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Special Note Regarding Forward-Looking Statements
 

This quarterly report on Form 10-Q, including the information incorporated by reference herein, contains “forward-looking statements” within the
meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended, which includes
information concerning our plans; objectives; goals; strategies; future events; future revenues or performance; the impact of the macroeconomic environment
in both the U.S. and internationally on sales and our business segments; strategic long-term investments; changes in capital expenditures; consumer
confidence and the availability of consumer financing; changes in interest rates; litigation and similar issues; changes in foreign tax rates and changes in tax
laws generally, including the ability to utilize tax loss carry forwards; the outcome of pending tax audits or other tax proceedings; financial flexibility; the
impact of initiatives to respond to increased levels of competition in our industry; the impact of initiatives to accelerate growth, expand market share and
attract sales; efforts to expand business within established accounts, improve account productivity, reduce costs and operating expenses and improve
manufacturing productivity; changing commodity costs; initiatives to improve gross margin; the vertical integration of our business; the development, rollout
and market acceptance of new products; the efficiency and effectiveness of our advertising campaigns and other marketing programs; our ability to further
invest in the business and in brand awareness; our ability to meet financial obligations and continue to comply with the terms of our credit facilities, including
financial ratio covenants; effects of changes in foreign exchange rates on our reported earnings; our expected sources of cash flow; our ability to effectively
manage cash; our ability to align costs with sales expectations; and  our ability to successfully integrate Sealy Corporation (“Sealy”) into the Company’s
operations and realize cost and revenue synergies and other benefits from the transaction, including expectations regarding product offerings, growth
opportunities, value creation, and financial strength. Many of these statements appear, in particular, under the heading “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” in ITEM 2 of Part I of this report. When used in this report, the words “estimates,” “expects,”
“anticipates,” “projects,” “proposed,” “plans,” “intends,” “believes” and variations of such words or similar expressions are intended to identify forward-
looking statements. These forward-looking statements are based upon our current expectations and various assumptions. There can be no assurance that we
will realize our expectations or that our beliefs will prove correct.
    

There are a number of risks and uncertainties that could cause our actual results to differ materially from the forward-looking statements contained in
this report. There are important factors, many of which are beyond the Company’s control, that could cause our actual results to differ materially from those
expressed as forward-looking statements in this report, including the risk factors discussed under the heading “Risk Factors” under ITEM IA of Part II of this
report and under the heading “Risk Factors” under ITEM 1A of Part 1 of our Annual Report on Form 10-K for the year ended December 31, 2012 and under
the heading “Risk Factors” under ITEM IA of Part II of our Quarterly Report on Form 10-Q for the quarter ended March 31, 2013. There may be other factors
that may cause our actual results to differ materially from the forward-looking statements.
    

All forward-looking statements attributable to us apply only as of the date of this report and are expressly qualified in their entirety by the cautionary
statements included in this report. Except as may be required by law, we undertake no obligation to publicly update or revise any of the forward-looking
statements, whether as a result of new information, future events, or otherwise.
 

When used in this report, except as specifically noted otherwise, the term “Tempur Sealy International” refers to Tempur Sealy International, Inc.
only, and the terms “Company,” “we,” “our,” “ours” and “us” refer to Tempur Sealy International, Inc. and its consolidated subsidiaries. When used in this
report, the term “Sealy” refers to Sealy Corporation and its historical subsidiaries.
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PART 1. FINANCIAL INFORMATION
 
ITEM 1. FINANCIAL STATEMENTS

TEMPUR SEALY INTERNATIONAL, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(In millions, except per common share amounts)

(Unaudited)

  Three Months Ended   Six Months Ended  
  June 30,   June 30,  
  2013   2012   2013   2012  

Net sales  $ 660.6  $ 329.5  $ 1,050.7  $ 713.9 
Cost of sales   405.7   162.6   607.4   341.0 
Gross profit   254.9   166.9   443.3   372.9 
Selling and marketing expenses   139.8   83.7   226.2   167.0 
General, administrative and other expenses   76.3   35.7   135.0   72.3 
Equity in earnings of unconsolidated affiliates   (1.1)   ―   (1.3)   ― 
Royalty income, net of royalty expense   (4.1)   ―   (5.1)   ― 
Operating income   44.0   47.5   88.5   133.6 
                 
Other expense, net:                 

Interest expense, net   35.7   4.1   63.6   8.2 
Other expense (income), net   1.6   (0.5)   3.1   ― 

Total other expense   37.3   3.6   66.7   8.2 
                 
Income before income taxes   6.7   43.9   21.8   125.4 
Income tax provision   (8.8)   (14.8)   (11.4)   (40.1)

Net (loss) income before non-controlling interest   (2.1)   29.1   10.4   85.3 
Less: Net (loss) attributable to non-controlling interest   (0.5)   ―   (0.5)   ― 
Net (loss) income attributable to Tempur Sealy International, Inc.  $ (1.6)  $ 29.1  $ 10.9  $ 85.3 
                 
(Loss) earnings per common share:                 

Basic  $ (0.03)  $ 0.46  $ 0.18  $ 1.35 
Diluted  $ (0.03)  $ 0.45  $ 0.18  $ 1.31 

Weighted average common shares outstanding:                 
Basic   60.4   62.9   60.2   63.4 
Diluted   60.4   64.3   61.5   65.0 

 
See accompanying Notes to Condensed Consolidated Financial Statements. 
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TEMPUR SEALY INTERNATIONAL, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
(In millions)
(Unaudited)

  Three Months Ended   Six Months Ended  
  June 30,   June 30,  
  2013   2012   2013   2012  
Net (loss) income including non-controlling interest  $ (2.1)  $ 29.1  $ 10.4   85.3 

Other comprehensive (loss) income, net of tax:                 
Foreign currency translation adjustments   (6.6)   (10.2)   (17.7)   (4.5)
Net change in unrecognized loss on interest rate swap   0.7   (0.5)   1.1   (0.9)

Other comprehensive (loss) income, net of tax   (5.9)   (10.7)   (16.6)   (5.4)
Comprehensive (loss) income   (8.0)   18.4   (6.2)   79.9 
Less: comprehensive loss attributable to non-controlling interest   (0.5)   ―   (0.5)   ― 
Comprehensive (loss) income attributable to Tempur Sealy International, Inc.  $ (7.5)  $ 18.4  $ (5.7)  $ 79.9 

 
See accompanying Notes to Condensed Consolidated Financial Statements.
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TEMPUR SEALY INTERNATIONAL, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS
(In millions)

 

  
June 30,

 2013   
December 31,

2012  
  (Unaudited)    
ASSETS     
     
Current Assets:     

Cash and cash equivalents  $ 101.4  $ 179.3 
Accounts receivable, net   331.6   129.8 
Inventories, net   179.6   93.0 
Receivable from escrow   —   375.0 
Prepaid expenses and other current assets   50.8   41.4 
Deferred income taxes   35.8   2.6 

Total Current Assets   699.2   821.1 
Property, plant and equipment, net   415.1   186.0 
Goodwill   747.9   216.1 
Other intangible assets, net   764.0   63.1 
Deferred income taxes   9.8   10.4 
Other non-current assets   80.3   16.3 

Total Assets  $ 2,716.3  $ 1,313.0 
         
LIABILITIES AND STOCKHOLDERS’ EQUITY         
         
Current Liabilities:         

Accounts payable  $ 150.1  $ 85.8 
Accrued expenses and other current liabilities   192.7   81.4 
Deferred income taxes   0.5   26.5 
Income taxes payable   18.4   15.5 
Current portion of long-term debt   39.4   — 

Total Current Liabilities   401.1   209.2 
Long-term debt   1,903.3   1,025.0 
Deferred income taxes   291.9   31.4 
Other non-current liabilities   82.4   25.1 

Total Liabilities   2,678.7   1,290.7 
         
Commitments and contingencies—see Note 12         
         
Redeemable non-controlling interest   10.8   ― 
         
Total Stockholders’ Equity   26.8   22.3 
Total Liabilities and Stockholders’ Equity  $ 2,716.3  $ 1,313.0 

 
See accompanying Notes to Condensed Consolidated Financial Statements. 
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TEMPUR SEALY INTERNATIONAL, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In millions)
(Unaudited)

  Six Months Ended  
  June 30,  
  2013   2012  
CASH FLOWS FROM OPERATING ACTIVITIES:     

Net income  $ 10.9  $ 85.3 
Adjustments to reconcile net income to net cash (used in) provided by operating activities:         

Depreciation and amortization   31.4   17.6 
Amortization of stock-based compensation   8.2   7.4 
Amortization of deferred financing costs   4.0   0.7 
Write-off of deferred financing costs   4.7   — 
Bad debt expense   (0.5)   1.3 
Deferred income taxes   (51.6)   (7.2)
Equity in earnings of unconsolidated affiliates   (1.3)   — 
Foreign currency adjustments and other   0.9   0.8 
Changes in operating assets and liabilities   (18.2)   (19.4)

Net cash (used in)  provided by operating activities   (11.5)   86.5 
         
CASH FLOWS FROM INVESTING ACTIVITIES:         

Acquisition of business, net of cash acquired   (1,172.9)   (1.7)
Purchases of property, plant and equipment   (19.3)   (20.6)
Other   2.1   — 

Net cash used in investing activities   (1,190.1)   (22.3)
         
CASH FLOWS FROM FINANCING ACTIVITIES:         

Proceeds from 2012 Credit Agreement   2,368.8   — 
Repayments of 2012 Credit Agreement   (926.6)   — 
Proceeds from issuance of Senior Notes   375.0   — 
Proceeds from 2011 Credit Facility   46.5   245.5 
Repayments of 2011 Credit Facility   (696.5)   (149.0)
Proceeds from issuance of common stock   5.5   10.1 
Excess tax benefit from stock based compensation   3.5   9.7 
Treasury shares repurchased   —   (152.6)
Payments of deferred financing costs   (51.9)   (0.1)
Other   (0.2)   (2.3)

Net cash provided by (used in) financing activities   1,124.1   (38.7)
NET EFFECT OF EXCHANGE RATE CHANGES ON CASH AND CASH EQUIVALENTS   (0.4)   (2.7)
(Decrease) increase in cash and cash equivalents   (77.9)   22.8 
CASH AND CASH EQUIVALENTS, beginning of period   179.3   111.4 
CASH AND CASH EQUIVALENTS, end of period  $ 101.4  $ 134.2 
         
Supplemental cash flow information:         

Cash paid during the period for:         
Interest  $ 52.3  $ 7.5 
Income taxes, net of refunds  $ 26.8  $ 48.1 

See accompanying Notes to Condensed Consolidated Financial Statements.
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TEMPUR SEALY INTERNATIONAL, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS – (unaudited) (continued)

(1) Summary of Significant Accounting Policies
 

(a) Basis of Presentation and of Business. Tempur Sealy International, Inc., a Delaware corporation, together with its subsidiaries is a U.S. based,
multinational company. The term “Tempur Sealy International” refers to Tempur Sealy International, Inc. only, and the term “Company” refers to Tempur
Sealy International, Inc. and its consolidated subsidiaries.

The Company develops, manufactures, markets and sells bedding products, which include mattresses, foundations and adjustable bases, and other
products, which include pillows and other accessories. The Company derives income from royalties by licensing Sealy® brands, technology and trademarks
to other manufacturers. Additionally, the Company participates in joint ventures in the Asia Pacific market and the Comfort Revolution joint venture in the
U.S.. The Company sells its products through three sales channels: Retail, Direct and Other.

On March 18, 2013, the Company completed the acquisition of Sealy Corporation  and its historical subsidiaries (“Sealy”), which manufactures and
markets a broad range of mattresses and foundations under the Sealy®, Sealy Posturepedic®, Stearns & Foster® and other brands. The Company’s
acquisition of Sealy is more fully described in Note 2, “Business Combination”. The results of operations for Sealy are reported within the Company’s Sealy
reportable segment and includes results from March 18, 2013 to June 30, 2013 in the Company’s results for the six months ended June 30, 2013. In
connection with the acquisition, the Company borrowed $1,900.0 million in aggregate principal to fund the purchase price and to repay all outstanding
borrowings under the 2011 Credit Facility, which is described in Note 4, “Long-Term Debt”.

As a result of the acquisition, the Company’s Condensed Consolidated Financial Statements include the results of Comfort Revolution International,
LLC (“Comfort Revolution”), a 45.0% owned joint venture with Comfort Revolution, LLC. Comfort Revolution constitutes a variable interest entity for
which the Company is considered to be the primary beneficiary due to the Company's disproportionate share of the economic risk associated with its equity
contribution, debt financing and other factors that were considered in the related-party analysis surrounding the identification of the primary
beneficiary. Comfort Revolution is not material to the Company’s Condensed Consolidated Financial Statements.

    The accompanying unaudited Condensed Consolidated Financial Statements have been prepared in accordance with the instructions to Form 10-Q and
Article 10 of Regulation S-X and include all of the information and disclosures required by generally accepted accounting principles in the United States
(“U.S. GAAP” or “GAAP”) for interim financial reporting. These unaudited Condensed Consolidated Financial Statements should be read in conjunction
with the Consolidated Financial Statements of the Company and related footnotes for the year ended December 31, 2012, included in the Company’s Annual
Report on Form 10-K and Current Report on Form 8-K filed April 1, 2013 and related amendments filed on June 3, 2013 and July 12, 2013.
 
    The results of operations for the interim periods are not necessarily indicative of results of operations for a full year. It is the opinion of management that all
necessary adjustments for a fair presentation of the results of operations for the interim periods have been made and are of a recurring nature unless otherwise
disclosed herein.

 (b) Reclassifications. The Company reclassified certain accrued expenses and other current liabilities to other non-current liabilities to conform to
the 2013 presentation of the Condensed Consolidated Financial Statements. This change does not materially impact previously reported subtotals within the
Condensed Consolidated Financial Statements for any previous period presented.

(c) Inventories. Inventories are stated at the lower of cost or market, determined by the first-in, first-out method, and consist of the following:

(in millions)  June 30,   December 31,  
  2013   2012  
Finished goods  $ 117.9  $ 68.5 
Work-in-process   11.6   7.9 
Raw materials and supplies   50.1   16.6 
  $ 179.6  $ 93.0 
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TEMPUR SEALY INTERNATIONAL, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS – (unaudited) (continued)
 

 (d) Accrued Sales Returns. The Company allows product returns through certain sales channels and on certain products. Estimated sales returns are
provided at the time of sale based on historical sales channel return rates. Estimated future obligations related to these products are provided by a reduction of
sales in the period in which the revenue is recognized. Accrued sales returns are included in accrued expenses and other current liabilities in the
accompanying Condensed Consolidated Balance Sheets.

The Company had the following activity for sales returns from December 31, 2012 to June 30, 2013:

(in millions)   
Balance as of December 31, 2012  $ 5.1 

Amounts accrued   44.9 
Liabilities assumed as result of acquisition   19.9 
Returns charged to accrual   (42.7)

Balance as of June 30, 2013  $ 27.2 

(e) Warranties. The Company provides warranties on certain products, which vary based by segment, product and brand. Estimated future
obligations related to these products are charged to cost of sales in the period in which the related revenue is recognized. Estimates of warranty expenses are
based primarily on historical claim experience and product testing.

The following summarizes the Company’s warranty terms:

Segment  Product/Brand  Warranty Term   (in years)  
Tempur North America  Mattresses  25, prorated (1)  
Tempur International  Mattresses  15, prorated (1)  

Tempur North America  Pillows  3  
Tempur International  Pillows  3  

Sealy  Sealy Posturepedic®  10, non-prorated  
Sealy  Bassett®  10, non-prorated  
Sealy  Sealy®  10, non-prorated  
Sealy  2012 Optimum™ by Sealy Posturepedic®  20 limited, prorated (2)  
Sealy  Stearns and Foster®  20, prorated (2)  
Sealy  TrueForm®  20, prorated (3)  
Sealy  MirrorForm®  20, prorated (3)  
Sealy  SpringFree®  20, prorated (3)  

      

(1) 10 year period prorated on a straight line basis.
(2) 10 year non-prorated warranty and 10 year prorated warranty on certain components.
(3) 20 year warranty on major components, the last 10 years of which are prorated on a straight-line basis.

The Company had the following activity for warranties from December 31, 2012 to June 30, 2013:

(in millions)  
Balance as of December 31, 2012  $ 4.8 

Amounts accrued   8.2 
Liabilities assumed as a result of acquisition   16.9 
Warranties charged to accrual   (8.7)

Balance as of June 30, 2013  $ 21.2 
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TEMPUR SEALY INTERNATIONAL, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS – (unaudited) (continued)
 

As of June 30, 2013 and December 31, 2012, $11.0 million and $1.9 million are included as a component of accrued expenses and other current
liabilities and $10.2 million and $2.9 million are included in other non-current liabilities on the Company’s accompanying Condensed Consolidated Balance
Sheets, respectively.In estimating its warranty obligations, the Company considers the impact of recoverable salvage value on warranty costs by segment in
determining its estimate of future warranty obligations.

