pay, we
continue to believe that our cash flows from operations and avail abl e capacity
under our credit facility will be sufficient to fund our operating needs and
capital requirenents for at |east the next 12 nonths, as described above.
As of Decenber 31, 2009, the Conpany had cash and cash equival ents of $1.6
mllion conpared to $3.7 mllion at Decenber 31, 2008. This decrease of $2.1
million primarily reflects the use of cash coupled with cash generated by
operations, to fund repaynent of |ong term debt. Net cash provi ded by
operating activities was approximately $20.6 mllion for the year ended
Decenmber 31, 2009, conpared to net cash provided by operating activities of
approximately $25.5 million for the year ended Decenber 31, 2008. Operating
activities reflected net inconme of $11.7 mllion in 2009, which included ful
year results of LaJobi and CoCaLo and the wite-down of the Gft Sale
Consi deration of $15.6 million, as conmpared to a net (loss) of $111.6 mllion
in 2008, which included the 2008 non-cash inmpairment charges of an aggregate of
$140.6 mllion. The 2008 operating cash flows also reflect the inpact of the
nine nonth results fromthe acquisitions of LaJobi and CoCaLo and the
di sposition of the G ft Business, which resulted in net decreases in accounts
recei vabl e and inventory, partially offset by decreases in accrued expenses.
Net cash used in investing activities was $0.8 million for the year ended
Decenber 31, 2009, as conpared to $79.7 mllion for the year ended Decenber 31
2008. Net cash used in investing activities in 2009
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was primarily related to capital expenditures. Net cash used in investing
activities in 2008 was primarily related to: (i) the purchase of Lalobi ($52.0
mllion); (ii) the purchase of CoCaLo ($16.6 mllion); (iii) sale of Gft

Busi ness cash of $5.2 million; and (iv) a $3.6 mllion paynent representing a
portion of the Kids Line earnout consideration. Net cash used in financing
activities was $21.8 mllion for 2009 conpared to net cash provi ded by
financing activities of $35.7 mllion in 2008. The net cash used in 2009
primarily reflects the paynent of |ong-term debt under the Credit Agreenent.
The cash provided by financing activities for 2008 was primarily the result of
borrowi ngs under the Credit Agreenent to fund the Conpany's 2008 acquisitions
of LaJobi and CoCalo. As of Decenber 31, 2009 and 2008, working capita
was $29.0 million and $25.0 million, respectively. The increase in working
capital primarily results from (i) income fromcontinuing operations of $11.7
mllion, and the use of the cash proceeds therefromprinarily to pay current
liabilities of $11.2 mllion; (ii) aggressive inventory nanagenent in |ight of

34



KID BRANDS INC Filing Date: 12/31/09

econom c conditions, resulting in a $10.2 mllion reduction in inventory during
the year ended Decenber 31, 2009 as conpared to the year ended Decenber 31
2008; (iii) an increase in accounts receivable of $3.4 nillion, due to
increased sales; and (iv) an increase in current deferred taxes of $1.7
mllion. Recent AcquisitionsLaJobi As of April 2, 2008, LaJobi, Inc. a
new y-formed and indirect, wholly-owned Del aware subsidiary of KID ("LaJobi")
consummat ed the transactions contenpl ated by an Asset Purchase Agreement (the
"Asset Agreenent") with LaJobi Industries, Inc., a New Jersey corporation
("Seller"), and each of Law ence Bivona and Joseph Bivona (collectively, the

" St ockhol ders"), for the purchase of substantially all of the assets and
specified obligations of the business of the Seller ("the Business"). The
aggregat e purchase price for the Business was equal to $50.0 mllion (the $2.5
mllion deposited in escrow at the closing was rel eased from escrow on October
2, 2009). In addition, provided that the EBI TDA of the Business, as
defined in the Asset Agreenment (the "LaJobi Earnout EBITDA") has grown at a
conpound annual growth rate ("CAGR') of not |ess than 4% during the three years
endi ng Decenmber 31, 2010 ("the Measurenent Date"), determ ned in accordance
with the Asset Agreenent, LaJobi will pay to the Stockhol ders an anpbunt (the
"LaJobi Earnout Consideration") equal to a percentage of the Agreed Enterprise
Val ue of LaJobi as of the Measurenent Date (subject to accel eration under
certain limted circunstances), with the Agreed Enterprise Val ue defined as the
product of (i) the LaJobi Earnout EBITDA during the twelve (12) nonths ending
on the Measurenent Date, multiplied by (ii) an applicable multiple (ranging
from5 to 9) depending on the specified | evel s of CAGR achi eved. The LaJob

Ear nout Consi deration can range between $0 and a nmexi num of $15.0 nillion. In
addi tion, we have agreed to pay 1% of the Agreed Enterprise Value to a
financial institution (which has been previously paid a finder's fee in
connection with the Assets Agreenent), payable in the sane nanner and at the
sanme tinme as the LaJobi Earnout Consideration is paid to the Stockhol ders.
CoCalLo On April 2, 2008, a newl y-fornmed, wholly-owned Del aware subsidiary
of KID, 1& Holdco, Inc. (the "CoCaLo Buyer"), consummated the transactions
contenpl ated by the Stock Purchase Agreement (the "Stock Agreenent") with each
of Renee Pepys Lowe and Stanley Lowe (collectively, the "Sellers"), for the
purchase of all of the issued and outstanding capital stock of CoCalLo, Inc., a
California corporation ("CoCaLo"). The aggregate base purchase price payable
for CoCaLo was equal to: (i)$16.0 mllion; mnus (ii) the aggregate debt of
CoCalLo outstanding at the closing of the acquisition (including accrued
interest) of $4.0 million; mnus (iii) specified transaction expenses ($0.3
mllion); plus (iv) a working capital adjustnment of $1.5 million paid by the

35

Tabl e of Contents

CoCalLo Buyer. A portion of the purchase price ($1.6 mllion, which was

di scounted to $1.4 mllion for financial statement purposes) was evidenced by a
non-interest bearing prom ssory note and is being paid in equal annua
installnments over a three-year period fromthe closing date. The first paynent
of $533,000 was paid during April 2009. In addition, the CoCaLo Buyer will
pay to the Sellers the foll owi ng earnout consideration amounts (the "CoCalLo
Earnout Consideration") with respect to CoCaLo's perfornance for the aggregate
three year period ending Decenber 31, 2010: (i) $666,667 will be paid for the
achi evenent of specified initial performance targets with respect to each of
net sales, gross profit and specified CoCaLo EBI TDA (the latter conbined with
specified Kids Line EBITDA) (the "Initial Targets"), for a maxi num paynent of
$2.0 mllion in the event of achievenent of the Initial Targets in all three
categories; and (ii) up to an additional $666,667 will be paid, on a sliding
scal e basis, for achievenent in excess of the Initial Targets up to specified
maxi mum performance targets in each category, for a potential additiona
payment of $2.0 million in the event of achievenent of the maxi numtargets in
all three categories. The CoCaLo Earnout Consideration can range between $0 up
to an aggregate maxi mumof $4.0 mllion. Any LaJdobi Earnout Consideration
and/ or CoCalLo Earnout Consideration will be recorded as additional goodw ||
when and if paid or, if earlier, when the anount of the Earnout Consideration
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becomes probabl e and esti mabl e. The results of operations of LaJobi and
CoCalLo and the fair value of assets acquired and liabilities assuned are
i ncluded in our consolidated financial statenents beginning on their

acqui sition date. Det ai | ed descriptions of the LaJobi and CoCalLo
acqui sitions can be found in the Conpany's Current Report on Form8-K filed on
April 8, 2008. Recent Disposition On Decenber 23, 2008, KID conpleted the

sale of the Gft Business to The Russ Conpanies, Inc. ("TRC'). The aggregate
purchase price payable by TRC for the G ft Business was: (i) 199 shares of the
Common St ock, par val ue $0.001 per share, of TRC (the "Buyer Conmpbn Shares"),
representing a 19.9%interest in TRC after consumation of the transaction, and
(i1) a subordinated, secured prom ssory note issued by TRCto KID in the
original principal amunt of $19.0 mllion (the "Seller Note"). During the
90-day period following the fifth anniversary of the consummation of the sale

of the Gft Business, KIDw |l have the right to cause TRC to repurchase any
Buyer Conmon Shares then owned by KID, at its assumed original value (which was
$6.0 mllion for all Buyer Common Shares), as adjusted in the event that the

nunber of Buyer Common Shares is adjusted, plus interest at an annual rate of
5% conpounded annual ly. The consideration received fromthe Gft Sale was
recorded at fair value as of Decenber 23, 2008 at approximately $19.8 mllion
and was recorded as Note Receivable of $15.3 million and Investnent of $4.5
mllion on the Conpany's consolidated bal ance sheet. In addition, in
connection with the sale of the G ft Business, our new y-formed, wholly-owned
Delaware limted liability conpany (the "Licensor") executed a |license
agreement (the "License Agreenent”) with TRC. Pursuant to the License
Agreenent, TRC rmust pay the Licensor a fixed, annual royalty (the "Royalty")
equal to $1,150,000. The initial annual Royalty paynent was due and payable in
one |unmp sum on Decenber 31, 2009. Thereafter, the Royalty is due quarterly at
the cl ose of each three-nonth period during the term At any tine during the
termof the License Agreenent, TRC shall have the option to purchase all of the
intell ectual property subject to the License Agreenment, consisting generally of
the Russ (R) and Appl ause (R)tradenmarks and trade nanes (the "Retained IP")
fromthe Licensor for $5.0 mllion, to the extent that at such tine (i) the
Seller Note shall have been paid in full (including all principal and accrued
interest with respect thereto), and (ii) there shall be no continuing default
under the License Agreenent. |If TRC does not purchase the Retained |P by
Decenber 23, 2013 (or nine nonths thereafter, if applicable), the Licensor wll
have the option to require TRC to purchase all of the Retained IP for $5.0
mllion. Licensor has not received either the initial, |unp sum Royalty paynent
or the first quarterly Royalty paynment due on March 23, 2010. KID and TRC are
currently in active negotiations
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with respect to, anobng other things, a potential restructuring of: (i) the
consi deration received by KID for its forner gift business; (ii) payments due
to I P Sub under the License Agreenent; and (iii) ongoing arrangenents between
the parties and their respective affiliates. However, there can be no assurance

that any such defaulted paynents under the License Agreement will be made in a
timely manner, or at all, or that such negotiations will result in any
definitive agreenent. In connection with the preparation of the Conpany's

financial statements for the second quarter of 2009, a series of inpairnent

i ndi cators energed in connection with TRC. These indicators included the inpact
of current nacro-econonmic factors on TRC, the deterioration of conditions in
the gift market, and other TRC-specific factors, including declining financia
performance, operational and integration challenges and liquidity issues. As a
result of these inmpairnment indicators, the Conpany tested for inpairment its
19.9% i nvestrment in TRC and critically evaluated the collectibility of its
$15.3 mllion note receivable fromTRC. As a result of this review, the Conpany
determined that its 19.9%investment in TRC well as the Applause(R) trade name
were other than tenporarily inpaired and recorded non-cash charges of
approximately $4.5 mllion and $0.8 mllion, respectively, against these
assets. The Conpany also recorded a $10.3 million charge, to reserve agai nst
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the difference between the note receivable and deferred revenue liability. The
aggregate inmpact of the actions resulted in a non-cash charge to i ncone/ (Il oss)
fromcontinuing operations in an aggregate amount of $15.6 mllion in the

second quarter of 2009, representing full inpairnment of the Gft Sale

Consi der ati on. A detailed description of the Gft Sale can be found in the
Conpany's Current Report on Form 8-K filed on Decenber 29, 2008. Debt

Fi nanci ngs Consol i dated | ong-term debt at Decenmber 31, 2009 and Decenber

31, 2008 consisted of the following (in thousands):

Decenmber 31, Decenber 31,

2009 2008
Term Loan (Credit Agreenent) $ 67,000 $ 89, 200
Not e Payabl e (CoCalLo purchase) 1, 025 1,498
Tot al 68, 025 90, 698
Less current portion 13, 533 14, 933
Long-t er m debt $ 54, 492 $ 75, 765

At Decenber 31, 2009 and Decenber 31, 2008, there was approximtely $15.1
mllion and $12.1 mllion, respectively, borrowed under the Revol ving Loan
(defined below), which is classified as short-termdebt. At Decenber 31, 2009,
Revol ving Loan Availability was $31.4 mllion. As of Decenber 31, 2009,
the applicable interest rate nargins were: 4.00%for LIBOR Loans and 3.00% f or
Base Rate Loans. The wei ghted average interest rates for the outstanding |oans

as of Decenber 31, 2009 were as foll ows:

At Decenber 31, 2009
LI BOR Loans Base Rate Loans

Revol vi ng Loan 4.24% 6. 25%
Term Loan 4.27% 6. 25%
Credit Agreenent Summary In connection with the purchase of LaJobi and

CoCaLo as of April 2, 2008, KID, Kids Line, Sassy, the CoCaLo Buyer, LaJobi and
CoCalLo (via a Joinder Agreenment) entered into an Anmended and Restated Credit
Agreenent (the "Credit Agreement”) with certain financial institutions party
thereto (the "Lenders"), LaSalle Bank National Association, as Agent and
Fronting Bank, Sovereign Bank as Syndication Agent, Wachovi a
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Bank, N. A as Docunentation Agent and Banc of Anerica Securities LLC as Lead
Arranger. Kids Line, Sassy, the CoCaLo Buyer, LaJobi and CoCalLo are referred to
herein collectively as the "Borrowers". As of March 29, 2009 KID and the
Borrowers entered into a Second Amendnment to Credit Agreenent with the Lenders
and the Agent (the "Second Anendrment"). In connection therewith , KID pledged
the menmbership interest in IP Sub (in addition to the existing pledge of 100%
of the stock of each of the Borrowers to the Agent, KID becane a guarantor
under the Credit Agreenent, and all of the existing and future assets of KID
(subj ect to specified exceptions) were pledged as security (in addition to the
exi sting pledge of all existing and future assets of the Borrowers) for the
obligations of all the Borrowers. As a result of the execution of the
Second Amendment : (i) The comm tnents now consist of: (a) a $50.0 mllion
revolving credit facility (the "Revolving Loan"), with a subfacility for
letters of credit in an amount not to exceed $5.0 million, and (b) an $80.0
mllion termloan facility (the "Term Loan"). (ii) The Loans under the
Credit Agreenent bear interest at a rate per annum equal to the Base Rate (for
Base Rate Loans) or the LIBOR Rate (for LIBOR Loans) at the option of the
Borrowers, plus an applicable margin, in accordance with a pricing grid based
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on the nost recent quarter --end Total Debt to Covenant EBI TDA Ratio. The
applicable interest rate margins (to be added to the applicable interest rate)
under the Credit Agreenment now range from2.0%-- 4.25%for LIBOR Loans and
from1.0%-- 3.25%for Base Rate Loans, based on a pricing grid set forth in
the Second Anendnent. The Base Rate definition now i ncludes a floor of 30 day
LI BOR plus 1% (iii) The Credit Agreenent now contains the follow ng
financial covenants: (a) a mnimum Fi xed Charge Coverage Ratio of 1.25:1.00 for
the fourth quarter of 2009 and the first quarter of 2010 and 1.35:1.00 for each
fiscal quarter thereafter; (b) a maxi num Total Debt to Covenant EBI TDA Rati o of
3.50:1.00 for the fourth quarter of 2009, a step down to 3.25:1.00 for first
three quarters of 2010 and, a step down to 2.75:1.00 for the fourth quarter of
2010 and each fiscal quarter thereafter; and (c) an annual capital expenditure
l[imtation. Covenant EBITDA, as defined in the Second Anendment, is a non- GAAP
financial measure used to determ ne our conpliance with the m ni nrum Fi xed
Charge Coverage Ratio and Total Debt to Covenant EBITDA ratio, as well as to
determ ne Total Debt to Covenant EBI TDA for purposes of the relevant interest
rate nargins applicable to the Loans under the Credit Agreenent, and whet her
certain dividends and repurchases can be nade if other pre-requisites described
in the Second Anendment are net. Covenant EBITDA is determ ned on a
consol i dated basis, and is defined generally as consolidated net incone (after
excl udi ng speci fi ed non-cash, non-recurring and other specified itens), as
adjusted for interest expense; inconme tax expense; depreciation; anortization;
ot her non-cash charges (gains); specified costs in connection with each of our
seni or financing, specified acquisitions, and specified requirements under the
Credit Agreenent; non-cash transaction | osses (gains) due solely to
fluctuations in currency val ues; and specified costs in connection with the
sale of our G ft Business. For purposes of the Fixed Charge Coverage Rati o,
Covenant EBITDA is further adjusted for unfinanced capital expenditures;

speci fied cash taxes and distributions pertaining thereto; and specified cash
di vi dends. The Borrowers were in conpliance with all applicable financia
covenants in the Credit Agreement as of Decenber 31, 2009. (iv) The
principal of the TermLoan is being repaid in quarterly installnments of $3.25
mllion on the |ast day of each fiscal quarter comencing with the quarter
ended March 31, 2009 through Decenber 31, 2012, and a final paynent of $28.0
mllion due on April 1, 2013. (v) The Borrowers are required to nmake
prepaynents of the Term Loan upon the occurrence of certain transactions,

i ncludi ng nost asset sales or debt or equity issuances, and extraordinary
receipts. In addition, IP Sub nust nake nmandatory prepaynents of 100% of any
net cash proceeds of any asset sale.
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(vi) The Second Anendnent elimnated all restrictions on the ability of
the Borrowers to distribute cash to KID for the paynment of KID s overhead
expenses. However, the Credit Agreenent, as amended contains significant
restrictions on our ability to declare and pay dividends and on our ability to
repurchase or redeem stock. (vii) The following fees are now applicable to
the Credit Agreenent: an agency fee of $35,000 per annum an annual non-use fee
of 0.55%to 0.80% of the unused anpbunts under the Revolving Loan, as well as
ot her customary fees as are set forth in the Credit Agreenment, as anended
(viii) The definition of Borrowi ng Base is 85% of eligible receivables plus the
[ esser of (x) $25.0 million and (y) 55% of eligible inventory. (ix) The
Borrowers are required to naintain in effect Hedge Agreenents that protect
agai nst potential fluctuations in interest rates with respect to a m ni mum of
50% of the outstandi ng amount of the Term Loan. More detail with respect
to these and other provisions of the Credit Agreenment, as anmended, can be found
in Note 8 of Notes to Consolidated Financial Statements. Hi storical information
with respect to the Credit Agreenent prior to the Second Anendrment can be found
in Note 6 to Notes to Unaudited Consolidated Financial Statenents of the
Conpany's Quarterly Report on Form 10-Q for the quarter ended Septenber 30,
20009. Fi nanci ng costs associated with the Revolving Loan and Term Loan are
deferred and are anortized over their contractual term As a result of the

38



KID BRANDS INC Filing Date: 12/31/09

Second Amendnent, based upon the Financial Accounting Standards Board ("FASB")
standard for deferred financing costs, the Conpany recorded a non-cash charge
to results of operations of approximately $0.4 mllion for the wite off of
deferred financing costs in the year ended Decenmber 31, 2009. Qther Events and
Circunstances Pertaining to Liquidity See "O f - Bal ance- Sheet Arrangenents”
bel ow for a description of: (i) KID s contingent obligations under a forner

G ft Business |lease (a maxi mum potential remaining obligation of approxi mtely
$2.7 mllion as of Decenber 31, 2009); and (ii) KID s contingent obligations
with respect to certain contracts and other obligations that were not novated
in connection with their transfer. No paynents have been nade by KID in
connection with the foregoing as of, the date of filing of this Annual Report
on Form 10-K, but there can be no assurance that paynents will not be required
of KIDin the future. We are subject to | egal proceedings and cl ai s
arising in the ordinary course of our business that we believe will not have a
mat eri al adverse inpact on our consolidated financial condition, results of
operations or cash fl ows. Fol | owi ng the recei pt of consumer conplaints
that certain drop-side cribs nmanufactured by LaJobi did not work properly when
the | ocking device was danmaged or broken, we recently notified the CPSC of our
intention to undertake voluntary corrective action with respect to such cribs.
Wth the exception of one child who received a bruise, we are unaware of any
injuries associated with these cribs. The financial inpact of the proposed
corrective action, an estimate of which has been accrued in the three nonths

ended Decenber 31, 2009, is not expected to be material. We currently
intend to conmence the inplenentation in 2010 of a new consolidated information
technol ogy system for our operations, which we believe will provide greater

efficiencies, |lower costs and greater reporting capabilities than those

provi ded by the current systens in place across our individual infant and
juvenil e companies. In connection with such inplenentation, we anticipate
incurring costs of approximately $1.3 million, a substantial portion of which
is expected to be incurred in 2010 and is intended to be financed with

borrowi ngs under our revolving credit facility. Qur business may be subject to
transitional difficulties as we replace the current systenms. These difficulties
may include disruption of our operations, |oss of data, and the diversion of
our managenent and key enpl oyees
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attention away from other business matters. The difficulties associated with
any such inplementation, and our failure to realize the anticipated benefits
fromthe inplementation, could harm our business, results of operations and
cash flows. Consi stent with our past practices and in the normal course of
our business, we regularly review acquisition opportunities of varying sizes.
We nmay consider the use of debt or equity financing to fund potentia
acquisitions. Qur current credit agreenent includes provisions that place
[imtations on our ability to enter into acquisitions, mergers or simlar
transactions, as well as a nunber of other activities, including our ability
to: incur additional debt; create |liens on our assets or nmake guarantees; mnake
certain investments or |oans; pay dividends; repurchase our common stock; or
di spose of or sell assets. These covenants could restrict our ability to pursue
opportunities to expand our business operations. W are required to nmake
prepayments of our debt upon the occurrence of certain transactions, including
nost asset sales or debt or equity issuances and extraordinary receipts.
We have entered into certain transactions with certain parties who are or were
considered rel ated parties, and these transactions are disclosed in Note 13 of
Notes to Consolidated Financial Statements and Item 13, "Certain Rel ationships
and Rel ated Transactions and Director |ndependence." Contractual Obligations
The foll owi ng table sunmarizes our significant known contractual obligations
as of Decenber 31, 2009 and the future periods in which such obligations are
expected to be settled in cash (in thousands):
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Tot al 2010 2011 2012 2013 2014 Thereafter
Operating Lease $ 11,827 $ 2,380 $ 2,049 $ 1,945 $ 2,012 $ 941 $ 2,500
ol i gati ons
Capitalized Leases 8 7 1 -- -- -- --
Not e Payable (1) 1, 067 533 534 -- -- -- --
Pur chase 35,108 35,108 -- -- -- -- --
ol igations (2)
Debt Repaynent 67, 000 13, 000 13, 000 13,000 28,000 -- --
ol i gations(3)
I nt erest on Debt 6, 729 2,723 2,138 1, 553 315 -- --
Repaynent
ol i gations(4)
Royal ty 9, 985 3, 360 2,630 2,895 1,100 --
ol i gations

Total Contractual $ 131,724 $ 57,111 $ 20,352 $ 19,393 $ 31,427 $ 941 $ 2,500
ol i gati ons*

(1) Reflects note payable with respect to CoCaLo purchase. The present val ue of
the note is $1, 025,000 and the aggregate remaining inputed interest at 5.5%
is $42,000. Upon the occurrence of an event of default under the note, the
hol der could elect to declare all anmounts outstanding to be i mediately due
and payabl e.

(2) The Conpany's purchase obligations consist primarily of purchase orders for
i nventory.

(3) Reflects repaynment obligations under the Second Arendnent effective as of
March 20, 2009. See Note 8 of Notes to Consolidated Financial Statenents
for a description of the Second Anendnent, including amunts and dates of
repaynent obligations and provisions that create, increase and/or
accel erate obligations thereunder. Excludes, as of Decenber 31, 2009,
approximately $15.1 mllion borrowed under the Revolving Loan. The
estimated 2009 interest payment for this Revolving Loan using an assumed
4.5% interest rate is $0.7 mllion. Such anpbunts are estinmates only and
actual interest paynents could differ nmaterially. The Revol ving Loan
facility matures in April 2013, at which time any anmounts outstanding are
due and payabl e.

(4) This amount reflects estimated interest paynments on the | ong-term debt
repaynent obligation as of Decenber 31, 2009 cal cul ated usi ng an assumed
interest rate of 4.5% and then-current |evels of outstanding |ong-term
debt. The foregoing ambunts are estinmates only and actual interest paynents
could differ materially. This ampunt al so excludes interest on amounts
borrowed under the Revol ving Loan, discussed in footnote (3) above.

* Does not include contingent obligations under a former G ft Business |ease
(or contingent obligations under other off-balance sheet arrangenents
descri bed below), as the anmpunt, if any, and/or timng of their
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potential settlement is not reasonably estimable. See "Of-Bal ance Sheet
Arrangenents" below. In connection with the acquisitions of LaJobi and CoCalo,
the Conpany has agreed to make certain potential Earnout Consideration paynents
based on the perfornmance of the acquired businesses. See "Managenent's

Di scussion and Anal ysis of Financial Condition and of Results of Operations
--Recent Acquisitions.” These ampbunts are not included in the above table as
the timng of their potential settlement is not reasonably estinmable. O the
total income tax payable for uncertain tax positions of $4.5 nillion, we have
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classified $3.8 mllion as current as of Decenber 31, 2009; as such anmount is
expected to be resolved within one year. The renmi ni ng anount has been
classified as a long-termliability and is not included in the above table as
the timng of its potential settlenent is not reasonably estimable.