(f) Revenue Recognition. Sales of products are recognized when persuasive evidence of an arrangement exists, and title passes to customers and the
risks and rewards of ownership are transferred, the sales price is fixed or determinable and collectability is reasonably assured. The Company extends volume
discounts to certain customers, as well as promotional allowances, floor sample discounts, commissions paid to retail associates and slotting fees and reflects
these amounts as a reduction of sales. The Company also reports sales net of tax assessed by qualifying governmental authorities. The Company extends
credit based on the creditworthiness of its customers. No collateral is required on sales made in the normal course of business.

The allowance for doubtful accounts is the Company’s best estimate of the amount of probable credit losses in the Company’s existing accounts
receivable. The Company regularly reviews the adequacy of its allowance for doubtful accounts. The Company determines the allowance based on historical
write-off experience and current economic conditions. It also considers factors such as customer credit, past transaction history with the customer and changes
in customer payment terms when determining whether the collection of a receivable is reasonably assured. Account balances are charged off against the
allowance after all reasonable means of collection have been exhausted and the potential for recovery is considered remote. The allowance for doubtful
accounts included in accounts receivable, net in the accompanying Condensed Consolidated Balance Sheets was $20.6 million and $8.2 million as of June 30,
2013 and December 31, 2012, respectively.

(g) Research and Development Expenses. Research and development expenses for new products are expensed as they are incurred and included in
general, administrative and other expenses in the accompanying Condensed Consolidated Statements of Income. Research and development costs charged to
expense were $4.6 million and $3.8 million for the three months ended June 30, 2013 and 2012, respectively. Research and development costs charged to
expense were $9.4 million and $7.2 million for the six months ended June 30, 2013 and 2012, respectively.

(h) Royalty Income and Expense. The Company recognizes royalty income based on sales of Sealy® and Stearns & Foster® branded products by
various licensees. The Company also pays royalties to other entities for the use of their names on products produced by the Company. These amounts are not
material for the three and six months ended June 30, 2013.

(i) Environmental Obligations. Accruals for environmental remediation are recognized when it is probable a liability has been incurred and the
amount of that liability can be reasonably estimated. Such costs are charged to expense if they relate to the remediation of conditions caused by past
operations or are not expected to mitigate or prevent contamination from future operations. Liabilities are recorded at estimated cost values based on
experience, assessments and current technology, without regard to any third-party recoveries and are regularly adjusted as environmental assessments and
remediation efforts continue.  

(j) Pension Obligations. The Company has a noncontributory, defined benefit pension plan covering current and former hourly employees at four of
its active Sealy plants and eight previously closed Sealy U.S. facilities. Sealy Canada, Ltd. (a 100.0% owned subsidiary of the Company) also sponsors a
noncontributory, defined benefit pension plan covering hourly employees at one of its facilities. Both plans provide retirement and survivorship benefits based
on the employees' credited years of service. The Company's funding policy provides for contributions of an amount between the minimum required and
maximum amount that can be deducted for federal income tax purposes. The funded status is measured as the difference between the fair value of plan assets
and the benefit obligation at December 31, the measurement date. The benefit obligation is the projected benefit obligation (“PBO”). The PBO represents the
actuarial present value of benefits expected to be paid upon retirement based on estimated future compensation levels. The fair value of plan assets represents
the current market value of assets held by an irrevocable trust fund for the sole benefit of participants. The measurement of the benefit obligation is based on
the company’s estimates and actuarial valuations. These valuations reflect the terms of the plans and use participant-specific information such as
compensation, age and years of service, as well as certain assumptions that require significant judgment, including estimates of discount rates, expected return
on plan assets, rate of compensation increases, interest crediting rates and mortality rates.
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TEMPUR SEALY INTERNATIONAL, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS – (unaudited) (continued)
 

(k) Subsequent Events. On July 11, 2013, the Company entered into Amendment No. 3 to its Credit Agreement dated December 12, 2012, as
amended by Amendment No. 1 dated March 13, 2013 and Amendment No. 2 dated May 16, 2013. Amendment No. 3 provided for refinancing the senior
secured Term A Facility (the “Term A Facility”) by Bank of America, N. A. on the Amendment Effective Date in an initial aggregate principal amount of
$536.3 million, the proceeds of which were applied to prepay in full the existing senior secured Term A Facility under the Credit Agreement. In addition, the
Amendment No. 3 provided for a reduction in the interest rate of the Term A Facility as follows: (i) as of the Amendment Effective Date, the applicable
margin for London Inter-Bank Bank Offering Rate (“LIBOR”) loans is 2.25% and the applicable margin for base rate loans is 1.25% and (ii) following the
delivery of financial statements for the first fiscal quarter ending after the Amendment Effective Date, the applicable margin for base rate loans and LIBOR
loans will be determined by a pricing grid based on the consolidated total net leverage ratio of the Company with a range for LIBOR loans of 1.75%—2.50%
and a range for base rate loans of 0.75%—1.50%. As a result of this repricing, the current interest rates on the Term A Facility have been reduced by 75 basis
points. Amendment No. 3 also amended the affirmative covenants with respect to financial reporting by limiting the Company’s ongoing financial reporting
delivery requirements to the Administrative Agent and Lenders to annual and quarterly reports and information, documents and other reports as required by
Section 13 or 15(d) of the Securities Exchange Act of 1934.

(2) Business Combination

On March 18, 2013, the Company completed the acquisition of Sealy (“Sealy Acquisition”). Pursuant to the merger agreement, each share of
common stock of Sealy issued and outstanding immediately prior to the effective time of the acquisition was cancelled and (other than shares held by Sealy or
Tempur-Pedic or their subsidiaries or Sealy stockholders who properly exercised their appraisal rights) converted into the right to receive $2.20 in cash. The
total purchase price was $1,172.9 million, which was funded using available cash and financing consisting of the Company’s 2012 Credit Agreement and
Senior Notes (see Note 4, “Long-Term Debt” for the definition of these terms and further discussion). The purchase price of Sealy consisted of the following
items:

(in millions)   
Cash consideration for stock  $ 231.2  (1) 
Cash consideration for share-based awards   14.2  (2) 
Cash consideration for 8.0% Sealy Notes   442.1  (3) 
Cash consideration for repayment of Sealy Senior Notes   260.7  (4) 
Cash consideration for repayment of Sealy 2014 Notes   276.9  (5) 
Total consideration   1,225.1   
Cash acquired   (52.2) (6) 
Net consideration transferred  $ 1,172.9   

 
(1) The cash consideration for outstanding shares of Sealy common stock is the product of the agreed-upon cash per share price of $2.20 and total Sealy

shares of 105.1 million.
(2) The cash consideration for share-based awards is the product of the agreed-upon cash per share price of $2.20 and the total number of restricted stock

units (“RSUs”) and deferred stock units (“DSUs”) outstanding and the “in the money” stock options net of the weighted average exercise price.
(3) The cash consideration for Sealy’s 8.0% Senior Secured Third Lien Convertible Notes due 2016 (“8.0% Sealy Notes”) is the result of applying the

adjusted equity conversion rate to the 8.0% Sealy Notes tendered for conversion and multiplying the result by the agreed-upon cash per share price of
$2.20. The 8.0% Sealy Notes that were converted represented the right to receive the same merger consideration that would have been payable to a
holder of 201.0 million shares of Sealy common stock, subject to adjustment in accordance with the terms of the supplemental indenture governing
the 8.0% Sealy Notes.
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TEMPUR SEALY INTERNATIONAL, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS – (unaudited) (continued)
 

(4) The cash consideration for Sealy’s 10.875% Senior Notes due 2016 (“Sealy Senior Notes”) reflects the repayment of the outstanding obligation.
(5) The cash consideration for Sealy’s 8.25% Senior Subordinated Notes due 2014 (“Sealy 2014 Notes”) reflects the repayment of the outstanding

obligation.
(6) Represents the Sealy cash balance acquired at acquisition.

 
The Company incurred $5.4 million and $17.2 million of direct transaction costs, which are recorded in general, administrative and other expenses

for the three and six months ended June 30, 2013. In addition, the Company incurred $19.9 million of incremental interest expense for the three and six
months ended June 30, 2013, which includes interest and other fees on the Senior Notes and the 2012 Credit Agreement for the period prior to March 18,
2013, commitment fees associated with financing for the closing of the acquisition, and the write off of deferred financing costs associated with the 2011
Credit Facility.

Sealy, headquartered in Trinity, North Carolina, owns one of the largest portfolios of bedding brands in the world, and manufactures and markets a
complete line of bedding products under the Sealy®, Sealy Posturepedic®, and Stearns & Foster® brands. The results of operations of Sealy and Sealy’s
historical subsidiaries are reported within the Company’s Sealy reportable segment.

The Company accounted for the Sealy Acquisition using the acquisition method. The preliminary allocation of the purchase price is based on
estimates of the fair value of assets acquired and liabilities assumed as of March 18, 2013. The Company is continuing to obtain information to complete its
valuation of intangible assets, as well as to determine the acquired assets and liabilities, including tax assets, liabilities and other attributes. The components
of the preliminary purchase price allocation are as follows:

(in millions)   
Accounts receivable  $ 186.1 
Inventory   75.1 
Prepaid expenses and other current assets   39.5 
Accounts payable   (77.9)
Accrued expenses   (127.8)
Property, plant and equipment   241.3 
Other assets   36.9 
Identifiable intangible assets:     

Indefinite-lived trade names   521.2 
Contractual retailer/distributer relationships   91.1 
Developed technology, including patents   87.1 
Customer databases   3.9 
Optimum™ trade name   2.3 

Deferred income taxes, net   (249.4)
Sealy 8.0% Notes   (96.2)
Redeemable non-controlling interest   (11.3)
Other liabilities   (84.9)
Goodwill   535.9 
Net consideration transferred  $ 1,172.9 

The preliminary fair value of the intangible assets has been estimated using the income approach through a discounted cash flow analysis (except as
noted below with respect to the trade names) with the cash flow projections discounted using rates ranging from 11.0% to 12.0%. The cash flows are based on
estimates used to price the Sealy Acquisition, and the discount rates applied were benchmarked with reference to the implied rate of return from the
Company’s pricing model and the weighted average cost of capital.

 
The indefinite-lived trade names represent Sealy brand names as marketed through Sealy®, Sealy Posturepedic® and Stearns & Foster® brands. The

Company applied the income approach through an excess earnings analysis to fair value the trade name assets.
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The contractual retailer/distributor relationships pertain to Sealy’s distribution network with their retailers, which is governed by contract. The
Company used the income approach through an excess earnings analysis to determine the preliminary fair value of this asset.

The developed technology assets are comprised of know-how, patents and technologies embedded in Sealy’s products and processes and relate to
currently manufactured and marketed products. The Company applied the income approach through a relief-from-royalty analysis to determine the fair value
of this asset.

The Company will amortize the identifiable intangible assets on a straight-line basis over the weighted average lives ranging from 5 to 15 years.

The table below sets forth the preliminary valuation and amortization period of identifiable intangible assets:

($ in millions)     

 
 Preliminary

Valuation
 

Amortization Period
Identifiable intangible assets:      

Trade names  $ 521.2 Indefinite
Contractual retailer/distributor relationships   91.1 15 years
Developed technology, including patents   87.1 10 years
Customer databases   3.9 5 years
Optimum™ trade name   2.3 5 years
Total  $ 705.6  

The Company estimated the preliminary fair value of the acquired property, plant and equipment using a combination of the cost and market
approaches, depending on the component. The preliminary fair value of property, plant and equipment consisted of real property of $97.8 million and
personal property of $143.5 million.

The excess of the purchase price over the preliminary estimated fair value of the tangible net assets and identifiable intangible assets acquired was
recorded as goodwill. The factors contributing to the recognition of the amount of goodwill are based on several strategic and synergistic benefits that are
expected to be realized from the Sealy Acquisition. These benefits include a comprehensive portfolio of iconic brands, complementary product offerings,
enhanced global footprint, and attractive synergy opportunities and value creation. None of the goodwill is expected to be deductible for income tax purposes
and is entirely allocated to the Sealy reportable segment.

The information presented below represents Sealy’s net sales and loss or income before income taxes from acquisition date to March 31, 2013 and
from acquisition date to June 30, 2013:

(in millions) Period ended  Period Ended  
 March 31, 2013  June 30, 2013  
Net sales  $ 46.7  $ 391.3 
(Loss) income before income taxes  $ (3.6)  $ 3.7 

The following unaudited pro forma information presents the combined financial results for the Company and Sealy as if the Sealy Acquisition had
been completed at the beginning of the Company’s prior year, January 1, 2012. Prior to the Sealy Acquisition Sealy used a 52-53 week fiscal year ending on
the closest Sunday to November 30, but no later than December 2.  Accordingly,  the pro forma information set forth below for the three months ended June
30, 2013 and 2012 includes Sealy’s pro forma information for the quarterly periods April 1, 2013 through May 30, 2013 and November 28, 2012 through
February 26, 2012, respectively. The pro forma financial information set forth below for the six months ended June 30, 2013 includes Sealy’s pro forma
information for the combined six month period from December 3, 2012 through March 3, 2013 and April 1, 2013 through June 30, 2013 and the six month
period November 28, 2011 through May 27, 2012, respectively.
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(in millions, except earnings per common share) Three Months Ended  Six Months Ended  
 June 30,  June 30,  
 2013  2012  2013  2012  
Net sales  $ 660.6   $ 641.5  $ 1,343.6  $ 1,338.2 
Net income  $ 1.5   $ 14.2  $ 19.1  $ 45.5 
Earnings from continuing operations per common share – Diluted  $ 0.02   $ 0.22  $ 0.31  $ 0.72 

The information above does not include the pro forma adjustments that would be required under Regulation  S-X for pro forma financial
information, and does not reflect future events that may occur after June 30, 2013 or any  operating efficiencies or inefficiencies that may result from the
Sealy Acquisition and related financing. Therefore, the information is not necessarily indicative of results that would have been achieved had the businesses
been combined during the periods presented or the results that the Company will experience going forward.

 (3) Goodwill and Other intangible assets

During the six months ending June 30, 2013, the Company’s goodwill increased by approximately $535.9 million related to the Sealy Acquisition.
This amount is subject to change based upon the finalization of the allocation of the consideration transferred to the assets acquired and liabilities assumed
related to Sealy.

The following summarizes changes to the Company’s goodwill, by reportable business segment:

(in millions)
  Total   

Tempur
North America   

Tempur
 International  

  
Sealy

 

Balance as of December 31, 2012  $ 216.1  $ 108.9  $ 107.2  $ — 
Foreign currency translation adjustments   (4.1)   (1.0)   (0.7)   (2.4)
Goodwill resulting from acquisitions   535.9   —   —   535.9 

Balance as of June 30, 2013  $ 747.9  $ 107.9  $ 106.5  $ 533.5 
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The following table summarizes information relating to the Company’s other intangible assets, net:

(in millions)       
     June 30, 2013   December 31, 2012  

 
 

Useful
Lives

(Years)   

Gross
Carrying
Amount   

Accumulated
Amortization   

Net
Carrying
Amount   

Gross
Carrying
Amount   

Accumulated
Amortization   

Net
Carrying
Amount  

Unamortized indefinite
life intangible assets:               

Trade name    $ 576.2  $ —  $ 576.2  $ 55.0  $ —  $ 55.0 
Amortized intangible

assets:                           
Contractual distributor

relationships   15  $ 91.1  $ 1.8  $ 89.3  $ —  $ —  $ — 
Technology   10   90.5   18.2   72.3   16.0   16.0   — 
Patents, other

trademarks, & other
trade names   5-20   29.6   10.8   18.8   12.9   9.9   3.0 

Customer database   5   8.7   4.9   3.8   4.9   4.9   — 
Foam formula   10   3.7   3.7   —   3.7   3.7   — 
Reacquired rights   3   5.5   5.5   —   5.8   5.3   0.5 
Customer relationships  5   6.4   2.8   3.6   6.7   2.1   4.6 

Total      $ 811.7  $ 47.7  $ 764.0  $ 105.0  $ 41.9  $ 63.1 

Amortization expense relating to intangible assets for the Company was $4.6 million and $1.4 million for the three months ended June 30, 2013 and
2012, respectively. Amortization expense relating to intangible assets for the Company was $6.2 million and $2.8 million for the six months ended June 30,
2013 and 2012, respectively.  No impairments of goodwill or other intangible assets have adjusted the gross carrying amount of these assets in any historical
period.

(4) Debt

Debt. Debt for the Company consists of the following:

(in millions)  June 30,   December 31,  
  2013   2012  
Debt:     
$375.0 million Senior Notes, interest at 6.875%, due December 15, 2020  $ 375.0  $ 375.0 
Revolving credit facility, interest at Base Rate plus applicable margin or LIBOR plus applicable margin, 3.0% as of

June 30, 2013, commitment through and due March 18, 2018   165.0   — 
Term A Facility, interest at Base Rate plus applicable margin or LIBOR plus applicable margin, 3.0% as of June 30,

2013, commitment through and due March 18, 2018   536.3   — 
Term B Facility, interest at Base Rate plus applicable margin or LIBOR plus applicable margin, 3.0% as of June 30,

2013, commitment through and due March 18, 2020   740.9   — 
8.0% Sealy Notes, due July 15, 2016   97.3   — 
Capital lease obligations and other   28.2   — 
2011 Domestic long-term revolving credit facility payable to lenders, interest at Base Rate or LIBOR plus applicable

margin (2.05% as of December 31, 2012), commitment through and due June 28, 2016   —   650.0 
  $ 1,942.7  $ 1,025.0 
Less current portion   (39.4)   — 
  $ 1,903.3  $ 1,025.0 
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS – (unaudited) (continued)
Senior Notes

On December 19, 2012, Tempur Sealy International issued $375.0 million aggregate principal amount of 6.875% senior notes due 2020 (the “Senior
Notes”) to qualified institutional buyers pursuant to Rule 144A of the Securities Act of 1933, as amended (the “Securities Act”), and to certain non-U.S.
persons in accordance with Regulation S under the Securities Act. The Senior Notes were issued pursuant to an indenture, dated as of December 19, 2012 (the
“Indenture”), among the Company, certain subsidiaries of Tempur Sealy International as guarantors (the “Guarantors”), and The Bank of New York Mellon
Trust Company, N.A., as trustee (the “Trustee”). The Senior Notes are general unsecured senior obligations of Tempur Sealy International and are guaranteed
on a senior unsecured basis by the Guarantors. The Senior Notes mature on December 15, 2020, and interest is payable semi-annually in arrears on each June
15 and December 15, beginning on June 15, 2013. The gross proceeds from the Senior Notes, were funded into escrow and these funds were released from
escrow on March 18, 2013 and used as part of the funding of the Sealy Acquisition. Following the completion of the Sealy Acquisition, Sealy and certain of
its subsidiaries became Guarantors of the Senior Notes.

Tempur Sealy International has the option to redeem all or a portion of the Senior Notes at any time on or after December 15, 2016. Starting on this
date the initial redemption price is 103.438% of the principal amount, plus accrued and unpaid interest, if any. The redemption price will decline to 101.719%
on December 15, 2017 and to 100.0% of the principal amount beginning on December 15, 2018. In addition, Tempur Sealy International has the option at any
time prior to December 15, 2016 to redeem some or all of the Senior Notes at 100.0% of the original principal amount plus a “make-whole” premium and
accrued and unpaid interest, if any. Tempur Sealy International may also redeem up to 35.0% of the Senior Notes prior to December 15, 2015, under certain
circumstances with the net cash proceeds from certain equity offerings, at 106.875% of the principal amount plus accrued and unpaid interest, if any. Tempur
Sealy International may make such redemptions only if, after any such redemption, at least 65.0% of the original aggregate principal amount of the Senior
Notes issued remains outstanding.

The Indenture restricts the ability of Tempur Sealy International and the ability of certain of its subsidiaries to, among other things: (i) incur, directly
or indirectly, debt; (ii) make, directly or indirectly, certain investments and restricted payments; (iii) incur or suffer to exist, directly or indirectly, liens on its
properties or assets; (iv) sell or otherwise dispose of, directly or indirectly, assets; (v) create or otherwise cause or suffer to exist any consensual restriction on
the right of certain of the subsidiaries of Tempur Sealy International to pay dividends or make any other distributions on or in respect of their capital stock;
(vi) enter into transactions with affiliates; (vii) engage in sale-leaseback transactions; (viii) purchase or redeem capital stock or subordinated indebtedness;
(ix) issue or sell stock of restricted subsidiaries; and (x) effect a consolidation or merger. These covenants are subject to a number of exceptions and
qualifications.

Also in conjunction with the issuance and sale of the Senior Notes, Tempur Sealy International and the Guarantors have agreed through a
Registration Rights Agreement to exchange the Senior Notes for a new issue of substantially identical senior notes registered under the Securities Act.
Tempur Sealy International and the Guarantors are required to pay additional interest if the Senior Notes are not registered within the time periods specified
within the Registration Rights Agreement. Tempur Sealy International filed a registration statement on Form S-4 on July 12, 2013 in connection with the
registration of the Senior Notes, and the registration statement was declared effective by Securities and Exchange Commission on July 26, 2013.

As a result of the Company’s issuance of the Senior Notes, $8.3 million of deferred financing costs were capitalized and will be amortized over
seven years using the effective interest method.

2012 Credit Agreement

On December 12, 2012, Tempur Sealy International and certain subsidiaries of Tempur Sealy International as borrowers and guarantors, entered into
a credit agreement (the “2012 Credit Agreement”) with a syndicate of banks. The 2012 Credit Agreement initially provided for (i) a revolving credit facility
of $350.0 million (the “Revolver”), (ii) a term A facility of $550.0 million (the “Term A Facility”) and (iii) a term B facility of $870.0 million (the “Term B
Facility”). The Revolver includes a sublimit for letters of credit and swingline loans, subject to certain conditions and limits. The Revolver and the Term A
Facility will mature on March 18, 2018 and the Term B Facility will mature on March 18, 2020. The Revolver, the Term A Facility and the Term B Facility
closed and funded in connection with the Sealy Acquisition on March 18, 2013. In the first and second quarters of 2013, the outstanding balance of the Term
A Facility and the Term B Facility were reduced by regularly scheduled payments. Additionally, on May 16, 2013, the outstanding balance of the Term B
Facility was reduced by a voluntary prepayment of $125.0 million.
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Borrowings under the 2012 Credit Agreement will generally bear interest, at the election of Tempur Sealy International and the other borrowers, at
either (i) LIBOR plus the applicable margin or (ii) Base Rate plus the applicable margin. For the Revolver and the Term A Facility, (a) the initial applicable
margin for LIBOR advances is 3.00% per annum and the initial applicable margin for Base Rate advances is 2.00% per annum, and (b) thereafter following
the delivery of financial statements for the first full fiscal quarter after closing, such applicable margins will be determined by a pricing grid based on the
consolidated total net leverage ratio of the Company. The Term B Facility was initially subject to a LIBOR floor of 1.0%. The applicable margin was initially
4.00% per annum for LIBOR advances and 3.00% per annum for Base Rate advances. On May 16, 2013, the applicable margin on the Term B Facility was
reduced to 3.00% per annum and the LIBOR floor was reduced by 0.75% until maturity. On July 11, 2013, the applicable margin on the Term A Facility was
reduced to 0.75% for each pricing level on the pricing grid based on the consolidated total net leverage ratio of the Company.

Obligations under the 2012 Credit Agreement are guaranteed by Tempur Sealy International’s existing and future direct and indirect wholly-owned
domestic subsidiaries, subject to certain exceptions; and the 2012 Credit Agreement is secured by a security interest in substantially all Tempur Sealy
International’s and the other borrowers’ assets and the assets of each subsidiary guarantor, whether owned as of the closing or thereafter acquired, including a
pledge of 100.0% of the equity interests of each subsidiary guarantor that is a domestic entity (subject to certain limited exceptions) and 65.0% of the voting
equity interests of any direct first tier foreign entity owned by a subsidiary guarantor. The 2012 Credit Agreement requires compliance with certain financial
covenants providing for maintenance of a minimum consolidated interest coverage ratio and maintenance of a maximum consolidated total net leverage ratio.
The consolidated total net leverage ratio is calculated using consolidated funded debt less qualified cash. Consolidated funded debt includes long-term debt
recorded on the Condensed Consolidated Balance Sheets as of the reporting date, plus letters of credit outstanding and short-term other debt. The Company is
allowed to exclude 100.0% of the domestic qualified cash and 60.0% of qualified foreign cash, the aggregate of which cannot exceed $150.0 million at the
end of the reporting period. As of June 30, 2013, domestic qualified cash was $38.0 million and foreign qualified cash was $38.0 million.

The 2012 Credit Agreement contains certain customary negative covenants, which include limitations on liens, investments, indebtedness,
dispositions, mergers and acquisitions, the making of restricted payments, changes in the nature of business, changes in fiscal year, transactions with affiliates,
use of proceeds, prepayments of certain indebtedness, entry into burdensome agreements and changes to governing documents and other junior financing
documents. The 2012 Credit Agreement also contains certain customary affirmative covenants and events of default, including upon a change of control.

Tempur Sealy International is required to pay a commitment fee on the unused portion of the Revolver, which initially is 0.50% per annum and
which steps down to 0.375% per annum if the consolidated total net leverage ratio is less than or equal to 3.50:1.00. Such unused commitment fee will be
payable quarterly in arrears and on the date of termination or expiration of the commitments under the Revolver. Tempur Sealy International and the other
borrowers will also pay customary letter of credit issuance and other fees under the 2012 Credit Agreement.

The Company is in compliance with all applicable covenants at June 30, 2013.
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8.0% Sealy Notes

In conjunction with the Sealy Acquisition, Sealy’s obligations under its 8.0% Senior Secured Third Lien Convertible Notes due 2016 (the “8.0%
Sealy Notes”) were amended. As a result of the Sealy Acquisition, the 8.0% Sealy Notes became convertible solely into cash, in an amount that declined
slightly every day during the Make-Whole Period (as defined under the Supplemental Indenture governing the  8.0% Sealy Notes) that followed the Sealy
Acquisition, and then became fixed thereafter. The Make-Whole Period effectively expired on April 12, 2013. As of April 12, 2013, approximately 83.0% of
all the 8.0% Sealy Notes outstanding prior to the Sealy Acquisition were converted into cash and paid to the holders. Holders of the 8.0% Sealy Notes who
converted on March 19, 2013 received approximately $2,325.43 per $1,000 Accreted Principal Amount of the 8.0% Sealy Notes being converted. The holders
of the 8.0% Sealy Notes who convert after April 12, 2013 will receive $2,200 per $1,000 Accreted Principal Amount of the 8.0% Sealy Notes being
converted. The Company calculated the preliminary fair value of the remaining 8.0% Sealy Notes as part of its preliminary purchase price allocation by first
calculating the future payout of the remaining 17.0% aggregate principal amount of the 8.0% Sealy Notes still outstanding and the cumulative semi-annual
interest payments at the July 15, 2016 maturity, and then calculated the present value using a market discount rate, which resulted in a fair value of $96.2
million at the date of the opening balance sheet, plus $1.1 million of accreted discount through non cash interest expense at June 30, 2013. The resulting
discount will be accreted to interest expense over the life of the 8.0% Sealy Notes using the effective interest method.

The 8.0% Sealy Notes mature on July 15, 2016 and bear interest at 8.0% per annum accruing semi-annually in arrears on January 15 and July 15 of
each year. Sealy does not pay interest in cash to the holders of the 8.0% Sealy Notes, but instead increases the principal amount of the 8.0% Sealy Notes by an
amount equal to the accrued interest for the interest period then ended (“Paid-In-Kind” or “PIK interest”). The amount of the accrued interest for each interest
period is calculated on the basis of the accreted principal amount as of the first day of such interest period. PIK interest accrued on the most recent interest
period then ended on the 8.0% Sealy Notes converted between interest payment dates is forfeited.

All material negative covenants (apart from the lien covenant and related collateral requirements) were eliminated from the Supplemental Indenture
governing the 8.0% Sealy Notes, as well as certain events of default and certain other provisions. In addition, Tempur Sealy International and its non-Sealy
subsidiaries do not provide any guarantees of any obligations with respect to the 8.0% Sealy Notes.

Capital Leases

As a result of the Sealy Acquisition, the Company is party to capital leases and has recorded the preliminary fair value of the obligation on its
condensed balance sheet as of June 30, 2013. The approximate remaining life of the leases is 10 years.

2011 Credit Facility

In conjunction with the closing of the Sealy Acquisition on March 18, 2013, the Company repaid all outstanding borrowings on the 2011 Credit
Facility and terminated this facility. The 2011 Credit Facility consisted of domestic and foreign credit facilities (the “2011 Revolvers”) that provided for the
incurrence of indebtedness up to an aggregate principal amount of $770.0 million. The domestic credit facility was a five-year, $745.0 million revolving
credit facility.

Deferred Financing Costs

As a result of the Company’s issuance of the Senior Notes and in conjunction with entering into the 2012 Credit Agreement, $51.9 million of
deferred financing costs were capitalized and will be amortized as interest expense over the respective debt instrument period, ranging from five to eight
years, using the effective interest method.

In conjunction with the repayment of all outstanding borrowings on the 2011 Credit Facility, the Company wrote off the associated $4.7 million of
deferred financing costs.

Deferred financing costs are recorded within other non-current assets in the accompanying Condensed Consolidated Balance Sheets and interest
expense, net in the accompanying Condensed Consolidated Statements of Income.
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Interest Rate Swap

On August 8, 2011, the Company entered into a four-year interest rate swap agreement to manage interest costs and the risk associated with changing
interest rates associated with variable portions of the Company’s long-term debt outstanding. Refer to Note 7, “Derivative Financial Instruments,” for
additional information regarding the Company’s interest rate swap.

(5) Unconsolidated Affiliate Companies

The Company has ownership interests in a group of joint ventures to develop markets for Sealy® branded products in the Asia-Pacific region. The
Company’s ownership interest in these joint ventures is 50.0% and they are accounted for under the equity method. The Company’s share of earnings is
recorded in equity in earnings of unconsolidated affiliates in the accompanying Condensed Consolidated Statements of Income. The Company’s investment in
unconsolidated affiliate companies is recorded in other non-current assets in the accompanying Condensed Consolidated Balance Sheets.

(6) Fair Value Measurements

The classification of fair value measurements within the established three-level hierarchy is based upon the lowest level of input that is significant to
the measurement. There were no transfers between levels for the three or six months ended June 30, 2013. At June 30, 2013, the Company had an interest rate
swap recorded at fair value. The fair value of the interest rate swap is calculated using standard industry models based on observable forward yield curves.
The fair values of all derivative instruments are adjusted for credit risk and restrictions and other terms specific to the contracts. The Company also utilizes
foreign currency forward contracts to manage the risk associated with exposures to foreign currency risk related to intercompany debt and associated interest
payments. In addition, the Company utilizes diesel swap contracts to manage the risk associated with fluctuations in the prices of diesel fuel used in the
transportation of its finished products to customers. The foreign currency forward contracts, option contracts and diesel swap contracts are not material to the
accompanying Condensed Consolidated Financial Statements.

The following table provides a summary by level of the fair value of financial instruments that are measured on a recurring basis:

(in millions)   Fair Value Measurements at June 30, 2013 Using:  

 

June 30, 2013  

Quoted Prices in
 Active Markets

for Identical
 Assets (Level 1) 

Significant
Other

Observable
Inputs (Level 2) 

Significant
 Unobservable

Inputs (Level 3) 
Liabilities:         
Interest rate swap  $ 2.7  $ —  $ 2.7  $ — 

(in millions)   Fair Value Measurements at December 31, 2012
Using:  

 
December 31,

2012  

Quoted Prices in
 Active Markets

 for Identical
 Assets (Level 1) 

Significant
Other

Observable
 Inputs (Level

2)  

Significant
Unobservable
 Inputs (Level

3)  
Liabilities:         
Interest rate swap  $ 4.3  $ —  $ 4.3  $ — 

The carrying value of cash and cash equivalents, accounts receivable and accounts payable approximate fair value because of the short-term maturity
of those instruments. Borrowings under the 2012 Credit Agreement are at variable interest rates and accordingly their carrying amounts approximate fair
value. The fair value of the Senior Notes was approximately $393.8 million at June 30, 2013. The fair value of the Sealy 8.0% Notes was approximately
$97.3 million at June 30, 2013.
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(7) Derivative Financial Instruments

In the normal course of business, the Company is exposed to certain risks related to fluctuations in interest rates. The Company uses interest rate
swaps to manage risks from these market fluctuations. The financial instruments used by the Company are straight-forward, non-leveraged instruments. The
counterparties to these financial instruments are financial institutions with strong credit ratings. The Company maintains control over the size of positions
entered into with any one counterparty and regularly monitors the credit ratings of these institutions. The Company also utilizes foreign currency forward
contracts to manage the risk associated with exposures to foreign currency risk related to intercompany debt and associated interest payments and certain
accounts receivable, as well as diesel swap contracts to manage the risk associated with fluctuations in the prices of diesel fuel used in the transportation of its
finished products to customers. However, these foreign currency forward contracts and diesel swap contracts are not material to the Consolidated Financial
Statements.