O f - Bal ance Sheet Arrangenents In connection with the sale of the Gft
Business, KID and U.S. Gft (our subsidiary at the tine) sent a notice of

term nation, effective Decenber 23, 2010, with respect to the Lease. Although
this Lease has becone the obligation of TRC (through its ownership of U S.
Gft), KID remnins obligated for the payments due thereunder (to the extent
they are not paid by U S. Gft) until the term nation of the Lease becones
effective (i.e., for a maxi mum potential remaining obligation of approxi mtely
$2.7 mllion). It is our understanding that U S. Gft has failed to pay certain
amounts due under the Lease and that TRC, U S. Gft and the | andlord have
initiated discussions with respect thereto. No payments have been nmade by KID
in connection with the Lease since the sale of the Gft Business, but there can
be no assurance that paynents will not be required of KID with respect thereto
to the extent U S. Gft continues to fail to nake such paynents and no
accommodation is secured fromthe | andlord. The anpbunt of payments required by
KID, if any, cannot be ascertained at this time. To the extent KID is required
to nake any paynments to the landlord in respect of the Lease, it intends to
seek rei mbursenent from TRC under the purchase agreenent governing the sale of
our fornmer G ft Business. However, we cannot assure that we will be able to
recover any such anounts in a timely manner, or at all. The purchase
agreenment pertaining to the Gft Sale contains various KID indemification

rei mbursenment and simlar obligations. In addition, KID nmay remain obligated
with respect to certain contracts and other obligations that were not novated
in connection with their transfer. No paynents have been nade by KID in
connection with the foregoi ng as of Decenber 31, 2009, but there can be no
assurance that paynments will not be required of KIDin the future. W have
obligations under certain letters of credit that contingently require us to
nmake paynents to guaranteed parti es upon the occurrence of specified events. As
of Decenber 31, 2009 there were $0.1 million of letters of credit outstanding.
Critical Accounting Policies The SEC has issued discl osure advice regarding
"critical accounting policies", defined as accounting policies that managenent
bel i eves are both nost inportant to the portrayal of our financial condition
and results and require application of managenent's nost difficult, subjective
or conplex judgnents, often as a result of the need to nake estimates about the
effects of matters that are inherently uncertain. Management i s required
to nake certain estimtes and assunptions during the preparation of our

consol idated financial statenents that affect the reported ampunts of assets,
liabilities, revenue and expenses, and rel ated di scl osure of contingent assets
and liabilities. Estinmates and assunptions are reviewed periodically, and

revi sions nmade as determ ned to be necessary by managenent. There have been no
mat eri al changes to our significant accounting estimates, assunptions or the
judgrments affecting the application of such estinmates and assunptions during
2009. The Company's significant accounting estinates descri bed bel ow have
historically been and are expected to remmin reasonably accurate, but actua
results could differ materially fromthose estinates under different
assunptions or conditions.
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Note 2 of Notes to Consolidated Financial Statenents includes a sunmmary of
the significant accounting policies used in the preparation of our consolidated
financial statements. The foll owi ng, however, is a discussion of those
accounting policies which managenent considers being "critical" within the SEC
definition discussed above. Accounts Receivable Al owances Account s
receivabl e are recorded at the invoiced amount. Anounts collected on trade
accounts receivable are included in net cash provided by operating activities
in the consolidated statenents of cash flows. W naintain an all owance for
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doubt ful accounts for estimated | osses inherent in our accounts receivable
portfolio. In establishing the required all owance, managenent considers
hi storical |osses, current receivable aging, and existing industry and nati ona
econom ¢ data. We review our allowance for doubtful accounts monthly. Past due
bal ances over 90 days and over a specified anbunt are reviewed individually for
collectability. Account bal ances are charged of f agai nst the allowance after
conmerci al |y reasonabl e means of collection have been exhausted and the
potential for recovery is considered unlikely. The Conpany al so anal yzes its
al | owance prograns to assess the adequacy of all owance |evels and adjusts such
al | owances as necessary. W do not have any off-bal ance sheet credit exposure
related to our custoners. Revenue Recognition The Conpany recogni zes
revenue when products are shipped and the custoner takes ownership and assunes
risk of loss, which is generally on the date of shipnent, collection of the
rel evant receivable is probabl e, persuasive evidence of an arrangenent exists
and the sales price is fixed and determ nable. The Conpany records reductions
to revenue for estimated returns and custoner all owances, price concessions or
other incentive prograns that are estinmated using historical experience and
current economic trends. Material differences nay result in the amount and
timng of net sales for any period if managerment makes different judgnents or
uses different estinmates. Inventory Val uation We val ue inventory at the
| ower of cost or its current estimated market value. W regularly review
i nventory quantities on hand, by item and record inventory at the | ower of
cost or market based primarily on our historical experience and esti nmated
forecast of product demand using historical and recent ordering data relative
to the quantity on hand for each item Long-Lived Assets Long-lived assets,
such as property, plant, and equi prent, and purchased intangi bl es subject to
anortization, are reviewed for inpairnment whenever events or changes in
ci rcunst ances indicate that the carrying anmount of an asset may not be
recoverabl e. Recoverability of assets to be held and used is neasured by a
conpari son of the carrying anbunt of an asset to estimated undi scounted future
net cash flows expected to be generated by the asset. If the carrying amunt of
an asset exceeds Its estimated future cash flows, an inpairnent charge is
recogni zed by the ampunt by which the carrying amobunt of the asset exceeds the
fair value of the asset, which is generally based on di scounted cash fl ows.
Indefinite-lived intangi bl e assets are not anortized but are reviewed for
i mpai rment at |east annually, and nore frequently in the event of a triggering
event indicating that an inpairment may exist. Qur annual inpairnent testing is
perfornmed in the fourth quarter of each year. Qur trade names were tested for
i mpai rment as part of our annual 2009 inpairnent testing of other
indefinite-lived assets, which is performed in the fourth quarter of each year
(unl ess specified triggering events warrant nore frequent testing). W tested
the non-anortizing intangible trade names recorded on our bal ance sheet as of
Decenmber 31, 2009. The trade nanes tested were: Kids Line(R); Sassy(R)
LaJobi (R); CoCaLo(R). As with respect to the testing for
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i mpai rment of goodwill, the review for inpairment of indefinite-lived

i ntangi bl e assets, including trade nanes, is based on whether the fair val ue of
such trade names exceeds their carrying value. W determ ned fair val ue by
perform ng a projected discounted cash fl ow anal ysis based on the

Rel i ef -From Royalty Method for all indefinite-lived trade nanes. In the
Conpany's analysis for 2009, it used a five-year projection period, which has
been its prior practice, with long-termgrowmh rates ranging from4%to 15% as
well as royalty rates of 5% 2.6% 4% and 4% for Kids Line, Sassy, LaJobi and
CoCalLo, respectively. For the 2009 testing, the royalty rate used for Sassy was
increased fromthe rate used in 2008 to 2.6% due to the increased operating
profitability of Sassy-branded products and the royalty rate used for LaJob

was |owered to 4.0% due to a decrease in the operating profitability of
LaJobi - branded products, primarily resulting froma change in product m x. For
Kids Line and CoCalLo, the royalty rate remai ned the same as that used in 2008.
The results of the 2009 testing indicated that non-anortizing intangi ble trade
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nanes were not imnpaired at Decenber 31, 2009. Wth respect to our 2008
testing, the difference between the fair value of the trade names and their
carrying value resulted in an aggregate inpairnment charge of $3.7 mllion
related to the trade nanes of three infant and juvenile subsidiaries, including
CoCaLo(R) ($1.9 million), Sassy(R) ($1.7 mllion) and LaJobi (R) ($0.1 mllion)
in the fourth quarter of 2008. In addition, in 2008, we also tested for the

i mpai rment of our Applause(R) trade name, which is a definite-lived intangible
asset as a result of the Gft Sale. Wth respect to Applause(R), fair value was
based on the terns of its license to TRC. As a result of the Gft Sale, an

i mpai rment charge of $6.7 mllion was recorded with respect to the Appl ause(R)
trade nane in the fourth quarter of 2008. Wth respect to our 2008

anal ysis, we used a five-year projection period, which has been our prior
practice, with single digit long-termgrowh rates, as well as royalty rates of
5% 2% 5% and 4% for Kids Line, Sassy, LaJobi and CoCalLo, respectively. For
the 2008 testing, the royalty rate for Sassy was decreased fromthe rate used
in 2007 due to lower gross profit nmargins reported and expected by Sassy and
the previously-disclosed anticipated reduction in revenue and cash fl ows
resulting fromthe ternminati on of the MAM Agreenent. At the tinme of the
assessment of inpairnent (the fourth quarter of 2008), conbined net revenues of
Sassy and Kids Line had declined by approximately 1% fromthe prior year, and
further softness in sales was anticipated during the remai nder of 2009 with
respect to Sassy, primarily as a result of the anticipated substantial decrease
in net revenues due to the termnation of the MAM Agreenent, and with respect
to Kids Line, primarily as a result of anticipated continued revenue softness
refl ecti ng worseni ng econoni c conditions. However, we applied conservative
long-termgrowth rates thereafter for each of Sassy and Kids Line based on the
following. Wth respect to Sassy, our assunptions were based on antici pated new
product introductions, a re-branding initiative, new packagi ng for the product
line, and the expiration at the end of 2009 of certain non-conpetition
restrictions associated with the MAM Agreenent. Although the | ong-term growh
rate for Kids Line branded products in 2009 (as opposed to |licensed products)
was reduced fromhistorical growh rates due to anticipated revenue reduction
we assumed growh in the four years thereafter reflecting planned new product

i ntroductions and expansion. Wth respect to the Applause(R) trade nane, in
connection with the Gft Sale, TRC agreed to pay an annual royalty for the

Appl ause(R) and Russ(R) trademarks and trade nanes of $1.15 million, as well as
a $5 million purchase price for such intellectual property at the end of five
years. Accordingly, the Conpany determi ned that the fair value of the allocated
royalty stream of the Applause(R) and Russ(R) trade nanes, based on a present
val ue anal ysis, was $913,000 for the Applause(R) trade nanmes, resulting in the
i mpai rment charge recorded. The Russ(R) trade names do not have any val ue
ascribed to themon our financial statenents. Qur other intangible assets
with definite lives (consisting of the Applause(R) trade name until its tota

i mpai rment as of June 30, 2009, custoner lists and royalty agreenents) continue
to be anortized over their estimated useful lives and are tested if events or
changes in circunstances indicate that an asset may be inpaired. In testing for
i mpai rment, we conpare the carrying value of such assets to the esti mated

undi scounted future cash flows anticipated fromthe use of the assets and their
eventual disposition. Wen the estimted undi scounted future cash flows are

| ess than their carrying anount, an inpairment charge is recognized in an
anmount equal to the difference between the asset's fair value and its carrying
val ue. Other than an inpairnment of the Applause(R)trade nane recorded in the
second quarter of 2009 in the amount of $0.8 million in connection with the

i mpairment of the Gft Sale Consideration, no inpairnents to intangi ble assets
with definite lives was recorded in 2009. As discussed in Note 5 to Notes to
Consol i dated Financial Statements, in
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connection with the annual inpairnent testing of intangible assets during the

fourth quarter of 2008, we deternmined that, based upon current economc
conditions, the Kids Line custonmer relationships would be anortized over a
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20-year period rather than having an indefinite life. In connection therewth,
we recorded $389,000 of anortization expense for the three nmonths and year
ended Decenmber 31, 2008 and $1.6 million for the year ended Decenmber 31, 2009.
In addition, as discussed above, an inpairnent charge to our Applause(R) trade
nane was recorded in the fourth quarter of 2008 as a result of the Gft Sale.

O her than the foregoing, we determined that the carrying value of our definite
lived intangi bl e assets was fully recoverable. As many of the factors used
in assessing fair value are outside the control of managenent, the assunptions
and estimates used in such assessnent nay change in future periods, which could
require that we record additional inpairment charges to our assets. W will
continue to nonitor circunstances and events in future periods to determ ne
whet her additional asset inpairnment testing or recordation is warranted.
Accrued Liabilities and Deferred Tax Val uati on Al |l owances The preparation
of our Consolidated Financial Statenments in conformty with generally accepted
accounting principles in the United States requires nanagenent to nmake certain
estimates and assunptions that affect the reported amounts of liabilities and
di scl osure of contingent liabilities at the date of the financial statenents.
Such liabilities include, but are not linmted to, accruals for various |ega
matters, tax exposures and val uation all owances for deferred tax assets. The
settlenent of the actual liabilities could differ fromthe estimtes included
in our consolidated financial statements. Qur valuation allowances for deferred
tax assets could change if our estimate of future taxable income changes.

The Conpany uses the asset and liability approach for financial accounting and
reporting on inconme taxes. A valuation allowance is provided for deferred tax
assets when it is nmore likely than not that sone portion or all of the deferred
tax asset will not be realized. In assessing the realizability of deferred tax
assets, managenent considers the schedul ed reversals of deferred tax
liabilities, projected future taxable inconme and tax planning strategies. The
Conpany's ability to realize its deferred tax assets depends upon the
generation of sufficient future taxable incone to allow for the utilization of
its deductible tenmporary differences and | oss and credit carry forwards.

We considered both the positive and negative evidence supporting our

determ nation that it is nore likely than not that we will realize our deferred
tax assets, other than those with respect to which a valuation all owance has
been recorded. Specifically, we considered: (i) the Conmpany's cunul ative
earnings fromcontinuing operations for the three years ended Decenber 31,

2009, (ii) the character of the pre-tax incone expected to be generated
(ordinary inconme), (iii) the earnings trends incorporated into our forecasting
nodel s, (iv) our historical ability to prepare reasonable forecasts, (v) the
relative stability in the industry of our continuing operations and, (vi) our
mar ket | eadi ng industry position as positive evidence I n support of our

determ nation that it was not appropriate to record a valuation allowance on
the remaining deferred i ncome tax assets. The Company al so consi dered negative
evi dence, such as current and prior year |osses and the present economc
climate and uncertainty. In determ ning the appropriate weighting relative to
each source of evidence, we concluded that the Conpany's historical results
from continuing operations would receive a greater weighting, and determ ned
that projecting those results forward using conservative estinmtes and
assunptions considering the current recession, would provide a reasonabl e basis
for our conclusion relative to the deferred tax asset valuation all owance.
Specifically, we considered the historical net revenues, gross nargins and
operating expenses of each of our continuing operating units and projected
those results forward giving consideration to the current economc climate,
know edge of our custoners' purchasing patterns, new product initiatives and

ot her factors specific to our market. The business units that conprise our

conti nui ng operations have been profitable since each of their respective dates
of purchase and are expected to continue to be profitable over the next three
years. Sassy was acquired in 2002 and Kids Line was acquired in 2004, and both
have historically generated pre-tax incone. LaJobi and CoCaLo were each
acquired in April of 2008 and have a history of profitability. The Conpany's
conti nui ng operations generated profit before taxes and inpairnent charges
donestically of approximately $19.0 mllion for 2009. Although we have prepared
forecasts for 5 years,
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we have determ ned that our forecasts are nbst accurate for a period of three
years fromthe bal ance sheet date. W have deternined that, for the years 2010
-- 2012, we would need to generate an aggregate of approximately $50 mllion in
pre-tax income to realize the deferred tax assets we have recorded and, after
consi dering the factors above and based upon our current forecasts, we believe
that it is nore likely than not that we will be able to utilize such deferred
tax assets. In determ ning our deferred tax asset val uation allowance, we
considered the timng of the reversals of tenporary differences and the
character of the related deferred tax asset. W currently have a val uation

al l owance of $24.3 million for our deferred tax assets, of which $4.6 mllion
consi sts of valuation allowances against foreign tax credit carry forwards,
foreign NOL carry forwards and state NOL carry forwards as managenent feels
that it is currently nore likely than not that these deferred tax assets wll
not be fully realized in the foreseeable future. The bal ance of the val uation
al l owance of $19.7 mllion relates to the Deferred Tax Asset of the intangible
anortization related to our various acquisitions. W have determned it
appropriate to only assunme profit for the three year period starting Decenber
31, 2009, and have recorded val uati on all owances agai nst our Deferred Tax
Assets related to the intangible anortization after that three year period. W
assume that full inventory reserve, bad debt reserve, inventory capitalization
and other current assets will reverse in 2010, which are in sanme jurisdictions
and will not be offset by the creation of future deferred tax assets. In

addi tion, our current forecasted inconme for the years endi ng Decenber 31 2010,
2011 and 2012 is expected to be able to absorb the tax goodwi Il anortization
projected for this period. W had no significant deferred tax liabilities, and
as a result there were no significant reversals accounted for in our analysis.
In addition, there were no tax planning strategies relevant in our analysis of
deferred tax assets. Acquisitions At acquisition, we recognize assets
acquired and liabilities assumed based on their fair values at the date of
acqui sition. Accounting for business conbinations requires significant
assunptions and estinates to neasure fair value and may include the use of
apprai sals, market quotes for simlar transactions, discounted cash flow
techni ques or other information we believe to be relevant. Any excess of the
cost of a business acquisition over the fair values of the assets acquired and

liabilities assunmed is recorded as goodwill. Should the acquisition result in a
bar gai n purchase, where the fair value of assets and liabilities exceed the
amount of consideration transferred, the resulting gain will be recorded into

earnings on the acquisition date. Al acquisition-related costs, other than the
costs to issue debt or equity securities, are accounted for as expense in the
period in which they are incurred. Al assets and liabilities arising from
contractual contingencies are recogni zed as of the acquisition date if the
acquisition date fair value of that asset or liability can be deterni ned during
the neasurenent period. Recently |Issued Accounting Standards See Note 2 of
the "Notes to Audited Consolidated Financial Statements" for a discussion of
recently issued accounting standards. Forward-Looki ng Statenents Thi s
Annual Report on Form 10-K contains certain forward-|ooki ng statenents.
Additional witten and oral forward-1ooking statenments nay be made by us from
time to time in Securities and Exchange Conmi ssion ("SEC') filings and

ot herwi se. The Private Securities Litigation Reform Act of 1995 provides a

saf e-harbor for forward-1|ooking statenents. These statenents nay be identified
by the use of forward-Iooking words or phrases including, but not linmted to,
"anticipate", "project”, "believe", "expect", "intend", "nmay", "planned",
"potential", "should", "will" or "would". W caution readers that results

predi cted by forward-Iooking statenents, including, without |imtation, those
relating to our future business prospects, revenues, expenses, working capital,
liquidity, capital needs, interest costs and incone are subject to certain

ri sks and uncertainties that could cause actual results to differ materially
fromthose indicated in the forward-1ooking statements. Material risks and
uncertainties are set forth under Item 1A "Risk Factors."
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| TEM 7A. QUANTI TATI VE AND QUALI TATI VE DI SCLOSURES ABOUT MARKET RI SK

We are exposed to market risk primarily fromchanges in interest rates and
forei gn currency exchange rates. |Interest Rate ChangesDebt The interest
applicable to the | oans under the Credit Agreenent is based upon the LIBOR Rate
and the Base Rate (each as defined in the Credit Agreenent). At Decenber 31
2009, a sensitivity analysis to nmeasure potential changes Iin interest rates
i ndi cates that a one percentage point increase in interest rates would increase

our interest expense by approximately $0.8 nmillion annually. See Note 8 of
Notes to Consol i dated Financial Statements for a discussion of the applicable
interest rates under our Credit Agreenent. On May 2, 2008, we entered into
an interest rate swap agreenent wth a notional anmnount of $70.0 mllion as a

ri sk managenent tool to |lock the interest cash outflows on the floating rate
debt. See Notes 6 and 8 of Notes to Consolidated Financial Statements for
information with respect to the interest rate swap agreement. Foreign Currency
Exchange Rates At Decenber 31, 2009 and 2008, a sensitivity analysis to
changes in the value of the U S. dollar on foreign currency denom nated
derivatives and nonetary assets and liabilities indicates that if the U S

dol lar uniformy weakened by 10% agai nst all currency exposures, our incone

bef ore i ncone taxes woul d decrease by approxi mately $113, 000 for each such
year. Additional information required for this Itemis included in Item?7,
"“Managenent's Di scussi on and Anal ysis of Financial Condition and Results of
Qperations -- Liquidity and Capital Resources" and Note 6 of Notes to
Consol i dated Fi nancial Statenents. See also Item 1A, "Ri sk Factors--Currency
exchange rate fluctuations could increase our expenses." We are exposed to
market risk associated with foreign currency fluctuati ons. W periodically
enter into foreign currency forward exchange contracts as part of our overal
financial risk managenent policy, but do not use such instrunents for

specul ative or trading purposes. Such forward exchange contracts do not qualify
as hedges under generally accepted accounting principles. We hol d cash and
cash equival ents at various regional and national banking institutions.
Managenent nonitors the institutions that hold our cash and cash equival ents.
Management's enphasis is primarily on safety of principal. Mnagenent, in its
di scretion, has diversified our cash and cash equival ents anobng banki ng
institutions to potentially mnimze exposure to any one of these entities. To
date, we have experienced no loss or |ack of access to our invested cash or
cash equi val ents; however, we can provide no assurances that access to invested
cash and cash equivalents will not be inpacted by adverse conditions in the
financial markets, or that third party institutions will retain acceptable
credit ratings or investnment practices. Cash bal ances held at banking
institutions with which we do busi ness nay exceed the Federal Deposit |nsurance
Corporation ("FDIC') insurance linmts. Wile managenent nonitors the cash

bal ances in these bank accounts, such cash bal ances could be inpacted if the
under | yi ng banks fail or could be subject to other adverse conditions in the
financial markets.
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REPORT OF | NDEPENDENT REQ STERED PUBLI C ACCOUNTI NG FI RMrhe Board of Directors
Kid Brands, Inc.: We have audited the acconpanyi ng consol i dated bal ance
sheets of Kid Brands, Inc. (fornmerly known as Russ Berrie and Conpany, Inc.)
and subsidiaries as of Decenber 31, 2009 and 2008, and the rel ated consolidated
statenments of operations, sharehol ders' equity and conprehensive incone (lo0ss),
and cash flows for each of the years in the three-year period ended Decenber
31, 2009. In connection with our audit of the consolidated financia

statements, we al so have audited the consolidated financial statenment schedul e

"Schedul e Il--Valuation and Qualifying Accounts.” W also have audited Kid
Brands, Inc.'s internal control over financial reporting as of Decenber 31,
2009, based on criteria established in Internal Control--1ntegrated Framework

i ssued by the Committee of Sponsoring Organizations of the Treadway Conmi ssion
(C0sO). Kid Brands, Inc.'s managenent is responsible for these consolidated
financial statements and related financial statement schedule, for rmaintaining
effective internal control over financial reporting, and for its assessnent of
the effectiveness of internal control over financial reporting, included in the
acconpanyi ng Managerent's Annual Report on Internal Control Over Financia
Reporting. Qur responsibility is to express an opinion on these consolidated
financial statements and financial statenent schedul e, and an opi nion on the
Conpany's internal control over financial reporting based on our audits.

We conducted our audits in accordance with the standards of the Public Conpany
Accounting Oversight Board (United States). Those standards require that we
pl an and performthe audits to obtain reasonabl e assurance about whether the
financial statenments are free of material msstatement and whether effective
internal control over financial reporting was maintained in all materia
respects. Qur audits of the consolidated financial statements included

exam ning, on a test basis, evidence supporting the amounts and discl osures in
the financial statenents, assessing the accounting principles used and
significant estimtes nade by nanagement, and eval uating the overall financia
statenment presentation. Qur audit of internal control over financial reporting
i ncl uded obtai ni ng an understanding of internal control over financia
reporting, assessing the risk that a material weakness exists, and testing and
eval uating the design and operating effectiveness of internal control based on
the assessed risk. Qur audits also included perform ng such other procedures as
we considered necessary in the circunmstances. We believe that our audits
provi de a reasonabl e basis for our opinions. A conpany's internal contro
over financial reporting is a process designed to provide reasonabl e assurance
regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with generally
accepted accounting principles. A conpany's internal control over financia
reporting includes those policies and procedures that (1) pertain to the

mal nt enance of records that, in reasonable detail, accurately and fairly
reflect the transactions and dispositions of the assets of the conmpany; (2)
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provi de reasonabl e assurance that transactions are recorded as necessary to
permt preparation of financial statenments in accordance with generally
accepted accounting principles, and that receipts and expenditures of the
conpany are being made only in accordance with authorizations of managenment and
directors of the conmpany; and (3) provide reasonabl e assurance regardi ng
prevention or tinmely detection of unauthorized acquisition, use, or disposition
of the conpany's assets that could have a material effect on the financia
statenents. Because of its inherent limtations, internal control over
financial reporting may not prevent or detect misstatenents. Al so, projections
of any evaluation of effectiveness to future periods are subject to the risk
that controls may becone i nadequate because of changes in conditions, or that
the degree of conpliance with the policies or procedures may deteriorate.

In our opinion, the consolidated financial statements referred to above present
fairly, in all material respects, the financial position of Kid Brands, Inc.
and subsi diaries as of Decenber 31, 2009 and 2008, and the
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results of their operations and their cash flows for each of the years in the
three-year period ended Decenber 31, 2009, in conformity with U S. generally
accepted accounting principles. Also in our opinion, the related financia
statement schedul e, when considered in relation to the basic consolidated
financial statements taken as a whole, presents fairly, in all nateria
respects, the information set forth therein. Also in our opinion, Kid Brands,
Inc. maintained, in all naterial respects, effective internal control over
financial reporting as of Decenber 31, 2009, based on criteria established in
Internal Control--Integrated Franmework issued by the Conmittee of Sponsoring
Organi zations of the Treadway Comi ssion. As di scussed in Notes 6 and 11
to the consolidated financial statenments, Kid Brands, Inc. changed its mnethod
of accounting for financial assets and liabilities on January 1, 2008 due to
the adoption of the standard on accounting for fair value neasurenents and
changed its nethod of accounting for uncertain incone tax positions on January
1, 2007 due to the adoption of the standard on accounting for uncertain tax
positions. /s/ KPMG LLP Short Hills, New Jersey

March 26, 2010
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KI D BRANDS, | NC. AND SUBSI DI ARI ES
CONSOLI DATED BALANCE SHEETS
DECEMBER 31, 2009 AND 2008
(Dol lars in Thousands, Except Share and Per Share Data)

2009 2008
Asset s
Current assets:
Cash and cash equival ents $ 1,593 $ 3,728
Account s receivabl e--trade, |ess all owances of $7,101 in 42,940 39, 509
2009 and $4,285 in 2008
I nventories, net 37,018 47, 169
Prepai d expenses and other current assets 2,950 3,252
I ncomre tax receivable 241 16
Deferred i ncome taxes 2,607 940
Total current assets 87, 349 94,614
Property, plant and equi prent, net 4,251 4, 466
I ntangi bl e assets 80, 352 84,019
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Not e recei vabl e, net of allowance of $15,981 in 2009 and $0 -
in 2008

| nvest nent --
Def erred i ncone taxes 30, 993
O her assets 3,933
Total assets $ 206,878 $

Liabilities and Sharehol ders' Equity
Current liabilities:

Current portion of |ong-term debt $ 13,533
Short-term debt 15, 100
Account s payabl e 17, 420
Accrued expenses 8,684
I ncome taxes payabl e 3,630
Total current liabilities 58, 367
I ncome taxes payabl e non-current 1, 065
Long-term debt, excluding current portion 54, 492
Deferred royalty incone-long-term --
O her long-termliabilities 1, 860
Total liabilities 115, 784

Conmitrents and conti ngenci es

Shar ehol ders' equity:

Common stock: $0.10 stated val ue per share; authorized 2,674
50, 000, 000 shares; issued 26,727, 780 shares at Decenber 31

2009 and Decenber 31, 2008, respectively

Addi tional paid-in capital 89, 756
Ret ai ned ear ni ngs 100, 377
Accumnul at ed ot her conprehensi ve incone 458

15, 300

4, 500
28, 960
3,575
235,434

$ 14,933

12,114
23,546
13, 249
5,726
69, 568
4,252
75, 765
5, 065
2,908
157, 558

2,674

89, 173
88,672
134

Treasury stock, at cost, 5,227,985 and 5,258,962 shares at (102, 171) (102,777)

Decenmber 31, 2009 and 2008, respectively
Total sharehol ders' equity 91, 094
Total liabilities and sharehol ders' equity $ 206,878 $

77,876
235, 434

The acconpanying notes are an integral part of the consolidated financia

statenents.
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KI D BRANDS, | NC. AND SUBSI DI ARl ES
CONSCLI DATED STATEMENTS OF CPERATI ONS
YEARS ENDED DECEMBER 31, 2009, 2008 AND 2007
(Dol lars in Thousands, Except Share and Per Share Data)

2009 2008

Net sal es $ 243,936 $ 229,194
Cost of sales 168, 741 160, 470
Gross profit 75, 195 68, 724
Selling, general and adm nistrative expenses 48, 583 50, 779
| npai rment of investnent and val uation reserve 15, 620 --
| mpai rment of goodwi |l and intangibles -- 136, 931
Total operating expenses 64, 203 187,710
I ncome (loss) from continuing operations 10, 992 (118, 986)
O her (expense) incone:
I nterest expense, including anortization and (6, 620) (9, 655)
wite-off of deferred financing costs
Interest and investnent income 10 78
O her, net 161 192

(6, 449) (9, 385)
I ncome (loss) from continuing operations before 4,543 (128, 371)
i ncome tax (benefit) provision
I ncome tax (benefit) provision (7,162) (29, 031)

2007

$ 163, 066
111, 361
51, 705
34, 790

34, 790
16, 915

(4, 135)
211

231

(3, 693)
13, 222

4,127
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I ncome (loss) from continuing operations

Di sconti nued Operations:

Loss from di sconti nued operations

Gai n on disposition

I ncome tax (benefit) fromdiscontinued operations
(Loss) from di scontinued operations net of tax
benefi t

Net income (I oss)

Basi ¢ earnings (|l oss) per share:

Cont i nui ng operations

Di sconti nued operations

Diluted earnings (loss) per share:
Conti nui ng operations
Di sconti nued operations

Wei ght ed Average Shares:
Basi ¢
Diluted

The acconpanying notes are an integra
statenents.
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$ 11,705

$ 0.
$ 0.
$ 0.
$ 0.

54

21,371, 000
21,532, 000

(99, 340)
(17, 268)
905

(4, 147)
(12, 216)

$ (111, 556)

$ (4.
(0.
$ (5.

$ (4.
(0.
$ (5.