The Company is exposed to changes in interest rates on its variable rate debt. In order to manage this risk, on August 8, 2011, the Company entered
into a four-year interest rate swap agreement to manage interest costs and the risk associated with changing interest rates. The Company designated this
interest rate swap as a cash flow hedge of floating rate borrowings and expects the hedge to be highly effective in offsetting fluctuations in the designated
interest payments resulting from changes in the benchmark interest rate. The gains and losses on the designated swap agreement will offset losses and gains
on the transactions being hedged. The Company formally documented the effectiveness of this qualifying hedge instrument (both at the inception of the swap
and on an ongoing basis) in offsetting changes in cash flows of the hedged transaction. The fair value of the interest rate swap is calculated as described in
Note 6, “Fair Value Measurements,” taking into consideration current interest rates and the current creditworthiness of the counterparties or the Company, as
applicable.

As a result of this swap, the Company pays interest at a fixed rate and receives payments at a variable rate which began on December 30, 2011. The
swap effectively fixes the floating LIBOR-based interest rate to 1.25% plus the applicable margin on $250.0 million of the outstanding balance under the
Company’s variable rate debt, with the outstanding balance subject to the swap declining over time. The interest rate swap expires on December 30, 2015.
The Company has selected the LIBOR-based rate on the hedged portion of the Company’s variable rate debt during the term of the swap. The effective
portion of the change in value of the swap is reflected as a component of comprehensive income and recognized as interest expense, net as payments are paid
or accrued. The remaining gain or loss in excess of the cumulative change in the present value of the future cash flows of the hedged item, if any (i.e., the
ineffective portion) or hedge components excluded from the assessment of effectiveness are recognized as interest expense, net during the current period.

As of June 30, 2013 and December 31, 2012, the fair value of the Company’s derivative instruments included in the accompanying Condensed
Consolidated Balance Sheets were recorded as follows:

(in millions)  
 Liability Derivatives  
 Balance Sheet Location Fair Value

  
June 30,

2013  
December 31,

2012  
Derivatives designated as hedging instruments      

Interest rate swap - current
Accrued expenses and

other current liabilities  $ 1.8  $ 2.3 

Interest rate swap - non-current
Other non-current

liabilities   0.9   2.0 
    $ 2.7  $ 4.3 
 
(8) Stockholders’ Equity
 

Tempur Sealy International’s authorized shares of capital stock are 300.0 million shares of common stock and 0.01 million shares of preferred stock.
Subject to preferences that may be applicable to any outstanding preferred stock, holders of the common stock are entitled to receive ratably such dividends as
may be declared from time to time by the Board of Directors out of funds legally available for that purpose. In the event of liquidation, dissolution or winding
up, the holders of the common stock are entitled to share ratably in all assets remaining after payment of liabilities, subject to prior distribution rights of
preferred stock, if any, then outstanding.
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(9) Defined Benefit Plans

As of June 30, 2013, the Company’s liability related to its sponsored defined benefit plans was $13.2 million. The net periodic pension cost for the
period March 18 through June 30, 2013 was not material.

(10) Other Items

(a) Property, plant and equipment.  Property, plant and equipment, net consisted of the following:
 
(in millions)     
  June 30,   December 31,  
  2013   2012  
Land and buildings  $ 253.4  $ 138.0 
Machinery and equipment   240.9   160.9 
Computer equipment and software   83.1   52.5 
Furniture and fixtures   53.0   40.8 
Construction in progress   26.8   17.3 
   657.2   409.5 
Accumulated depreciation   (242.1)   (223.5)
  $ 415.1  $ 186.0 

(b) Accrued expenses and other current liabilities. Accrued expenses and other current liabilities consisted of the following:

(in millions)     
  June 30,   December 31,  
  2013   2012  
Salary and related expenses  $ 52.9  $ 18.7 
Sales returns   27.2   5.1 
Advertising   24.8   10.5 
Warranty   11.0   1.9 
Rebates   15.0   4.1 
Accrued sales and value added taxes   6.2   7.0 
Professional fees   5.1   5.3 
Other   50.5   28.8 
  $ 192.7  $ 81.4 

(c) Accumulated other comprehensive loss. On January 1, 2013, the Company adopted changes issued by the Financial Accounting Standards Board
to the reporting of amounts reclassified out of accumulated other comprehensive income. These changes require an entity to report the effect of significant
reclassifications out of accumulated other comprehensive income on the respective line items in net income if the amount being reclassified is required to be
reclassified in its entirety to net income. For other amounts that are not required to be reclassified in their entirety to net income in the same reporting period,
an entity is required to cross-reference other disclosures that provide additional detail about those amounts. These requirements are to be applied to each
component of accumulated other comprehensive income. Other than the additional disclosure requirements (as described below), the adoption of these
changes had no impact on the accompanying Condensed Consolidated Financial Statements.
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The changes in accumulated other comprehensive loss by component consisted of the following:

(in millions)
  Three Months Ended   Six Months Ended  
  June 30,   June 30,  
  2013   2012   2013   2012  
Foreign Currency Translation         
Balance at beginning of period  $ (16.0)  $ (7.5)  $ (4.9)  $ (13.2)
Other comprehensive (loss) income:                 

Foreign currency translation adjustments (1)   (6.6)   (10.2)   (17.7)   (4.5)
Balance at end of period  $ (22.6)  $ (17.7)  $ (22.6)  $ (17.7)
                 
Interest Rate Swap                 
Balance at beginning of period  $ (2.3)  $ (1.9)  $ (2.7)  $ (1.6)
Other comprehensive (loss) income:                 

Net change from period revaluations:   1.8   (0.3)   3.2   0.1 
Tax (expense) benefit (2)   (0.7)   0.1   (1.1)   — 
Total other comprehensive income (loss) before reclassifications, net of tax  $ 1.1  $ (0.2)  $ 2.1  $ 0.1 
Net amount reclassified to earnings (3)   (0.8)   (0.8)   (1.6)   (1.6)
Tax benefit (2)   0.4   0.5   0.6   0.6 
Total amount reclassified from accumulated other comprehensive loss, net of

tax  $ (0.4)  $ (0.3)  $ (1.0)  $ (1.0)
Total other comprehensive income (loss)   0.7   (0.5)   1.1   (0.9)
Balance at end of period  $ (1.6)  $ (2.5)  $ (1.6)  $ (2.5)

 
(1) In all periods presented, there were no tax impacts related to rate changes and no amounts were reclassified to earnings.
(2) These amounts were included in the income tax provision on the accompanying Condensed Consolidated Statements of Income.
(3) This amount was included in interest expense, net on the accompanying Condensed Consolidated Statements of Income.

 (11) Stock-Based Compensation

The Company’s stock-based compensation expense for the three and six months ended June 30, 2013 included performance-based restricted stock
units (“PRSUs”), non-qualified stock options, RSUs and DSUs. A summary of the Company’s stock-based compensation expense is presented below:

(in millions)
 

Three Months Ended
June 30,

Six Months Ended
June 30,

 2013 2012 2013 2012
PRSU expense  $ 1.2  $ 1.4  $ 2.0  $ 4.1 
Option expense   2.1   1.1   4.2   2.3 
RSU/DSU Expense   1.4   0.5   2.0   1.0 
Total stock based compensation expense  $ 4.7  $ 3.0  $ 8.2  $ 7.4 

 
A summary of the Company’s PRSU activity and related information for the six months ended June 30, 2013 is presented below:

(shares in millions)       

 

 
Number of

Shares   

Weighted-
Average
Grant

Date Fair
Value   

Aggregate
Intrinsic

Value  
Awards outstanding at December 31, 2012   0.3  $ 58.52     

Granted   0.3   39.33     
Vested   —   —     
Forfeited   (0.3)   57.07     

Awards outstanding at June 30, 2013   0.3  $ 39.27  $ 11.2 
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The maximum number of shares to be awarded under the PRSUs granted during the three and six months ended June 30, 2013 will be 0.6 million
and will vest, if earned, at the end of the two-year performance period ending on December 31, 2014.

 
During the six months ended June 30, 2013, PRSUs with an aggregate intrinsic value of $14.9 million were issued from treasury stock following the

satisfaction of certain financial metrics over the performance period. The PRSUs were issued from treasury stock at 282.0% of the target award, out of a
maximum payout of 300.0%.

A summary of the Company’s stock option activity and related information for the six months ended June 30, 2013 is presented below:

(shares in millions)         

 

 
Number
of Shares   

Weighted-
Average
Grant

Date Fair
Value   

Weighted-
Average

 Remaining
Contractual
Term (Years)   

Aggregate
 Intrinsic

Value  
Options outstanding December 31, 2012   2.9  $ 17.00     

Granted   0.6   39.70     
Forfeited   (0.1)   39.58     
Exercised   (0.3)   13.21     

Options outstanding at June 30, 2013   3.1  $ 21.80   6.44  $ 62.2 
Options exercisable at June 30, 2013   2.0  $ 14.44   4.98  $ 60.4 

 
The aggregate intrinsic value of options exercised during the three months ended June 30, 2013 and 2012 was $4.4 million and $12.6 million,

respectively. The aggregate intrinsic value of options exercised during the six months ended June 30, 2013 and 2012 was $12.4 million and $39.1 million,
respectively.

A summary of the Company’s RSU and DSU activity and related information for the three and six months ended June 30, 2013 is presented below:

(shares in millions)       

 

 
Number of

Shares   

Weighted-
Average
Grant

Date Fair
Value   

Aggregate
Intrinsic

Value  
Awards outstanding at December 31, 2012   0.2  $ 32.03     

Granted   0.2   46.02     
Vested   (0.2)   29.39     
Forfeited   —   —     

Awards outstanding at June 30, 2013   0.2  $ 47.40  $ 9.0 

 
The RSUs granted during the three and six months ended June 30, 2013 will vest over one year. DSUs were granted during the six months ended

June 30, 2013 and will vest over one year.

The aggregate intrinsic value of RSUs issued from treasury stock during the three and six months ended June 30, 2013 was $5.9 million and $6.4
million, respectively.
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A summary of total unrecognized stock-based compensation expense based on current performance estimates related to the PRSUs, options and
RSUs/DSUs granted during the six months ended June 30, 2013 is presented below:

($ in millions)     

  June 30, 2013   

Weighted
 Average

 Remaining
 Vesting Period

(Years)  
Unrecognized PRSU expense  $ 2.4   1.26 
Unrecognized stock option expense   7.6   1.63 
Unrecognized RSU/DSU expense   6.3   1.22 

Total unrecognized stock-based compensation expense  $ 16.3   1.42 
 
(12) Commitments and Contingencies
 

(a) Purchase Commitments. The Company will, from time to time, enter into limited purchase commitments for the purchase of certain raw
materials. Amounts committed under these programs are not significant as of June 30, 2013 and December 31, 2012.

(b) Norfolk County Retirement System, Individually and on behalf of all others similarly situated, Plaintiff v. Tempur-Pedic International Inc., Mark
A. Sarvary and Dale E. Williams; filed June 20, 2012

Arthur Benning, Jr., Individually and on behalf of all others similarly situated, Plaintiff v. Tempur-Pedic International Inc., Mark A. Sarvary and
Dale E. Williams; filed June 25, 2012

On June 20 and 25, 2012, the above suits were filed against the Company and two named executive officers in the United States District Court for
the Eastern District of Kentucky, purportedly on behalf of a proposed class of shareholders who purchased the Company’s stock between January 25, 2012
and June 5, 2012. The complaints assert claims under Sections 10(b) and 20(a) of the Securities Exchange Act of 1934, alleging, among other things, false
and misleading statements and concealment of material information concerning the Company’s competitive position, projected net sales, earnings per diluted
share and related financial performance for the Company’s 2012 fiscal year. The plaintiffs seek damages, interest, costs, attorney’s fees, expert fees and
unspecified equitable/injunctive relief. The Company strongly believes that the shareholder suits lack merit and intends to defend against the claims
vigorously. The outcome of these matters is uncertain, however, and although the Company does not currently expect to incur a loss with respect to these
matters, the Company cannot currently predict the manner and timing of the resolution of the suits, an estimate of a range of losses or any minimum loss that
could result in the event of an adverse verdict in these suits, or whether the Company’s applicable insurance policies will provide sufficient coverage for these
claims. Accordingly, the Company can give no assurance that these matters will not have a material adverse effect on the Company’s financial position or
results of operations.  

(c) Benjamin B. Clarke, Individually and On Behalf of All Others Similarly Situated v. Lawrence J. Rogers, Richard W. Roedel, John B. Replogle,
Paul J. Norris, Dean B. Nelson, Gary E. Morin, James W. Johnson, Deborah G. Ellinger, Simon E. Brown, Sealy Corporation, Tempur-Pedic International
Inc. and Silver Lightning Merger Company, filed October 2, 2012

 
Robert A. Justewicz, Individually and On Behalf of All Others Similarly Situated v. Sealy Corporation, Lawrence J. Rogers, Paul J. Norris, James W.

Johnson, Simon E. Brown, Gary E. Morin, Dean B. Nelson, Richard W. Roedel, Deborah G. Ellinger, John B. Replogle, Silver Lightning Merger Company
and Tempur-Pedic International Inc., filed Oct. 3, 2012

Deno Singh, On Behalf of Himself and All Others Similarly Situated v. Lawrence J. Rogers, Richard W. Roedel, John B. Replogle, Paul J. Norris,
Dean B. Nelson, Gary E. Morin, James W. Johnston, Deborah G. Ellinger, Simon E. Brown, Sealy Corporation, Tempur-Pedic International Inc. and Silver
Lightning Merger Company, filed October 15, 2012
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Jay M. Plourde, On Behalf of Himself and All Others Similarly Situated v. Sealy Corporation, Lawrence J. Rogers, Paul Norris, James W. Johnston,
Simon E. Brown, Gary E. Morin, Dean B. Nelson, Richard Roedel, Deborah G. Ellinger, John B. Replogel, Tempur-Pedic International Inc., Kohlberg Kravis
Roberts & Co. L.P. and Silver Lightning Merger Company, filed October 15, 2012

Keith Gamble, Individually and On Behalf of All Others Similarly Situated v. Lawrence J. Rogers, Richard W. Roedel, John B. Replogle, Paul J.
Norris, Dean B. Nelson, Gary E. Morin, James W. Johnston, Deborah G. Ellinger, Simon E. Brown, Sealy Corporation, Tempur-Pedic International Inc. and
Silver Lightning Merger Company, filed October 16, 2012

Curtis Nall, On Behalf of Himself and All Others Similarly Situated Shareholders of Sealy Corporation v. Lawrence C. Rogers, James W. Johnston,
Simon E. Brown, Gary E. Morin, Dean B. Nelson, Richard Roedel, Deborah G. Ellinger, John B. Replogle, Paul J. Norris, Sealy Corporation, Tempur-Pedic
International Inc., KKR Millennium GP LLC, KKR & Co. L.P., and Silver Lightning Merger Company, filed October 17, 2012

The Company is aware of six purported class action lawsuits relating to the Merger with Sealy, one in North Carolina state court and five in the
Delaware Court of Chancery, filed by purported stockholders of Sealy against Sealy, Sealy’s directors, the Company and Silver Lightning Merger Company, a
subsidiary of the Company (the “Merger Sub”). Justewicz v. Sealy Corp., et al. (‘‘North Carolina Action’’) was filed on October 3, 2012, in the General Court
of Justice, Superior Court Division in North Carolina (‘‘North Carolina Court’’). On November 13, 2012, the Delaware Court of Chancery consolidated all
five Delaware actions into a single action, which is now styled as In re Sealy Corporation Shareholder Litigation (‘‘Delaware Action’’). Plaintiff in the North
Carolina Action and plaintiffs in the Delaware Action alleged, among other things, that the defendants had breached their fiduciary duties to Sealy’s
stockholders and that Sealy, the Company and Merger Sub aided and abetted the Sealy directors’ alleged breach of fiduciary duties. The complaints also
claimed that the consideration to be paid in the Merger to Sealy stockholders (the “Merger Consideration”) was inadequate, that the Merger Agreement
contained unfair deal protection provisions, that Sealy’s directors were subject to conflicts of interests, and that the preliminary information statement filed by
Sealy with the Securities and Exchange Commission on October 30, 2012 omitted material information concerning the negotiation process leading to the
proposed transaction and the valuation of Sealy.
 

On October 12, 2012, plaintiff in the North Carolina Action brought a Motion for Expedited Discovery and for a Hearing and Briefing Schedule on
Plaintiff’s Motion for a Preliminary Injunction. On October 24, 2012, defendants in the North Carolina Action brought a Motion to Stay the North Carolina
Action in favor of the Delaware Action. On November 7, 2012, the North Carolina Action plaintiff amended his complaint to add allegations claiming that the
preliminary information statement filed by Sealy on October 30, 2012 did not provide sufficient information.  Following briefing and a hearing on November
8, 2012, the North Carolina Court stayed the North Carolina Action. On November 19, 2012, plaintiffs in the Delaware Action filed a consolidated amended
complaint, a motion for expedited proceedings, and a motion for a preliminary injunction.
 