21, 302,

66)
57)
23)

66)
57)
23)

9, 095
(1, 370)

(1, 183)
(187)

$ 8,908

$ 0.43
(0. 01)
$ 0.42

$ 0.43
(0.01)
$ 0.42

000 21, 130, 000

21,302,000 21, 215, 000

part of the consolidated financia
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KI D BRANDS
CONSOLI DATED STATEMENTS OF SHAREHOLDERS'
| NCOVE ( LOSS)

I NC. AND SUBSI DI ARl ES
EQUI TY AND COVPREHENSI VE

YEARS ENDED DECEMBER 31, 2009, 2008 AND 2007

(Dol l ars in Thousands)

Comron
St ock Common
Paid In
Capita

Shares Stock
| ssued Anmpunt
26,713 $ 2,673

Tot al
Bal ance at $ 190, 664
Decenber 31,
2006
Conpr ehensi ve
| oss:
Net i ncome
O her
conpr ehensi ve
i ncorre/ (I oss),
net of tax:
For ei gn
currency
transl ation
adj ust ment
Conpr ehensi ve
i nconme
Shar e
transacti ons
under stock
pl ans (223, 147
shar es)
Shar e- based
conpensati on

8, 908 -- -

1,991 -- -

10, 899

2,890 15 1

186 - -
St ock

Addi ti ona

(1,178)

186

Accumrmul at ed
O her

Ret ai ned Conpr ehensi ve
Ear ni ngs
$ 91,836 $ 191, 320

I ncome/ (Loss)
$ 14,985

1,991

Treasury
St ock
$ (110, 150)

4,067
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Bal ance at
Decenber 31,
2007

Conpr ehensi ve
| oss:

Net | oss

O her

conpr ehensi ve
i ncorme/ (I oss),
net of tax:
For ei gn
currency
transl ation
adj ust ment
Conpr ehensi ve
| oss

Shar e - - - -
transacti ons
under stock

pl ans (169, 175
shar es)
Shar e- based
conpensati on

204, 639 26, 728 2,674

(111, 556)

(16, 842)

(128, 398)

1, 635 --

St ock
Bal ance at 77,876 26,728
Decenber 31,
2008
Conpr ehensi ve
i ncone:
Net i ncome
O her
conpr ehensi ve
i ncone, net of
t ax:
For ei gn 324
currency
transl ation
adj ust ment
Conpr ehensi ve
i nconme
Excess tax
provi si on on
shar e- based
conpensati on
Share 81
transactions
under stock
pl ans(31, 317
shar es)
Shar e- based
conpensati on

2,674

11, 705

12, 029
(497) .- .-

1, 605

St ock St ock
Bal ance at $ 91,094 26,728 $ 2,674
Decenber 31,

2009

The acconpanying notes are an integra

statenents.
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90, 844

(3, 306)

1, 635

89, 173

(497)

(525)

1, 605

$ 89,756 $ 100, 377

part of the consolidated financia

200, 228 16, 976
(111, 556)
(16, 842)
88,672 134
11, 705
324
St ock

(106, 083)

3, 306

(102, 777)

606

St ock

$ 458 $ (102, 171)
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CONSCLI DATED STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2009, 2008 AND 2007
(Dol l ars in Thousands)

2009 2008 2007
Cash flows fromoperating activities:
Net inconme (| oss) $ 11,705 $ (111,556) $ 8,908
Adj ustnments to reconcile net income (loss) to net cash
provi ded by operating activities:

Depreci ation and anortization 3,838 5,959 5,822
| mpai rment of goodwi |l and ot her intangibles -- 140, 631 10, 000
Anortization and wite-off of deferred financing costs 1, 527 886 655
Provi sion for custonmer all owances 31,121 17,189 11, 420
Provi sion for inpairnent and val uation reserve 15, 620 -- --
Provision for note receivabl e all owance -- -- 940
Provision for inventory reserve 1, 209 6, 828 5,533
Def erred i ncone taxes (3,700) (32,742) 4,348
| mpai rment on | ong term asset -- 7,041 --
Shar e- based conpensati on expense 1, 605 1,635 186
O her -- (462) 136

Change in assets and liabilities, excluding the
ef fects of acquisitions:

Restricted cash -- (1) (2)
Account s receivabl e (34, 322) (6,368) (17,926)
I ncome tax receivable (225) 209 2,819
I nventori es 9, 340 (13, 029) (15,807)
Prepai d expenses and other current assets 307 (1, 238) 8,081
Q her assets (73) (1,197) (666)
Account s payabl e (5, 995) 17, 115 1, 335
Accrued expenses (6, 060) (3,535) 5,033
I ncome taxes payabl e (5, 278) (1,865) (3,521)
Net cash provided by operating activities 20, 619 25, 500 27,294
Cash flows frominvesting activities:

Capital expenditures (771) (2,253) (4,239
Sal e of gift business cash -- (5, 156) --
Payment for purchase of LaJobi Industries, Inc. -- (52, 044) --
Payment for purchase of CoCalLo, Inc., net of cash -- (16, 598) --
acquired

Payment of Kids Line, LLC earnout consideration -- (3,622) (28, 449)
Q her (4) (23) - -
Net cash used in investing activities (775) (79,696) (32,688)
Cash flows fromfinancing activities:

Proceeds fromissuance of conmon stock 81 -- 2,890
Excess tax benefit from stock-based conmpensation (497) -- --
| ssuance of |ong-term debt -- 100, 000 20, 000
Payments of |ong-term debt (22,673) (54, 300) (9,000
Net borrow ngs on revolving credit facility 2,986 (8, 057) 1,512
Capital |eases -- (308) --
Payment of deferred financing costs (1, 697) (1, 655) --
Net cash (used in) provided by financing activities (21, 800) 35, 680 15, 402
Ef fect of exchange rate changes on cash and cash (179) 319 391

equi val ents
Net (decrease) increase in cash and cash equival ents (2,135) (18, 197) 10, 399

Cash and cash equival ents at begi nning of year 3,728 21,925 11, 526
Cash and cash equivalents at end of year $ 1,593 $ 3,728 $ 21,925
Cash paid during the year for:

I nt er est $ 6,457 $ 6,254 $ 4,206
I ncome taxes $ 2,711 $ 828 $ 1,500
Suppl erent al cash fl ow i nformati on:

Not e payabl e CoCalLo purchase - - $ 1,439 --
Goodwi | | from Earnout Consideration -- --  $ 3,622
Equi prent financed by capital |ease obligations -- -- $ 455
Note receivable G ft business sale -- $ 15, 300 --
I nvestment G ft business sale -- $ 4,500 --
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Deferred royalty incone G ft business sale -- $ 5,000 --

The acconpanying notes are an integral part of the consolidated financia
statenents.
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KI D BRANDS, | NC. AND SUBSI DI ARl ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS

YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007Note 1--Description of Business

Kid Brands, Inc., fornerly Russ Berrie and Company ("KID'), and its
subsidiaries (collectively with KID, the "Conpany") is a |eading designer

i mporter, marketer and distributor of infant and juvenile consuner products.
The Conpany currently operates in one infant and juvenile segnent. On
Decenber 23, 2008, KID entered into, and consummated the transactions
contenpl ated by, the Purchase Agreenent as of such date (the "Purchase
Agreenent”) with The Russ Conpanies, Inc., a Delaware corporation ("TRC'), for
the sale of the capital stock of all of KID s subsidiaries actively engaged in
the gift business (the "G ft Business"), and substantially all of KID s assets
used in the Gft Business (the "G ft Sale"). As a result of the Gft Sale, the
Consol i dated Statements of Operations have been restated to show the G ft

Busi ness as discontinued operations for the years ended Decenber 31, 2008 and
2007. The Decenber 31, 2008 Consol i dated Bal ance Sheet does not include the
G ft Business assets and liabilities, as a result of the consummation of the
G ft Sale on Decenber 23, 2008. The Consolidated Statements of Cash Flows for
the years ended Decenber 31, 2008 and 2007 have not been restated. The
acconpanyi ng notes to Consolidated Financial Statenents have been restated to
refl ect the discontinued operations presentation described above for the basic
financial statements. As the Gft Sale was conpleted in 2008, presentation of
di sconti nued operations is not applicable with respect to 2009. The
Conpany' s continui ng operations, which currently consist of Kids Line, LLC
("Kids Line"), Sassy, Inc. ("Sassy"), LaJobi, Inc., ("LaJdobi") and CoCalo,
Inc., ("CoCaLo"), each direct or indirect wholly-owned subsidiaries, design
manuf acture through third parties and market products in a nunber of categories
i ncl udi ng, anmong others: infant bedding and rel ated nursery accessories and
decor (Kids Line and CoCalLo); nursery furniture and rel ated products (LaJobi);
and devel oprmental toys and feeding, bath and baby care items with features that
address the various stages of an infant's early years (Sassy). The Company's
products are sold primarily to retailers in North America, the UK and
Australia, including large, national retail accounts and independent retailers
(including toy, specialty, food, drug, apparel and other retailers). Note
2--Summary of Significant Accounting PoliciesPrinciples of Consolidation
The consolidated financial statenments include the accounts of the Conpany,
after elimnation of all inter-conpany accounts and transactions. Business
Conbi nat i ons The Conpany accounts for busi ness conbi nati ons by applying the
acqui sition nethod of accounting. At acquisition, we recognize assets acquired
and liabilities assuned based on their fair values at the date of acquisition.
Accounting for business conbinations requires significant assunptions and
estimates to nmeasure fair value and may include the use of appraisals, nmarket
gquotes for simlar transactions, discounted cash flow techni ques or other
informati on we believe to be relevant. Any excess of the cost of a business
acquisition over the fair values of the assets acquired and liabilities
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YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007 ( CONTI NUED)assuned is recorded as

goodwi I I . Should the acquisition result in a bargain purchase, where the fair
val ue of assets and liabilities exceed the ambunt of consideration transferred,
the resulting gain will be recorded into earnings on the acquisition date. Al

acquisition-related costs, other than the costs to i ssue debt or equity
securities, are accounted for as expense in the period in which they are
incurred. Al assets and liabilities arising fromcontractual contingencies are
recogni zed as of the acquisition date if the acquisition date fair val ue of
that asset or liability can be determ ned during the nmeasurenent period.

If initial accounting for the business conbi nati on has not been conpl eted by
the end of the reporting period in which the business conbination occurs,

provi sional anpbunts will be reported for which the accounting is inconplete,
with retrospective adjustment made to such provisional amounts during the
neasurenent period to present new i nformation about facts and circunstances
that existed as of the acquisition date. Once the measurenent period ends, and
in no case beyond one year fromthe acquisition date, subsequent revisions of
the accounting for the business conbination will only be accounted for as
correction of an error. Revenue Recognition The Conpany recogni zes revenue
when products are shipped and the custoner takes ownership and assumes risk of

| oss, which is generally on the date of shipnent, collection of the rel evant
recei vabl e i s probabl e, persuasive evidence of an arrangenent exists and the
sales price is fixed and deterni nabl e. The Conpany records reductions to
revenue for estimated returns and custoner all owances, price concessions or

ot her incentive progranms that are estimated using historical experience and
current economc trends. Material differences may result in the amunt and
timng of net sales for any period if managenment makes different judgnments or
uses different estinmates. Cost of Sales The nost significant conmponents of
cost of sales are cost of the product, including inbound freight charges, duty,
packagi ng and di splay costs, |abor, depreciation, any inventory adjustnents,

pur chasi ng and receiving costs, product devel opnent costs and quality contro
costs. The Conpany's gross profit nay not be conparable to those of other
entities, since some entities include the costs of warehousi ng, outbound
handl i ng costs and out bound shipping costs in their costs of sales. The Conpany
accounts for the above expenses as operating expenses and classify them under
selling, general and admi nistrative expenses. For the years ended Decenber 31
2009, 2008 and 2007, the costs of warehousi ng, outbound handling costs and

out bound shi pping costs were $7.0 mllion, $8.8 mllion and $6.1 mllion
respectively. In addition, the najority of outbound shipping costs are paid by
the Conpany's custoners, as many of the Conpany's custoners pick up their goods
at the Conpany's distribution centers. Advertising Costs Producti on costs
for advertising are charged to operations in the period the related adverti sing
canpai gn begins. Al other advertising costs are charged to operations during
the period in which they
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NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007 (CONTI NUED)are incurred.
Advertising costs for continuing operations for the years ended Decenber 31,
2009, 2008 and 2007 anmpunted to $0.9 million, $1.3 mllion, and $0.6 mllion
respectively. Cash and Cash Equival ents Cash equi val ents consi st of
i nvestments in interest bearing accounts and highly liquid securities having a
maturity of three nonths or less, at the date of purchase, and their costs
approximate fair value. Accounts Receivable Accounts receivable are
recorded at the invoiced anount. Anmounts collected on trade accounts receivable
are included in net cash provided by operating activities in the consolidated
statenents of cash flows. The Conpany naintains an all owance for doubtfu
accounts for estimated |osses inherent in its accounts receivable portfolio. In
establishing the required all owance, managenent considers historical |osses,
current receivable aging, and existing industry and nati onal econom c data. The
Conpany reviews its allowance for doubtful accounts nonthly. Past due bal ances
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over 90 days and over a specified amount are reviewed individually for
collectabhility. Account bal ances are charged off agai nst the allowance after
conmerci ally reasonabl e neans of collection have been exhausted and the
potential for recovery is considered unlikely. The Conpany al so anal yzes its

al | owances policies to access the adequacy of allowance | evels and adjusts such
al | owances as necessary. The Conpany does not have any of f-bal ance sheet credit
exposure related to its custonmers. Inventories I nvent ory, which consists of
finished goods, is carried on the Conmpany's bal ance sheet at the | ower of cost
or market. Cost is determined using the wei ghted average cost nethod and

i ncludes all costs necessary to bring inventory to its existing condition and

| ocation. Market represents the | ower of replacenent cost or estinated net
realizabl e value of such inventory. Inventory reserves are recorded for

damaged, obsol ete, excess and sl ow nmoving inventory if managenment determ nes
that the ultimte expected proceeds fromthe disposal of such inventory will be
less than its carrying cost as described above. Managenent uses estinates to
determ ne the necessity of recording these reserves based on periodic reviews
of each product category based primarily on the follow ng factors: |ength of
time on hand, historical sales, sales projections (including expected sales
prices), order bookings, anticipated denmand, market trends, product

obsol escence, the effect new products nmay have on the sale of existing products
and other factors. Risks and exposures in making these estinmates include
changes in public and consumer preferences and denand for products, changes in
customer buying patterns, conpetitor activities, the Conpany's effectiveness in
i nventory managenent, as well as discontinuance of products or product |ines.
In addition, estimating sales prices, establishing markdown percentages and
eval uating the condition of the Conpany's inventories all require judgnments and
estimates, which may al so i npact the inventory val uati on. However, we believe
that, based on prior experience of managi ng and eval uating the recoverability
of slow noving, excess, damaged and obsolete inventory in response to narket
conditions, including decreased sales in specific product lines, the Conpany's
established reserves are materially adequate. If actual market conditions and
product sales prove to be |ess favorable than we have projected, however,
additional inventory reserves nmay be necessary in future
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31, 2009 and 2008, the bal ance of the inventory reserve was approxi nately
$1, 923, 000 and $2, 484,000, respectively. The primary reason for the reduction
in the inventory reserve between years was the disposition of Sassy's MAM
inventory as a result of the termnation in Decenber 2008 of the MAM Agreenent.
Property, Plant and Equi prent Property, plant and equi pnent are stated at
cost or fair market value and are depreciated using the straight-1ine nethod
over their estinmated useful lives, which primarily range fromthree to
twenty-five years. Leasehold inprovenents are anortized using the straight-1line
nmet hod over the termof the respective | ease or asset life, whichever is
shorter. Major inprovenents are capitalized, while expenditures for maintenance
and repairs are charged to operations as incurred. Equipnent under capita
| eases is anmortized over the lives of the respective | eases or the estimated

useful lives of the assets, whichever is shorter. Assets to be disposed of are
separately presented in the bal ance sheet and reported at the | ower of the
carrying amount or fair value |less costs to sell, and are no | onger

depreciated. Gain or loss on retirenment or disposal of individual assets is
recorded as incone or expense in the period incurred and the related cost and
accunul ated depreciation are renoved fromthe respective accounts. | npairnent
of Long-Lived Assets The Conpany reviews property, plant and equi prent and
certain identifiable intangibles, excluding goodw |I, for inpairment.
Long-lived assets, such as property, plant, and equi pment and purchased

i ntangi bl es subject to anortization, are reviewed for inpairment whenever
events or changes in circumstances indicate that the carryi ng anount of an

55



KID BRANDS INC Filing Date: 12/31/09

asset may not be recoverable. Recoverability of assets to be held and used is
neasured by a conparison of the carrying anount of an asset to the estimated
undi scounted future net cash flows expected to be generated by the asset. If
the carrying amobunt of an asset exceeds its estimated undi scounted future cash
flows, an inpairnent charge is recognized for the anmount for which the carrying
amount of the asset exceeds its fair value as determ ned by an estinate of
di scounted future cash flows. Goodwi Il and Indefinite-life Intangible Assets
Goodwi I | represents the excess of costs over fair value of net assets of
busi nesses acquired. Goodwi Il and intangible assets acquired in a purchase
busi ness combi nati on and determ ned to have an indefinite useful [ife are not
anortized, but instead are tested for inpairment at |east annually or sooner
whenever events or changes in circunstances indicate that the assets may be
i mpai red. The Conpany tests goodwi |l for inpairment on an annual basis as
of its year end. Goodw || of a reporting unit will be tested for inpairnent
bet ween annual tests if events occur or circunstances change that would |ikely
reduce the fair value of the reporting units belowits carrying value. The
Conpany uses a two-step process to test goodwill for inpairnent. First, the
reporting unit's fair value is conpared to its carrying value. If a reporting
unit's carrying anmount exceeds its fair value, an indication exists that the
reporting unit's goodwi || nay be inpaired, and the second step of the
i mpai rment test woul d be perforned. The second step of the goodw || i npairnent
test is used to
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YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007 (CONTI NUED) nmeasure the anopunt of
the inpairment loss. In the second step, the inplied fair value of the
reporting unit's goodwill is determined by allocating the reporting unit's fair
value to all of its assets and liabilities other than goodwill in a nmanner
simlar to a purchase price allocation. The resulting inplied fair value of the
goodwi I I that results fromthe application of this second step is then conpared
to the carrying amobunt of the goodwill and an inpairnent charge would be
recorded for the difference. In the fourth quarter of 2008, the Conpany

recorded an inpairnment charge of $130.2 nillion related to goodwi Il (see Note 5
bel ow for detail with respect to such inpairnent charge). As this inpairnent
charge conprised all of the Conpany's goodwiIl, no goodw || assessnment testing
was required as of Decenber 31, 2009. I ntangi bl e assets with indefinite

lives other than goodwi || are tested annually for inmpairment and the
appropriateness of the indefinite life classification, or nore often if changes
in circunstances indicate that the carrying amount may not be recoverable or
the asset life may be finite. In testing for inpairnment, if the carrying anount
exceeds the fair value of the assets, an inpairment loss is recorded in the
amount of the excess. As of Decenber 31, 2009, the Conpany's indefinite life
intangi bles related to the trademarks acquired in the purchases of: Sassy, Inc.
in 2002; Kids Line LLC in 2004; and LaJobi, Inc. and CoCaLo, Inc. in 2008. The
Conpany uses various nodels to estimate the fair value. In the Company's

anal ysis for 2009, it used a five-year projection period, which has been its
prior practice, with long-termgrowh rates ranging from4%to 15% as well as
royalty rates of 5% 2.6% 4% and 4% for Kids Line, Sassy, LaJobi and CoCalo,
respectively. The Conpany recorded an aggregate non-cash inpairnent charge of
approximately $10.4 mllion in the fourth quarter of 2008, which consisted of
the inpairment of its Applause (R) trademark, in connection with the sale of
the Gft Business ($6.7 mllion), which was recorded in I|npairnment of Goodwil
and I ntangi bl es, and the inpairnent of certain of its Infant & Juvenile
indefinite-life intangi ble assets($3.7 mllion), which was recorded in cost of
sales (see Note 5 below for detail with respect to such inpairnment charges).

Al so during the fourth quarter of 2008, the Conpany determ ned that the Kids

Li ne custoner rel ationships should no | onger have an indefinite life. An
aggregate inpairment charge of $10.0 million was recorded in the Conpany's
consol i dated statenents of operations for 2007 with respect to the MAM
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Agreenent (see Note 5 for details with respect to the breakdown of such

i mpai rment charges). Foreign Currency Translation Fi nanci al statenents of

i nternational subsidiaries are translated into U S. dollars using the exchange
rate at each bal ance sheet date for assets and liabilities and the wei ghted
average exchange rate for each period for revenues, expenses, gains and | osses.
Transl ation adjustnments are recorded as a separate conponent of accunul at ed

ot her conprehensive income (loss) in the consolidated bal ance sheet and foreign
currency transaction gains and | osses are recorded in other incone (expense) in
the consolidated statements of operations. Accounting for |ncome Taxes The
Conpany establishes accruals for tax contingenci es when, notw t hstanding the
reasonabl e belief that its tax return positions are fully supported, the
Conpany believes that certain filing positions are likely to be chall enged and
nor eover, that such filing positions may not be fully sustained. Accordingly, a
tax benefit froman uncertain tax position will only be recognized if it is
nore |ikely
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YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007 (CONTI NUED)than not that the tax

position will be sustained on exam nation by the taxing authorities based on
the technical merits of the position. The Conpany continually evaluates its
uncertain tax positions and will adjust such amounts in light of changing facts

and circunstances including, but not limted to, energing case |law, tax

| egislation, rulings by relevant tax authorities, and the progress of ongoing
tax audits. Settlenent of a given tax contingency could inpact the incone tax
provision in the period of resolution. The Conpany's accruals for gross
uncertain tax positions are presented in the consolidated bal ance sheet within
i ncome taxes payable for current itens and i ncone taxes payabl e, non-current
for itenms not expected to be settled within 12 nonths of the bal ance sheet

dat e. The Conpany accounts for incone taxes under the asset and liability
met hod. Such approach results in the recognition of deferred tax assets and
liabilities for the expected future tax consequences of tenporary differences
bet ween t he book carrying anounts and the tax bases of assets and liabilities
and for operating | osses and tax credit carry forwards. Deferred tax assets and
liabilities are determ ned using the currently enacted tax rates that apply to
taxabl e inconme in effect for the years in which those tax assets are expected
to be realized or settled. Valuation allowances are established where expected
future taxabl e incone, the reversal of deferred tax liabilities and devel opnent
of tax strategi es does not support the realization of the deferred tax asset.
See Note 11 - "Income Taxes" for additional information. The Conpany and
its subsidiaries file separate foreign, state and | ocal income tax returns and,
accordingly, provide for such inconme taxes on a separate conpany basis. Fair
Val ue of Financial Instruments The Conpany has estimated that the carrying
amount of cash and cash equival ents, accounts receivable, inventory, prepaid
and other current assets, accounts payable and accrued expenses reflected in
the consolidated financial statenents equals or approximates their fair val ues
because of the short-termnmaturity of those instrunents. The carrying val ue of
the Conpany's short-termand | ong-term debt approximates fair value as the debt
bears interest at a variable market rate. For details with respect to the fair
val ues of notes payable, notes receivable and the interest rate swap, see Notes
3, 4 and 6, respectively. Earnings (Loss) Per Share Basi ¢ earnings (Il oss)
per share ("EPS') are cal cul ated by dividing i ncone (loss) by the weighted
average nunber of shares of common stock outstanding during the period. Diluted
EPS is cal culated by dividing incone (loss) by the wei ghted average nunber of
conmon shares outstanding, adjusted to reflect potentially dilutive securities
(stock options and SARs settled in stock) using the treasury stock nethod,
except when the effect would be anti-dilutive. As of Decenber 31, 2009, 2008
and 2007, the Conpany had 880, 615, 1,941,379 and 1, 181, 035 stock options

out st andi ng, respectively, that were excluded fromthe conputati on of diluted
EPS in that they would be anti-dilutive due to their exercise price exceeding

57



KID BRANDS INC Filing Date: 12/31/09

the average market price in 2009 and 2007, or due to the |oss the Conpany

i ncurred fromcontinuing operations in 2008. EPS for the quarter and year ended
Decenber 31, 2008 have been revised in accordance with the accounting gui dance
for earnings per share. The Company had
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YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007 (CONTINUED)i ncorrectly included
non-vested restricted stock in its basic earnings per common share cal cul ati ons
for such periods. Such revisions were immaterial. Use of Estimates The
preparation of financial statements in conformty with generally accepted
accounting principles in the United States requires nmanagenent to nmake certain
estimates and assunptions that affect the reported anmbunts of assets and
liabilities, disclosure of contingent assets and liabilities at the dates of
the financial statenments and the reported anounts of revenues and expenses
during the reporting periods. Significant itenms subject to such estimtes and
assunptions include the recoverability of property, plant and equi pnent and
ot her intangi ble assets; valuation allowances for receivables, inventories and
deferred i ncome tax assets; and accruals for incone taxes and litigation
Actual results could differ fromthese estimates. Accounting for Forward
Exchange Contracts The Conpany historically entered into forward exchange
contracts to hedge the effects of foreign currency on inventory purchases. In
2009 the Company did not enter into any forward exchange contracts. In 2008 and
2007, the Company accounted for its forward exchange contracts as an econonic
hedge, with subsequent changes in the forward exchange contract's fair val ue
recorded as foreign currency gain (loss), included in other, net in the
consol i dated statenments of operations. Share-Based Conpensati on The Conpany
recogni zes in the financial statements all costs resulting from share-based
paynment transactions at their fair values. At Decenber 31, 2009, the Conpany
had share-based enpl oyee conpensation plans which are described nore fully in
Note 16. The rel evant FASB standard requires the cash flows related to tax
benefits resulting fromtax deductions in excess of conpensation costs
recogni zed for those equity conmpensation grants (excess tax benefits) to be
classified as financing cash flows. For the year ended Decenber 31, 2009 there
was a tax deficiency of $0.5 mllion recognized from share-based
conpensation-costs. For the years ended Decenber 31, 2008 and 2007, there was
no excess tax benefit recogni zed from share-based conpensati on costs because
the Conpany was not in a taxpaying position in the United States in 2008 and

2007. Subsequent Events The Conpany has eval uat ed subsequent events through
the date that the consolidated financial statenents were fil ed.
Recl assi fications Certain prior year anpbunts have been reclassified to

conformthe prior year ampounts to the presentation in the 2009 consoli dated
financial statenents.
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YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007 (CONTI NUED) Recently | ssued
Accounti ng Standards In June 2009, the Financial Accounting Standards Board
("FASB") issued Statement of Financial Accounting Standards No. 168, The FASB
Accounting Standards Codification and the Hi erarchy of Generally Accepted
Accounting Principles, a replacenment of FASB Statement No. 162. This statement
nodi fies the Generally Accepted Accounting Principles ("GAAP") hierarchy by
establishing only two |l evels of GAAP, authoritative and non-authoritative
accounting literature. Effective July 2009, the FASB Accounting Standards
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Codification ("ASC'), also known collectively as the "Codification", is

consi dered the single source of authoritative U S. accounting and reporting
standards, except for additional authoritative rules and interpretive rel eases
i ssued by the SEC. Non-authoritative guidance and literature would include,
anmong ot her things, FASB Concepts Statenments, Anerican Institute of Certified
Public Accountants |ssue Papers and Technical Practice Aids and accounting
text books. The Codification was devel oped to organi ze GAAP pronouncenents by
topic so that users can nore easily access authoritative accounting gui dance.
It is organized by topic, subtopic, section, and paragraph, each of which is
identified by a nunerical designation. This statenent applied beginning in the
third quarter of 2009. Al accounting references herein have been updated, and
therefore references to Statenents of Financial Accounting Standards have been
repl aced with ASC or generic references to FASB standards where deened
necessary. The issuance of the Codification did not change GAAP and therefore
its adoption by the Conmpany only affects how specific references to GAAP
literature are disclosed in the notes to the Conpany's consolidated financia
statenents. ASC 820-10, Fair Value Measurements and Disclosures, with
respect to non-financial assets and liabilities, was adopted on January 1,
2009. This standard defines fair value, establishes a framework for measuring
fair value and expands discl osures about fair val ue neasurenents. This standard
did not have an inpact on the consolidated financial statenents. In
January 2010, the FASB issued Accounting Standards Update No. 2010-06,

| mprovi ng Di scl osures about Fair Val ue Measurenents ("ASU 2010-06"), which
amends FASB ASC 820, Fair Val ue Measurenments and Disclosures to require various
addi ti onal disclosures regarding fair value measurenents and also clarify
certain existing disclosure requirenents. Under ASU 2010-06, the Conpany w ||
be required to: (1) disclose separately the anmounts of significant transfers
bet ween Level 1 and Level 2 of the fair value hierarchy, (2) disclose activity
in Level 3 fair value neasurenents including transfers into and out of Level 3
and the reasons for such transfers, and (3) present separately inits
reconciliation of recurring Level 3 neasurenents information about purchases,
sal es, issuances and settlenents on a gross basis. ASU 2010-06 does not change
any accounting requirenents, but is expected to have a significant effect on
the disclosures of entities that nmeasure assets and liabilities at fair val ue.
The anmendnents prescribed by ASU 2010-06 will be effective for the Conpany's
fiscal quarter ending March 31, 2010, except for the requirenents described in
item (3) above, which will be effective for the Company's fiscal year beginning
January 1, 2011. The Conpany currently does not expect the adoption of this ASU
to have a material inpact on its consolidated financial statenents. The
Conpany wi Il adopt a new FASB standard concerning the deternination of the
useful life of intangible assets beginning on January 1, 2010. The Conpany
currently does not expect
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YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007 (CONTI NUED)the adoption of this
standard to have an inpact on its consolidated financial statenments at the tine
of adoption. The new gui dance anends the factors that are to be considered in
devel opi ng renewal or extension assunptions used to deternmine the useful life
of a recognized intangi ble asset. The new gui dance is intended to inprove the
consi stency between the useful life of a recognized intangi ble asset and the
peri od of expected cash flows originally used to neasure the fair value of the
i ntangi bl e asset under U S. GAAP. Note 3--AcquisitionsLaJobi As of April 2,
2008, LaJobi, Inc., a newWy-formed and indirect, wholly-owned Del anare
subsidiary of KID ("LaJdobi"), consunmated the transactions contenpl ated by an
Asset Purchase Agreenment (the "Asset Agreenent") with LaJobi Industries, Inc.
a New Jersey corporation ("Seller") and each of Lawence Bivona and Joseph
Bi vona (collectively, the "Stockhol ders"), for the purchase of substantially
all of the assets and specified obligations of the business of the Seller ("the
Busi ness"). The aggregate purchase price for the Business was equal to $50.0
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mllion (the $2.5 mllion deposited in escrow at the closing was rel eased from
escrow on Cctober 2, 2009). In addition, provided that the EBI TDA of the
Busi ness, as defined in the Asset Agreenent (the "LaJobi Earnout EBITDA"), has
grown at a compound annual growth rate ("CAGR') of not |ess than 4% during the
three years endi ng Decenber 31, 2010 ("the Measurenent Date"), determined in
accordance with the Asset Agreenment, LaJobi will pay to the Stockhol ders an
amount (the "LaJobi Earnout Consideration") equal to a percentage of the Agreed
Enterprise Value of LaJobi as of the Measurenent Date (subject to acceleration
under certain limted circunstances), with the Agreed Enterprise Val ue defined
as the product of (i) the LaJobi Earnout EBITDA during the twelve (12) nonths
endi ng on the Measurenent Date, multiplied by (ii) an applicable nultiple
(ranging from5 to 9) depending on the specified | evel s of CAGR achi eved. The
LaJobi Earnout Consideration can range between $0 and a naxi num of $15.0
mllion. CoCalLo On April 2, 2008, a newl y-forned, wholly-owned Del aware
subsidiary of KID, 1&J) Holdco, Inc. (the "CoCaLo Buyer"), consummated the
transacti ons contenpl ated by the Stock Purchase Agreement (the "Stock
Agreenent”) with each of Renee Pepys Lowe and Stanley Lowe (collectively, the
"Sellers"), for the purchase of all of the issued and outstanding capital stock
of CoCalLo, Inc., a California corporation ("CoCaLo"). The aggregate base
purchase price payable for CoCaLo was equal to: (i)$16.0 million; mnus (ii)
the aggregate debt of CoCaLo outstanding at the closing of the acquisition
(including accrued interest) of $4.0 mllion; mnus (ili) specified transaction
expenses ($0.3 mllion); plus (iv) a working capital adjustnment of $1.5 mllion
paid by the CoCaLo Buyer. A portion of the purchase price ($1.6 nillion, which
was di scounted to $1.4 mllion for financial statenent purposes) was evi denced
by a non-interest bearing prom ssory note and is being paid in equal annua
installnents over a three-year period fromthe closing date. The first paynent
of $533,000 was paid during April 2009.
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YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007 (CONTI NUED) In addition, the
CoCalLo Buyer will pay to the Sellers the foll owi ng earnout consideration
amounts (the "CoCalLo Earnout Consideration") with respect to CoCalLo's
performance for the aggregate three year period endi ng Decenber 31, 2010: (i)
$666, 667 will be paid for the achi evenent of specified initial perfornmance
targets with respect to each of net sales, gross profit and specified CoCalLo
EBI TDA (the latter conbined with specified Kids Line EBITDA) (the "Initia
Targets"), for a maxi mum paynent of $2.0 million in the event of achi evenent of
the Initial Targets in all three categories; and (ii) up to an additiona

$666, 667 will be paid, on a sliding scale basis, for achi evenent in excess of
the Initial Targets up to specified maxi mum perfornance targets in each
category, for a potential additional payment of $2.0 mllion in the event of

achi evenent of the maxinumtargets in all three categories. The CoCalLo Ear nout
Consi deration can range between $0 up to an aggregate maxi mum of $4.0 mllion
Any LaJdobi Earnout Consideration and/or CoCaLo Earnout Consideration wll
be recorded as additional goodwi Il when and if paid or, if earlier, when the
amount of the Earnout Consideration becones probable and estinable. Pro Forma
I nformati on (Unaudit ed) The results of operations of LaJobi and CoCalLo and
the fair value of assets acquired and liabilities assumed are included in the
Conpany's consolidated financial statenents beginning on their acquisition
dat e. The foll owi ng unaudited pro forma consolidated results of operations
of the Conpany for the years ended Decenber 31, 2008 and Decenber 31, 2007
respectively, assunes the acquisitions of CoCaLo and LaJobi occurred as of
January 1 of each period (in thousands).

(Unaudi t ed)
Year Ended Decenber

60



KID BRANDS INC Filing Date: 12/31/09

31,
2008 2007
Net sal es $ 251,696 $ 236, 536
Net (Il oss) incone $ (110, 906) $ 8,882
Basi ¢ (loss) inconme per share:
Conti nui ng operati ons $ (4.63) $ 0.43
Di sconti nued operations (0.58) (0.01)
$ (5.21) $ 0.42
Diluted (loss) inconme per share:
Cont i nui ng oper ati ons $ (4.63) $ 0.43
Di sconti nued operations (0.58) (0.01)
$ (5.21) $ 0.42

The above anpunts are based upon certain assunptions and estimtes, and do
not reflect any benefits from conbi ned operations. The pro forma results have
not been audited and do not necessarily represent results which would have
occurred if the acquisitions had taken place on the basis assuned above, and
may not be indicative of the results of future conmbi ned operations.
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YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007 (CONTI NUED) Note 4--Sale of G ft
Busi ness and Di sconti nued Operations On Decenber 23, 2008, KID conpleted
the sale of the Gft Business. The aggregate purchase price payable by TRC was:
(i) 199 shares of the Common Stock, par value $0.001 per share, of TRC (the
"Buyer Common Shares"), representing a 19.9% interest in TRC after consunmation
of the transaction that was accounted for at cost; and (ii) a subordi nated,
secured prom ssory note issued by TRCto KIDin the original principal anpunt
of $19.0 million (the "Seller Note"). During the 90-day period follow ng the
fifth anniversary of the consunmation of the sale of the Gft Business, KID
will have the right to cause TRC to repurchase any Buyer Common Shares then
owned by KID, at its assuned original value (which was $6.0 mllion for al
Buyer Common Shares), as adjusted in the event that the nunber of Buyer Common
Shares is adjusted, plus interest at an annual rate of 5% conmpounded annually.
The consideration received fromthe Gft Sale was recorded at fair value as of
Decenber 23, 2008 of approxinmately $19.8 mllion and was recorded as Note
Recei vabl e of $15.3 mllion and Investrment of $4.5 million on the Conpany's
consol i dat ed bal ance sheet. In addition, in connection with the sale of
the G ft Business, the Conpany's new y-forned, wholly-owned Del aware |linited
l[iability company (the "Licensor") executed a license agreenment (the "License
Agreenent”) wth TRC. Pursuant to the License Agreenent, TRC will pay the
Licensor a fixed, annual royalty (the "Royalty") equal to $1,150,000. The
initial annual Royalty paynent was due and payable in one |unp sum on Decemnber
31, 2009. Thereafter, the Royalty will be paid quarterly at the close of each
three-nmonth period during the term At any tine during the termof the License
Agreenent, TRC shall have the option to purchase all of the intellectua
property subject to the License Agreenment, consisting generally of the Russ (R
and Appl ause (R) trademarks and trade names (the "Retained IP') fromthe
Licensor for $5.0 mllion, to the extent that at such time (i) the Seller Note
shal | have been paid in full (including all principal and accrued interest with
respect thereto), and (ii) there shall be no continuing default under the
Li cense Agreenent. |If TRC does not purchase the Retained | P by Decenber 23,
2013 (or nine nmonths thereafter, if applicable), the Licensor will have the
option to require TRC to purchase all of the Retained IP for $5.0 mllion
Li censor has not received either the initial, lump sum Royalty payment or the
first quarter Royalty paynent due on March 23, 2010. In connection with
the preparation of the Conpany's financial statements for the second quarter of
2009, a series of inmpairment indicators energed in connection with TRC. These
i ndicators included the inmpact of current macro-econonic factors on TRC, the
deterioration of conditions in the gift market, and other TRC- specific
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factors, including declining financial perfornmance, operational and integration
chall enges and liquidity issues. As a result of these inpairnment indicators,
the Conpany tested for inpairnent its 19.9%investnent in TRC and critically
eval uated the collectability of its $15.3 mllion note receivable. As a result
of this review, the Conpany determined that its 19.9% i nvestnent in TRC as wel |
as the Applause(R) trade name were other than tenporarily inpaired and recorded
non-cash charges of approximately $4.5 mllion and $0.8 nillion, respectively,
agai nst these assets. The Conpany al so recorded a $10.3 mllion charge, to
reserve agai nst the difference between the note receivable and deferred revenue
liability. The aggregate inpact of the above actions resulted in a non-cash
charge to inconme/ (loss) fromcontinuing operations in an aggregate anount of
$15.6 mllion in the second quarter of 2009.
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YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007 (CONTI NUED) Condensed Fi nanci a
I nformati on of Discontinued Operations Condensed results of discontinued
operations are as follows (in thousands):

Year Ended Decenber

31,
2008 2007
Sal es $ 124,035 $ 168, 107
Loss before incone taxes $ (17,268) $ (1,370)
Gain on sale $ 905 - -
Provi sion (benefit) for income taxes $ (4,147) $ (1,183)

I ncome (loss) fromdiscontinued operations $ (12,216) $ (187)

Note 5--Intangi ble Assets and Goodwi | | I ntangi bl e Assets As of Decenber 31
2009 and 2008 the components of intangible assets consist of the following (in
t housands):

Wei ght ed Aver age Decenmber 31, Decenber 31

Anortization Period 2009 2008
Sassy trade nane Indefinite life $ 5,400 $ 5,400
Appl ause trade nane 5 years -- 911
Ki ds Line custoner relationships 20 years 29, 156 30,711
Ki ds Li ne trade nane Indefinite life 5, 300 5, 300
LaJobi trade nane Indefinite life 18, 600 18, 600
LaJobi custoner rel ationships 20 years 11, 589 12,224
LaJobi royalty agreenents 5 years 1,712 2,146
CoCalLo trade nane Indefinite life 6, 100 6, 100
CoCalLo custoner rel ationships 20 years 2,464 2,599
CoCalLo foreign trade nane Indefinite life 31 28
Total intangible assets $ 80, 352 $ 84,019

Aggregate anortization expense, was $2.8 million, $2.3 million and $0.4

mllion in 2009, 2008 and 2007, respectively. Esti mat ed annua

anortization expense for each of the fiscal years ending December 31, (in
t housands):

2010 $ 2,761
2011 2,761
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2012 2,761
2013 2,726
2014 2,325
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YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007 ( CONTI NUED) I n accordance
with the applicable FASB standard, indefinite-lived intangible assets are no
| onger anortized but are reviewed for inpairnent at |east annually, and nore
frequently if a triggering event occurs indicating that an inpairnent may
exi st. The Company's annual inpairment testing is perforned in the fourth
quarter of each year (unless specified triggering events warrant nore frequent
testing). Al intangible assets, both definite-lived and indefinite-lived, were
tested for inpairment in the fourth quarter of 2009 and 2008. An inpairnent of
$819, 000 for the Applause(R) trade nane was recorded in the quarter ended June
30, 2009 in connection with the inpairnent of the Gft Sale Consideration
The Conpany's non-anortizing intangibles (trade names) are tested for
i npai rnment as part of the Conpany's annual inpairnment testing of goodw Il and
other indefinite-lived assets. The Conpany tested the non-anortizing intangible
trade nanes recorded on its consolidated bal ance sheet as of Decenber 31, 2009,
whi ch consisted of: Kids Line(R); Sassy(R); LaJobi(R); and CoCaLo(R). Testing
for inpairment of indefinite-lived trade nanmes is based on whether the fair
val ue of such trade names exceeds their carrying value. The Conpany determ nes
fair value by performng a projected di scounted cash flow anal ysis based on the
Rel i ef-From Royalty Method for all indefinite-lived trade nanes. In the
Conpany's analysis for 2009, it used a five-year projection period, which has
been its prior practice, with long-termgrowmh rates ranging from4%to 15% as
well as royalty rates of 5% 2.6% 4% and 4% for Kids Line, Sassy, LaJobi and
CoCalLo, respectively. For the 2009 testing, the royalty rate used for Sassy was
increased fromthe rate used in 2008 to 2.6% due to the increased operating
profitability of Sassy-branded products and the royalty rate used for LaJob
was | owered to 4.0% due to a decrease in the operating profitability of
LaJobi - branded products, primarily resulting froma change in product m x. For
Kids Line and CoCaLo, the royalty rate remai ned the same as that used in 2008.

Wth respect to such testing in 2008, the difference between the fair val ue
of the trade nanes and their carrying value resulted in an aggregate inpairnent
charge of $3.7 million, which was related to CoCaLo(R) ($1.9 mllion), Sassy(R
($1.7 mllion) and LaJobi (R) ($0.1 million) in the fourth quarter of 2008. In
addi tion, the Conpany also tested for the inpairnment of its Applause(R) trade
nane, which is a definite-lived intangi ble asset, as a result of the Gft Sale.
Wth respect to the Applause(R) trade nanme, fair value was based on the terns
of its license to TRC and in connection therewith, an inpairnment charge of $6.7
mllion was recorded in the fourth quarter of 2008. In the Conmpany's anal ysis
for 2008, it used a five-year projection period, which has been its prior
practice, with single digit long-termgrowh rates, as well as royalty rates of
5% 2% 5% and 4% for Kids Line, Sassy, LaJobi and CoCalLo, respectively. For
the 2008 testing, the royalty rate for Sassy was decreased fromthe rate used
in 2007 due to lower gross profit nargins reported and expected by Sassy and
the previously-disclosed anticipated reduction in revenue and cash fl ows
resulting fromthe termnati on of the MAM Agreenent. At the tinme of the
assessment of inpairnent (the fourth quarter of 2008), conbined net revenues of
Sassy and Kids Line had declined by approximtely 1% fromthe prior year, and
further softness in sales was anticipated during the remainder of 2009 with
respect to Sassy, primarily as a result of a substantial decrease in net
revenues due to the term nation of the MAM Agreenent, and with respect to Kids
Line, primarily as a result of anticipated continued revenue softness
refl ecti ng worseni ng econom ¢ conditions. However, the Conpany applied
conservative long-termgrowh rates thereafter for each of Sassy and Kids Line
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based on the following. Wth respect to Sassy, the Company's assunptions were
based on antici pated new product introductions, a re-branding initiative, new
packagi ng for the product line, and the expiration at the end of 2009 of
certai n non-conpetition
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NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007 (CONTINUED)restrictions
associated with the MAM Agreenent. Al though the long-termgrowh rate for Kids
Li ne branded products in 2009 (as opposed to |licensed products) was reduced
fromhistorical growh rates due to anticipated revenue reduction, we assuned
gromh in the four years thereafter reflecting planned new product
i ntroductions and expansion. Wth respect to the Applause(R) trade nane, in
connection with the Gft Sale, TRC agreed to pay an annual royalty for the
Appl ause(R) and Russ(R) trademarks and trade nanes of $1.15 million, as well as
a $5 million purchase price for such intellectual property at the end of five
years. Accordingly, the Conpany determined that the fair value of the allocated
royalty stream of the Applause(R) and Russ(R) trade nanes, based on a present
val ue anal ysis, was $913,000 for the Appl ause(R)trade nanmes, resulting in the
i mpai rment charge recorded. The Russ(R) trade names do not have any val ue
ascribed to themon the Conpany's financial statenents. The Conpany's
other intangible assets with definite lives (consisting of the Appl ause(R)
trade nane until its total inmpairnment as of the quarter ended June 30, 2009,
customer lists and royalty agreenments) continue to be anortized over their
estimated useful lives and are tested if events or changes in circunstances
i ndicate that an asset nmay be inpaired. In testing for inmpairnment, the Conpany
conpares the carrying value of such assets to the estinmated undi scounted future
cash flows anticipated fromthe use of the assets and their eventua
di sposition. Wien the estimated undi scounted future cash flows are | ess than
their carrying amount, an inpairment charge is recognized in an anount equal to
the difference between the asset's fair value and its carrying value. O her
than the inmpairment of the Appl ause trade nanme recorded in the second quarter
of 2009 with respect to the inpairment of the Gft Sale Consideration, no
i mpairments were recorded with respect to the Conpany's intangible assets with
definite lives during 2009. Based upon current econom c conditions, and in
connection with the annual inpairment testing of intangibles during the fourth
qguarter of 2008, the Conpany determ ned that the Kids Line custoner
rel ati onshi ps would be anortized over a 20-year period rather than having an
indefinite life. In connection therewith, the Conpany recorded $389, 000 of
anortizati on expense for the three nonths and year ended Decenber 31, 2008, and
$1.6 mllion of anortization expense for 2009. In addition, as discussed above,
an inpairnent charge to the Applause(R) trade name was recorded in the fourth
quarter of 2008 as a result of the Gft Sale and in 2009 as a result of the
i mpairment of the Gft Sale Consideration. her than the foregoing, the
Conpany determined that the carrying value of its definite-lived intangible
assets was fully recoverable. As many of the factors used in assessing
fair value are outside the control of managenent, the assunptions and estinates
used in such assessnment may change in future periods, which could require that
we record additional inpairnment charges to our assets. The Conpany wl |
continue to nonitor circunstances and events in future periods to determ ne
whet her additional asset inpairnment testing or recordation is warranted.
CGoodwi | | The Conpany conpleted its annual goodw || assessnent for its
continui ng operations as of December 31, 2008. The conclusion reached as a
result of such testing was that the fair value of its continuing operations for

whi ch goodwi Il had been allocated, was below its carrying value, indicating
such goodwi || nmay be inpaired. As a result of step two of the inpairnent
testing, the Conpany recorded a goodwi |l inpairnment charge of $130.2 mllion to
wite-off all of its goodwill (which was
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YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007 (CONTI NUED)determ ned to have no
inmplied value). As a result of the foregoing, no goodw || assessnment testing
was required as of Decenmber 31, 2009. Management's determ nation of the
fair value of its continuing operations incorporates nultiple inputs including
di scounted cash flow cal cul ations, the | evel of the Conpany's own share price
and assunptions that market participants would make in val uing such conti nui ng
operations. Qher assunptions include |evels of economc capital, future
busi ness growt h, earnings projections, assets under nanagenent and the di scount
rate utilized. As part of the Company's goodw || analysis for 2008, the Conpany
conpared the fair value of its continuing operations to the narket
capitalization of the Conpany using the Decenber 31, 2008 common stock price
The inpairment charge resulted in part from adverse equity and credit market
conditions that caused a sustained decrease in current market nultiples and the
Conpany's stock price, a decrease in valuations of U S. public conpani es and
correspondi ng i ncreased costs of capital created by the weakness in the U S
financial markets and decreases in cash flow forecasts for the markets in which
t he Company operates. The inpairnment charge will not result in any current or
future cash expenditures. Changes in the carrying anount of goodwi ||
during the year ended Decenber 31, 2008 are as follows:

(i n thousands)

CGoodwi I | at Decenber 31, 2007 $ 120,777
I ncrease from LaJobi acquisition 9,425
Q her (4)
| mpai r ment (130, 198)

Goodwi I | at Decenber 31, 2008 - -

Not e 6--Fi nancial Instruments The Conpany adopted on January 1, 2008, the
FASB standard, on accounting for fair value neasurenments and di scl osures, for
its financial assets and liabilities that are reneasured and reported at fair
val ue at each reporting period. This standard defines fair value of assets and
liabilities as the price that would be received to sell an asset or paid to
transfer a liability in an orderly transacti on between narket participants at
the measurenent date (an exit price). The statenent outlines a valuation
framework and creates a fair value hierarchy in order to increase the

consi stency and conparability of fair value measurenents and the rel ated

di scl osures. Under generally accepted accounting principles, certain assets and
liabilities must be nmeasured at fair value, and the standard details the

di scl osures that are required for itens nmeasured at fair val ue. Fi nanci a
assets and liabilities are measured using inputs fromthe three |levels of the
required fair value hierarchy. The three levels are as foll ows:
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NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007 ( CONTI NUED) Level 1--Ilnputs
are unadjusted quoted prices in active markets for identical assets or
liabilities. The Conpany currently has no Level 1 assets or liabilities that
are neasured at a fair value on a recurring basis. Level 2--lnputs include
gquoted prices for sinmlar assets and liabilities in active nmarkets, quoted
prices for identical or simlar assets or liabilities in narkets that are not
active, inputs other than quoted prices that are observable for the asset or

65



KID BRANDS INC Filing Date: 12/31/09

liability (i.e., interest rates, yield curves, etc.), and inputs that are
derived principally fromor corroborated by observabl e nmarket data by
correlation or other nmeans (nmarket corroborated inputs). Mst of the Conpany's
assets and liabilities fall within Level 2 and include foreign exchange
contracts (when applicable) and interest rate swap agreenents. The fair val ue
of foreign currency and interest rate swap contracts are based on third-party
mar ket maker val uati on nodels that discount cash flows resulting fromthe
differential between the contract rate and the narket-based forward rate or
curve capturing volatility and establishing intrinsic and carrying val ues.
Level 3--Unobservable inputs that reflect the Conpany's assessnent about the
assunptions that market participants would use in pricing the asset or
liability. The Company currently has no Level 3 assets or liabilities that are
nmeasured at a fair value on a recurring basis. Thi s hierarchy requires the
Conpany to mninmze the use of unobservable inputs and to use observabl e narket
data, if available, when determining fair value. Cbservable inputs are based on
mar ket data obtai ned fromindependent sources, while unobservable inputs are
based on the Conpany's market assunptions. Unobservabl e inputs require
signi ficant managenent judgnent or estimation. In sonme cases, the inputs used
to neasure an asset or liability may fall into different levels of the fair
val ue hierarchy. In those instances, the fair value neasurenent is required to
be classified using the | owest |evel of input that is significant to the fair
val ue neasurenent. In accordance with the applicable FASB standard, the Conpany
is not permtted to adjust quoted narket prices in an active narket. In
accordance with the fair value hierarchy descri bed above, the follow ng table
shows the fair value of the Conpany's interest rate swap (See Note 8) as of
Decenmber 31, 2009 (in thousands):

Decenber Fair Val ue Measurenents as of Decenber 31
2009
31, 2009 Level 1 Level 2 Level 3
Interest rate swap $ (678) $ (678)

The fair value of the interest swap of $678, 000 and $2,073,000 is included
in the Conmpany's accrued expenses on the bal ance sheet at Decenber 31, 2009 and
2008, respectively. Changes between its cost and its fair value resulted in
i ncome of approximately $1.4 mllion for the year ended Decenber 31, 2009 and
expense of approximately $2.1 nmillion for the year ended Decermber 31, 2008, and
such anpbunts are included in interest expense in the consolidated statenents of
operations. Cash and cash equival ents, trade accounts receivable
i nventory, incone tax receivable, trade accounts payabl e, accrued expenses and
short-termdebt are reflected in the consolidated bal ance sheets at carrying
val ue, which approximates fair value due to the short-termnature of these
i nstruments.
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YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007 (CONTI NUED) The carrying
val ue of the Conpany's term | oan borrow ngs approxi mates fair val ue because
interest rates under the termloan borrow ngs are vari able, based on prevailing

mar ket rates. There have been no material changes to the Conpany's
val uation techni ques during the year ended Decenber 31, 2009 as conpared to
prior years. Foreign Currency Forward Exchange Contracts Certain of the

Conpany's subsidiaries periodically entered into foreign currency forward
exchange contracts to hedge inventory purchases, both anticipated and firm
commitrments, denominated in currencies other than the United States dollar
These contracts reduce foreign currency risk caused by changes in exchange
rates and are used to offset the currency inpact of these inventory purchases,
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generally for periods up to 13 nonths. At Decenber 31, 2009 and 2008, the
Conpany had no forward contracts. Concentrations of Credit Risk As part of
its ongoing risk assessnent procedures, the Conpany nonitors concentrations of
credit risk associated with financial institutions with which it conducts
busi ness. The Conpany avoi ds concentration with any single financia
institution. The Conpany al so nonitors the creditworthiness of its
customers to which it grants credit ternms in the normal course of business.
Toys "R' Us, Inc. and Babies "R' Us, Inc. in the aggregate accounted for
approxi mately 46.9% 43.8% and 41. 9% of the Conpany's consol i dated net sales
from continuing operations for 2009, 2008 and 2007, respectively, and Target
accounted for approximately 12.3% 11.6% and 13. 3% of the Conpany's
consol i dated net sales from continuing operations for 2009, 2008 and 2007,
respectively. The loss of any of these custoners, or a significant reduction in
the vol une of business conducted with such custoners, could have a materia
adverse inpact on the Conpany. The Conpany does not nornmally require collatera
or other security to support credit sales. Note 7--Property, Plant and
Equi pnent Property, plant and equi prent consists of the following (in

t housands):

December 31,
2009 2008
Land $ 690 $ 690
Bui | di ngs 2,155 2,150
Machi nery and equi pnent 5,693 5,520
Furniture and fixtures 984 723
Leasehol d i nmprovenents 872 912

10,394 9,995
Less: Accunul ated depreciati on and anortization (6,143) (5,529)
$ 4,251 $ 4,466
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YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007 ( CONTI NUED) Depr eci ati on
expense from continuing operations was approximately $1.0 mllion, $0.8 mllion
and $0.7 mllion, for the years ended Decenber 31, 2009, 2008 and 2007,
respectively. Note 8--Debt Consol i dated | ong-term debt at Decenber 31, 2009

and Decemnber 31, 2008 consisted of the following (in thousands):

Decenber 31, Decenber 31

2009 2008
Term Loan (Credit Agreenent) $ 67,000 $ 89, 200
Not e Payabl e (CoCalLo purchase) 1, 025 1, 498
Tot al 68, 025 90, 698
Less current portion 13,533 14, 933
Long-t er m debt $ 54,492 $ 75,765

The aggregate nmaturities of |ong-term debt at December 31, 2009 are as foll ows
(in thousands):

2010 $ 13,533
2011 13, 492
2012 13, 000
2013 28, 000
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2014 --
Total $ 68, 025

At Decenber 31, 2009 and Decenber 31, 2008, there was approximately $15.1
mllion and $12.1 mllion, respectively, borrowed under the Revol ving Loan
(defined below), which is classified as short-term debt. At Decenber 31, 2009,
Revol ving Loan Availability was $31.4 mllion. As of Decenber 31, 2009,
the applicable interest rate nargins were: 4.00%for LIBOR Loans and 3.00% f or
Base Rate Loans. The wei ghted average interest rates for the outstanding |oans

as of Decenber 31, 2009 were as foll ows:

At Decenber 31, 2009
LI BOR Loans Base Rate Loans

Revol vi ng Loan 4.24% 6. 25%
Term Loan 4.27% 6. 25%
Credit Agreenent Summary On March 14, 2006, Kids Line and Sassy entered

into a credit agreenment as borrowers, on a joint and several basis, wth
LaSal | e Bank National Association as administrative agent and arranger (the
"Agent"), the lenders fromtine to tinme party thereto, KID as | oan party
representative, Sovereign Bank as syndication agent, and Bank of America, N A
as docunentati on agent (as anended on Decemnber 22, 2006, the "Original Credit
Agreenent"). The conmitnments under the Original Credit
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NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007 ( CONTI NUED) Agr eenment consi sted of
(a) a $35.0 mllion revolving credit facility (the "Original Revolving Loan"),
with a subfacility for letters of credit in an ambunt not to exceed $5.0
mllion, and (b) a termloan facility in the original amunt of $60 mllion
(the "Original Term Loan"). In connection with the purchase of LaJobi and
CoCalLo as of April 2, 2008, KID, Kids Line, Sassy, the CoCaLo Buyer, LaJobi and
CoCalLo (via a Joinder Agreenent) entered into an Amended and Restated Credit
Agreenent (the "Credit Agreement") with certain financial institutions party to
the Original Credit Agreenent or their assignees (the "Lenders"), LaSalle Bank
Nati onal Association, as Agent and Fronting Bank, Sovereign Bank as Syndication
Agent, Wachovi a Bank, N. A as Docunentation Agent and Banc of Anerica
Securities LLC as Lead Arranger. Kids Line, Sassy, the CoCaLo Buyer, LaJobi and
CoCalLo are referred to herein collectively as the "Borrowers", and the CoCalLo
Buyer, LaJobi and CoCalLo are referred to herein as the "New Borrowers". The
Credit Agreenent amended and restated the Original Credit Agreenent, and added
the New Borrowers as parties thereto. The Pl edge Agreenent dated as of March
14, 2006 between KID and the Agent (as amended on Decenber 22, 2006) was al so
anended and restated as of April 2, 2008 (the "Anended and Restated Pl edge
Agreenent"), to provide, anobng other things, for a pledge of the capital stock
of the CoCaLo Buyer by KID. In connection with the Credit Agreenent, 100% of
the equity of each Borrower, including each New Borrower, has been pl edged as
collateral to the Agent. In addition, the Guaranty and Col |l ateral Agreenment (as
defined in the Credit Agreement) was al so anended and restated as of April 2,
2008 (the "Anended and Restated Guaranty and Col |l ateral Agreement"), to add the
New Borrowers as parties and to include substantially all of the existing and
future assets and properties of the New Borrowers as security for the
satisfaction of the obligations of all Borrowers, including the New Borrowers,
under the Credit Agreenent and the other related | oan docunents. The
Credit Agreenent was anended via a First Amendnent to Credit Agreenent as of
August 13, 2008 to clarify the definition of Covenant EBI TDA (defined bel ow).
In addition, the Amended and Restated Pl edge Agreenent was further anended, in
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order to, anong other things, permt the creation of RB Trademark Hol dco, LLC
("I'P Sub"), and the transfer to KID of various inactive subsidiaries and the
interest in the Shining Stars Wbsite. As of March 20, 2009, KID and the
Borrowers entered into a Second Amendnment to Credit Agreenent with the Lenders
and the Agent (the "Second Anendrment"). In connection with the Second
Anmendnent: (i) the Amended and Restated Pl edge Agreenment and the Amended and
Restated Guaranty and Col | ateral Agreement were further anended to provide,
anmong ot her things, for a pledge to the Agent by KID of the nenbership
interests in IP Sub; and (ii) KID executed a Joi nder Agreenment in favor of the
Agent, the effect of which was to add KID as a guarantor under the Credit
Agreenent and each other Loan Docunent to which a Guarantor is a party and to
i nclude substantially all of the existing and future assets and properties of
KID (subject to specified exceptions) as security for the satisfaction of the
obligations of all the Borrowers under the Credit Agreenent, as anmended, and
the other related | oan docunents. |In connection with the Second Anendnent, the
Conpany paid the Agent and Lenders aggregate anendment and arrangenent fees of
1.25% of the revised commtnents. The scheduled maturity date is April 1, 2013
(subject to customary early term nation provisions). The foll ow ng
constitute the material changes to the Credit Agreenent effected by the Second
Amendnent :
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YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007 ( CONTI NUED) (i) The
comm tnments now consist of: (a) a $50.0 mllion revolving credit facility (the
"Revol ving Loan"), with a subfacility for letters of credit in an anbunt not to
exceed $5.0 mllion, and (b) an $80.0 nmillion termloan facility (the "Term
Loan"). (ii) The Loans under the Credit Agreenment bear interest at a rate
per annum equal to the Base Rate (for Base Rate Loans) or the LIBOR Rate (for
LI BOR Loans) at the option of the Borrowers, plus an applicable margin, in
accordance with a pricing grid based on the npbst recent quarter-end Total Debt
to Covenant EBITDA Ratio. The applicable interest rate nargins (to be added to
the applicable interest rate) under the Credit Agreenent now range from 2.0% - -
4.25% for LIBOR Loans and from 1.0% - 3.25% for Base Rate Loans, based on a
pricing grid set forth in the Second Arendnent. The Second Amendnent al so
amended the Base Rate definition to include a floor of 30 day LIBOR plus 1%

(iii) The Credit Agreenent now contains the follow ng financial covenants:
(a) a mninmm Fi xed Charge Coverage Ratio of 1.25:1.00 for the fourth quarter
of 2009 and the first quarter of 2010 and 1.35:1.00 for each fiscal quarter
thereafter; (b) a maxi mum Total Debt to Covenant EBI TDA Ratio of 3.50:1.00 for
the fourth quarter of 2009, a step down to 3.25:1.00 for first three quarters
of 2010 and, a step down to 2.75:1.00 for the fourth quarter of 2010 and each
fiscal quarter thereafter; and (c) an annual capital expenditure limtation.
Covenant EBI TDA, as defined in the Second Anendnent, is a non-GAAP financia
neasure used to deternine the Conpany's conpliance with the nini mum Fi xed
Charge Coverage Ratio and Total Debt to Covenant EBITDA ratio, as well as to
determ ne Total Debt to Covenant EBI TDA for purposes of the relevant interest
rate nargins applicable to the Loans under the Credit Agreenent, and whet her
certain dividends and repurchases can be nmade if other pre-requisites described
in the Second Anendnent are net. Covenant EBITDA is determ ned on a
consol i dated basis, and is defined generally as consolidated net incone (after
excl udi ng speci fi ed non-cash, non-recurring and other specified itens), as
adjusted for interest expense; inconme tax expense; depreciation; anortization
ot her non-cash charges (gains); specified costs in connection with each of our
seni or financing, specified acquisitions, and specified requirenments under the
Credit Agreenent; non-cash transaction | osses (gains) due solely to
fluctuations in currency val ues; and specified costs in connection with the
sale of our Gft Business. For purposes of the Fixed Charge Coverage Rati o,
Covenant EBITDA is further adjusted for unfinanced capital expenditures;
speci fied cash taxes and distributions pertaining thereto; and specified cash
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di vi dends. (iv) The Credit Agreement al so contains customary affirmative
and negative covenants. Upon the occurrence of an event of default under the
Credit Agreenent, including a failure to remain in conpliance with al
appl i cabl e financial covenants, the I enders could elect to declare all anpunts
out st andi ng under the Credit Agreenent to be inmedi ately due and payable. In
addi tion, an event of default under the Credit Agreement could result in a
cross-default under certain |icense agreenents that we maintain. The Borrowers
were in conpliance with all applicable financial covenants in the Credit
Agreenent as of Decenber 31, 2009. (v) The principal of the TermLoan is
being repaid in quarterly installnents of $3.25 nmillion on the |ast day of each
fiscal quarter commencing with the quarter ended March 31, 2009 through
Decenber 31, 2012, and a final paynent of $28.0 million due on April 1, 2013.
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YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007 (CONTI NUED) (vi) The
Borrowers are required to nake prepaynents of the Term Loan upon the occurrence
of certain transactions, including nost asset sales or debt or equity
i ssuances, and extraordinary receipts. In addition, |IP Sub nust make mandatory
prepaynents of 100% of any net cash proceeds of any asset sale. (vii) The
Second Anmendnent elimnated all restrictions on the ability of the Borrowers to
di stribute cash to KID for the paynment of KID s overhead expenses. However, KID
will not be permtted to pay a dividend to its shareholders unless: (1) the
LaJobi and CoCaLo Earnout Consideration, if any, have been paid in full; (2)
before and after giving effect to any such dividend, (a) no default or event of
default exists or would result therefrom (b) Excess Revol ving Loan
Availability will equal or exceed $4.0 mllion, and (c) before and after giving
effect to any such paynent, the applicable financial covenants will be
satisfied; and (3) the Total Debt to Covenant EBI TDA Ratio for the two nost
recently conpleted fiscal quarters shall have been less than 2.00:1.00. In
addi ti on, pursuant to the Second Amendnent, KIDis not permitted to repurchase
or redeem stock (with certain limted exceptions) unless (1) the LaJobi and
CoCaLo Earnout Consideration, if any, have been paid in full, (2) before and
after giving effect to any such dividend, (a) no default or event of default
exists or would result therefrom (b) Excess Revolving Loan Availability wll
equal or exceed $5.0 mllion, and (c) before and after giving effect to any
such payment, the applicable financial covenants will be satisfied, and (3) the
Total Debt to Covenant EBITDA Ratio for the two nost recently conpleted fisca
gquarters shall have been |l ess than 2.00:1.00. Oher restrictions on dividends
and distributions are set forth in the Credit Agreenent, as anended by the
Second Anendnent. (viii) The followi ng fees are now applicable to the
Credit Agreement: an agency fee of $35,000 per annum an annual non-use fee of
0.55% to 0.80% of the unused anpbunts under the Revolving Loan, as well as other
customary fees as are set forth in the Credit Agreenent, as amended. O her
provi sions of the Credit Agreenent, as anmended, include the follow ng:

(i) The definition of Borrowi ng Base is 85% of eligible receivables plus the
| esser of (x) $25.0 million and (y) 55% of eligible inventory.