The Company believes that the allegations in these lawsuits were entirely without merit.  On January 22, 2013, solely to avoid the burden, expense
and uncertainties inherent in litigation, and without admitting any liability or wrongdoing, the parties to the Delaware Action entered into a memorandum of
understanding setting forth an agreement-in-principle providing for a settlement of the Delaware Action (the “Settlement”). In connection with the Settlement,
Sealy agreed to include certain supplemental disclosures in the information statement to be sent to Sealy stockholders. The Settlement provided for the release
of all claims by Sealy stockholders concerning the Merger Agreement, the Merger, and the disclosures made in connection with the Merger, including all
claims that were asserted or could have been asserted in the Delaware Action and the North Carolina Action. The Settlement did not provide for the payment
of any additional monetary consideration to Sealy stockholders and the Settlement did not affect the rights of any Sealy stockholder to seek appraisal pursuant
to Section 262 of the DGCL. The Settlement was subject to approval by the Delaware Court of Chancery and a hearing was held on May 30, 2013, and the
court approved the Settlement on that date.

 
The Company did not incur a loss with respect to these matters.  Sealy’s insurance policies covered the claim for attorneys’ fees, which represented

the only monetary obligation of the Company under the Settlement.
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(d) Sealy mattress Company of JY, Inc., David Hertz, individually, as trustee of, respectively, the Allison Lindsay Hertz Trust, the Samuel Douglas
Hertz Trust, the Sydney Lauren Hertz Trust, the U/A DTD 08/21/97 Andrew Michael Marcus Trust, the U/A DTD 08/21/97 Julia Robyn Marcus Trust, and the
U/A DTD 08/21/97 James Daniel Marcus Trust, and as executor of the Estate of Walter Hertz, Lisa Marcus, Rose Naiman, Michael Shoobs, and Diane
Shoobs, individually and as custodian of the Robert S. Shoobs UTMA NJ v. Sealy Corporation, filed June 27, 2013.  With respect to the Sealy Acquisition,
holders of approximately 3.1 million shares of Sealy common stock sent notices to Sealy purporting to exercise their appraisal rights in accordance with the
Merger Agreement executed on September 26, 2012. In order to preserve these appraisal rights, any such former stockholder was required to commence an
appraisal proceeding in the Delaware courts within 120 days after March 18, 2013. Sealy has expressly reserved its rights to contest that any or all of such
notices were not delivered timely or otherwise not in the form required under Delaware law. On June 27, 2013, an appraisal proceeding was commenced in
the Delaware Court of Chancery (the “Appraisal Action”).  If the fair value of the Sealy common stock formerly held by the former Sealy stockholders
seeking the appraisal is determined to be greater than the $2.20 per share paid pursuant to the Merger Agreement, Sealy would be required to pay such
difference, plus interest at the statutory rate, which could impact the Company’s financial condition and  liquidity.

(e) Environmental. The Company is currently conducting an environmental cleanup at a formerly owned facility in South Brunswick, New Jersey
pursuant to the New Jersey Industrial Site Recovery Act. Sealy and one of its subsidiaries are parties to an Administrative Consent Order issued by the New
Jersey Department of Environmental Protection. Pursuant to that order, Sealy and its subsidiary agreed to conduct soil and groundwater remediation at the
property. The Company does not believe that its manufacturing processes were the source of contamination. The Company sold the property in 1997. The
Company retained primary responsibility for the required remediation. Previously, the Company removed and disposed of contaminated soil from the site
with the New Jersey Department of Environmental Protection approval, and the Company has installed a groundwater remediation system on the site.
During 2005, with the approval of the New Jersey Department of Environmental Protection, the Company removed and disposed of sediment in Oakeys
Brook adjoining the site. The Company continues to monitor ground water at the site. During 2012, with the approval of the New Jersey Department of
Environmental Protection, the Company commenced the removal and disposal of additional contaminated soil from the site. The Company has recorded a
reserve as a component of other accrued expenses and other noncurrent liabilities in the accompanying Consolidated Balance Sheets as of June 30, 2013 for
$2.9 million associated with this remediation project.

 
The Company has also undertaken a remediation of soil and groundwater contamination at an inactive facility located in Oakville, Connecticut.

Although the Company is conducting the remediation voluntarily, it obtained Connecticut Department of Environmental Protection (“DEEP”) approval of the
remediation plan. The Company believes that it has essentially completed its remediation of the site. Accordingly, the Company has submitted a closure
report to the Connecticut DEEP for the lower portion of the site, which earlier this year was approved, and is preparing a closure report for the upper portion
of the site. The Company has recorded a liability of approximately $0.1 million associated with the completion of these closure reports and the closure of its
remediation efforts at the site. The Company believes the contamination is attributable to the manufacturing operations of previous, unrelated, unaffiliated
occupants of the facility.

 
The Company cannot predict the ultimate timing or costs of the South Brunswick and Oakville environmental matters. Based on facts currently known,

the Company believes that the accruals recorded are adequate and does not believe the resolution of these matters will have a material effect on the financial
position or future operations of the Company. However, in the event of an adverse decision by the agencies involved, or an unfavorable result in the New
Jersey natural resources damages matter, these matters could have a material effect on the Company’s financial position or results of operations.

 
In 1998, the Company sold an inactive facility located in Putnam, Connecticut. Recently, the Company received a letter from the attorney for the current

owner of that property claiming that the Company may have some responsibility for an environmental condition on the property. The Company continues to
investigate the factual background on this matter, but intends to vigorously defend the claim of the current owner against the Company.
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(f) The Company is involved in various other legal proceedings incidental to the operations of its business. The Company believes that the outcome
of all such pending legal proceedings in the aggregate will not have a material adverse effect on its business, financial condition, liquidity, or operating
results.

 (13) Income Taxes

The Company’s effective tax rate for the three months ended June 30, 2013 and 2012 was 131.3% and 33.6%, respectively. The Company’s tax rate
for the six months ended June 30, 2013 and 2012 was 52.2% and 32.0%, respectively. The Company’s income tax rate for the three and six months ended
June 30, 2013 and 2012 differed from the U.S. federal statutory rate of 35.0% principally due to changes in estimates related to the tax cost of the Company’s
foreign earnings repatriation, changes in the Company’s uncertain tax positions during the three and six months ended June 30, 2013, certain foreign tax rate
differentials, state and local income taxes, foreign income currently taxable in the U.S., the production activities deduction, and certain other permanent
differences.

In conjunction with the Sealy Acquisition, the Company repatriated substantially all of its foreign earnings, including those of the Sealy foreign
subsidiaries, in a taxable transaction. The Company had previously tax effected those earnings and at December 31, 2012 had recorded a $48.1 million
deferred tax liability recorded on the accumulated earnings of the Company’s non-U.S. subsidiaries.  As a result of the Sealy Acquisition, the Company
recognized the benefit of certain foreign tax credit attributes associated with Sealy’s foreign subsidiaries’ earnings. These foreign tax credits could not be
taken into account in calculating the Company’s tax on the book to tax basis difference of its foreign subsidiaries until the Sealy Acquisition closed.  As a
result of the application of these foreign tax credits for the three months ended March 31, 2013, the tax recognized on the repatriation transaction was
approximately $37.1 million, based on the preliminary allocation of purchase price related to the Sealy Acquisition. Consequently, the Company recorded an
$11.0 million tax benefit for the difference between that tax previously accrued on foreign earnings and the current estimate of taxes payable on the
repatriation of such earnings. During the three months ended June 30, 2013, the Company adjusted the tax on the repatriation transaction by approximately
$5.5 million as a result of further adjustments to the valuation of Sealy’s international business. Accordingly, the Company has recorded a total of $42.6
million related to the foreign cash repatriated in connection with the Sealy Acquisition. At June 30, 2013, the tax basis of the Company’s investment in its
foreign subsidiaries exceeds the Company’s basis. Accordingly, no deferred taxes have been recorded related to this basis difference as it is not apparent that
the difference will reverse in the foreseeable future.

The Company has received income tax assessments from the Danish Tax Authority (“SKAT”) with respect to the tax years 2001 through 2007
relating to the royalty paid by one of Tempur Sealy International’s U.S. subsidiaries to a Danish subsidiary.  The 2007 income tax assessment was received in
May 2013. The position taken by SKAT could apply to subsequent years. The cumulative total tax assessment for all years is approximately $187.8 million
including interest and penalties. The Company filed timely protests with the Danish National Tax Tribunal (the “Tribunal”) challenging the tax assessments.
The National Tax Tribunal formally agreed to place the Danish tax litigation on hold pending the outcome of a Bilateral Advance Pricing Agreement
(“Bilateral APA”) between the United States and SKAT. A Bilateral APA involves an agreement between the Internal Revenue Service (“IRS”) and the
taxpayer, as well as a negotiated agreement with one or more foreign competent authorities under applicable income tax treaties. During the third quarter of
2008, the Company filed the Bilateral APA with the IRS and SKAT. U.S. and Danish competent authorities have met to discuss the Company’s Bilateral APA.
SKAT and the IRS met several times since 2011, most recently in February 2013, to discuss the matter. At the conclusion of the February 2013 meeting the
IRS and SKAT concluded that a mutually acceptable agreement on the matter could not be reached and, as a result, the Bilateral APA process was terminated.
The Company now expects the Tribunal proceedings to be reconvened later in 2013. The Tribunal is a branch of SKAT that is independent of the discussions
and negotiations that have taken place to date. If the Tribunal does not rule to the satisfaction of one or both parties, the party seeking redress may choose to
litigate the issue in the Danish court system. As a result of the decision by the IRS and SKAT to discontinue further discussions on the matter through the
Bilateral APA process and the reconvening of the Tribunal proceedings, SKAT could require the Company to post a cash deposit or other security for taxes it
has assessed in an amount to be negotiated, up to the full amount of the claim, which could impact or reduce the Company’s liquidity and profitability. The
Company expects to reach conclusion on the cash deposit or security required, if any, during 2013. The Company believes it has meritorious defenses to the
proposed adjustments and will oppose the assessments before the Tribunal and in the Danish courts, as necessary. The impact of terminating the Bilateral
APA program has been considered by the Company in its June 30, 2013 estimate of uncertain tax benefits. It is reasonably possible the amount of
unrecognized tax benefits may change in the next twelve months. An estimate of the amount of such change cannot be made at this time. If the Company is
not successful in defending its position before the Tribunal or in the Danish courts, the Company could be required to pay significant amounts to SKAT,
which could impair or reduce its liquidity and profitability.
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During the three months ended June 30, 2013, SKAT notified the Company that it was examining transactions between the Company’s Danish
manufacturing entity and its foreign distribution subsidiaries for the years 2008 to 2011.  As it relates to these transactions, the Company believes its income
tax filing position is appropriate and fully supported by the underlying documentation.

The Company or one of its subsidiaries files income tax returns in the U.S. federal jurisdiction, and various states and foreign jurisdictions. During
the three months ended June 30, 2013, the Company concluded its tax examination in the U.S. for the years 2008 and 2009. With few exceptions, the
Company is no longer subject to tax examinations by the IRS in the U.S. for periods prior to 2010, U.S. state and local municipalities for periods prior to
2006, and in non-U.S. jurisdictions for periods prior to 2001. Additionally, the Company is currently under examination by various tax authorities around the
world. The Company anticipates it is reasonably possible an increase or decrease in the amount of unrecognized tax benefits could be made in the next twelve
months as a result of the statute of limitations expiring and/or the examinations being concluded on these returns. However, the Company does not presently
anticipate that any increase or decrease in unrecognized tax benefits will be material to the consolidated financial statements. Other than the changes
discussed in the preceding paragraph, there were no significant changes to the liability for unrecognized tax benefits during the six months ended June 30,
2013.

(14) Major Customers

The top five customers accounted for approximately 31.7% and 23.5% of the Company’s net sales for the three months ended June 30, 2013 and
2012, respectively. The top five customers accounted for approximately 31.3% and 21.9% of the Company’s net sales for the six months ended June 30, 2013
and 2012, respectively. Net sales from one customer (Mattress Firm) represented more than 10.0% of net sales for the three and six months ended June 30,
2013.  The top five customers also accounted for approximately 31.9% and 24.6% of accounts receivable as of June 30, 2013 and 2012, respectively.

(15) Earnings Per Common Share
 
(in millions, except per common shares amounts)     
     
  Three Months Ended   Six Months Ended  
  June 30,   June 30,  
  2013   2012   2013   2012  
Numerator:         
Net (loss) income attributable to Tempur Sealy International, Inc.  $ (1.6)  $ 29.1  $ 10.9  $ 85.3 
                 
Denominator:                 
Denominator for basic earnings per common share-weighted average shares   60.4   62.9   60.2   63.4 
Effect of dilutive securities:                 
Employee stock-based compensation   —   1.4   1.3   1.6 
Denominator for diluted earnings per common share-adjusted weighted average

shares   60.4   64.3   61.5   65.0 
                 
Basic (loss) earnings per common share  $ (0.03)  $ 0.46  $ 0.18  $ 1.35 
                 
Diluted (loss) earnings per common share  $ (0.03)  $ 0.45  $ 0.18  $ 1.31 
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The Company excluded 0.1 million shares issuable upon exercise of outstanding stock options for the three months ended June 30, 2012, and 0.4
million and 0.1 million for the six months ended June 30, 2013 and 2012 respectively, from the diluted earnings per common share computation because their
exercise price was greater than the average market price of Tempur Sealy International’s common stock or they were otherwise anti-dilutive. Holders of non-
vested stock-based compensation awards do not maintain voting rights or maintain rights to receive any dividends thereon.

(16) Business Segment Information
 

The Company operates in three business segments: Tempur North America, Tempur International and Sealy. As a result of the Sealy Acquisition, the
Company now has a new reportable business segment which represents Sealy’s results of operations. These reportable segments are strategic business units
that are managed separately based on the fundamental differences in their operations. The Tempur North America segment consists of the two U.S.
manufacturing facilities and the Tempur North American distribution subsidiaries. The Tempur International segment consists of the manufacturing facility in
Denmark, whose customers include all of the distribution subsidiaries and third party distributors outside the Tempur North America segment. The Sealy
segment consists of manufacturing and distributions subsidiaries related to Sealy. The Company evaluates segment performance based on net sales and
operating income. The Company includes certain corporate operating expenses in the Tempur North America segment, which were $21.0 million and $15.9
million for the three months ended June 30, 2013 and 2012, respectively. Certain corporate operating expenses included in the Tempur North America
segment for the six months ended June 30, 2013 and 2012, were $50.3 million and $30.5 million, respectively. There were no material allocations of
corporate operating expenses to the Tempur International or Sealy segments for the three or six months ended June 30, 2013 and 2012. The Company’s
Tempur North America, Tempur International and Sealy segment assets include investments in subsidiaries which are appropriately eliminated in the
Company’s accompanying Condensed Consolidated Financial Statements. The remaining inter-segment eliminations are comprised of intercompany accounts
receivable. The effect of the elimination of the investments in subsidiaries is included in the inter-segment eliminations as shown below.
  