(ii) Payment of the anpunts outstandi ng under the promi ssory note under the
Stock Agreement is prohibited if before and after giving effect to any
such repaynent, a default or event of default woul d exist.

(iii) Payment of either of the LaJobi or CoCaLo Earnout Consideration is
prohibited if before and after giving effect to any such repaynent, (a) a
default or event of default would exist, (b) Excess Revol ving Loan
Availability will not equal or exceed $9.0 mllion, or (c) before and
after giving effect to any such repaynent, the financial covenants under
the Credit Agreenent will not be satisfied (the "Earnout Conditions").

(iv) The Credit Agreenent contains specified events of default related to the
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LaJobi and CoCaLo Earnout Consideration (including the failure to deliver
to the Agent specified certifications and calculations within a specified
time period, the reasonable determinati on by the Agent that any Earnout
Conditions will not be satisfied as of the
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appl i cabl e paynent date, if any, material information provided to the Agent
with respect to the Earnout Conditions shall be incorrect in any materia
respect and remain unrenedied prior to the rel evant paynment date, or any
Ear nout Consideration paynments are paid at any tine that the Earnout
Conditions are not satisfied).

(v) The Borrowers are required to maintain in effect Hedge Agreenents that
protect against potential fluctuations in interest rates with respect to a
m ni mum of 50% of the outstandi ng amount of the Term Loan. Pursuant to the
requi rement to maintain Hedge Agreenments on May 2, 2008, the Borrowers
entered into an interest rate swap agreenent with a notional anmount of $70
mllion as a risk nanagenent tool to | ock the interest cash outflows on the
floating rate debt. However, because we did not neet the criteria for hedge
accounting under generally accepted accounting principles for this
instrument, changes in the fair value of the interest rate swap will be
reneasured through the statenent of operations each period. Changes between
its cost and its fair value as of Decenber 31, 2009 resulted in incone of
approximately $1.4 mllion for the year ended Decenber 31, 2009 and expense
of approximately $2.1 nillion for the year ended December 31, 2008, and
such anpbunts are included in interest expense in the consolidated
statenments of operations.

Fi nanci ng costs associated with the amended revol ver and term | oans, are
deferred and are anortized over the contractual termof the debt. As a result
of the anmendnent, based upon the FASB standard for deferred financing costs,
the Conpany recorded a non-cash charge to results of operations of
approximately $0.4 mllion for the wite off of deferred financing costs in the
year ended Decenber 31, 2009. Note 9--Accrued Expenses Accrued expenses

consi st of the following (in thousands):

Decenber 31,

2009 2008
Payrol |l and incentive conpensation $ 3,952 $ 3, 366
O her (a) 4,732 9, 883
Tot al $ 8,684 $ 13, 249

(a)-- No individual item exceeds five percent of current liabilities.

Not e 10-- Severance and Rel ated Costs During 2009, the Conpany recorded a
charge of $0.9 mllion in selling, general and adm nistrative expense for
severance related to the departure of two executives. During 2007, the Conpany

71



KID BRANDS INC Filing Date: 12/31/09

recorded a charge of $2.9 mllion in selling, general and adm nistrative
expense for severance related to the departure of the Conpany's forner Chief
Executive O ficer.
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YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007 (CONTI NUED)Note 11--1ncone Taxes
The Conpany and its donestic subsidiaries file a consolidated Federal incone
tax return. The U.S. and foreign components of income (loss) from
conti nui ng operations before incone tax provision (benefit) are as follows (in
t housands):

Years Ended Decenber 31,

2009 2008 2007
United States $ 3,414 $ (129,500) $ 11,649
For ei gn 1,129 1,129 1,573

$ 4,543 $ (128,371) $ 13,222

I ncome tax provision (benefit) fromcontinuing operations consists of the
followi ng (in thousands):

Years Ended Decenber 31,

2009 2008 2007
Current
Federal $ (3,522) $ (1,844) $ 3,269
For ei gn 447 555 651
State 322 612 1, 157
$ (2,753) $ (677) $ 5,077
Def erred
Feder al (2,996) (23, 845) (801)
State (1, 413) (4,509) (149)

(4,409)  (28,354)  (950)
$ (7,162) $ (29,031) $ 4,127

The current tax benefit is primarily related to a decrease in tax reserves
associated with the expiration of the statute of limtations in various
jurisdictions during 2009. This benefit was partially offset by federal incone
tax expense on domestic operations, foreign tax expense on profitable
operations in Australia and state tax expense on profitable operations for Kids
Li ne and LaJobi
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YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007 ( CONTI NUED) A reconciliation
of the provision (benefit) for incone taxes on continuing operations with
amounts conputed at the statutory Federal rate is shown bel ow (i n thousands):

Years Ended Decenber 31,
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2009 2008 2007
Income tax provision (benefit) at U S. Federal statutory rate $ 1,545 $ (44,930) $ 4,628
State incone tax, net of Federal tax benefit (720) (2,533) 655
Foreign rate differences 63 160 101
Change in valuation allowance affecting i ncone tax expense (3,886) 19, 275 --
Change i n unrecogni zed tax benefits (5,112) (3,812) (1,337)
Changes in federal rate used 1, 099 - - - -
O her, net (151) 2, 809 80

$ (7,162) $ (29,031) $ 4,127

The conponents of the deferred tax asset and the val uation all owance,
resulting fromtenporary differences between accounting for financial and tax
reporting purposes, were as follows (in thousands):

Decenber 31,

2009 2008
Assets (Liabilities)
Deferred tax assets:
I nventories $ 1,449 $ 971
Accrual s / reserves 1,314 563
I nvest nent inpairnments and unrealized | osses 6, 130 --
Foreign tax credit carry forward 11, 859 13, 889
Charitable contributions carry forwards 285 191
State net operating |oss carry forwards 1,024 1, 288
Foreign net operating |loss carry forwards 361 498
I nt angi bl e assets 35, 436 40, 416
Depr eci ation 12 11
Q her 1,161 690
G oss deferred tax asset 59, 031 58, 517
Less: valuation all owance (24, 334) (28, 220)
Net deferred tax asset 34, 697 30, 297
Deferred tax liabilities:
Unrepatriated earnings of foreign subsidiaries (354) (225)
O her (743) (172)
Gross deferred tax liability (1,097) (397)
Total net deferred tax asset (liability) $ 33,600 $ 29,900

At Decenber 31, 2009 and 2008, the Conpany has provided total valuation
al |l owances of $24.3 mllion and $28.2 million, respectively, on those deferred
tax assets for which nanagenent has determined that it is nmore likely than not
that such deferred tax assets will not be realized. The ultimate realization of
deferred tax assets is dependent upon the generation of future taxable incone
during the periods in which those tenporary differences beconme deductible and
other factors. The valuation all owance decreased by $3.9 mllion in 2009
primarily related to the reduction in the deferred tax asset for intangible
assets. The valuation allowance increased by $10.3 mllion in 2008 prinarily
related to
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YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007 (CONTINUED)the inpairment charge
of approximately $21.5 million on the Kids Line, Sassy, LaJobi, CoCalLo and
Appl ause intangi bl e assets, an increase in valuation all owance of approxi mtely
$3.7 mllion related to foreign tax credit carry forwards, offset by a
reduction in the valuation all owances of foreign net operating | oss carry
forwards related to the foreign operations of the gift business which were sold
of approximately $6.4 mllion, a reduction of approximately $7.5 mllion on
ot her tax deductible reserves as a result of the sale of the gift business, and
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a reduction of approxinmately $0.9 mllion related to state net operating |oss
carry forwards. Provisions are nade for estimated United States and
foreign incone taxes, |ess available tax credits and deductions, which rmay be
incurred on the remttance of foreign subsidiaries' undistributed earnings. At
Decenmber 31, 2009 and 2008, the Conpany has recorded a deferred tax liability
of $0.4 mllion and $0.2 mllion, respectively, related to the repatriation of
its foreign subsidiaries' undistributed earnings that are not treated as
permanently reinvested due to the Conpany's recent history of repatriation of
these earnings. The liability decreased during 2008 due to the sale of the Gft
Busi ness. The Company has sufficient foreign tax credit carry forwards to
of fset this deferred tax liability. The Conpany has state net operating
loss carry forwards of $11.5 million which expire in 2016-2029, and forei gn net
operating loss carry forwards of $1.3 million which are indefinite in nature.
The Conpany has foreign tax credits carry forwards of $11.9 million which
expire in 2014-2019. To evaluate a tax position, the Conmpany nust first
determ ne whether it is nmore likely than not that the tax position will be
sust ai ned upon exam nati on based on its technical nerits. If a tax position
meets such recognition threshold it is then neasured at the | argest amount of
benefit that is greater than 50 percent |ikely of being realized upon
settlenent with a taxing authority to deternmi ne the anpbunt of benefit to
recogni ze in the financial statenents. The liability for unrecogni zed tax
benefits is classified as non-current unless the liability is expected to be
settled in cash within 12 nmonths of the reporting date. The Conpany did not
make any additional adjustnments to its 2007 opening bal ance sheet related to
the inplementation of these new principles, other than to reclassify the
portion of its tax liabilities to non-current which the Conpany did not
anticipate would settle, or for which the statute of linmitati ons would not
close in the next twelve nonths, and the Conpany di d not nake any adjustnents
to its opening retained earnings related to the inplenmentation of these new
principl es. A reconciliation of the beginning and endi ng anount of
unrecogni zed tax benefits is as follows (in thousands):

2009 2008
Bal ance at January 1 $ 9,582 $ 13,394
Increases related to prior year tax positions 174 --
Decreases related to prior year tax positions (661) --
Reductions due to | apsed statute of linmitations (4,625) (3,812)
Bal ance at Decenber 31 $ 4,470 $ 9,582

The above table includes interest and penalties of $0.1 mllion as of
Decenber 31, 2009, and interest and penalties of $0.1 mllion as of Decenber
31, 2008. The Conpany has elected to record
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YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007 (CONTINUED)i nterest and penalties
as an incone tax expense. Included in the liability for unrecorded tax benefits
as of Decenber 31, 2009 are $0.7 mllion of unrecognized tax benefits that if
recogni zed woul d inpact the effective tax rate. Also included in the liability
for unrecorded tax benefits as of Decenber 31, 2009 are $3.8 nmillion of
unrecogni zed tax benefits that, if recognized, would be offset by foreign tax
credit carry forwards. The Conpany has adjusted its valuation all owances on
this itemto recognize this benefit. The Company anticipates that the
unrecorded tax benefits at Decenber 31, 2009 coul d decrease by approxi mately
$3.8 million within the next twelve months as a result of the expiration of the
statute of limtations. The Conpany files federal and state incone tax
returns, as applicable, in the United States, Australia, the European Union and
the United Kingdom The Conpany is not presently undergoing any significant tax
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audits in any of these jurisdictions. As of December 31, 2009, a sunmary of the
tax years that remmin subject to examination in the Conpany's mmj or
jurisdictions are:

United States--federal 2006 and forward
United States--states 2004 and forward
For ei gn 2002 and forward

Note 12--Wi ghted Average Common Shares During 2009, the Conpany adopted a
FASB st andard which requires the Conpany to include specified participating
securities in the two-class nethod of conputing earnings per share ("EPS").
Under the two-class nethod, EPS is conmputed by dividing earnings allocated to
conmon st ockhol ders by the wei ght ed- average nunber of conmmon shares out st andi ng
for the period. In determ ning the nunber of common shares, earnings are

al l ocated to both conmmon shares and participating securities based on the
respecti ve nunber of weighted-average shares outstanding for the period.
Participating securities include restricted stock and unvested restricted stock
awar ds where, like the Conpany's restricted stock awards, such awards carry a
right to receive non-forfeitable dividends, if declared. The requirenents of
this accounting standard were effective for the Conpany as of January 1, 2009.
As a result, the Conpany's EPS for the first and second quarter of 2009 were
restated to reflect the inmpact of the adoption of this standard and the effects
of such restatenent were immterial. EPS for the quarter and year ended
Decenmber 31, 2008 have al so been restated, as the Conpany had incorrectly

i ncl uded unvested restricted stock in its basic earnings per common share

cal cul ati ons for such periods, which was not the appropriate treatnent for such
peri ods. The effects of such restatenent were inmaterial. Wth respect to
RSUs, as the right to receive dividends or dividend equivalents is contingent
upon vesting or exercise, in accordance with the accounting standard, we do not
i ncl ude unvested RSUs in the cal cul ati on of basic earnings per share. To the
extent such RSUs are settled in stock, such stock will be included in the

cal cul ati on of basic earnings per share upon such settlenent.
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YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007 ( CONTI NUED) The wei ght ed
average common shares outstanding included in the computation of basic and
di luted net earnings (loss) per share is set forth below (in thousands):

Years Ended Decenber

31,
2009 2008 2007
Wei ght ed average common shar es out st andi ng 21,371 21,302 21, 130
Dilutive effect of common shares issuabl e upon exercise of stock 161 -- 85
options and SARs (settled in stock)
Wei ght ed average conmon shares outstandi ng assum ng dilution 21,532 21,302 21,215

As of Decenber 31, 2009, 2008 and 2007, the Conpany had 880, 615, 1,941, 379
and 1,181, 035 stock options outstanding, respectively, that were excluded from
the conputation of diluted EPS because they would be anti-dilutive due to their
exercise price exceeding the average nmarket price in 2009 and 2007, and due to
the | oss the Conpany incurred fromcontinuing operations in 2008. As of
Decenmber 31, 2009 and 2008, the Conpany had 278,000 and 118, 000 stock
appreciation rights ("SAR s") outstanding, respectively, that were excl uded
fromthe conputation of diluted EPS because they would be anti-dilutive due to
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their exercise price exceeding the average market price in 2009 and 2008. There
were no SARs issued or outstanding in 2007. Note 13--Related Party Transactions
Law ence Bivona, the President of LaJobi, along with various famly
menbers, established L& Industries, in Asia. The purpose of the entity is to
provide quality control services to LaJobi for goods being shipped from Asian
ports. The Conpany has used this service since April 2008. For the years ended
December 31, 2009 and 2008, the Conpany incurred costs, recorded in cost of
goods sol d, aggregating approximately $1.0 mllion and $0.7 mllion
respectively, related to the services provided. Such costs were based on the
actual, direct costs incurred by L& Industries for such individuals. CoCalLo
contracts for warehousing and distribution services froma conpany that, unti
Cct ober 15, 2009, had a partner that was the estate of the father of, and is
managed by the spouse of, Renee Pepys Lowe, an executive officer of the
Conpany. As of 2010, this conpany is owned by unrelated parties but the spouse
of Renee Pepys Lowe is still a nanager of the business. For the years ended
Decenber 31, 2009 and 2008, CoCalLo paid approximately $2.2 mllion and $1.5
mllion, respectively, to such conpany for these services. In addition, CoCalLo
rented certain office space fromthe sane conpany at a rental cost for the
years ended Decenber 31, 2009 and 2008 of approximately $137,000 each year
These expenses were recorded in selling, general and adm nistrative expense.
The | ease for the office space expired Decenber 31, 2009 and was not renewed.
In connection with the sale of the Gft Business, KID entered into a
transition services agreenent (the "TSA"), pursuant to which, for periods of
time and consideration specified in the TSA, the Conpany and TRC will provide
certain specified transitional services to each other. For the twelve nonths
ended Decenber 31, 2009, the Conpany accrued $75,000 pursuant to the TSA, not
i ncl udi ng
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Australian and U K subsidiaries of Kids Line for the sublease of certain
of fi ce and warehouse space, which amobunts are payable to TRC, or paynents by
Sassy to a TRC subsidiary for the use of certain enployees in the Peoples
Republ i ¢ of China. From April 1, 2009 to Cctober 13, 2009, Raphae
Benaroya was retai ned by the Conpany to performan expanded rol e as Chairnman of
the Board. During such period, M. Benaroya was pai d approxi mately $175, 000,
whi ch amount was in lieu of regular director and conmmittee fees. Note
14- - Leases At Decenber 31, 2009, the Conpany and its subsidiaries were
obl i gated under operating | ease agreenments (principally for buildings and ot her
| eased facilities) for remaining |l ease terns ranging from®6 nonths to 7.6

years. Rent expense for continuing operations for the years ended Decenber
31, 2009, 2008 and 2007 anounted to approxinmately $2.9 mllion, $2.4 mllion
and $1.4 mllion, respectively. The approxi mate aggregate mni num future

rental paynments as of Decenber 31, 2009 under operating |eases are as foll ows
(in thousands):

2010 $ 2,380
2011 2,049
2012 1, 945
2013 2,012

2014 941
Ther eafter 2,500
Tot al $ 11, 827

The Conpany has capital |eases for equi pnent and software. The future
paynments under these capital |eases are approximtely $7,000 in 2010 and $1, 000
in 2011. Note 15--Stock Repurchase Program In March 1990, the Board of
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Directors authorized KID to repurchase an aggregate of 7,000,000 shares of its
comon stock. As of December 31, 2009 a total of 5,643,284 shares had been
repurchased pursuant to this program During the twelve nonth periods ended
Decenmber 31, 2009, 2008 and 2007, the Company did not repurchase any shares
pursuant to this programor otherw se. During the years ended Decenber 31
2009, 2008 and 2007 the Conpany issued fromtreasury stock 30,977, 169,175 and
208, 147 shares, respectively, that were purchased under the stock repurchase
programin prior years.
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Equi t yShar e- Based Conpensati onEquity Pl ans As of Decenber 31, 2009, the
Conpany nmmintained (i) its Equity Incentive Plan (the "EIl Plan"), which is a
successor to the Conpany's 2004 Stock Option, Restricted and Non-Restricted
Stock Plan (the "2004 Option Plan", and together with the EI Plan, the "Plans")
and (ii) the 2009 Enpl oyee Stock Purchase Plan (the "2009 ESPP"), which was a
successor to the Conpany's 2004 Enpl oyee Stock Purchase Plan (the "2004 ESPP").
The ElI Plan and the 2009 ESPP were each approved by the Conpany's sharehol ders
on July 10, 2008. In addition, the Conpany may issue equity awards outside of
the Pl ans di scussed above. As of Decenber 31, 2009, there were 20,000 stock
options outstanding that were granted outside the Plans. The exercise or
neasurenent price for equity awards issued under the Plans or otherwise is
generally equal to the closing price of the Conpany's common stock on the New
York Stock Exchange as of the date the award is granted. CGenerally, equity
awar ds under the Plans (or otherw se) vest over a period ranging fromthree to
five years fromthe grant date as provided in the award agreenment governing the
specific grant. Options and stock appreciation rights generally expire 10 years
fromthe date of grant. Shares in respect of equity awards are issued from
aut hori zed shares reserved for such issuance or treasury shares. The E
Pl an, which becane effective July 10, 2008 (at which tine no further awards
could be made under the 2004 Option Plan), provides for awards in any one or a
conbi nation of: (a) Stock Options, (b) Stock Appreciation Rights, (c)
Restricted Stock, (d) Stock Units, (e) Non-Restricted Stock, and/or (f)
Di vi dend Equi val ent Rights. Any award under the EI Plan nmay, as determ ned by
the conmittee administering the El Plan (the "Plan Conmittee") in its sole
di scretion, constitute a "Performance-Based Award" (an award that qualifies for
the performance-based conpensati on exenption of Section 162(nm) of the Interna
Revenue Code of 1986, as anended). Al awards granted under the EI Plan will be
evidenced by a witten agreenent between the Conmpany and each partici pant
(which need not be identical with respect to each grant or participant) that
will provide the terms and conditions, not inconsistent with the requirenments
of the EI Plan, associated with such awards, as determ ned by the Pl an
Committee in its sole discretion. A total of 1,500,000 shares of Commpbn Stock
have been reserved for issuance under the EI Plan. In the event all or a
portion of an award is forfeited, term nated or cancelled, expires, is settled
for cash, or otherw se does not result in the issuance of all or a portion of
the shares of Commobn Stock subject to the award in connection with the exercise
or settlenent of such award ("Unissued Shares"), such Unissued Shares will in
each case again be available for awards under the EI Plan pursuant to a fornula
set forth in the EIl Plan. The precedi ng sentence applies to any awards
out standi ng on July 10, 2008 under the 2004 Option Plan, up to a maxi mum of an
additional 1,750,000 shares of Commopn Stock. At Decenber 31, 2009, 1,432,946
shares were avail able for issuance under the El Pl an. The 2009 ESPP becane
effective on January 1, 2009. A total of 200,000 shares of Comon Stock have
been reserved for issuance under the 2009 ESPP. At Decenber 31, 2009, 122, 096
shares were avail able for issuance under the 2009 ESPP, after giving effect to
the 77,904 shares issued thereunder with respect to the 2009 plan year
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The conponents of share-based conpensation expense for each of 2009, 2008 and
2007 fol | ow

Years Ended Decenber 31,

2009 2008 2007
St ock option expense $ 690,000 $ 810,000 $ 37,000
Restricted stock expense 525, 000 686, 000 32,000
Restricted stock unit expense 20, 000 4,000 --
SAR expense 219, 000 - - - -
ESPP expense 151, 000 135, 000 117, 000

Total share-based paynent expense $ 1,605,000 $ 1,635,000 $ 186, 000

The Conpany records share-based conmpensati on expense in the statenents of
operations within the same categories that payroll expense is recorded in
selling general and admi nistrative expense. No share-based conpensati on expense
was capitalized in inventory or any other assets for the years ended Decenber
31, 2009, 2008 and 2007. Stock Options Stock options are rights to purchase
the Conmpany's Conmon Stock in the future at a predeterm ned per share exercise
price (generally the closing price for such stock on the New York Stock
Exchange on the date of grant). Stock Options may be either: "Incentive Stock
options" (stock options which comply with Section 422 of the Code), or
Nonqual i fied Stock Options (stock options which are not Incentive Stock
Options). As of December 31, 2009, the total renaining unrecognized
conpensation cost related to non-vested stock options, net of forfeitures, was
approximately $2.0 mllion, and is expected to be recogni zed over a
wei ght ed- average period of 3.1 years. The fair value of options granted
under stock option plans or otherwise is estimated on the date of grant using a
Bl ack- Schol es- Merton options pricing nodel using the assunptions di scussed
bel ow. Expected volatilities are cal cul ated based on the historical volatility
of the Conpany's stock. The expected term of options granted is derived from
the vesting period of the award, as well as historical exercise behavior, and
represents the period of tinme that options granted are expected to be
out st andi ng. Managerent nonitors stock option exercises and enpl oyee
term nation patterns to estimate forfeitures rates within the valuation nodel.
Separate groups of enployees, directors and officers that have simlar
hi stori cal exercise behavior are considered separately for val uation purposes.
The risk-free interest rate is based on the Treasury note interest rate in
effect on the date of grant for the expected termof the stock option. The
assunptions used to estimate the fair value of the stock options granted during

the years ended Decenber 31, 2009, 2008 and 2007 were as foll ows:

Years Ended Decenber

31,
2009 2008 2007
Di vidend yield 0.0% 0.0% 0.0%
Ri sk-free interest rate 2.45% 3.06% 3.48%
Vol atility 80.0% 40.5% 39.0%
Expected term (years) 5. 00 5.0 4.4

Wi ght ed-average fair value of options granted $ 4.32 $ 4.53 $ 6.00
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regardi ng outstandi ng options for 2009, 2008 and 2007 is as foll ows:

Al'l Stock Options Qutstandi ng
Wei ght ed Aver age

Shar es Exerci se Price

Options Qutstanding as of Decenber 31, 2007 1,775,417 $ 18.20
Options Granted 256, 000 11.50
Options Forfeited/ Cancel | ed* (90, 038) 18. 42
Options Qutstanding as of Decenber 31, 2008 1,941, 379 17. 31
Options Granted 105, 000 6. 63
Options Forfeited/ Cancel | ed* (1, 165, 764) 19. 49
Options Qutstanding as of Decenber 31, 2009 880, 615 $ 13.14
Option price range at Decenber 31, 2009 $ 6.63-$34.05

* See disclosure bel ow regarding forfeitures.

There was no aggregate intrinsic value on the unvested and vested
out st andi ng options at Decenber 31, 2009 and 2008. The aggregate intrinsic
value is the total pretax value of in-the-nmoney options, which is the
di fference between the fair value at the neasurenent date and the exercise
price of each option. The intrinsic value of stock options exercised for the
years ended Decenber 31, 2009, 2008 and 2007 was $0, $0 and $1, 022, 000,
respectively. The wei ghted average fair val ue of stock options vested for the
years ended Decenber 31, 2009, 2008 and 2007, was $2, 351, 234, $2, 066, 008 and
$6, 940, 902, respectively. The followi ng table sunmarizes information about

fixed-price stock options outstanding at Decenber 31, 2009:

Opti ons Qut st andi ng Opti ons Exerci sabl e
Nunber Wei ght ed Wei ght ed Nunber Wei ght ed
Aver age
Qut st andi ng Remai ni ng Aver age Exerci sabl e Aver age
Exer ci se at 12/31/09 Contractual Exer ci se at 12/31/09 Exer ci se
Prices Life Price Price

$ 34.05 975 4 Years $ 34.05 975 $ 34.05
13.05 115, 000 5 Years 13.05 115, 000 13.05
13. 06 15, 000 5 Years 13. 06 15, 000 13. 06
11.52 20, 000 5 Years 11.52 20, 000 11.52
15. 05 60, 000 6 Years 15. 05 36, 000 15. 05
14. 90 10, 000 7 Years 14. 90 4, 000 14. 90
16. 77 178, 640 7 Years 16. 77 79, 040 16. 77
16. 05 120, 000 7 Years 16. 05 60, 000 16. 05
14. 83 100, 000 8 Years 14. 83 20, 000 14. 83
13. 65 51,000 8.25 Years 13. 65 10, 200 13. 65
7.28 105, 000 9.5 Years 7.28 21, 000 7.28
6. 63 105,000 9.75 Years 6. 63 -- 6. 63
880, 615 $ 13.14 381, 215 $ 14. 27
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YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007 (CONTI NUED) The wei ght ed
average remaining life of the outstanding options as of Decenber 31, 2009, 2008
and 2007 is 7.3 years, 5.9 years and 7.2 years, respectively. A sunmmary of

the Conpany's non-vested stock options at Decenber 31, 2009 and changes during
2009 is as foll ows:

Wei ght ed Aver age
G ant
Options Date Fair Value
Non-vest ed stock options

Non-vest ed at Decenber 31, 2008 672, 837 $ 12.69
G ant ed 105, 000 $ 6.63
Vest ed (158, 784) $ 14.81
For f ei t ed/ cancel | ed* (119, 653) $ 16.58
Non-vest ed options at Decenber 31, 2009 499, 400 $ 12.28

* See disclosure bel ow regarding forfeitures.

Restricted Stock Restricted Stock is Cormobn Stock that is subject to
restrictions, including risks of forfeiture, determ ned by the Plan Commttee
inits sole discretion, for so long as such Commobn Stock remai ns subject to any
such restrictions. A holder of restricted stock has all rights of a sharehol der
with respect to such stock, including the right to vote and to receive
di vi dends thereon, except as otherwi se provided in the award agreenent relating
to such award. Restricted Stock Awards are equity classified within the
Consol i dat ed Bal ance Sheets. During the years ended Decenber 31, 2009
2008 and 2007, there were 0O, 7,900 and 170,675 shares of restricted stock
respectively, issued under the EI Plan or the 2004 Option Plan, as applicable.
At Decenber 31, 2009, 2008 and 2007, there were 56,980, 168,300 and O shares of
restricted stock outstanding, respectively. These restricted stock grants have
vesting periods ranging fromthree to five years, with fair values (per share)
at date of grant ranging from $13.65 to $16. 77. Conpensati on expense is
determi ned for the issuance of restricted stock by anmorti zing over the
requi site service period, or the vesting period, the aggregate fair value of
the restricted stock awarded based on the closing price of the Conpany's Commbn
Stock effective on the date the award is made. As of December 31, 2009
the total remaining unrecogni zed conpensation cost related to issuances of
restricted stock was approxi mately $0.8 million, and is expected to be
recogni zed over a wei ghted-average period of 2.2 years. Restricted Stock Units
A Restricted Stock Unit ("RSU') is a notional account representing a
participant's conditional right to receive at a future date one (1) share of
Conmon Stock or its equivalent in value. Shares of Commobn Stock issued in
settlenent of an RSU may be issued with or w thout other consideration as
determ ned by the Plan Conmittee in its sole discretion. RSUs may be settled in
the sol e discretion of
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YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007 (CONTINUED)the Plan Committee:
(i) by the distribution of shares of Common Stock equal to the grantee's RSUs,
(ii) by a lump sum paynment of an ampunt in cash equal to the fair value of the
shares of Common Stock which woul d otherwi se be distributed to the grantee, or
(iii) by a conbination of cash and Cormbn Stock. The RSUs issued under the E
Pl an during 2008 and 2009 vest (and will be settled) ratably over a 5-year
peri od commencing fromthe date of grant and are equity classified in the
Consol i dat ed Bal ance Sheets. There were an aggregate of 30,000 RSU s issued to
two officers of the Conmpany during 2009. The fair value of each RSU grant
is estimated on the grant date. For RSUs granted under the EI Plan, the fair
value is set using the closing price of the Conpany's Conmmon Stock on the New
York Stock Exchange on the date of grant. Conpensation expense for RSUs is
recogni zed ratably over the vesting period, based upon the market price of the
shares underlying the awards on the date of grant. The foll ow ng table
sunmari zes i nformati on about RSU transactions (there were no issuances of RSUs
prior to 2008, as the 2004 Option Plan did not contenplate such awards):

Wei ght ed
Restricted Average
St ock Grant-Date

Units Fai r Val ue
Non-vested at Decenber 31, 2007 - - - -
G ant ed 13, 900 $6. 43
Vest ed - - - -
Forfeited/ cancell ed - - --
Non- vest ed at Decenber 31, 2008 13, 900 $6. 43
G ant ed 30, 000 $ 4.79
Vest ed (2, 780) $6. 43
Forfeited/ cancel | ed - - - -
Non-vested at Decenber 31, 2009 41, 120 $ 5.23

As of Decenmber 31, 2009, there was approxi mately $197, 000 of unrecognized
conpensation cost related to unvested RSUs. That cost is expected to be
recogni zed over a wei ghted-average period of 4.5 years. Stock Appreciation
Ri ghts A Stock Appreciation Right (a "SAR') is aright to receive a paynent
in cash, Commpn Stock or a conbination thereof, as determned by the Pl an
Conmittee, in an amount or value equal to the excess of: (i) the fair value, or
ot her specified valuation (which may not exceed fair value), of a specified
nunber of shares of Commbn Stock on the date the right is exercised, over (ii)
the fair value or other specified amunt (which may not be less than fair
val ue) of such shares of Comron Stock on the date the right is granted;
provi ded, however, that if a SARis granted in tandemwi th or in substitution
for a stock option, the designated fair value for purposes of the foregoing
clause (ii) will be the fair value on the date such stock option was granted.
No SARs will be exercisable later than ten (10) years after the date of grant.
The SARs issued under the EI Plan vest ratably over a period ranging from zero
to five years, at an exercise price equal to the closing price of the Company's
Comon St ock
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YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007 (CONTI NUED)on the New York Stock
Exchange on the date of grant, and unless term nated earlier, expire on the
tenth anniversary of the date of grant. There were 724,943 and 118, 000 SARs
granted during the years ended Decenber 31, 2009 and 2008, respectively. SARs
are accounted for at fair value at the date of grant in the consolidated incone
statenent, are generally anortized on a straight |line basis over the vesting
term and are equity-classified in the consolidated bal ance sheets. The
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fair value of SARs is estimated on the date of grant using a
Bl ack- Schol es- Merton options pricing nodel using the assunptions di scussed
bel ow. Expected volatilities are cal cul ated based on the historical volatility
of the Conpany's stock. The expected termof SARs granted is derived fromthe
vesting period of the award, as well as historical exercise behavior, and
represents the period of tinme that SARs granted are expected to be outstanding.
Management wi Il nonitor SAR exerci ses and enpl oyee term nation patterns to
estimate forfeitures rates within the valuation nodel. Separate groups of
enpl oyees, directors and officers that have sinmilar historical exercise
behavi or are considered separately for valuation purposes. The risk-free
interest rate is based on the Treasury note interest rate in effect on the date
of grant for the expected termof the SAR The assunptions used to estinmate the
fair value of the SARs granted during the years ended Decenber 31, 2009 and
2008 were as foll ows:

Year Ended

December 31,
2009 2008
Di vidend yield --% --%
Ri sk-free interest rate 1.57% 2.45%
Vol atility 86.6% 43.4%
Expected term (years) 3.95 5
Wi ght ed- average fair value of SARs granted $1.31% 2.64

The foll owi ng summari zes all SAR activity during 2008 and 2009 (there were
no i ssuances of SARs prior to 2008, as the 2004 Option Plan did not contenpl ate
such awards):

Wi ght ed- Aver age Gr ant
Shar es Dat e Val ue Per Share
Non-vest ed, Decenber 31, 2007 - -

G ant ed 118, 000 $ 6.43
Vest ed - - - -
Forfeited - - - -
Non- vest ed, Decenber 31, 2008 118, 000 $ 6.43
G ant ed 724,943 $ 221
Vest ed (138, 543) $ 2.22
For f ei t ed* (125, 000) $ 1.53
Non-vest ed, Decenber 31, 2009 579, 400 $ 3.21

* See disclosure bel ow regarding forfeitures.

As of Decenmber 31, 2009, there was approxi mately $830, 000 of unrecognized
conpensation cost related to non-vested SARs. That cost is expected to be
recogni zed over a wei ghted-average period of 4.3 years.

87

Tabl e of Contents

KI D BRANDS, | NC. AND SUBSI DI ARl ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007 ( CONTI NUED) The aggregate
intrinsic value on the non-vested and vested outstandi ng SARs at Decenber 31
2009 and 2008 was $1, 273,000 and $0, respectively. The aggregate intrinsic
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value is the total pretax value of in-the-nbney SARs, which is the difference
between the fair value at the neasurenment date and the exercise price of each
SAR. There were no SARs exercised for the years ended Decenber 31, 2009 and
2008. The wei ghted average fair value of SARs vested for the years ended
Decenmber 31, 2009 and 2008, was $308, 000, and $0, respectively. Al of the
forfeited Options/SARs described in the charts set forth above resulted from
the termnation of the enploynent of the respective grantees and the resulting
forfeiture of non-vested and/or vested but unexercised Options/SARs. Pursuant
to the Conpany's equity conpensation plans, upon the term nation of enploynent
of a grantee, such grantee's outstandi ng unexerci sed Options/SARs are typically
cancel l ed and deened term nated as of the date of termnation; provided, that
if the termnation is not for cause, all vested Options/ SARs generally remain
outstanding for a period ranging from 30 to 90 days, and then expire to the
extent not exercised. Enployee Stock Purchase Pl an Under the 2009 ESPP
el i gi ble enpl oyees are provided the opportunity to purchase the Conmpany's
conmon stock at a discount. Pursuant to the 2009 ESPP, options are granted to
partici pants as of the first trading day of each plan year, which is the
cal endar year, and may be exercised as of the |ast trading day of each plan
year, to purchase fromthe Conpany the nunmber of shares of comon stock that
may be purchased at the relevant purchase price with the aggregate anount
contributed by each participant. In each plan year, an eligible enpl oyee may
elect to participate in the 2009 ESPP by filing a payroll deduction
aut horization formfor up to 10% (i n whol e percentages) of his or her
conpensation. No enpl oyee shall have the right to purchase Conpany commpn stock
under the 2009 ESPP that has a fair value in excess of $25,000 in any plan
year. The purchase price is the | esser of 85% of the closing narket price of
the Conpany's conmmon stock on either the first trading day or the last trading
day of the plan year. If an enpl oyee does not elect to exercise his or her
option, the total ampunt credited to his or her account during that plan year
is returned to such enployee wi thout interest, and his or her option expires.
At Decenber 31, 2009, 122,096 shares were available for issuance under the 2009
ESPP, after giving effect to the 77,904 shares issued thereunder with respect
to the 2009 plan year. During the year ended Decenber 31, 2009, there were 64
enroll ed participants in the 2009 ESPP

Enpl oyee Stock Purchase

Pl an
2009 2008 2007
Exercise Price $2.95% 2.52 $ 13.04

Shar es Purchased 77,904 31,317 26,029

The fair value of each option granted under the 2009 ESPP and 2004 ESPP is
estimated on the date of grant using the Bl ack-Schol es-Merton option-pricing
nodel with the follow ng assunptions:

Years Ended Decenber

31,
2009 2008 2007
Di vidend yield 0.0% 0.0% 0.0%
Ri sk-free interest rate .40% 3. 17% 4. 98%
Vol atility 129% 34. 4% 36. 7%
Expected term (years) 1.0 1.0 1.0
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YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007 ( CONTI NUED) Expect ed
volatilities are cal cul ated based on the historical volatility of the Company's
stock. The risk-free interest rate is based on the U S. Treasury yield with a
termthat is consistent with the expected |life of the options. The expected
life of options under each of the 2009 ESPP and 2004 ESPP is one year, or the
equi val ent of the annual plan year. Note 17--401(k) Pl an The Conpany and
its U S. subsidiaries maintain 401(k) Plans to which enpl oyees may, up to
certain prescribed limts, contribute a portion of their conpensation, and a
portion of these contributions is matched by the Conpany. The provision for
contributions charged to continuing operations for the years ended Decenber 31,
2009, 2008 and 2007 was approximately $0.3 million, $0.3 nmillion and $0.8
mllion, respectively. Note 18 -- Concentrations of Risk The foll owi ng

tabl e represents net sales of the Conpany by geographic area (in thousands):

Year Ended Decenber 31,

2009 2008 2007
Net donestic sales $ 235,390 $ 220,685 $ 156, 547
Net foreign sales (Australia and United Ki ngdom * 8, 546 8, 509 6, 519
Total net sales $ 243,936 $ 229,194 $ 163, 066
I nconme (loss) from continuing operations
Donestic i ncone (Il oss) $ 11,022 $ (99, 914) $ 8,174
Foreign inconme (Australia and United Ki ngdom 683 574 921
Total income (loss)fromcontinuing operations $ 11,705 $ (99, 340) $ 9,095
Donestic assets $ 203,155 $ 232,780
Foreign assets (Australia and United Ki ngdom 3,723 2,654
Total assets $ 206,878 $ 235,434

* Excludes export sales fromthe United States

The Conpany categorizes its sales in five product categories: Functiona
Soft Goods, Functional Hard Goods, Accessories and Decor, Toys and
Entertai nment and Qther. Functional Soft Goods includes beddi ng, blankets,
mattresses and sl eep positioners; Functional Hard Goods includes cribs and
ot her nursery furniture, feeding products, baby gear and organi zers;
Accessories and Decor includes hanpers, |anps, rugs and decor; Toys and
Entertai nment includes devel opnental toys, bath toys and nobiles; O her
i ncludes all other products that do not fit in the above four categories. The
Conpany' s consol i dated net sal es by product category, as a percentage of tota
consol 1 dated net sales, for the years ended Decenber 31, 2009, 2008 and 2007
were as foll ows:
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YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007 ( CONTI NUED)

Year Ended Decenber
31,
2009 2008 2007
Functi onal Soft Goods 44. 6% 41.7% 45.7%
Functional Hard Goods 33.3% 32.0% 17.3%
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Accessories and Decor 11.2% 12.5% 15.3%
Toys and Entertainnment 10.0% 12.9% 20.8%
O her 0.9% 0.9% 0.9%
Tot al 100. 0% 100. 0% 100. 0%

During 2009, 2008 and 2007, approximately 67% 59% and 82% respectively
of the Conpany's dollar volune of purchases was attributable to manufacturing
in the People's Republic of China ("PRC'). The PRC currently enjoys "pernmanent
normal trade relations" ("PNTR') status under U. S. tariff |aws, which provides
a favorable category of U. S. inport duties. The loss of such PNTR status woul d
result in a substantial increase in the inport duty for products nmanufactured
for the Company in the PRC and inported into the United States and woul d result
in increased costs for the Conpany. In 2009, 2008 and 2007, the suppliers
accounting for the greatest dollar volume of the Conpany's purchases accounted
for approximately 20% 23% and 35% respectively of such purchases and the five
| argest suppliers accounted for approximtely 46% 49% and 67% respectively in
t he aggregate. See Note 6 above for information regardi ng dependence on
certain large custonmers. Note 19--Litigation, Comitnents and Contingencies
In the ordinary course of its business, the Conpany is party to various
copyright, patent and trademark infringenment, unfair conpetition, breach of
contract, custons, enploynent, product liability, product recall and other
| egal actions incidental to its business. In the opinion of managenment, the
amount of ultimate liability with respect to such actions that are currently
pending will not materially adversely affect the consolidated results of
operations, financial condition or cash flows of the Conpany. The Conpany
enters into various |license and distribution agreenents relating to trademarks,
copyrights, designs, and products which enable the Conpany to narket itens
conpatible with its product |ine. Mdst of these agreenments are for two to five
year terns with extensions if agreed to by both parties. Several of these
agreenments require prepaynents of certain mninmum guaranteed royalty anounts.
The anmount of m ni mum guaranteed royalty paynments with respect to all license
agreenments pursuant to their original terns aggregates approxinmately $17.4
mllion, of which approximately $10.0 mllion remai ned unpaid at Decenber 31,
2009. Royalty expense for the years ended Decenber 31, 2009, 2008 and 2007 was
$6.4 mllion, $5.2 mllion and $3.4 nmillion, respectively. I n connection
with the sale of the Gft Business, KID and U S. Gft (the Conpany's subsidiary
at the tine) sent a notice of term nation, effective Decenber 23, 2010, with
respect to the |lease (the
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YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007 (CONTI NUED)"Lease") originally
entered into by KID (and subsequently assigned to U.S. Gft) of a facility in
Sout h Brunswi ck, New Jersey. Although this Lease has becone the obligation of
TRC (through its ownership of U S. Gft), KIDrenains obligated for the
paynments due thereunder (to the extent they are not paid by U S Gft) unti
the termination of the Lease becones effective (i.e., for a maxi num potentia
remai ni ng obligation of approximately $2.7 million). It is our understanding
that U S. Gft has failed to pay certain anbunts due under the Lease and that
TRC, U.S. Gft and the landlord have initiated discussions with respect
thereto. No paynents have been nmade by KID in connection with the Lease since
the sale of the Gft Business, but there can be no assurance that paynments wl|l
not be required of KIDwith respect thereto to the extent U S. Gft continues
to fail to nake such paynents and no accommodation is secured fromthe
| andl ord. The anpunt of paynments required by KID, if any, cannot be ascertained
at this time. To the extent KIDis required to nmake any paynents to the
landlord in respect of the Lease, it intends to seek reinbursement from TRC
under the purchase agreement governing the sale of our former G ft Business.
However, we cannot assure that we will be able to recover any such anobunts in a
timely manner, or at all. The purchase agreenent pertaining to the sale of
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the G ft Business contains various indemification, reinbursenent and simlar
obligations. In addition, KID may remain obligated with respect to certain
contracts and ot her obligations that were not novated in connection with their
transfer. No paynents have been nade by KID in connection with the foregoing as
of Decenber 31, 2009, but there can be no assurance that paynments will not be
required of KIDin the future. As of December 31, 2009 the Conpany had
obligations under certain letters of credit that contingently require the
Conpany to make paynments to guaranteed parties aggregating $0.1 mllion upon
the occurrence of specified events. Pursuant to the Asset Agreenent and
the Stock Agreenment, the Conmpany may be required to pay earnout consideration
amounts, ranging from (i) $0.0 to $15.0 mllion in respect of the LaJob

acqui sition and (ii) $0.0 to $4.0 million in respect of the CoCalLo acquisition
See Note 2. Note 20--Quarterly Financial Information (Unaudited) The
following quarterly financial data for the four quarters ended Decenber 31
2009 and 2008 are derived fromunaudited financial statements and include al

adj ustments which are, in the opinion of management, of a normal recurring
nature and necessary for a fair presentation of the results for the interim
peri ods presented. Each of the quarters has been restated to present the
operations of the Gft Segment as a di scontinued operation. The quarter
ended June 30, 2009 includes an inpairnent charge and a val uation reserve on a
note receivable fromTRC totaling $15.6 nmillion related to the sale of the Gft
Busi ness in 2008. The quarter ended Decenber 31, 2008 includes inpairnents
to goodwi Il and intangibles of $140.6 nmillion
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For Quarters Ended
2009 March 31 June 30 Septenber 30 Decenber 31
(Dol lars in Thousands, Except Per Share

Dat a)

Net sal es $ 56,278 $ 59,966 $ 60, 085 $ 67,607
Gross profit 16, 615 18, 953 18, 472 21,155
Income (loss) from continuing operations 4, 386 (8, 055) 6, 403 8, 258
Inconme (loss) fromdiscontinued operations -- -- -- --
Net inconme (| oss) $ 1,336 $ (5,689) $ 2,868 $ 13,190
Basi ¢ Earni ngs per Common Share:

I ncone (loss) fromcontinuing operations $ 0.06 $ (0.26) $ 0.13 $ 0.62
Income (loss) from discontinued operations -- -- -- --
Net incone (loss) per common share $ 0.06 $ (0.26) $ 0.13 $ 0.62
Di | uted Earni ngs per Commopn Share:

I ncone (loss) fromcontinuing operations $ 0.06 $ (0.26) $ 0.13 $ 0.61
Income (loss) fromdiscontinued operations -- -- -- --
Net incone (loss) per common share $ 0.06 $ (0.26) $ 0.13 $ 0.61

For Quarters Ended
2008 March 31 June 30 Sept enber 30 Decenber 31
(Dol lars in Thousands, Except Per Share

Dat a)
Net sal es $ 41,612 $ 62,231 $ 69, 803 $ 55, 548
Gross profit 15, 155 19, 997 22,611 10, 961
I ncome (loss) from continuing operations 3,160 2,627 5,991 (111, 118)
Loss from di sconti nued operations (1, 160) (14, 766) 2,214 1, 496
Net (loss) incone $ 2,000 $ (12,139) $ 8,205 $ (109, 622)
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Basi ¢ Earni ngs per Common Share:

I ncone (loss) fromcontinuing operations $ 0.15 $ 0.12 $ 0.29 $ (5.21)
Income (loss) from discontinued operations (0.06) (0.69) 0.10 0. 07
Net incone (loss) per common share $0.09 $ (0.57) $ 0.39 $ (5.14)
Di | uted Earni ngs per Common Share:

I ncone (loss) fromcontinuing operations $ 0.15 $ 0.12 $ 0.29 $ (5.21)
(Loss) income from discontinued operations (0.06) (0.69) 0.10 0. 07
Net incone (loss) per common share $0.09 $ (0.57) $ 0.39 $ (5.14)

Ear ni ngs per share are conputed i ndependently for each of the quarters
presented and the cunul ati ve ambunt nay not agree to annual earnings per share.
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| TEM 9. CHANGES | N AND DI SAGREEMENTS W TH ACCOUNTANTS ON ACCOUNTI NG AND

FI NANCI AL DI SCLOSURE Not applicable. I TEM 9A. CONTROLS AND
PROCEDURESEval uati on of Disclosure Controls and Procedures. W nai ntain

di scl osure controls and procedures (as defined in Exchange Act Rules 13a-15(e)
or 15d-15(e)) that are designed to ensure that information required to be

di scl osed in our reports filed or submtted pursuant to the Securities Exchange
Act of 1934 is recorded, processed, sunmarized and reported within the tine
peri ods specified in the Securities and Exchange Comm ssion's rules and forms,
and that information required to be disclosed in our Exchange Act reports is
accunul ated and communi cated to our nanagenent, including our principa
executive officer and principal financial officer, to allow tinely decisions
regardi ng required di scl osure. Under the supervision and with the

partici pation of managenent, including our principal executive officer and
principal financial officer, we carried out an evaluation of the effectiveness
of the design and operation of our disclosure controls and procedures pursuant
to paragraph (b) of Exchange Act Rul es 13a-15 or 15d-15 as of Decenber 31

2009. Based upon our eval uation, our principal executive officer and principa
financial officer have concluded that our disclosure controls and procedures
are effective as of Decenber 31, 2009. Managenent's Annual Report on Interna
Control Over Financial Reporting The Conpany's nmnagenent is responsible
for establishing and maintaining adequate internal control over financia
reporting, as such termis defined in Exchange Act Rule 13a-15(f) or 15d-15(f).
Internal control over financial reporting is a process designed to provide
reasonabl e assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with

U S. generally accepted accounting principles. Internal control over financia
reporting includes those policies and procedures that (1) pertain to the

mal nt enance of records that, in reasonable detail, accurately and fairly
reflect the transactions and dispositions of the assets of the Company; (2)
provi de reasonabl e assurance that transactions are recorded as necessary to
permt preparation of financial statements in accordance with U S. generally
accepted accounting principles, and that receipts and expenditures of the
Conpany are being made only in accordance with authorizations of managerment and
directors of the Conmpany; and (3) provide reasonabl e assurance regardi ng
prevention or tinmely detection of unauthorized acquisition, use, or disposition
of the Conpany's assets that could have a material effect on the financia
statenents. Managenent recogni zes that the Conpany's internal control over
financial reporting cannot prevent or detect all errors and all fraud. A
control system no matter how well designed and operated, can provide only
reasonabl e, not absol ute, assurance that the control systenis objectives wll
be net. Under the supervision and with the participation of the Conpany's
management, including its principal executive officer and principal financia

of ficer, managenent eval uated the effectiveness, as
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of Decenber 31, 2009, of the Conpany's internal control over financia
reporting. In nmaking this evaluation, managenent used the framework set forth
in Internal Control--Integrated Framework issued by the Conmittee of Sponsoring
Organi zati ons of the Treadway Comm ssion ("COSO Franework"). Based on its

eval uati on under the COSO Franework, managenent has concl uded that the
Conpany's internal control over financial reporting was effective as of
Decenmber 31, 2009. KPMG LLP, the independent registered public accounting
firmthat audited our 2009 consolidated financial statements included in this
Annual Report on Form 10-K, has issued an attestation report on our interna
control over financial reporting. Their report, which is included in Item8
herei n, expresses an unqualified opinion on the effectiveness of the Conpany's
internal control over financial reporting as of Decenber 31, 2009. Changes in
Internal Control Over Financial Reporting There have been no changes in our
internal control over financial reporting identified in connection with the
eval uation required by paragraph (d) of Exchange Act Rule 13a-15 or 15d-15 that
occurred during our nost recently conpleted fiscal quarter that have materially
affected, or are reasonably likely to materially affect, our internal contro
over financial reporting. |TEM 9B. OTHER | NFORVATI ON Not applicable. PART
[111TEM 10. DI RECTORS, EXECUTI VE OFFI CERS AND CORPORATE GOVERANCE

Information required by this Item 10 under Itens 401 and 405 of Regulation S-K
of the Exchange Act (other than with respect to executive officers), appears
under the captions "ELECTI ON OF DI RECTORS" and "SECTI ON 16(a) BENEFI Cl AL
OMERSHI P REPORTI NG COVPLI ANCE", respectively, of the 2010 Proxy Statenent,

whi ch are each incorporated herein by reference. Information relating to
executive officers is included under the caption "Executive Oficers of the
Registrant” in Part | of this Annual Report on Form 10-K. Audit ConmitteeThe
Conpany nmi ntains a separately designated standing Audit Conmittee established
in accordance with Section 3(a) 58(a) of the Securities Exchange Act of 1934,
as anended (the "Exchange Act"). The Audit Committee currently consists of

Sal vatore Salibello (Chair), Frederick J. Horowitz and John Schaefer. Audit
Conmittee Financial Expert The Board of Directors has affirmtively

determ ned that the Chair of the Audit Committee, M. Salibello, is an "audit
comm ttee financial expert", as that termis defined in Item407(d)(5) of
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Regul ation S-K of the Exchange Act, and is "independent" for purposes of
current listing standards of the New York Stock Exchange. Code of Ethics for
Seni or Financial Oficers The Conpany has adopted a Code of Ethics for

Seni or Financial Oficers that applies to its principal executive officer
principal financial officer, and principal accounting officer or controller
(the "SFO Code"). The SFO Code can be found on the Conpany's website | ocated at
www. ki dbr andsi nc.com by clicking onto the "Investor Relations" tab, and then
onto the "Corporate Governance" tab, and then on the "Code of Ethics for

Princi pal Executive Oficer and Seni or Financial Oficers" |link. Such SFO code
will be provided, without charge, to any person who nakes a witten request
therefore to the Conpany at 1800 Vall ey Road, Wayne, New Jersey 07470,
Attention: Chief Financial Oficer. The Conpany will post any anendments to the
SFO Code, as well as the details of any waivers to the SFO Code that are
required to be disclosed by the rules of the Securities and Exchange

Conmi ssion, on our website within four business days of the date of any such
amendnment or waiver. | TEM 11. EXECUTI VE COVPENSATI ON I nformation required
by this Item 11 under Items 402 and 407 (e)(4) and (e)(5) of Regulation S-K of
the Exchange Act appears under the caption "EXECUTI VE COMPENSATI ON' of the 2010
Proxy Statement, which is incorporated herein by reference thereto. | TEM 12.
SECURI TY OAMNERSHI P OF CERTAI N BENEFI CI AL OANERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS Information required by this Item 12 under Item 403 of
Regul ation S-K of the Exchange Act appears under the captions "SECURI TY
OMERSH P OF MANAGEMENT" and " SECURI TY OMERSH P OF CERTAI N BENEFI Cl AL OANERS"
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of the 2010 Proxy Statenent, which are each incorporated herein by reference
thereto. EQU TY COVPENSATI ON PLAN | NFORVATI ON The followi ng table sets
forth information, as of Decenber 31, 2009, regarding conpensation plans
(including individual conmpensation arrangenents) under which equity securities
of the Conpany are authorized for issuance.
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Nurber of
securities
Nunber of remai ni ng
avail abl e
securities to Weighted-average for future
be i ssuance
i ssued upon exerci se under equity
exerci se of price of conpensati on
pl ans
out st andi ng out st andi ng (‘excl udi ng
options, options, warrants securities
warrants reflected
and rights and rights in colum (a)
Pl an Cat egory (a) (b) (c)
Equity conpensation pl ans 1, 440, 015 (2) $ 9.11 1,432,946 (3)
approved by security hol ders(1)
Equi ty conpensation plans not 20, 000 (4) $ 16.05 0
approved by security hol ders
Tot al 1, 460, 015 $ 9.20 1,432,946

(1) The plans are the Conmpany's: Equity Incentive Plan ("EIP"); 2004 Stock
Option, Restricted and Non-Restricted Stock Plan ("2004 Option Plan"); and
2009 Empl oyee Stock Purchase Plan ("2009 ESPP").

(2) Includes securities to be issued upon the exercise of stock options issued
under the EIP and the 2004 Option Plan, and, to the extent settled in
conmon stock, upon the exercise of stock appreciation rights issued under
the EIP (such stock appreciation rights may be settled in stock, cash, or a
conbi nati on of both as deternined by the Conpensation Conmittee in its sole
di scretion), in each case outstanding as of Decenber 31, 2009. Excludes a
total of 423,250 Stock Appreciation Rights issued after Decenber 31, 2009.
Does not include a total of 41,120 Restricted Stock Units granted under the
El P as of Decenmber 31, 2009 and 147,250 Restricted Stock Units granted
under the EIP after Decenber 31, 2009, which in each case are not subject
to an exercise price and may al so be settled in stock, cash, or a
conbi nati on of both as deternined by the Conpensation Conmittee in its sole
di scretion.