The following table summarizes total assets by segment:
 
(in millions)     
  June 30,   December 31,  
  2013   2012  
Total assets:     

Tempur North America  $ 2,096.0  $ 1,160.4 
Tempur International   527.8   504.1 

 
Sealy   1,841.4   — 
Investment in subsidiaries   (1,439.4)   (347.6)
Other intercompany eliminations   (309.5)   (3.9)

  $ 2,716.3  $ 1,313.0 

 
The following table summarizes long-lived assets by segment:

 
(in millions)   
 June 30,  December 31,  
Long-lived assets: 2013  2012  

Tempur North America $ 391.6  $ 395.7 
Tempur International  66.4   69.5 
Sealy  1,469.0   — 

 $ 1,927.0  $ 465.2 

The following table summarizes net sales by geographic region:

(in millions)   
 Three Months Ended  Six Months Ended  
 June 30,  June 30,  
 2013  2012  2013  2012  
United States $ 474.1  $ 218.0  $ 727.4  $ 477.0 
Canada  56.1   8.6   71.1   18.6 
Other International  130.4   102.9   252.2   218.3 
 $ 660.6  $ 329.5  $ 1,050.7  $ 713.9 

Total International $ 186.5  $ 111.5  $ 323.3  $ 236.9 
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The following table summarizes segment information:

(in millions)     
  Three Months Ended   Six Months Ended  
  June 30,   June 30,  
  2013   2012   2013   2012  
Net sales from external customers:         

Tempur North America         
Bedding  $ 199.5  $ 210.5  $ 404.1  $ 455.0 
Other products   16.0   16.1   37.3   40.6 

  $ 215.5  $ 226.6  $ 441.4  $ 495.6 
                 

Tempur International                 
Bedding  $ 73.9  $ 78.7  $ 163.2  $ 167.9 
Other products   26.6   24.2   54.8   50.4 

  $ 100.5  $ 102.9  $ 218.0  $ 218.3 
                 

Sealy                 
Bedding  $ 325.1  $ —  $ 369.8  $ — 
Other products   19.5   —   21.5   — 

  $ 344.6  $ —  $ 391.3  $ — 
  $ 660.6  $ 329.5  $ 1,050.7  $ 713.9 
                 
Inter-segment sales:                 

Tempur North America  $ —  $ 0.2  $ 0.1  $ 0.4 
Tempur International   0.1   0.5   0.2   0.5 
Sealy   —   —   —   — 
Intercompany eliminations   (0.1)   (0.7)   (0.3)   (0.9)

  $ —  $ —  $ —  $ — 
                 
Gross profit:                 

Tempur North America  $ 88.5  $ 106.3  $ 191.9  $ 243.5 
Tempur International   62.5   60.6   136.8   129.4 
Sealy   103.9   —   114.6   — 

  $ 254.9  $ 166.9  $ 443.3  $ 372.9 
                 
Operating income:                 

Tempur North America  $ 10.3  $ 27.0  $ 26.1  $ 85.5 
Tempur International   23.9   20.5   55.2   48.1 
Sealy   9.8   —   7.2   — 

  $ 44.0  $ 47.5  $ 88.5  $ 133.6 
                 
(Loss) income before income taxes:                 

Tempur North America  $ (22.9)  $ 23.0  $ (34.6)  $ 77.5 
Tempur International   22.5   20.9   52.7   47.9 
Sealy   7.1   —   3.7   — 

  $ 6.7  $ 43.9  $ 21.8  $ 125.4 
                 
Depreciation and amortization (including stock-based compensation

amortization):                 
Tempur North America  $ 10.8  $ 9.2  $ 20.6  $ 19.6 
Tempur International   3.1   2.8   6.2   5.4 
Sealy   11.0   —   12.8   — 

  $ 24.9  $ 12.0  $ 39.6  $ 25.0 
                 
Intercompany royalties:                 

Tempur North America  $ 1.4  $ 2.9  $ 2.7  $ 6.4 
Tempur International   (1.4)   (2.9)   (2.7)   (6.4)
Sealy   —   —   —   — 

  $ —  $ —  $ —  $ — 
                 
Capital expenditures:                 

Tempur North America  $ 7.0  $ 9.4  $ 10.9  $ 13.1 
Tempur International   3.0   4.6   4.7   7.5 
Sealy   3.7   —   3.7   — 

  $ 13.7  $ 14.0  $ 19.3  $ 20.6 
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(17)            Guarantor/Non-Guarantor Financial Information

The Senior Notes are general unsecured senior obligations of Tempur Sealy International and are fully and unconditionally guaranteed on a senior
unsecured basis, jointly and severally, by all of Tempur Sealy International’s 100% directly or indirectly owned current and future domestic subsidiaries (the
“Combined Guarantor Subsidiaries”). The foreign subsidiaries (the “Combined Non-Guarantor Subsidiaries”) represent the foreign operations of the
Company and do not guarantee the Senior Notes. A subsidiary guarantor will be released from its obligations under the indenture governing the Senior Notes
when: (a) the subsidiary guarantor is sold or sells all or substantially all of its assets; (b) the subsidiary is declared “unrestricted” under the indenture
governing the Senior Notes; (c) the subsidiary’s guarantee of indebtedness under the 2012 Credit Agreement (as it may be amended, refinanced or replaced) is
released (other than a discharge through repayment); or (d) the requirements for legal or covenant defeasance or discharge of the indenture have been
satisfied. The principal elimination entries relate to investments in subsidiaries and intercompany balances and transactions, including transactions with the
Company’s wholly-owned subsidiary guarantors and non-guarantor subsidiaries. The Company has accounted for its investments in its subsidiaries under the
equity method.

 
The following financial information presents Condensed Consolidated Balance Sheets as of June 30, 2013 and December 31, 2012, and the related

Condensed Consolidated Statements of Income and Comprehensive Income and Cash Flows for the three months ended June 30, 2013 and 2012, for the
Ultimate Parent, Combined Guarantor Subsidiaries and Combined Non-Guarantor Subsidiaries.

31



Table of Contents

TEMPUR SEALY INTERNATIONAL, INC. AND SUBSIDIARIES
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TEMPUR SEALY INTERNATIONAL, INC.
Supplemental Condensed Consolidated Statements of Income and Comprehensive Income

Three Months Ended June 30, 2013
(in millions)

  

Tempur
Sealy

 International,
 Inc.

(Ultimate
Parent)   

Combined
Guarantor

Subsidiaries   

Combined
Non-

Guarantor
Subsidiaries   Eliminations   Consolidated  

Net sales  $ ―  $ 478.7  $ 186.7  $ (4.8)  $ 660.6 
Cost of sales   ―   315.8   94.7   (4.8)   405.7 
Gross profit   ―   162.9   92.0   ―   254.9 
Selling and marketing expenses   0.7   100.1   39.0   ―   139.8 
General, administrative and other expenses   4.6   51.5   20.2   ―   76.3 
Equity in earnings of unconsolidated affiliates   ―   ―   (1.1)       (1.1)
Royalty income, net of royalty expense   ―   (4.1)   ―   ―   (4.1)
Operating income   (5.3)   15.4   33.9   ―   44.0 
                     
Other expense, net:                     

Interest expense, net   18.0   16.8   0.9   ―   35.7 
Other expense (income), net   ―   (0.6)   2.2   ―   1.6 

Total other expense   18.0   16.2   3.1   ―   37.3 
                     
Income from equity investees   13.7   23.1   ―   (36.8)   ― 
                     
Income before income taxes   (9.6)   22.3   30.8   (36.8)   6.7 
Income tax (provision) benefit   7.5   (8.6)   (7.7)   ―   (8.8) 
Net (loss) income   (2.1)   13.7   23.1   (36.8)   (2.1)
Less: net (loss) income attributable to non-controlling interest   (0.5)   (0.5)   ―   0.5   (0.5)
Net (loss) income attributable to Tempur Sealy International,

Inc.  $ (1.6)  $ 14.2  $ 23.1  $ (37.3)  $ (1.6)
                     
Comprehensive income  $ (7.5)  $ 14.6  $ 16.8  $ (31.4)  $ (7.5)
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TEMPUR SEALY INTERNATIONAL, INC.
Supplemental Condensed Consolidated Statements of Income and Comprehensive Income

Six Months Ended June 30, 2013
(in millions)

  

Tempur
Sealy

 International,
 Inc.

(Ultimate
 Parent)   

Combined
Guarantor

 Subsidiaries   

Combined
Non-

Guarantor
 Subsidiaries   Eliminations   Consolidated  

Net sales  $ ―  $ 738.7  $ 323.5  $ (11.5)  $ 1,050.7 
Cost of sales   ―   466.5   152.4   (11.5)   607.4 
Gross profit   ―   272.2   171.1   ―   443.3 
Selling and marketing expenses   1.4   152.7   72.1   ―   226.2 
General, administrative and other expenses   8.2   92.0   34.8   ―   135.0 
Equity in earnings of unconsolidated affiliates   ―   ―   (1.3)       (1.3)
Royalty income, net of royalty expense   ―   (5.1)   ―   ―   (5.1)
Operating income   (9.6)   32.6   65.5   ―   88.5 
                     
Other expense, net:                     

Interest expense, net   30.7   31.8   1.1   ―   63.6 
Other expense (income), net   ―   (0.3)   3.4   ―   3.1 

Total other expense   30.7   31.5   4.5   ―   66.7 
                     
Income from equity investees   38.5   46.2   ―   (84.7)   ― 
                     
Income before income taxes   (1.8)   47.3   61.0   (84.7)   21.8 
Income tax (provision) benefit   12.2   (8.8)   (14.8)   ―   (11.4) 
Net (loss) income   10.4   38.5   46.2   (84.7)   10.4 
Less: net (loss) income attributable to non-controlling interest   (0.5)   (0.5)   ―   0.5   (0.5)
Net (loss) income attributable to Tempur Sealy International,

Inc.  $ 10.9  $ 39.0  $ 46.2  $ (85.2)  $ 10.9 
                     
Comprehensive income  $ (5.7)  $ 39.7  $ 31.7  $ (71.4)  $ (5.7)
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TEMPUR SEALY INTERNATIONAL, INC.

Supplemental Condensed Consolidated Statements of Income and Comprehensive Income
Three Months Ended June 30, 2012

(in millions)

  

Tempur Sealy
 International,

 Inc.
(Ultimate
 Parent)   

Combined
Guarantor

Subsidiaries   

Combined
 Non-

Guarantor
 Subsidiaries   Eliminations   Consolidated  

Net sales  $ ―  $ 225.3  $ 112.0  $ (7.8)  $ 329.5 
Cost of sales   ―   121.4   49.0   (7.8)   162.6 
Gross profit   ―   103.9   63.0   ―   166.9 
Selling and marketing expenses   0.7   51.7   31.3   ―   83.7 
General, administrative and other expenses   2.8   23.5   9.4   ―   35.7 
Equity in earnings of unconsolidated affiliates   ―   ―   ―   ―   ― 
Royalty income, net of royalty expense   ―   ―   ―   ―   ― 
Operating income   (3.5)   28.7   22.3   ―   47.5 
                     
Other expense, net:                     
Interest expense, net   7.5   (3.5)   0.1   ―   4.1 
Other expense (income), net   ―   ―   (0.5)   ―   (0.5)
Total other expense   7.5   (3.5)   (0.4)   ―   3.6 
                     
Income from equity investees   36.6   17.6   ―   (54.2)   ― 
                     
Income before income taxes   25.6   49.8   22.7   (54.2)   43.9 
Income tax (provision) benefit   3.5   (13.2)   (5.1)   ―   (14.8) 
Net (loss) income   29.1   36.6   17.6   (54.2)   29.1 
Less: net (loss) income attributable to non-controlling interest   ―   ―   ―   ―   ― 
Net (loss) income attributable to Tempur Sealy International,

Inc.  $ 29.1  $ 36.6  $ 17.6  $ (54.2)  $ 29.1 
                     
Comprehensive income  $ 18.4  $ 36.1  $ 7.5  $ (43.6)  $ 18.4 
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TEMPUR SEALY INTERNATIONAL, INC.
Supplemental Condensed Consolidated Statements of Income and Comprehensive Income

Six Months Ended June 30, 2012
(in millions)

  

Tempur Sealy
International,

Inc.
(Ultimate
 Parent)   

Combined
 Guarantor

 Subsidiaries   

Combined
Non-

Guarantor
Subsidiaries   Eliminations   Consolidated  

Net sales  $ ―  $ 489.1  $ 237.5  $ (12.7)  $ 713.9 
Cost of sales   ―   250.9   102.8   (12.7)   341.0 
Gross profit   ―   238.2   134.7   ―   372.9 
Selling and marketing expenses   1.9   101.5   63.6   ―   167.0 
General, administrative and other expenses   6.3   44.6   21.4   ―   72.3 
Equity in earnings of unconsolidated affiliates   ―   ―   ―   ―   ― 
Royalty income, net of royalty expense   ―   ―   ―   ―   ― 
Operating income   (8.2)   92.1   49.7   ―   133.6 
                     
Other expense, net:                     

Interest expense, net   14.9   (6.9)   0.2   ―   8.2 
Other expense (income), net   ―   ―   ―   ―   ― 

Total other expense   14.9   (6.9)   0.2   ―   8.2 
                     
Income from equity investees   102.6   41.0   ―   (143.6)   ― 
                     
Income before income taxes   79.5   140.0   49.5   (143.6)   125.4 
Income tax (provision) benefit   5.8   (37.4)   (8.5)   ―   (40.1) 
Net (loss) income   85.3   102.6   41.0   (143.6)   85.3 
Less: net (loss) income attributable to non-controlling interest   ―   ―   ―   ―   ― 
Net (loss) income attributable to Tempur Sealy International,

Inc.  $ 85.3  $ 102.6  $ 41.0  $ (143.6)  $ 85.3 
                     
Comprehensive income  $ 79.9  $ 101.7  $ 36.5  $ (138.2)  $ 79.9 
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TEMPUR SEALY INTERNATIONAL, INC.
Supplemental Condensed Consolidated Balance Sheets

June 30, 2013
(in millions)

 

 
  

Tempur
Sealy

 International,
Inc.

(Ultimate
Parent)   

Combined
 Guarantor
Subsidiaries   

Combined
Non-

Guarantor
 Subsidiaries   Eliminations   Consolidated  

ASSETS           
           
Current Assets:           

Cash and cash equivalents  $ 0.2  $ 37.8  $ 63.4  $ ―  $ 101.4 
Accounts receivable, net   ―   188.6   143.0   ―   331.6 
Inventories   ―   129.5   50.1   ―   179.6 
Escrow Receivable   ―   ―   ―   ―   ― 
Income taxes payable   105.6   ―   ―   (105.6)   ― 
Prepaid expenses and other current assets   0.5   35.1   15.2   ―   50.8 
Deferred income taxes   7.9   23.3   4.6   ―   35.8 

Total Current Assets   114.2   414.3   276.3   (105.6)   699.2 
Property, plant and equipment,  net   ―   340.1   75.0   ―   415.1 
Goodwill   ―   583.6   164.3   ―   747.9 
Other intangible assets, net   ―   335.2   428.8   ―   764.0 
Deferred tax asset   ―   ―   9.8   ―   9.8 
Other non-current assets   8.0   57.0   15.3   ―   80.3 
Net investment in subsidiaries   1,170.4   10.6   ―   (1,181.0)   ― 
Due from affiliates   844.1   2,219.3   0.9   (3,064.3)   ― 

Total Assets  $ 2,136.7  $ 3,960.1  $ 970.4  $ (4,350.9)  $ 2,716.3 
                     
LIABILITIES AND STOCKHOLDERS’ EQUITY              
                     
Current Liabilities:                     

Accounts payable  $ ―  $ 112.2  $ 37.9  $ ―  $ 150.1 
Accrued expenses and other current liabilities   1.4   134.6   56.7   ―   192.7 
Deferred income taxes   ―   ―   0.5   ―   0.5 
Income taxes payable   ―   116.6   7.4   (105.6)   18.4 
Current portion of long-term debt   ―   36.3   3.1   ―   39.4 

Total Current Liabilities   1.4   399.7   105.6   (105.6)   401.1 
Long-term debt   375.0   1,528.3   ―   ―   1,903.3 
Deferred income taxes   ―   256.7   35.2   ―   291.9 
Other non-current liabilities   ―   75.4   7.0   ―   82.4 
Due to affiliates   1,722.7   529.6   812.0   (3,064.3)   ― 

Total Liabilities   2,099.1   2,789.7   959.8   (3,169.9)   2,678.7 
                     
Redeemable non-controlling interest   10.8   10.8   ―   (10.8)   10.8 
                     
Total Stockholders’ Equity   26.8   1,159.6   10.6   (1,170.2)   26.8 
Total Liabilities and Stockholders’ Equity  $ 2,136.7  $ 3,960.1  $ 970.4  $ (4,350.9)  $ 2,716.3 
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TEMPUR SEALY INTERNATIONAL, INC.
Supplemental Condensed Consolidated Balance Sheets

December 31, 2012
(in millions)

 
  

Tempur
 Sealy

 International,
 Inc.