(3) The EIP was approved by the sharehol ders of the Conpany at the Annua
Meeting of Sharehol ders on July 10, 2008. On such date, the El P becane
ef fective and the 2004 Option Plan term nated (and no further awards could
be made thereunder). A total of 1,432,946 shares of Common Stock renmai ned
avai |l abl e as of Decenber 31, 2009 that may be subject to, delivered in
connection with, and/or available for awards under the EIP (which awards
may be in the formof stock options, stock appreciation rights, restricted
stock, stock units, non-restricted stock, dividend equivalent rights or any
conbi nati on of the foregoing). Note that in connection with the grant of a
stock option or other award (other than a full value award, as defined in
the EIP), the nunber of shares of Commobn Stock avail able for issuance under
the EIP will be reduced by the nunber of shares in respect of which such
option or other-than full-value award is granted or denom nated. I|f ful
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val ue awards are granted, each full value award will reduce the tota

nunber of shares available for issuance under the EIP by 1.45 shares of
Common Stock for each share of Conmon Stock in respect of which such ful
value award is granted. In the event all or a portion of an award is
forfeited, termnated or cancelled, expires, is settled for cash, or

ot herwi se does not result in the issuance of all or a portion of the shares
of Common Stock subject to the award in connection with the exercise or
settlenment of such award ("Uni ssued Shares"), such Unissued Shares will in
each case again be available for awards under the EIP, provided that to the
extent any such expired, canceled, forfeited or otherw se term nated award
(or portion thereof) was a full value award, the nunber of shares of Comon
Stock that may again be the subject of options or other awards granted
under the EIP shall increase by 1.45 shares of Conmmon Stock for each share
of Common Stock in respect of which such full value award was granted. The
precedi ng sentence applies to any awards outstanding on the effective date
of the EIP under the 2004 Option Plan, up to a maxi mum of an additiona

1, 750, 000 shares. Includes 423,250 Stock Appreciation Rights and 147, 250
Restricted Stock Units issued in 2010. On July 10, 2008, the sharehol ders
of the Conpany approved the 2009 ESPP, which becane effective as of January
1, 2009. As of such date, an aggregate of 200,000 shares of Commpbn Stock
becanme avail abl e for issuance under such plan. At Decenber 31, 2009,
122,096 shares were avail able for issuance under the 2009 ESPP, after
giving effect to the 77,904 shares issued thereunder with respect to the
2009 pl an year.

(4) Includes 20,000 shares issuable under stock options granted to M. Bruce G
Crain outside of the 2004 Option Plan (due to grant linmtations therein) in
accordance with the terns of his enploynment agreenent, as anended (the
"Crain Enmpl oyment Agreenent"), as material inducenent to M. Crain becom ng
Presi dent and Chief Executive O ficer of the Conpany. These options (the
"Crain Options") have an exercise price of $16.05 per share, vest ratably
over a five year period comrenci ng on Decenber 4, 2008, and are generally
exerci sable until Decenber 4, 2017. If the enploynent of M. Crain is
term nated
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by the Conpany for Cause or by M. Crain without Good Reason (each as defined
in the Crain Agreenent), the unvested portion of the Crain Option will be
cancel | ed, and any unexerci sed, vested portion shall remmin exercisable for the
shorter of 90 days following the date of termination and the remai nder of their
term If the Conmpany ternminates the enploynent of M. Crain w thout Cause or he
term nates his enploynent for Good Reason, the Crain Option will becone

i medi ately vested to the sane extent as if M. Crain had conpleted an
additional two years of service after the date of term nation, and shall remain
exercisable for the shorter of 90 days following the date of term nation and
the remainder of their term If the enploynent of M. Crain is term nated by
the Conpany as a result of his death or Disability (as defined in the Crain
Agreenent), the Crain Option will becone immediately vested to the sanme extent
as if M. Crain had conpleted an additional two years of service after the date
of termination, and shall remain exercisable for the shorter of one year
following the date of term nation and the remai nder of their term In the event
of a Change of Control (as defined in the Crain Agreenent), whether or not

term nation of enploynent occurs, the Crain Option will becone imredi ately
vested. If the Conpany termnates M. Crain's enploynent w thout Cause and a
Change in Control occurs within six nmonths of the date of such termnination, the
portion of the Crain Option that remai ns unvested shall becone vested and
exerci sable on the date of such Change in Control, and any unexerci sed portion
of the Crain Option shall remain exercisable for the shorter of one year
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followi ng the date of the Change of Control and the remai nder of their term

| TEM 13. CERTAI N RELATI ONSHI PS AND RELATED TRANSACTI ONS AND DI RECTOR

| NDEPENDENCE Information required by this Item 13 under Itenms 404 and
407(a) of Regulation S-K of the Exchange Act appears under the captions "
TRANSACTI ONS W TH RELATED PERSONS', " CORPORATE GOVERANCE- - |. | NDEPENDENCE

DETERM NATI ONS" of the 2010 Proxy Statenent, which is incorporated herein by
reference thereto. | TEM 14. PRI NCl PAL ACCOUNTANT FEES AND SERVI CES

Information required by this Item 14 appears under the captions "I ndependent
Regi stered Public Accounting Firn, "Audit Fees", "Audit-Related Fees", "Tax
Fees", "All Oher Fees" and "Audit Committee Pre-Approval Policies and
Procedures"” of the 2010 Proxy Statement, which are each incorporated herein by
reference thereto. PART IVITEM 15. EXH BI TS AND FI NANCI AL STATEMENT SCHEDULES

Docurents filed as part of this Report.

1. Financial Statenents:
Report of Independent Regi stered Public Accounting Firm
Consol i dat ed Bal ance Sheets at Decenber 31, 2009 and 2008
Consol i dated Statements of Operations for the years ended Decenber 31, 2009, 2008 and
2007
Consol i dated Statements of Sharehol ders' Equity and Conprehensive Income (Loss) for
the years ended Decenber 31, 2009, 2008 and 2007
Consol i dated Statements of Cash Flows for the years Decenber 31, 2009, 2008 and 2007
Not es to Consolidated Financial Statenents

2. Financial Statenent Schedul e:
Schedul e I'1--Valuation and Qualifying Accounts--Years Ended Decenber 31, 2009, 2008
and 2007
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O her schedules are omtted because they are either not applicable or not
required or the information is presented in the Consolidated Financia
Statenents or Notes thereto.

3. Exhibits:
(Li sted by numbers corresponding to Item 601 of Regul ati on S-K)

2.1 Asset Purchase Agreenment by and anong RBSACQ Inc. and Sassy, Inc. and its
sharehol ders dated July 26, 2002. In accordance with Section 601(b)(2) of
Regul ation S-K, the registrant agrees to furnish supplenentally any onitted
schedul es to the Conm ssion upon request. (1)

2.2 Menbership Interest Purchase Agreenent anong Kids Line, LLC, Kid Brands,
Inc. and the various sellers party hereto dated as of Decenber 15, 2005 In
accordance with Section 601(b)(2) of Regulation S-K, the registrant agrees
to furnish supplenentally any omtted schedul es to the Comm ssion upon
request. (2)

2.3 Asset Purchase Agreenent, dated as of April 1, 2008, anong LaJobi, Inc.
LaJobi Industries, Inc. and each of Lawence Bivona and Joseph Bivona. In
accordance with Section 601(b)(2) of Regulation S-K, the registrant agrees
to furnish supplementally any omtted schedul es to the Comnm ssion upon
request. (3)

2.4 Stock Purchase Agreenent, dated as of April 1, 2008, anong | & Hol dco. Inc.
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and Renee Pepys Lowe and Stanley Lowe. In accordance with Section 601(b)(2)
of Regulation S-K, the registrant agrees to furnish supplenentally any
om tted schedules to the Commi ssion upon request. (3)

2.5 Purchase Agreement, dated as of Decenmber 23, 2008, anong Kid Brands, Inc.
and The Russ Conpanies, Inc. In accordance with Section 601(b)(2) of
Regul ation S-K, the registrant agrees to furnish supplenentally any onitted
schedul es to the Conm ssion upon request. (4)

3.1 (a) Restated Certificate of Incorporation of the Conpany and amendnent
thereto. (5)

(b) Certificate of Anendnment to Restated Certificate of Incorporation of the
Conpany filed April 30, 1987.(5)

(c) Certificate of Anendnent to Restated Certificate of Incorporation of the
Conpany filed Septenmber 22, 2009. (5)

3.2 Second and Anended and Restated By-Laws of the Registrant. (7)

4.1 Form of Conmmon Stock Certificate.(5) Stock certificates bearing the nane

"Kid Brands, Inc." will not affect the validity or transferability of
currently outstanding stock certificates bearing the nane "Russ Berrie and
Conpany, Inc.", and shareholders with such certificates need not surrender

for exchange any such certificates. The rights of sharehol ders hol di ng
certificated shares bearing the name "Russ Berrie and Conpany, Inc." and
the nunber of shares represented by those certificates remain unchanged.

4.2 Amended and Restated Credit Agreenent, dated as of April 2, 2008, anong Kid
Brands, Inc., Kids Line, LLC, Sassy, Inc., | & J Holdco, Inc., LaJobi
Inc., CoCalLo, Inc. (via a Joinder Agreenent), the financial institutions
party thereto or their assignees (the "Lenders"), LaSalle Bank Nationa
Associ ation, as Administrative Agent for the Lenders and as Fronting Bank,
Sover ei gn Bank as Syndication Agent, Wachovia Bank, N. A as Docunentation
Agent and Banc of America Securities LLC as Lead Arranger. (9)

4.3 Amended and Restated Guaranty and Col | ateral Agreenment, dated as of Apri
2, 2008, entered into anobng Kids Line, LLC, Sassy, Inc., |& Holdco, Inc.
LaJobi Inc. and CoCalLo, Inc. (via a Joinder Agreenent) in favor of LaSalle
Bank National Association, as Adm nistrative Agent. (9)

4.4 First Anendnent to Credit Agreenent, dated as of August 13, 2008, anobng
Kids Line, LLC, Sassy, Inc., LaJobi, Inc., 1& Holdco, Inc., CoCalLo, Inc.
Kid Brands, Inc., the lenders party thereto and LaSall e Bank Nati ona
Associ ation. (10)

4.5 Second Amendrment to Anended and Restated Credit Agreement, dated as of
March 20, 2009, anmong Kid Brands, Inc., Kids Line, LLC, Sassy, Inc., |&J
Hol dco, Inc., LaJobi, Inc. and CoCalLo, Inc., the financial institutions
party thereto or their assignees (the "Lenders"), and Bank of Aneri ca,

N. A., successor by nerger to LaSalle Bank National Association, as
Admi nistrative Agent for the Lenders. (11)

4.6 First Anendment to Anended and Restated Pl edge Agreenent and Anended and
Restated Guaranty and Col | ateral Agreenment, dated as of March 20, 2009,
among Kid Brands, Inc., and Bank of Anerica, N A, successor by nerger to
LaSal | e Bank National Association, as Administrative Agent. (11)

4.7 Joinder Agreenent, dated as of March 20, 2009, by Kid Brands, Inc., in
favor of Bank of America, N A, successor by nerger to LaSalle Bank
Nati onal Association, as Administrative Agent. (11)
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4.8 Investor Rights Agreenent, dated as of August 10, 2006, anong the Conpany
and the investors listed on the signature pages thereto. (23)

10.1 Lease Agreenment, dated April 1, 1981, between Tri-State Realty and
I nvest nent Conpany and Kid Brands, Inc. (12)

10. 2 Lease, dated Decenber 28, 1983, between Russell Berrie and Kid Brands,
I nc. (12)
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10.3 Kid Brands, Inc. 2004 Stock Option Plan, Restricted and Non-Restricted
St ock Pl an*(13)

10.4 Kid Brands, Inc. 2004 Enpl oyee Stock Purchase Pl an*(13)

10.5 Amendnent to and extension of |ease agreement dated May 7, 2003 by and
between Kid Brands, Inc. and Tri-State Realty and | nvestnment Conpany(14)

10. 6 Second Anendrent to | ease dated Novenber 18, 2003 by and between Kid
Brands, Inc. and Estate of Russell Berrie.(14)

10. 7 Anendnent to Kid Brands, Inc. Change In Control Severance Pl an*(14)

10.8 Order of U S. Bankruptcy Court Central District of California San

Fernando Division, dated Cctober 15, 2004, authorizing and approving sale
of "Appl ause" trademark and certain related assets free and cl ear of al
encunbrances and other interests pursuant to Section 363 of the
Bankr upt cy Code(17)

10. 9 Anended and Restated Trademark Purchase Agreenment, dated as of Septenber
21, 2004, by and between Appl ause, LLC and the Conpany, as anmended by the
First Amendment thereto. (17)

10. 10 Form of Stock Option Agreement with respect to 2004 Stock Option
Restricted and Non-Restricted Stock Pl an*(18)

10. 11 Form of Stock Option Agreement for Non-Enployee Directors with respect to
2004 Stock Option Restricted and Non-Restricted Stock Pl an*(18)

10.12 Form of Restricted Stock Agreenent with respect to 2004 Stock Option
Restricted and Non-Restricted Stock Pl an*(18)

10. 13 I ncentive Conpensation Program adopted on March 11, 2005*(19)

10. 14 Enpl oynent Agreenent dated July 27, 2005, effective August 1, 2005,
between Kid Brands, Inc. and M. Anthony Cappiell o*(20)

10. 15 Enpl oynment Agreenent dated Septenber 26, 2005, between Kid Brands, Inc.
and Marc S. Gol dfarb. *(21)

10. 16 Anended and Restated 2004 Enpl oyee Stock Purchase Plan effective January
3, 2006.*(22)

10. 17 Anended and Restated VP Severance Policy for Domestic Vice Presidents
(and Above) *(24)

10. 18 Enpl oynment Agreenent, dated as of Decenber 4, 2007, between the Conpany
and Bruce G Crain*.(25)

10.19 Bruce G Crain Incentive Conpensation Letter.* (10)

10. 20 Stockhol ders Agreenment, dated as of Decenber 23, 2008, anpng Kid Brands,
Inc., The Russ Conpanies, Inc. and Encore Investors I, Inc. (4)

10. 21 License Agreement, dated as of Decenber 23, 2008, anong RB Tradenark
Hol dco, LLC and The Russ Conpanies, Inc. (4)

10. 22 Licensor Agreenent, dated as of Decenber 23, 2008, anpong RB Trademark
Hol dco, LLC, Wells Fargo Bank, National Association, and The Russ
Conpanies, Inc. (4)

10. 23 Transition Services Agreenent, dated as of Decenber 23, 2008, between Kid
Brands, Inc. and The Russ Conpanies, Inc. (4)

10. 24 Secured Prom ssory Note, dated Decenber 23, 2008, in the origina
princi pal ampunt of $19.0 million from The Russ Conpanies, Inc. for the
benefit of Kid Brands, Inc. (4)

10. 25 Guaranty, dated as of Decenber 23, 2008, anong The Encore G oup, Inc.
the other guarantors specified therein and Kid Brands, Inc. (4)

10. 26 Subordi nated Security Agreenent, dated as of Decenber 23, 2008, anmong The
Russ Conpanies, Inc., The Encore Group, Inc., the other parties specified
therein and Kid Brands, Inc. (4)

10. 27 Intercreditor Agreement, dated as of Decenber 23, 2008, between Kid
Brands, Inc. and Wells Fargo Bank, National Association, and acknow edged
by The Russ Conpanies, Inc. (4)

10. 28 Anended and Restated Change in Control Severance Pl an*(4)
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.29

.30
.31
.32

.33
.34
.35
. 36
.37
. 38

.39
.40

Second Amended and Restated VP Severance Policy for Donestic Vice Presidents
(and Above) *(8)

Equity Incentive Plan* (26)

2009 Empl oyee Stock Purchase Pl an* (26)

Enpl oynent Agreenment, dated as of April 2, 2008, between LaJobi, Inc. and

Law ence Bi vona*( 8)

Enpl oyment Agreement, dated as of April 2, 2008, between CoCalLo, Inc. and Renee
Pepys Lowe*(8)

Enpl oynment Agreenent, dated as of June 25, 2008, between Sassy, Inc. and Fritz
Hi rsch*(8)

Letter, dated as of April 22, 2009, between the Conpensation Conmittee of the

Board of Directors and M. Benaroya* (27)

Form of Equity Incentive Plan Stock Option Agreement*(6)

Form of Equity Incentive Plan Restricted Stock Agreenent*(6)

Form of Equity Incentive Plan Stock Appreciation Ri ght Agreenent*(6)
Form of Equity Incentive Plan Restricted Stock Unit Agreenent*(6)

Enpl oynent Agreenment, dated as of Decenber 7, 2009, between Kid Brands, Inc. (on
behal f of Kids Line, LLC) and David Sabi n*

Enpl oyment Agreenment, dated as of February 17, 2010, between Kid Brands, Inc.
(on behal f of Sassy, Inc.) and Richard F. Schaub, Jr.*

Li st of Subsidiaries

Consent of |ndependent Regi stered Public Accounting Firm

Certification of CEO required by Section 302 of the Sarbanes Oxl ey Act of 2002
Certification of CFO required by Section 302 of the Sarbanes Oxl ey Act of 2002
Certification of CEO required by Section 906 of the Sarbanes Oxl ey Act of 2002
Certification of CFO required by Section 906 of the Sarbanes Oxl ey Act of 2002

Represent managenent contracts or conpensatory plans or arrangenents.

I ncorporated by reference to Quarterly Report on Form 10-Q for the quarter ended
June 30, 2002.

I ncorporated by reference to Current Report on Form 8-K filed on Decenber 22,

2004.

I ncorporated by reference to Annual Report on Form 10-K for the year ended
Decenber 31, 2007.

I ncorporated by reference to Current Report on Form 8-K filed on Decenmber 29,
2008.

I ncorporated by reference to
ended Septenber 30, 2009.
I ncorporated by reference

ended June 30, 2009.

the Quarterly Report on Form 10-Q for the quarter

to the Quarterly Report on Form 10-Q for the quarter

I ncorporated by reference to Current Report on Form 8-K filed on January 7,
2008.

I ncorporated by reference to the Annual Report on Form 10-K for the year ended
Decenmber 31, 2008.

I ncorporated by reference to Current Report on Form8-K filed on April 8, 2008.

I ncorporated by reference
June 30, 2008.

Quarterly Report on Form 10-Q for the quarter ended

I ncorporated by reference
I ncorporated by reference

filed on February 2, 1984.

Current Report on Form 8-K filed on March 23, 2009.
Regi stration Statenent No. 2-88797 on Form S-1

I ncorporated by reference to the Conpany's definitive Proxy Statenent filed on
April 4, 2003.

I ncorporated by reference to Annual Report on Form 10-K for the year ended
Decenber 31, 2003.

Intentionally QOritted

Intentionally Qritted

I ncorporated by reference to Quarterly Report on Form 10-Q for the quarter ended
Sept enber 30, 2004.

I ncorporated by reference to Annual Report on Form 10-K for the year ended
Decenber 31, 2004.

I ncorporated by reference to Quarterly Report on Form 10-Q for the quarter ended
March 31, 2005

I ncorporated by reference to Current Report on Form 8-K filed on August 2, 2005.
I ncorporated by reference to Current Report on Form 8-K filed on Septenber 29,

2005.
I ncorporated by reference
2005.

Current Report on Form 8-K filed on Decenber 30,

94



KID BRANDS INC Filing Date: 12/31/09

Tabl e of Contents

(23) Incorporated by reference to Current Report on Form 8-K filed on August 14, 2006.
(24) Incorporated by reference to Current Report on Form8-K filed on July 17, 2007.
(25) Incorporated by reference to Current Report on Form 8-K filed on Decenber 7, 2007.
(26) Incorporated by reference to the Conpany's definitive Proxy Statement filed on June 13, 2008.

(27) Incorporated by reference to the Annual Report on Form 10K/ A for the year ended Decenber 31, 2008.
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SI GNATURES Pursuant to the requirenents of Section 13 or 15(d) of the
Securities Exchange Act of 1934, the registrant has duly caused this report to
be signed on its behalf by the undersigned, thereunto duly authorized.

KI D BRANDS, | NC.
(Regi strant)
March 26, 2010 By: /sl GQUY A PAGLI NCO
Dat e Vi ce President -
Chi ef Financial Oficer
(Principal Financial Oficer and
Princi pal Accounting Oficer)

Pursuant to the requirenents of the Securities Exchange Act of 1934, this
report has been signed bel ow by the foll owi ng persons on behal f of the
registrant and in the capacities and on the dates indicated.

/s/ BRUCE G CRAIN March 26, 2010
Bruce G Crain, Chief Executive Oficer and Director Dat e
(Principle Executive Oficer)
/' s/ RAPHAEL BENAROYA March 26, 2010
Raphael Benaroya, Chairman and Director Dat e
/ s/ MARI O Cl ANVPI March 26, 2010
Mari o C anpi, Director Dat e
/s/ FREDERI CK J. HOROW TZ March 26, 2010
Frederick J. Horowitz, Director Dat e
/ s/ LAUREN KRUEGER March 26, 2010
Lauren Krueger, Director Dat e
/s/ SALVATORE SALI BELLO March 26, 2010
Sal vatore Salibello, Director Dat e
/s/ JOHN SCHAEFER March 26 , 2010
John Schaefer, Director Dat e
/s/ M CHAEL ZI MVERVAN March 26, 2010
M chael Zi mrerman, Director Dat e
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KI D BRANDS, | NC. AND SUBSI DI ARI ES
SCHEDULE | | - - VALUATI ON AND QUALI FYI NG ACCOUNTS
(Dol l ars in Thousands)

Col um A Colum B Colum C Colum D Colum E  Colum F
Bal ance at Bal ance
Begi nning Charged to Sale of Gft at End

Descri ption of Period Expenses Deductions Business (a) of Period

Allomance for accounts
recei vabl e:

Year ended Decenber 31, $ 2,865 $ 11,420 $ 9,555 - - $ 4,730
%ggz ended Decenber 31, 4,730 16, 238 14, 639 2,044 4,285
%ggf ended Decenber 31, 4,285 31,121 28, 305 -- 7,101
%f?gwance for inventory:

Year ended Decenber 31, $ 8,250 $ 5,533 $ 7,473 -- $ 6,310
322? ended Decenber 31, 6, 310 1, 933 20 5,739 2,484
gg%g ended Decenber 31, 2,484 1, 209 1,770 - - 1,923

96



KID BRANDS INC Filing Date: 12/31/09

a) - Reflects the sale of the Gft business.
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Exhi bit 10.40Decenmber 7, 2009 M. David Sabin

(Address) Dear David: | ampleased to offer you the follow ng position with
Kids Line, LLC ("Kids Line"), a wholly-owned subsidiary of Kid Brands, Inc.
(the "Company", and together with each subsidiary of the Conpany, the "Enployer
Group”). Your enploynent with Kids Line and the Conpany will include the
following: 1. RESPONSIBILITIES. Effective imrediately, you will serve as
Executive Vice President of Kids Line. Effective January 1, 2010, you will
beconme President of Kids Line. Your responsibilities may al so include other
activities on behalf of the Enployer Group, to be deternmined in consultation
with the CEO and Board of Directors of the Conpany and you. 2. BASE
COVPENSATI ON.  Your base sal ary, effective upon the comencenent of your

enpl oynent, will be at an annual rate of $475,000 and will be payabl e bi-weekly
in accordance with Kids Line's normal payroll practices. 3. |NCENTIVE
COVPENSATI ON.  You shall be eligible to participate in the Conpany's |ncentive
Conpensation ("I1C') program For 2010, your |IC Factor (as defined in the IC
program, shall be 50% wth the opportunity to earn as much as 75% of your
base sal ary. Payment of the I C bonus (or portion thereof) is predicated upon
neeting both objective and subjective perfornance standards established for the
appl i cabl e year, which will be established annually by the Conpensation
Conmittee of the Board of Directors of the Conmpany, in consultation with the
CEO of the Conmpany and you. The objective portion of the 2010 IC programi s
likely to be based nmostly on achi evenent of 2010 EBI TDA. In order to receive
the 1 C bonus (or any portion thereof), you nust be actively enployed by the
Enpl oyer Group at the time of the paynent.

4. STOCK OPTIONS. As of the close of business on the fourth (4th) business day
foll owi ng the conmmencenent of your enploynment, you shall be granted the
following equity awards: an initial two-year grant of: (i) 150,000 stock
appreciation rights (SARs) at fair market value on the date of grant, which
SARs shal |l becone exercisable ratably over a three-year period; and (ii) 25,000
restricted stock units (RSUs), which RSUs shall becone exercisable ratably over
a five-year period. Each such award shall termnate ten years fromthe date of
grant. You will also be considered for additional grants of equity at a |eve
conmensurate with your position, although all possible future grants of equity
awards shall be at the sole discretion of the Conpensation Commttee of the
Board of Directors of the Conpany. In addition, to the extent that, subsequent
to the date hereof, the Conpensation Committee exercises its discretion to
accelerate or nodify the equity award of any officer or director of the
Conpany, your equity award will be treated no | ess favorably than those of such
other officer or director; provided, that this sentence shall not be applicable
to any such acceleration or nodification that is in connection with the
occurrence of a nerger, consolidation, business conbination, sale of all or
substantially all of the assets or stock, or any sinilar corporate transaction
in each case involving solely a subsidiary or business unit of the Company (and
the officers thereof) other than Kids Line. 5. BENEFITS. You shall be eligible
to participate in all Kids Line's pension, life insurance, hospitalization,
maj or nedi cal and ot her enpl oyee benefit plans, and their successor and/or

repl acenent plans (to the extent that they continue to be offered to eligible
enpl oyees). You shall also be eligible for any new or enhanced enpl oyee benefit
pl ans general ly applicable to senior executives of Kids Line that are approved
by the Conpensation Commttee of the Conpany in the future. You acknow edge
that the Kids Line's existing 401(k) plan is likely to be nodified; however,
you shall be entitled to at |least the | evel of 401(k) benefits applicable to

ot her executives of Kids Line. 6. VACATION. You will be eligible for three
weeks paid vacation per year in accordance with Kids Line's policies. You wll
al so continue to be entitled to the paid holidays and other paid | eave set
forth in Kids Line's policies. 7. SEVERANCE. In the event that you are

term nated fromthe Company for reason other than cause or other than your own
vol untary resignation, you will be eligible to receive severance in accordance
with the Conpany's severance policy for Donestic Vice Presidents (and above), a
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copy of which is attached hereto as Exhibit A (the "VP Policy"); provided, that
you will at all tinmes be entitled to a severance period equal to two tines (2X)
the severance provided in the VP Policy up to a maxi mum of twel ve nonths.

Ref erences in the VP Policy to (i) "Company" shall be read as references to
"Kids Line", (ii) "the New York nmetropolitan area" shall be read as references
to "the Los Angeles netropolitan area" and (iii) "the Change-in-Contro
Severance Pl an" shall be disregarded, as such plan has been term nated. "Cause"
shal | be defined as (A) refusal or repeated failure by you to performyour
duties as an enpl oyee of Kids Line or the Conpany, which is not fully renedied
(to the extent reasonably possible to be renedied) within 15 days after Kids

Li ne or the Conpany gives you notice thereof; (B) gross negligence or willfu

m sconduct by you in connection with your enploynent by Kids Line or the
Conpany; (C) m sappropriation or fraud with regard to Kids Line or the Conpany
or Its assets; or (D) conviction of, or the pleading of guilty or nolo
contendere to, a felony or, to the extent involving the assets or business of
Ki ds Line or the Company, a m sdeneanor or other crininal offense.

8. TERM Enploynent with Kids Line or the Enployer Goup is "at will" and
not hi ng cont ai ned herein shall be construed to represent a specific term or
guarantee of continuing enploynent, nor limt in any way the right of Kids Line
or the Enployer Group to terminate or nodify your enploynment, with or w thout
Cause; provided, that the provisions of paragraph 7 above shall survive any
term nation of enploynent. 9. CONFI DENTIALITY. You shall, during and after your
enpl oyment by Kids Line or the Enpl oyer Group and except in connection with
perform ng services on behalf of (or for the benefit of) any menmber of the

Enpl oyer Group, keep secret and retain in the strictest confidence al
confidential, proprietary and non-public natters, tangible or intangible, of or
related to the Enpl oyer Group, its stockholders, subsidiaries, affiliates,
successors, assigns, officers, directors, attorneys, fiduciaries,
representatives, enployees, |icensees and agents including, without linmitation
trade secrets, business strategi es and operations, customer lists,

manuf acturers, material suppliers, financial information, personne

information, |egal advice and counsel obtained from counsel, information
regarding litigation, actual, pending or threatened, research and devel opnent,
identities and habits of enployees and agents and busi ness rel ati onshi ps, and
shal |l not disclose themto any person, entity or any federal, state or |oca
agency or authority, except as may be required by |aw. Notwi thstanding the
foregoing, nothing in this Agreenent or el sewhere shall prohibit you from
nmaki ng any statenment or disclosure: (i) to the extent required by law, (ii) to
the extent required by subpoena or other |egal process (upon receipt of which
you shall inmediately give Kids Line and the Conpany witten notice thereof in
order to afford the same an opportunity to contest such disclosure); (iii) with
the Enployer Goup 's prior witten consent; or (iv) in confidence to an
attorney for the purpose of obtaining | egal advice. Upon termnation of your
enpl oyment with Kids Line or the Enployer Group, you shall return to Kids Line
or anot her menber of the Enmpl oyer Group, as the case may be, all confidential
proprietary and non-public materials, and any other property of Kids Line or
the Enpl oyer Group, in your possession. 10. NONSCLI Cl TATI ON. You agree that
during your employment by Kids Line or the Enployer Goup and for twelve nonths
thereafter (the "Post-Enmpl oynment Period"), you shall not, directly or
indirectly, solicit the enploynment or retention of (or attenpt, directly or
indirectly, to solicit the enploynent or retention of or participate in or
arrange the solicitation of the enploynent or retention of) any person who is
to your know edge then enpl oyed or retained by any nmenber of the Enpl oyer
Group. 11. NONDI SPARAGEMENT. You shall, after your enploynent with Kids Line or
the Enployer Goup has termnated, refrain fromany action that could
reasonably be expected to harmthe reputation or goodw || of any nenmber of the
Enpl oyer Group and any sharehol der hol di ng nore than 5% of any such menber's
voting securities, including, without limtation, naking derogatory coments
about the character or ability of any directors, officers, enployees,
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sharehol ders, agents or representatives of any menber of the Enpl oyer G oup.

12. REMEDY FOR BREACH AND MODI FI CATI ON. You acknow edge that the provisions of
this Agreenment are reasonabl e and necessary for the protection of the Enpl oyer
Group and that the Enployer Group nmay be irreparably danmaged if these

provi sions are not specifically enforced. Accordingly, you agrees that, in
addition to any other relief or remedies available to the Enpl oyer G oup, the
Enpl oyer Group shall be entitled to seek appropriate tenporary, prelimnary and
per manent injunctive or other equitable relief for the purposes of restraining
you from any actual or threatened breach of or otherw se enforcing these

provi sions and no bond or security will be required in connection therewith. In
addi tion, notw thstanding any provision in this Agreenment to the contrary, if
you breach any of the provisions of Sections 9, 10 or 11 of this Agreenment at
any time and such breach is either (x) willful and not inconsequential or (y)
in a material respect and not cured pronptly after notice fromthe Enpl oyer
Group, you shall not thereafter be entitled to any paynents or benefits under
this Agreenment or any severance program 13. SEVERABILITY. |If any provision of
this Agreement is deened invalid or unenforceable, such provision shall be
deenmed nodified and limted to the extent necessary to make it valid and
enforceabl e. 14. RELOCATION. Kids Line shall pay for expenses, docunented in
accordance with Kids Line policy, relating to your tenporary housing for a
period of two nonths and the packi ng and novenment of your househol d goods, as
well as roundtrip airfare to San Francisco for a maxi mum of 50% of weekends
during such two-nonth relocation period, all subject to a pre-approved budget.
Kids Line and the Enpl oyer Group reserve the right to change or nodify these
prograns. Subject to paragraph 7 above, enploynment with Kids Line and/or the
Enpl oyer Group is considered "at-will" and does not represent a specific
guarantee. David, | want to wel cone you to the Conpany and wi sh you much
success in your new position. Very truly yours, /s/ Bruce G Crain Bruce G
Crain

Presi dent and CEO

Kid Brands, Inc. ACCEPTED AND AGREED: /s/ David Sabin Date: Decenber 7, 2009
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Exhi bit 10.41February 17, 2010 M. Richard F. Schaub, Jr.

( Addr ess)

Dear Rick: | ampleased to offer you the followi ng position with Sassy, Inc.
("Sassy"), a wholly-owned subsidiary of Kid Brands, Inc. (the "Conpany", and
together with each subsidiary of the Conpany, the "Enployer G oup"). Your

enpl oyment with Sassy will include the follow ng: 1. RESPONSIBI LI Tl ES.

Ef fective February 17, 2010, you will serve as President of Sassy. Your
responsibilities may also include other activities on behalf of the Enpl oyer
Group, to be determned in consultation with the CEO and Board of Directors of
the Conpany and you. You shall devote substantially all of your business tine,
effort and energies to the business of Sassy; provided, however, that
notw t hst andi ng the foregoing, you may serve on the board of directors of a
reasonabl e nunber of trade associations and/or charitable organizations, as

| ong as such activities do not individually or in the aggregate interfere with
the proper performance of your duties and responsibilities hereunder in any
material respect. 2. BASE COVWPENSATI ON. Your base salary, effective upon the
commencenent of your enploynment, will be at an annual rate of $275,000 and wil|
be payabl e bi-weekly in accordance with Sassy's normal payroll practices. Your
base salary shall at no tine be | owered bel ow $275, 000 wi t hout your consent. 3.
| NCENTI VE COVPENSATI ON. You shall be eligible to participate in the Conmpany's
I ncentive Conpensation ("IC') program For 2010, your |C Factor (as defined in
the 1C progran), shall be 50% with the opportunity to earn as nuch as 75% of
your earned base salary. Paynment of the I C bonus (or portion thereof) is

predi cated upon neeting both objective and subjective perfornmance standards
established for the applicable year, which will be established annually by the
Conpensation Conmittee of the Board of Directors of the Conmpany, in
consultation with the CEO of the Conpany and you. The objective portion of the
2010 I1C programis likely to be based | argely on achi evenent of Sassy's 2010
budgeted EBITDA. In order to receive the IC bonus (or any portion thereof), you
nmust be actively enployed by the Enployer Goup at the tine of the paynent
(typically follow ng receipt of audited results for the relevant fiscal year).

4. STOCK OPTIONS. As of the close of business on the fifth (5th) business day
foll owi ng the commencenent of your enploynment, you shall be granted the
following equity awards: (i) 30,000 stock appreciation rights (SARs) at fair
mar ket val ue on the date of grant; and (ii) 10,000 restricted stock units
(RSUs), with each such equity award becom ng exercisable ratably over a
five-year period. Each such award shall terminate ten years fromthe date of
grant. You will also be considered for additional grants of equity at a |eve
conmensurate with your position, although all possible future grants of equity
awards shall be at the sole discretion of the Conpensation Comrittee of the
Board of Directors of the Conpany. In addition, to the extent that, subsequent
to the date hereof: (A) a Business Conbination (as defined in the Conpany's
current Equity Incentive Plan (the "Plan")) is consunmated; and (B) in
connection with such Business Conbi nation, your equity awards are not treated
in accordance with either clause (i) or clause (ii) of Section 14.2 of the
Plan; and (C) the Conpensation Commttee exercises its discretion to accelerate
or otherwise modify the equity award of any officer of any subsidiary of the
Conpany ot her than the current President of Kids Line (not including any

of ficer of the Conpany's Corporate group or any nenber of the Conpany's Board
of Directors), your equity award will be treated no |l ess favorably than those
of such other officer; provided, that this sentence shall not be applicable to
any such acceleration or nodification that is in connection with the
consummati on of a Busi ness Conbi nation involving solely a subsidiary or

busi ness unit of the Conpany (and the officers thereof) other than Sassy. 5.
BENEFI TS. (a) You shall be eligible to participate in all Sassy's 401(k), life
i nsurance, hospitalization, major nedical and ot her enpl oyee benefit plans, and
their successor and/or replacenent plans that are generally provided to al
other officers of Sassy (to the extent that they continue to be offered to
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eligible enpl oyees). You shall also be eligible for any new or enhanced

enpl oyee benefit plans generally provided to all other officers of Sassy that
are approved by the Conpensation Committee of the Conpany in the future. In
addition, Sassy agrees that it will reinburse you, upon receipt of required
docunentation, for any COBRA prem uns that you pay for the 90 day period during
which you are not eligible for Sassy nedical benefits. (b) Sassy further agrees
to rei nburse you for reasonabl e tenporary housi ng and coach cl ass
transportati on expenses associated with your required business travel to
Kentwood, M chigan for a period of up to fifteen (15) nonths, as required. In
addition, in the event that Sassy requests that you relocate the principa
executive office to any location within the United States east of the

M ssi ssippi River, you agree to accept such relocation and, in connection
therewith, Sassy agrees to reinburse you for any docunented out - of - pocket

rel ocati on expenses directly related to a nove requested by Sassy in an
aggregate anmpunt not to exceed $45, 000, together with a reasonabl e number of
pre-approved trips for you and your spouse for the purpose of facilitating any
such nove; provided, that in the event such relocation allowance is deened to
be taxabl e incone to you, Sassy will reinburse you an additional anmount equa
to the incone taxes actually paid and directly related to the inclusion of such
rel ocation all owance in your ordinary incone.

6. VACATION. You will be eligible for three weeks paid vacation per year in
accordance with Sassy's policies in effect fromtinme to tinme. You will also
continue to be entitled to the paid holidays and other paid | eave set forth in
Sassy's policies in effect fromtime to time. 7. EXPENSES. In addition, during
the termhereof, you shall be entitled to receive pronpt rei nbursenent for al
reasonabl e expenses incurred by you in accordance with the policies, practices
and procedures of Sassy in effect generally with respect to officers of Sassy,
whi ch shall include the requirenent that you submt paid receipts or other
docunent ati on acceptable to Sassy and as required by the Internal Revenue
Service to qualify as ordinary and necessary busi ness expenses under the

I nternal Revenue Code of 1986, as anmended. All business travel expenses

rei mbursabl e pursuant to paragraph 5(b) or otherw se shall be either
pre-approved by the CEO of the Conmpany or shall be consistent with a
pre-approved travel plan. 8. SEVERANCE. In the event that you are termn nated
from Sassy for reason other than cause or other than your own voluntary
resignation, you will be eligible to receive severance in accordance with the
Conpany's severance policy for Donestic Vice Presidents (and above), a copy of
which is attached hereto as Exhibit A (the "VP Policy"). References in the VP
Policy to (i) "Company" shall be read as references to "Sassy", (ii) "the New
York netropolitan area" shall be read as references to the area within the
United States east of the Mssissippi River until your initial relocation on
behal f of Sassy, and shall thereafter be read as references to the area | ocated
wi thin an approxi mate one hour driving distance fromyour principal place of
enpl oyment inmmediately followi ng such initial relocation, and (iii) "the
Change-in-Control Severance Plan" shall be disregarded, as such plan has been
term nated. "Cause" shall be defined as (A) refusal or repeated failure by you
to performyour duties as an enpl oyee of Sassy, which is not fully renmedied (to
the extent reasonably possible to be renedied) within 15 days after Sassy gives
you notice thereof; (B) gross negligence or willful msconduct by you in
connection with your enploynment by Sassy; (C msappropriation or fraud with
regard to Sassy, the Enployer Group or its assets; or (D) conviction of, or the
pl eading of guilty or nolo contendere to, a felony or, to the extent involving
the assets or business of Sassy or the Enployer G oup, a msdeneanor or other
crimnal offense. By way of supplement to the VP Policy, in the event Sassy
breaches the | ast sentence of paragraph 2 hereof, you shall be entitled to

term nate your enploynent for "good reason", in which event such term nation
shal |l be deenmed to be a term nation w thout cause for purposes of the VP
Policy. 9. TERM Enploynent with Sassy is "at will" and nothing contained

herein shall be construed to represent a specific termor guarantee of
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continuing enploynent, nor limt in any way the right of Sassy to term nate or
nodi fy your enploynent, with or w thout Cause; provided, that the provisions of
par agraph 8 above shall survive any termi nation of enploynent.

10. CONFI DENTI ALI TY. You shall, during and after your enploynent by Sassy and
except in connection with performng services on behalf of (or for the benefit
of ) Sassy or any nenber of the Enpl oyer G oup, keep secret and retain in the
strictest confidence all confidential, proprietary and non-public matters,
tangi ble or intangible, of or related to Sassy or the Enployer G oup, and their
respecti ve stockhol ders, subsidiaries, affiliates, successors, assigns,
officers, directors, attorneys, fiduciaries, representatives, enployees,

i censees and agents including, without limtation, trade secrets, business
strategi es and operations, custoner lists, supplier lists, custoner and
supplier information, nmanufacturers, financial information, personne
information, |egal advice and counsel obtained fromcounsel, information
regarding litigation, actual, pending or threatened, research and devel opnent,
identities and habits of enployees and agents and busi ness rel ati onshi ps, and
shal |l not disclose themto any person, entity or any federal, state or |oca
agency or authority, except as may be required by |aw. Notwi thstanding the
foregoing, nothing in this Agreenent or el sewhere shall prohibit you from
nmaki ng any statenment or disclosure: (i) to the extent required by law, (ii) to
the extent required by subpoena or other |egal process (upon receipt of which
you shall inmediately give Sassy and the Conpany witten notice thereof in
order to afford the same an opportunity to contest such disclosure); (iii) with
Sassy's or the Enployer Group's prior witten consent; or (iv) in confidence to
an attorney for the purpose of obtaining | egal advice. Upon term nation of your
enpl oyment with Sassy, you shall return to Sassy or another menber of the

Enpl oyer Group, as the case may be, all confidential, proprietary and
non-public materials, and any other property of Sassy or the Enployer Goup, in
your possession. 11. NON- COMPETE; NONSOLI CI TATI ON. You agree that during your
enpl oyment by Sassy and for a period thereafter during which you receive any
severance payments hereunder (the "Post-Enpl oynent Period"), you shall not,
directly or indirectly, engage or be interested in (as owner, partner

st ockhol der, enpl oyee, director, officer, agent, fiduciary, consultant or
otherwi se), with or wi thout conpensation, any business whose products or
activities conpete in whole or in part with the products or activities of any
menber of the Enployer G oup anywhere within the United States or in any other
jurisdiction in which any nenber of the Enployer G oup offers products for
sal e, provided, however, that you may purchase or otherw se acquire up to (but
not nmore than) two percent of any class of securities of any enterprise (but

wi t hout otherwi se participating in the activities of such enterprise) if such
securities are listed on any national or regional securities exchange or have
been regi stered under Section 12(g) of the Securities Exchange Act of 1934; and
provided, further, in the event that you obtain "gainful enploynent" as
provided in the VP Policy and your severance termnates as a result thereof,
the restriction set forth in this sentence shall no | onger be applicable. You
al so agree that for a period of one year following the term nation of your

enpl oyment, you shall not, directly or indirectly, solicit the enploynent or
retention of (or attenpt, directly or indirectly, to solicit the enpl oynment or
retention of or participate in or arrange the solicitation of the enploynent or
retention of), or accept if offered with or without solicitation the services
of , any person who is to your know edge then enpl oyed or retained by any menber
of the Enployer Group. You acknow edge and agree that the scope described in
this paragraph 11 is necessary and reasonable in order to protect the Enployer
Group in the conduct of its business.
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12. NONDI SPARAGEMENT. You shall, after your enploynment with Sassy has

term nated, refrain fromany action that could reasonably be expected to harm
the reputation or goodw || of Sassy or any nenber of the Enployer G oup and any
shar ehol der hol di ng nore than 5% of any such nenber's voting securities,

i ncluding, without |inmitation, naking derogatory coments about the character
or ability of any directors, officers, enployees, sharehol ders, agents or
representatives of any nenber of the Enpl oyer Group. Each nmenber of the

Enpl oyer Group shall, after your enploynent with Sassy has term nated, refrain
fromany action that could reasonably be expected to harm your reputation

i ncluding, without linmitation, naking derogatory coments about your character
or ability. 13. I NVENTIONS. You recognize and agree that all inventions,
conceptions, patents, copyrights, copyright designs, trade secrets, trademarks,
processes, discoveries, inprovenents, enhancenents, software, source code,

cat al ogues, prints, business applications and other devel opnents or

i nprovenents and all other intellectual property and proprietary rights and any
derivative work based thereon (the "lInventions") nade, conceived or conpleted
by you, alone or with others, during the term of your enploynent, whether or
not during working hours, that are within the scope of Sassy or the Enpl oyer
Group' s business operations or that relate to any of Sassy or the Enployer
Group's work or projects are the sole and excl usive property of Sassy or the
Enpl oyer Group. You further agree that: (i) you will pronptly disclose al

I nventions (which pursuant to this paragraph 13 are the sole and excl usive
property of Sassy) to Sassy and hereby assign to Sassy all present and future
rights you have or may have in those Inventions, including without limtation
those relating to patent, copyright, trademark or trade secrets; and (ii) al

I nventions eligible under the copyright aws are "work made for hire." At the
request of Sassy and at Sassy's sole cost and expense, you will do all things
deened by Sassy to be reasonably necessary to perfect title to the Inventions
in Sassy or another menber of the Enployer Group and to assist in obtaining for
Sassy or such ot her nenber of the Enployer G oup such patents, copyrights or

ot her protection as may be provided under |aw and desired by Sassy, including
but not Iimted to executing and signing any and all relevant applications,
assignments or other instruments. Notw thstanding the foregoing, Sassy hereby
notifies you that the provisions of this paragraph 13 shall not apply to any

I nventions for which no equi pnent, supplies, facility or trade secret

i nformati on of Sassy or the Enployer G oup was used and whi ch were devel oped
entirely on your own tinme, unless (a) the Invention relates (I) to the business
of Sassy or the Enployer Goup, or (Il) to actual or dempnstrably anticipated
research or devel opnent of Sassy or the Enployer Goup, or (b) the Invention
results fromany work perforned by you for Sassy or the Enployer G oup. 14.
REMEDY FOR BREACH AND MODI FI CATI ON. You acknow edge that the provisions of this
Agreenent are reasonabl e and necessary for the protection of Sassy and the

Enpl oyer Group and that Sassy and the Enployer G oup nmay be irreparably danmaged
if these provisions are not specifically enforced. Accordingly, you agree that,
in addition to any other relief or remedi es avail able to Sassy or the Enpl oyer
Group, Sassy or the Enployer Group shall be entitled to seek appropriate
temporary, prelimnary and permanent injunctive or other equitable relief for
the purposes of restraining you fromany actual or threatened breach of or

ot herwi se enforcing these provisions and no bond or security will be required
in connection therewith. In addition, notw thstanding any provision in this
Agreenent to the contrary, if you breach any of the provisions of paragraphs
10, 11, 12 or 13 of this Agreenent at any tine and such breach is either (x)

wi Il ful and not inconsequential or (y) in a material respect and not cured
promptly after notice from Sassy or the Enployer G oup, you shall not
thereafter be entitled to any paynents or benefits under this Agreenment or any
severance program 15. SEVERABILITY. If any provision of this Agreement is
deened invalid or unenforceable, such provision shall be deenmed nodified and
l[imted to the extent necessary to nmake it valid and enforceable.
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16. CONFLI CTS. The execution and delivery of this Agreenent by you does not
conflict with, or result in a breach of or constitute a default under, any
agreement or contract, whether oral or witten, to which you are a party or by
whi ch you may be bound. In addition, you have infornmed Sassy of, and provided
Sassy with copies of, any non-conpetition, confidentiality, work-for-hire or
simlar agreements to which you are subject or bound. 17. ARBI TRATI ON. Any
claimor dispute arising out of or relating to this Agreenent, or the breach
term nation or validity of this Agreenent, or your enploynment with Sassy or the
term nation thereof (a "Dispute") shall be submitted for de novo review in
arbitration in accordance wth the procedures set forth in this paragraph 17. A
party that wishes to initiate the arbitration of a Dispute (the "Initiating
Party") shall give notice of its demand for arbitration to the other party;

that notice nust include a description of the Dispute in reasonable detail and
a specific description of the relief sought by the Initiating Party, including
a proposed formof award by the arbitrator. Wthin fifteen (15) business days
after that notice is given, the other party or parties (each, a "Responding
Party") shall give notice to the Initiating Party including a statenment as to
whether it wi shes to subnmit to the arbitration a Dispute that varies from or
is in addition to, the Dispute described in the Initiating Party's notice and a
specific description of the relief sought by the Responding Party, including a
proposed formof award by the arbitrator. If a Responding Party's notice
describes a Dispute that varies from or is in addition to, the Dispute
described in the Initiating Party's notice, the Initiating Party may, by notice
to the Responding Party within ten (10) business days after the Responding
Party's notice is given, nodify the description of i1ts requested relief,

i ncl udi ng the proposed formof award by the arbitrator, to take account of the
Di spute as described in the Responding Party's notice. The arbitration shall be
conducted in Newark, New Jersey before a single arbitrator in accordance wth
the rules of the Anerican Arbitration Association. Each party shall bear its
own fees and expenses of arbitration hereunder, including the fees and expenses
of its lawyers, representatives, and w tnesses, and shall share equally wth
the other party all other costs of the arbitration, including the fees and
expenses of the arbitrators. The arbitrator shall have the authority to award
attorneys fees and costs to a party if the arbitrator determ nes that the
positions asserted by the party agai nst whom such attorneys fees and costs are
awar ded, | acked a reasonable basis. Wth the exception of paragraph 1 and the

| ast sentence of paragraph 2 hereof, Sassy reserves the right to change or

nodi fy these prograns. Subject to paragraph 8 above, enploynent with Sassy is

considered "at-will" and does not represent a specific guarantee.
6
Rick, I want to welcone you to the Conpany and wi sh you much success in your

new position. Very truly yours, /s/ Bruce G Crain Bruce G Crain

Presi dent and CEO

Kid Brands, Inc. ACCEPTED AND AGREED: /s/ Richard F. Schaub, Jr. Date: February
17, 2010
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Exhi bit 21. 1KI D BRANDS

COVPANY NAME
Kid Brands, |nc.
Ki ds Line, LLC

Kids Line Australia Pty Ltd.
Kids Line UK Limted

Sassy, Inc.

| & J Hol dCo,
LaJobi, Inc.
CoCalLo, Inc.

RB Tradenmar k Hol dco,

I nc.

LLC

Russ Berrie & Co. West (inactive)
(inactive)
(i nactive)

BOA Done,
P/ F Done,

Fl uf N
RBTACQ
RBCACQ,

I nc.
I nc.
St uf,
I nc.
I nc.

I nc.

(inactive)

(inactive)
(i nactive)

Russ Berrie (Holdings) Limted (inactive)
Russ Berrie (Deutschland) GrbH (inactive)
Russ Berrie (GCsterreich) GrbH (inactive)
Russ Berrie (Benelux) B.V. (inactive)

I NC. AND SUBSI DI ARI ES

JURI SDI CTI ON CF
ORGANI ZATI ON
New Jer sey
Del awar e
Australia
Engl and
Il1linois
Del awar e
Del awar e
California
Del awar e
California
West Virginia
Pennsyl vani a
Pennsyl vani a
Chio
California
Engl and
Cer many
Austria
Hol | and
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Exhi bit 23CONSENT OF | NDEPENDENT REQ STERED PUBLI C ACCOUNTI NG FI RMrhe Board of
Directors

Kid Brands, Inc.: W consent to the incorporation by reference in the
registration statenents (Nos. 2-96238, 2-96239, 2-96240, 33-10779, 33-26161
33-27406, 33-27897, 33-27898, 33-51823, 333-70081, 333-76248 and 333-111853) on
Form S-8, and No. 333-164461 on Form S-3, as anended, of Kid Brands, Inc. of
our report dated March 26, 2010, with respect to the consolidated bal ance
sheets of Kid Brands, Inc. and subsidiaries as of Decenber 31, 2009 and 2008,
and the rel ated consolidated statenments of operations, shareholders' equity and
conpr ehensive i ncome (loss), and cash flows, for each of the years in the
three-year period ended Decenber 31, 2009, the related financial statenent
schedul e, and the effectiveness of internal control over financial reporting as
of Decenber 31, 2009, which report appears in the Decenber 31, 2009 Annua
Report on Form 10-K of Kid Brands, Inc. Qur report with respect to the

consol idated financial statenents, refers to the Conpany's change in its nethod
of accounting for financial assets and liabilities on January 1, 2008 due to
the adoption of the standard on accounting for fair val ue neasurenents and the
change in its nmethod of accounting for uncertain inconme tax positions on
January 1, 2007 due to the adoption of the standard on accounting for uncertain
tax positions. /s/ KPMG LLP Short Hills, New Jersey March 26, 2010
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Exhi bit 31. 1CERTI FI CATIONSI, Bruce G Crain, certify that: 1. | have revi ewed
this Annual Report on Form 10-K for the year ended Decenber 31, 2009 of Kid
Brands, Inc. 2. Based on ny know edge, this report does not contain any untrue
statement of a material fact or omt to state a nmaterial fact necessary to make
the statenments made, in |ight of the circunstances under which such statenents
were made, not msleading with respect to the period covered by this report; 3.
Based on ny know edge, the financial statenments, and other financia

information included in this report, fairly present in all material respects
the financial condition, results of operations and cash flows of the registrant
as of, and for, the periods presented in this report; 4. The registrant's other
certifying officer and | are responsible for establishing and maintaining

di scl osure controls and procedures (as defined i n Exchange Act Rul es 13a--15(e)
and 15d--15(e)) and internal control over financial reporting (as defined in
Exchange Act Rul es 13a--15(f) and 15d--15(f)) for the registrant and have: (a)
Desi gned such di sclosure controls and procedures, or caused such disclosure
controls and procedures to be desi gned under our supervision, to ensure that
material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared; (b) Designed such
internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable
assurance regarding the reliability of financial reporting and the preparation
of financial statements for external purposes in accordance with generally
accepted accounting principles; (c) Evaluated the effectiveness of the
registrant's disclosure controls and procedures and presented in this report
our concl usions about the effectiveness of the disclosure controls and
procedures, as of the end of the period covered by this report based on such
eval uation; and (d) Disclosed in this report any change in the registrant's
internal control over financial reporting that occurred during the registrant's
nost recent fiscal quarter (the registrant's fourth fiscal quarter in the case
of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant's internal control over financial reporting;
and 5. The registrant's other certifying officer and | have discl osed, based on
our nost recent evaluation of internal control over financial reporting, to the
registrant's auditors and the audit comittee of the registrant's board of
directors (or persons perforning the equivalent functions): (a) Al significant
deficiencies and materi al weaknesses in the design or operation of interna
control over financial reporting which are reasonably Iikely to adversely
affect the registrant's ability to record, process, sunmarize and report
financial information; and (b) Any fraud, whether or not material, that

i nvol ves managenent or other enpl oyees who have a significant role in the
registrant's internal control over financial reporting.

Date: March 26, 2010 /s/ BRUCE G CRAIN
Bruce G Crain
Presi dent and Chi ef Executive Oficer

A signed original of this witten statenent has been provided to Kid Brands,
Inc. and will be retained by Kid Brands, Inc. and furnished to the Securities
and Exchange Conmi ssion or its staff upon request.
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Exhi bit 31.2CERTI FI CATIONSI, Guy A. Paglinco, certify that: 1. | have revi ewed
this Annual Report on Form 10-K for the year ended Decenber 31, 2009 of Kid
Brands, Inc. 2. Based on ny know edge, this report does not contain any untrue
statement of a material fact or omt to state a nmaterial fact necessary to make
the statenments made, in |ight of the circunstances under which such statenents
were made, not msleading with respect to the period covered by this report; 3.
Based on ny know edge, the financial statenments, and other financia

information included in this report, fairly present in all material respects
the financial condition, results of operations and cash flows of the registrant
as of, and for, the periods presented in this report; 4. The registrant's other
certifying officer and | are responsible for establishing and maintaining

di scl osure controls and procedures (as defined i n Exchange Act Rul es 13a--15(e)
and 15d--15(e)) and internal control over financial reporting (as defined in
Exchange Act Rul es 13a--15(f) and 15d--15(f)) for the registrant and have: (a)
Desi gned such di sclosure controls and procedures, or caused such disclosure
controls and procedures to be desi gned under our supervision, to ensure that
material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared; (b) Designed such
internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable
assurance regarding the reliability of financial reporting and the preparation
of financial statements for external purposes in accordance with generally
accepted accounting principles; (c) Evaluated the effectiveness of the
registrant's disclosure controls and procedures and presented in this report
our concl usions about the effectiveness of the disclosure controls and
procedures, as of the end of the period covered by this report based on such
eval uation; and (d) Disclosed in this report any change in the registrant's
internal control over financial reporting that occurred during the registrant's
nost recent fiscal quarter (the registrant's fourth fiscal quarter in the case
of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant's internal control over financial reporting;
and 5. The registrant's other certifying officer and | have discl osed, based on
our nost recent evaluation of internal control over financial reporting, to the
registrant's auditors and the audit comittee of the registrant's board of
directors (or persons perforning the equivalent functions): (a) Al significant
deficiencies and materi al weaknesses in the design or operation of interna
control over financial reporting which are reasonably Iikely to adversely
affect the registrant's ability to record, process, sunmarize and report
financial information; and (b) Any fraud, whether or not material, that

i nvol ves managenent or other enpl oyees who have a significant role in the
registrant's internal control over financial reporting.

Date: March 26, 2010 /s/ GUY A PAGLI NCO
Guy A. Paglinco
Vice President - Chief Financial Oficer
(principal financial officer and principa
accounting officer)

A signed original of this witten statenment has been provided to Kid Brands,
Inc. and will be retained by Kid Brands, Inc. and furnished to the Securities
and Exchange Conmission or its staff upon request.
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Exhi bit 32. 1CERTI FI CATI ON OF CHI EF EXECUTI VE OFFI CER
REQUI RED BY SECTI ON 906 OF THE SARBANES- OXLEY ACT OF 2002 I n connection
with the annual report of Kid Brands, Inc. (the "Conpany") on Form 10-K for the
year ended Decenber 31, 2009, as filed with the Securities and Exchange
Conmi ssion on the date hereof (the "Report"), I, Bruce G Crain, President and
Chi ef Executive O ficer of the Conpany, certify, pursuant to 18 U S.C. Section
1350, as adopted pursuant to Section 906 of the Sarbanes-Oxl ey Act of 2002,
t hat:

1. The Report fully conplies with the requirenments of section 13(a) or 15(d) of
the Securities Exchange Act of 1934; and

2. The information contained in the Report fairly presents, in all nmateria
respects, the financial condition and results of operations of the Conpany.

March 26, 2010

/s/ BRUCE G. CRAIN

Bruce G Crain

Presi dent and Chi ef Executive Oficer

A signed original of this witten statenment required by Section 906 has been
provided to Kid Brands, Inc. and will be retained by Kid Brands, Inc. and
furnished to the Securities and Exchange Conmission or its staff upon request.
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Exhi bit 32. 2CERTI FI CATI ON OF CHI EF FI NANCI AL OFFI CER
REQUI RED BY SECTI ON 906 OF THE SARBANES- OXLEY ACT OF 2002 I n connection
with the annual report of Kid Brands, Inc. (the "Conpany") on Form 10-K for the
year ended Decenber 31, 2009, as filed with the Securities and Exchange
Conmi ssion on the date hereof (the "Report"), |, GQuy A Paglinco, Vice
President -- Chief Accounting O ficer and Interim Chief Financial Oficer (and
principal financial officer) of the Conpany, certify, pursuant to 18 U S.C
Section 1350, as adopted pursuant to Section 906 of the Sarbanes- Oxl ey Act of
2002, that:

1. The Report fully conplies with the requirements of section 13(a) or 15(d) of
the Securities Exchange Act of 1934; and

2. The information contained in the Report fairly presents, in all nateria
respects, the financial condition and results of operations of the Conpany.

Date: March 26, 2010

/sl GQUY A PAGLI NCO

Guy A Paglinco

Vice President -Chief Financial Oficer
(principal financial officer and principa
accounting officer)

A signed original of this witten statenment required by Section 906 has
been provided to Kid Brands, Inc. and will be retained by Kid Brands, Inc. and
furnished to the Securities and Exchange Conmission or its staff upon request.
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