(Ultimate
Parent)   

Combined
Guarantor

Subsidiaries   

Combined
 Non-

Guarantor
Subsidiaries   Eliminations   Consolidated  

ASSETS           
           
Current Assets:           

Cash and cash equivalents  $ ―  $ 19.2  $ 160.1  $ ―  $ 179.3 
Accounts receivable, net   ―   57.1   72.7   ―   129.8 
Inventories   ―   55.7   37.3   ―   93.0 
Escrow Receivable   375.0   ―   ―   ―   375.0 
Prepaid expenses and other current assets   86.2   26.4   15.0   (86.2)   41.4 
Deferred income taxes   11.7   ―   2.6   (11.7)   2.6 

Total Current Assets   472.9   158.4   287.7   (97.9)   821.1 
Property, plant and equipment, net   ―   132.7   53.3   ―   186.0 
Goodwill   ―   89.9   126.2   ―   216.1 
Other intangible assets, net   ―   42.9   20.2   ―   63.1 
Deferred tax asset   ―   ―   10.4   ―   10.4 
Other non-current assets   ―   13.4   2.9   ―   16.3 
Net investment in subsidiaries   1,213.0   300.2   ―   (1,513.2)   ― 
Due from affiliates   28.0   1,460.0   3.4   (1,491.4)   ― 

Total Assets  $ 1,713.9  $ 2,197.5  $ 504.1  $ (3,102.5)  $ 1,313.0 
                     
LIABILITIES AND STOCKHOLDERS’ EQUITY              
                     
Current Liabilities:                     

Accounts payable  $ ―  $ 60.0  $ 25.8  $ ―  $ 85.8 
Accrued expenses and other current liabilities   0.2   46.2   35.0   ―   81.4 
Deferred income taxes   ―   37.6   0.6   (11.7)   26.5 
Income taxes payable   ―   89.3   12.4   (86.2)   15.5 

Total Current Liabilities   0.2   233.1   73.8   (97.9)   209.2 
Long-term debt   375.0   650.0   ―   ―   1,025.0 
Deferred income taxes   ―   28.9   2.5   ―   31.4 
Other non-current liabilities   ―   23.5   1.6   ―   25.1 
Due to affiliates   1,316.4   49.0   126.0   (1,491.4)   ― 

Total Liabilities   1,691.6   984.5   203.9   (1,589.3)   1,290.7 
                     
Total Stockholders’ Equity   22.3   1,213.0   300.2   (1,513.2)   22.3 
Total Liabilities and Stockholders’ Equity  $ 1,713.9  $ 2,197.5  $ 504.1  $ (3,102.5)  $ 1,313.0 
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS – (unaudited) (continued)
 

TEMPUR SEALY INTERNATIONAL, INC.
Supplemental Condensed Consolidated Statements of Cash Flows

Six Months Ended June 30, 2013
(in millions)

 

 

 

Tempur
Sealy

 International,
 Inc.

(Ultimate
 Parent)   

Combined
 Guarantor

 Subsidiaries   

Combined
Non-

Guarantor
Subsidiaries   Eliminations   Consolidated  

Net cash from operating activities   (35.8)   (7.0)   31.3   ―   (11.5)
                     
CASH FLOWS FROM INVESTING ACTIVITIES:                     
Acquisition of business, net of    cash acquired   ―   (1,035.3)   (137.6)   ―   (1,172.9)
Purchases of property, plant and equipment   ―   (14.0)   (5.3)   ―   (19.3)
Other   ―   (66.3)   68.4   ―   2.1 
Net cash from investing activities   ―   (1,115.6)   (74.5)   ―   (1,190.1)
                     
CASH FLOWS FROM FINANCING ACTIVITIES:                     
Proceeds from 2012 Credit Agreement   ―   2,368.8   ―   ―   2,368.8 
Repayments 2012 Credit Agreement   ―   (926.6)   ―   ―   (926.6)
Proceeds from issuance of Senior Notes   375.0   ―   ―   ―   375.0 
Proceeds from 2011 Credit Facility   ―   46.5   ―   ―   46.5 
Repayments of 2011 Credit Facility   ―   (696.5)   ―   ―   (696.5)
Net activity in investment in and advances from (to)

subsidiaries and affiliates   (804.9)   857.8   (52.9)   ―   ― 
Payment of deferred financing costs   (8.3)   (43.6)   ―   ―   (51.9)
Proceeds from issuance of common stock   5.5   ―   ―   ―   5.5 
Excess tax benefit from stock based compensation   3.5   ―   ―   ―   3.5 
Treasury stock repurchased   465.2   (465.2)   ―   ―   ― 
Other   ―   ―   (0.2)   ―   (0.2)
Net cash from financing activities   36.0   1,141.2   (53.1)   ―   1,124.1 
                     
Net effect of exchange rate changes on cash and cash

equivalents   ―   ―   (0.4)   ―   (0.4)
Increase in cash and cash equivalents   0.2   18.6   (96.7)   ―   (77.9)
Cash and cash equivalents, beginning of period   ―   19.2   160.1   ―   179.3 
Cash and cash equivalents, end of period  $ 0.2  $ 37.8  $ 63.4  $ ―  $ 101.4 
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TEMPUR SEALY INTERNATIONAL, INC.
 

Supplemental Condensed Consolidated Statements of Cash Flows
Six Months Ended June 30, 2012

(in millions)

 

 

Tempur
Sealy

 International,
 Inc.

(Ultimate
Parent)   

Combined
Guarantor

Subsidiaries   

Combined
Non-

Guarantor
 Subsidiaries   Eliminations   Consolidated  

Net cash from operating activities  $ (25.8)   67.6   44.7   ―   86.5 
CASH FLOWS FROM INVESTING ACTIVITIES:                     
Acquisition of business, net of cash acquired   ―   11.8   (13.5)   ―   (1.7)
Purchase of property, plant and equipment   ―   (12.9)   (7.7)   ―   (20.6)
Other   ―   (0.2)   0.2   ―   ― 
Net cash from investing activities   ―   (1.3)   (21.0)   ―   (22.3)
                     
CASH FLOWS FROM FINANCING ACTIVITIES:                     
Proceeds from the 2011 Credit Facility   ―   245.5   ―   ―   245.5 
Repayments of the 2011 Credit Facility   ―   (149.0)   ―   ―   (149.0)
Net activity in investment in and advances from (to)

subsidiaries and affiliates   158.6   (156.7)   (1.9)   ―   ― 
Payment of deferred financing costs   ―   ―   (0.1)   ―   (0.1)
Proceeds from issuance of common stock   10.1   ―   ―   ―   10.1 
Excess tax benefit from stock based compensation   9.7   ―   ―   ―   9.7 
Treasury stock repurchased   (152.6)   ―   ―   ―   (152.6)
Other   ―   ―   (2.3)   ―   (2.3)
Net cash from financing activities   25.8   (60.2)   (4.3)   ―   (38.7)
                     
Net effect of exchange rate changes on cash and cash

equivalents   ―   ―   (2.7)   ―   (2.7)
Increase in cash and cash equivalents   ―   6.1   16.7   ―   22.8 
Cash and cash equivalents, beginning of period   ―   10.8   100.6   ―   111.4 
Cash and cash equivalents, end of period  $ ―  $ 16.9  $ 117.3  $ ―  $ 134.2 
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis should be read in conjunction with the accompanying Condensed Consolidated Financial Statements and
accompanying notes included in this Form 10-Q. Unless otherwise noted, all of the financial information in this report is condensed consolidated information
for the Company. The forward-looking statements in this discussion regarding the mattress and pillow industries, our expectations regarding our future
performance, liquidity and capital resources and other non-historical statements include numerous risks and uncertainties, as described under “Special Note
Regarding Forward-Looking Statements” and “Risk Factors” elsewhere in this quarterly report on Form 10-Q and in our Annual Report on Form 10-K for
the year ended December 31, 2012 and our quarterly report on Form 10-Q for the quarter ended March 31, 2013. Our actual results may differ materially
from those contained in any forward-looking statements. Except as may be required by law, we undertake no obligation to publicly update or revise any of the
forward-looking statements contained herein.

In this discussion and analysis, we discuss and explain the financial condition and results of our operations for the three and six months ended June
30, 2013 and 2012, including the following points:

· An overview of our business, including the acquisition of Sealy Corporation and its historical subsidiaries (“Sealy”); 
· Our net sales and costs in the periods presented as well as changes between periods;
· Expected sources of liquidity for future operations; and
· The effect of the foregoing on our overall financial performance and condition.

 
Executive Overview

General. We have the strongest brand portfolio with the most highly recognized brands in the bedding industry and are the world’s largest bedding
provider. We manufacture, market and distribute bedding products, which we sell globally under the TEMPUR®, Tempur-Pedic®, Sealy®, Sealy
Posturepedic®, Stearns & Foster® and other brands. Our comprehensive suite of bedding products offers a variety of products to consumers across a broad
range of channels.

We sell our products through three distribution channels in each operating business segment: Retail (furniture and bedding retailers, department
stores, specialty retailers and warehouse clubs); Direct (e-commerce platform, company-owned stores, and call center); and Other (third party distributors,
hospitality and healthcare customers).

Business Segments. We have three reportable business segments: Tempur North America, Tempur International and Sealy. As a result of the Sealy
Acquisition, we now have a new reportable business segment based on the Sealy domestic and international business. These reportable segments are strategic
business units that are managed separately based on the fundamental differences in their operations. The Tempur North American segment consists of two
U.S. manufacturing facilities and our Tempur North American distribution subsidiaries. The Tempur International segment consists of our manufacturing
facility in Denmark, whose customers include all of our distribution subsidiaries and third party distributors outside the Tempur North American and Sealy
segments. The Sealy segment consists of company-owned and operated bedding and component manufacturing facilities located around the world, along with
distribution subsidiaries and joint ventures. We evaluate segment performance based on net sales and operating income.
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Sealy Acquisition

On March 18, 2013, we completed the acquisition of Sealy (“Sealy Acquisition”). Refer to Note 2, “Business Combinations”, in our Condensed
Consolidated Financial Statements included in Part I, ITEM I for a discussion of the Sealy Acquisition. Pursuant to the merger agreement, each share of
common stock of Sealy issued and outstanding immediately prior to the effective time of the Sealy Acquisition was cancelled and (other than shares held by
Sealy or Tempur-Pedic or their subsidiaries or Sealy stockholders who properly exercised their appraisal rights) converted into the right to receive $2.20 in
cash. The total purchase price was $1,172.9 million, which was funded using available cash and financing consisting of our 2012 Credit Agreement and
Senior Notes. Refer to Note 4, “Long-Term Debt”, in our Condensed Consolidated Financial Statements included in Part I, ITEM I for the definition of these
terms and further discussion. The purchase price of Sealy, including debt assumed, consisted of the following items:

(in millions)    
Cash consideration for stock  $ 231.2 (1) 
Cash consideration for share-based awards   14.2 (2) 
Cash consideration for 8.0% Sealy Notes   442.1 (3) 
Cash consideration for repayment of Sealy Senior Notes   260.7 (4) 
Cash consideration for repayment of Sealy 2014 Notes   276.9 (5) 
Total consideration   1,225.1  
Cash acquired   (52.2) (6) 
Net consideration given  $ 1,172.9  

 
(1) The cash consideration for outstanding shares of Sealy common stock is the product of the agreed-upon cash per share price of $2.20 and total Sealy

shares of 105.1 million.
(2) The cash consideration for share-based awards is the product of the agreed-upon cash per share price of $2.20 and the total number of restricted stock

units and deferred stock units outstanding and the “in the money” stock options net of the weighted average exercise price.
(3) The cash consideration for Sealy’s 8.0% Senior Secured Third Lien Convertible Notes due 2016 (“8.0% Sealy Notes”) is the result of applying the

adjusted equity conversion rate to the 8.0% Sealy Notes tendered for conversion and multiplying the result by the agreed-upon cash per share price of
$2.20. The 8.0% Sealy Notes that were converted represented the right to receive the same merger consideration that would have been payable to a
holder of 201.0 million shares of Sealy common stock, subject to adjustment in accordance with the terms of the supplemental indenture governing
the 8.0% Sealy Notes.

(4) The cash consideration for Sealy’s 10.875% Senior Notes due 2016 (“Sealy Senior Notes”) reflects the repayment of the outstanding obligation.
(5) The cash consideration for Sealy’s 8.25% Senior Subordinated Notes due 2014 (“Sealy 2014 Notes”) reflects the repayment of the outstanding

obligation.
(6) Represents the Sealy cash balance acquired at acquisition.

 
Sealy, headquartered in Trinity, North Carolina, owns one of the largest portfolios of bedding brands in the world, and manufactures and markets a

complete line of bedding products under the Sealy®, Sealy Posturepedic®, and Stearns & Foster® brands. Sealy’s results of operations are reported within
the Company’s Sealy reportable segment. The combination brings together two highly complementary companies with iconic brands and significant
opportunities for global innovation and growth. We will have products for almost every consumer preference and price point, distribution through all key
channels, in-house expertise on most key bedding technologies, and a world-class research and development team. In addition, the combined operations have
a global footprint that includes over 80 countries. The Company believes the shared know-how and improved efficiencies of the combined company will
result in tremendous value for its consumers, retailers and stockholders.
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Results of Operations

A summary of our results for the three and six months ended June 30, 2013, which include the Sealy segment results of operations for the period
from March 18, 2013 through June 30, 2013, but do not include the Sealy segment results of operations for the 2012 periods, include the following:

· Net sales for the three months ended June 30, 2013 increased to $660.6 million from $329.5 million for the same period in 2012. Net sales for
the six months ended June 30, 2013 increased to $1,050.7 million from $713.9 million for the same period in 2012.

· Loss per diluted common share was $0.03 for the three months ended June 30, 2013 compared to earnings per diluted common share (EPS) of
$0.45 for the three months ended June 30, 2012. For the six months ended June 30, 2013 EPS were $0.18 compared to $1.31 for the same
period in 2012.

(In millions, except per
common share amounts)

 Three Months Ended   Six Months Ended  
 June 30,   June, 30  

  2013     2012     2013     2012    
Net sales  $ 660.6   100.0%  $ 329.5   100.0% $ 1,050.7   100.0% $ 713.9   100.0%
Cost of sales   405.7   61.4   162.6   49.3   607.4   57.8   341.0   47.8 
Gross profit   254.9   38.6   166.9   50.7   443.3   42.2   372.9   52.2 
Selling and marketing

expenses   139.8   21.2   83.7   25.4   226.2   21.5   167.0   23.4 
General, administrative and

other expenses   76.3   11.5   35.7   10.9   135.0   12.9   72.3   10.1 
Equity in earnings of

unconsolidated affiliates   (1.1)   (0.2)   ―   ―   (1.3)   (0.1)   ―   ― 
Royalty income, net of royalty

expense   (4.1)   (0.6)   —   —   (5.1)   (0.5)   —   — 
Operating income   44.0   6.7   47.5   14.4   88.5   8.4   133.6   18.7 
Interest expense, net   35.7   5.4   4.1   1.2   63.6   6.0   8.2   1.1 
Other expense (income), net   1.6   0.2   (0.5)   (0.1)   3.1   0.3   —   — 
Income before income taxes   6.7   1.1   43.9   13.3   21.8   2.1   125.4   17.6 
Income tax provision   (8.8)   (1.3)   (14.8)   (4.5)   (11.4)   (1.1)   (40.1)   (5.6)
Net (loss) income before non-

controlling interest   (2.1)   (0.2)  $ 29.1   8.8   10.4   1.0   85.3   12.0 
Less: Net (loss) attributable to

non- controlling interest   (0.5)   ―   ―   ―   (0.5)   ―   ―   ― 
Net  (loss) income attributable

to common stockholders  $ (1.6)   (0.2)%  29.1   8.8% $ 10.9   1.0%  85.3   12.0%
                                 
(Loss) earnings per common

share:                 
        

    
    

Basic  $ (0.03)      $ 0.46      $ 0.18       1.35     
Diluted  $ (0.03)      $ 0.45      $ 0.18       1.31     

Weighted average common
shares outstanding:                     

    
    

    

Basic   60.4       62.9       60.2       63.4     
Diluted   60.4       64.3       61.5       65.0     
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Three Months Ended June 30, 2013 Compared with Three Months Ended June 30, 2012

A summary of net sales, by channel and by segment, is set forth below:

 CONSOLIDATED  
TEMPUR

NORTH AMERICA  
TEMPUR

INTERNATIONAL  SEALY  

 Three Months Ended  Three Months Ended  Three Months Ended  Three Months Ended  
 June 30,  June 30,  June 30,  June 30,  
(in millions) 2013  2012  2013  2012  2013  2012  2013  2012  
Retail $ 602.1  $ 288.1 $ 201.7  $ 205.9  $ 78.6  $ 82.2  $ 321.8  $ — 
Direct  30.3   25.4  10.6   17.7   11.4   7.7   8.3   — 
Other  28.2   16.0  3.2   3.0   10.5   13.0   14.5   — 
 $ 660.6  $ 329.5 $ 215.5  $ 226.6  $ 100.5  $ 102.9  $ 344.6  $ — 

Retail includes sales to furniture, bedding and department stores. Direct includes direct response and e-commerce sales as well as sales through
company-owned stores. Other includes sales to third party distributors, health care and hospitality institutions.  

A summary of net sales, by product and by segment, is set forth below:

 CONSOLIDATED  
TEMPUR

NORTH AMERICA  
TEMPUR

INTERNATIONAL  SEALY
 

 Three Months Ended  Three Months Ended  Three Months Ended  Three Months Ended  
 June 30,  June 30,  June 30,  June 30,  
(in millions) 2013  2012  2013  2012  2013  2012  2013  2012  
Bedding $ 598.5  $ 289.2  $ 199.5  $ 210.5 $ 73.9  $ 78.7  $ 325.1  $ — 
Other products  62.1   40.3   16.0   16.1  26.6   24.2   19.5   — 
 $ 660.6  $ 329.5  $ 215.5  $ 226.6 $ 100.5  $ 102.9  $ 344.6  $ — 

Bedding includes mattresses, foundations and adjustable foundations and Other products includes pillows and various other comfort products and
components.  

Net sales. Net sales for the three months ended June 30, 2013 increased to $660.6 million from $329.5 million for the same period in 2012, an
increase of $331.1 million, or 100.5%. Bedding net sales increased $309.3 million, or 107.0%. Other product net sales increased $21.8 million, or
54.1%. Retail net sales increased $314.0 million, or 109.0%. Direct net sales increased $4.9 million, or 19.3%. Other channel net sales increased $12.2
million, or 76.3%. Net sales for the three months ended June 30, 2013 increased across all product and channel categories over the same period in 2012, due
primarily to the Sealy Acquisition. The increase in net sales was partially offset by decreases in our Tempur North America segment in bedding sales, driven
by decreases in our Retail and Direct channels. The principal factors impacting net sales for each segment are discussed below.

Tempur North America. Tempur North America net sales for the three months ended June 30, 2013 decreased to $215.5 million from $226.6 million
for the same period in 2012, a decrease of $11.1 million, or 4.9%. Tempur North America bedding net sales decreased $11.0 million, or 5.2%, over the same
period in 2012, primarily due to decreases in net sales in the Retail and Direct channels. Our Tempur North America Retail channel net sales decreased $4.2
million, or 2.0%, compared to the same period in 2012. Tempur North America Direct net sales decreased $7.1 million, or 40.1% compared to the same
period in 2012.

As of a result of a change in the competitive environment, which began in the second quarter of 2012 and continues into 2013, our Tempur North
America Retail channel net sales have been adversely impacted. To drive growth in our Retail channel, we plan to focus on product innovations, increase
demand through investments in advertising, and improve how we serve our Retail customers. During 2013, Tempur North America has decreased advertising
expenses to better align with net sales expectations. However, this reduction in advertising has negatively impacted Retail and Direct channels net sales.
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In addition, the TEMPUR®-Choice product introduction has been slower than anticipated due to initial startup delays that are now resolved. As a
result, the TEMPUR-Choice product introduction will continue into the third quarter of 2013.

Tempur International. Tempur International net sales for the three months ended June 30, 2013 decreased to $100.5 million from $102.9 million for
the same period in 2012, a decrease of $2.4 million, or 2.3%. On a constant currency basis1, our Tempur International net sales decreased approximately
0.6%. Tempur International net sales decreased primarily due to macroeconomic pressure in Europe which was partially offset by growth in our Asia-Pacific
business. Tempur International bedding net sales decreased $4.8 million, or 6.1% compared to the second quarter of 2012. The Tempur International Direct
channel net sales increased $3.7 million, or 48.1% compared to the same period in 2012, due to expanding our points of distribution through an increase in the
number of company-owned stores and e-commerce.

Sealy. Sealy net sales for the three months ended June 30, 2013 were $344.6 million, with $321.8 million in the Retail channel. Net sales for our
Sealy Other channel were $14.5 million, and Direct channel net sales were $8.3 million for the three months ended June 30, 2013. For the three months ended
June 30, 2013, Sealy other products net sales were $19.5 million.
 

Gross profit. Gross profit for the three months ended June 30, 2013 increased to $254.9 million from $166.9 million for the same period in 2012, an
increase of $88.0 million, or 52.7%. The gross profit margin for the three months ended June 30, 2013 was 38.6% as compared to 50.7% for the same period
in 2012.

Our gross profit margin is impacted by the relative amount of net sales between our three business segments. The Sealy segment operates at a lower
gross profit margin than the Tempur North America and Tempur International segments. As Sealy’s net sales have increased as a percentage of Consolidated
net sales, our gross profit margin has been negatively impacted. Additionally, our Tempur North America gross profit margin has been lower than that of our
Tempur International segment, due in part to the royalty paid by the Tempur North America segment. This intercompany royalty expense was $1.4 million
and $2.9 million for the three months ended June 30, 2013 and 2012, respectively. These changes in segment mix and other factors related to each business
segment resulted in a 12.1% decrease in our gross profit margin for the three months ended June 30, 2013. The principal factors that impacted gross profit
margin during the year are identified and discussed below in the respective segment discussions.

Costs associated with net sales are recorded in cost of sales. Cost of sales includes the costs of receiving, producing, inspecting, warehousing,
insuring and shipping goods during the period, as well as depreciation and amortization of long-lived assets used in this process.

Tempur North America. Tempur North America gross profit for the three months ended June 30, 2013 decreased to $88.5 million from $106.3
million for the same period in 2012, a decrease of $17.8 million, or 16.7%. The gross profit margin in our Tempur North America segment was 41.1% and
46.9% for the three months ended June 30, 2013 and 2012, respectively. Our Tempur North America segment gross profit margin was impacted by an 8.0%
decrease due to unfavorable product and channel mix, along with a 3.3% decrease associated with floor model discounts related to new product introductions
partially offset by a 5.5% increase due to efficiencies in manufacturing, distribution, and reduced sourcing costs.

 

1 The references to “constant currency basis” in this Management’s Discussion & Analysis section do not include operational impacts that could result from
fluctuations in foreign currency rates. Certain financial results are adjusted based on a simple mathematical model that translates current period results in local
currency using the comparable prior year period’s currency conversion rate. This approach is used for countries where the functional currency is the local
country currency. This information is provided so that certain financial results can be viewed without the impact of fluctuations in foreign currency rates,
thereby facilitating period-to-period comparisons of business performance. Refer to ITEM 3 under Part I of this report.
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Tempur International. Tempur International gross profit for the three months ended June 30, 2013 increased to $62.5 million from $60.6 million for
the same period in 2012, an increase of $1.9 million, or 3.1%. The gross profit margin in our International segment was 62.2% and 58.9% for the three
months ended June 30, 2013 and 2012, respectively. Our Tempur International gross profit margin was impacted by a 3.1% increase related to favorable
geography and channel mix.

Sealy. Sealy gross profit for the three months ended June 30, 2013 was $103.9 million.  Sealy gross profit margin was 30.2% for the three months
ended June 30, 2013. The Sealy gross profit margin includes incremental costs of $4.5 million associated with the revaluation of finished goods inventory
related to the purchase price allocation of the Sealy Acquisition, which had an unfavorable gross profit margin impact of 1.3%.

Selling and marketing expenses. Selling and marketing expenses include advertising and other selling and marketing expenses. Advertising
expenses include national and cooperative advertising. Other selling and marketing expenses include media production, marketing materials such as catalogs,
brochures, videos, product samples, direct customer mailings, point of purchase materials, sales force compensation, and new product development costs,
such as market research and new product testing.

 Selling and marketing expenses increased to $139.8 million for the three months ended June 30, 2013 as compared to $83.7 million for the three
months ended June 30, 2012, an increase of $56.1 million, or 67.0%. The increase in selling and marketing expenses was due to the inclusion of Sealy’s
expenses for the three months ended June 30, 2013. Selling and marketing expenses as a percentage of net sales were 21.2% and 25.4% for the three months
ended June 30, 2013 and 2012, respectively. The principal factors that impacted selling and marketing expenses during the period are identified and discussed
below.
 

Our advertising expenses for the three months ended June 30, 2013 were $73.1 million compared to $45.7 million in 2012, an increase of $27.4
million, or 60.0%. Advertising expenses as a percentage of net sales were 11.1% and 13.9% for the three months ended June 30, 2013 and 2012,
respectively. The primary driver of the increase in advertising expenses was Sealy’s advertising expenses of $40.6 million for the three months ended June 30,
2013. However, this increase was offset by decreased advertising expenses in our Tempur North America and Tempur International segments. During the
second quarter of 2012, we experienced a decline in Tempur North America net sales. However, most of our advertising expenses were committed for the
quarter. As a result, we were unable to align our 2012 advertising expenses with our net sales. In the second quarter of 2013, we were better able to manage
our advertising expenses. During the second quarter, we launched advertising campaigns in our Tempur North America and Sealy segments. After a review of
the effectiveness of the Tempur North America advertising campaign, we are making certain adjustments. In addition, we expect to increase advertising as a
percentage of net sales in the second half of 2013.
 

All other selling and marketing expenses as a percentage of net sales were approximately 10.1% and 11.5% for the three months ended June 30,
2013 and 2012, respectively. All other selling and marketing expenses increased $28.7 million, or 75.5%. The increase is primarily related to the inclusion of
$23.4 million in expenses related to Sealy.

 General, administrative and other expenses. General, administrative and other expenses include management salaries, information technology,
professional fees, depreciation of buildings, furniture and fixtures, leasehold improvements and computer equipment, expenses for administrative functions
and research and development costs.

General, administrative and other expenses as a percentage of net sales were 11.6% and 10.9% for the three months ended June 30, 2013 and 2012,
respectively. General, administrative and other expenses increased to $76.3 million for the three months ended June 30, 2013 as compared to $35.7 million for
the same period in 2012 for an increase of $40.6 million or 113.7%. The primary driver of the increase was $35.3 million in general, administrative and other
expenses related to the inclusion of our Sealy segment for the three months ended June 30, 2013.

Research and development expenses, a component of general, administrative and other expenses, for the three months ended June 30, 2013 were
$4.6 million compared to $3.8 million for the same period in 2012, an increase of $0.8 million, or 21.1%. We will continue to invest in research and
development to leverage the combined technologies of our portfolio to deliver innovative products.
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Interest expense, net. Interest expense, net, includes the interest costs associated with our borrowings and the amortization of deferred financing
costs. Interest expense, net, increased to $35.7 million for the three months ended June 30, 2013 as compared to $4.1 million for the same period in 2012, an
increase of $31.6 million, or 770.7%. The increase in interest expense is primarily a result of interest on our Senior Notes, increased debt under our credit
facilities and related to the funding of the Sealy Acquisition.  In addition, we incurred $8.7 million in prepayment fees related to the refinancing of our Term
B Facility.

Income before income taxes. Income before income taxes for the quarter ended June 30, 2013 decreased to $6.7 million from $43.9 million for the
same period in 2012, a decrease of $37.2 million, or 84.7%. Tempur North America loss before income taxes for the quarter ended June 30, 2013 was $22.9
million, compared to income before income taxes of $23.0 million for the same period in 2012, a decrease of $45.9 million, or 199.6%. Tempur International
income before income taxes for the quarter ended June 30, 2013 increased to $22.5 million from $20.9 million for the same period in 2012, an increase of
$1.6 million, or 7.7%. Sealy income before income taxes for the quarter ended June 30, 2013 was $7.1 million. The decrease in income before income taxes
was a result of the items discussed above.
 

Income tax provision. Income tax provision includes income taxes associated with taxes currently payable and deferred taxes, and includes the
impact of net operating losses for certain of our foreign operations. Our tax rate for the three months ended June 30, 2013 and 2012 was 131.3% and 33.6%,
respectively. We had previously tax affected our undistributed earnings from non-U.S. operations based on estimates of 2013 earnings and our preliminary
estimate of the value of Sealy’s foreign subsidiaries used in the preliminary purchase price allocation. The income tax provision for the three months ended
June 30, 2013 was unfavorably impacted by a $5.5 million increase as a result of adjustments to the purchase price allocation. This benefit was partially offset
by increases in our uncertain tax positions during the three months ended June 30, 2013. Throughout the remainder of 2013, we anticipate a tax rate of
approximately 31.5%.

Six Months Ended June 30, 2013 Compared with Six Months Ended June 30, 2012

A summary of net sales, by channel and by segment, is set forth below:

 CONSOLIDATED  
TEMPUR

NORTH AMERICA  
TEMPUR

INTERNATIONAL  SEALY  

 Six Months Ended  Six Months Ended  Six Months Ended  Six Months Ended  
 June 30,  June 30,  June 30,  June 30,  
(in millions) 2013  2012  2013  2012  2013  2012  2013  2012  
Retail $ 947.8  $ 625.9  $ 409.2  $ 447.5 $ 172.6  $ 178.4  $ 366.0  $ — 
Direct  57.3   56.3   25.0   42.0  22.7   14.3   9.6   — 
Other  45.6   31.7   7.2   6.1  22.7   25.6   15.7   — 
 $ 1,050.7  $ 713.9  $ 441.4  $ 495.6 $ 218.0  $ 218.3  $ 391.3  $ — 

A summary of net sales, by product and by segment, is set forth below:

 CONSOLIDATED  
TEMPUR

NORTH AMERICA  
TEMPUR

INTERNATIONAL  SEALY
 

 Six Months Ended  Six Months Ended  Six Months Ended  Six Months Ended  
 June 30,  June 30,  June 30,  June 30,  
(in millions) 2013  2012  2013  2012  2013  2012  2013  2012  
Bedding $ 937.1  $ 622.9  $ 404.1  $ 455.0 $ 163.2  $ 167.9  $ 369.8  $ — 
Other products  113.6   91.0   37.3   40.6  54.8   50.4   21.5   — 
 $ 1,050.7  $ 713.9  $ 441.4  $ 495.6 $ 218.0  $ 218.3  $ 391.3  $ — 
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Net sales. Net sales for the six months ended June 30, 2013 increased to $1,050.7 million from $713.9 million for the same period in 2012, an

increase of $336.8 million, or 47.2%. Bedding net sales increased $314.2 million, or 50.4%.  Other product net sales increased $22.6 million, or 24.8%. 
Retail net sales increased $321.9 million, or 51.4%.  Direct net sales increased $1.0 million, or 1.8%. Other channel net sales increased $13.9 million, or
43.8%.  Net sales for the six months ended June 30, 2013 increased across all product and channel categories, except for the Direct channel, over the same
period in 2012, due primarily to the Sealy Acquisition. The increase in net sales was partially offset by decreases in our Tempur North America segment in
bedding sales, driven by decreases in net sales in our Retail and Direct channels. The principal factors impacting net sales for each segment are discussed
below.

Tempur North America. Tempur North America net sales for the six months ended June 30, 2013 decreased to $441.4 million from $495.6 million
for the same period in 2012, a decrease of $54.2 million, or 10.9%. Tempur North America bedding net sales decreased $50.9 million, or 11.2%, over the
same period in 2012, primarily due to decreases in the Retail and Direct channels net sales. Our Tempur North America Retail channel net sales decreased
$38.3 million, or 8.6%, compared to the same period in 2012. Direct channel net sales decreased $17.0 million, or 40.5%, compared to the same period in
2012.
 

As of a result of a change in the competitive environment, which began in the second quarter of 2012 and continues into 2013, our Tempur North
America Retail channel net sales have been adversely impacted. To drive growth in our Retail channel, we plan to focus on product innovations, increase
demand through investments in advertising, and improve how we serve our Retail customers. During 2013, Tempur North America has decreased advertising
expenses to better align with net sales expectations, however, this reduction in advertising has negatively impacted Retail and Direct channels net sales.

In addition, the TEMPUR®-Choice product introduction has been slower than anticipated due to initial startup delays that are now resolved. As a
result, the TEMPUR-Choice product introduction will continue into the third quarter of 2013.

Tempur International. Tempur International net sales for the six months ended June 30, 2013 decreased to $218.0 million from $218.3 million for the
same period in 2012, a decrease of $0.3 million, or 0.1%. On a constant currency basis2, our Tempur International net sales increased approximately 1.3%.
Tempur International Retail channel net sales decreased primarily due to macroeconomic pressure in Europe which was partially offset by growth in our Asia-
Pacific business. Tempur International bedding net sales decreased $4.7 million, or 2.8% compared to the six months ended 2012. The Tempur International
Direct channel net sales increased $8.4 million, or 58.7% compared to the same period in 2012, due to expanding our points of distribution through an
increase in the number of company-owned stores and e-commerce.

Sealy. Sealy net sales for the period March 18, 2013 through June 30, 2013 were $391.3 million, with $366.0 million in the Retail channel. Net sales
in the Other channel were $15.7 million, and Direct channel net sales were $9.6 million for the period March 18, 2013 through June 30, 2013. Bedding
products net sales were $369.8 million for the period ended June 30, 2013.
 

Gross profit. Gross profit for the six months ended June 30, 2013 increased to $443.3 million from $372.9 million for the same period in 2012, an
increase of $70.4 million, or 18.9%. The gross profit margin for the six months ended June 30, 2013 was 42.2% as compared to 52.2% for the same period in
2012.

 

2 The references to “constant currency basis” in this Management’s Discussion & Analysis section do not include operational impacts that could result from
fluctuations in foreign currency rates. Certain financial results are adjusted based on a simple mathematical model that translates current period results in local
currency using the comparable prior year period’s currency conversion rate. This approach is used for countries where the functional currency is the local
country currency. This information is provided so that certain financial results can be viewed without the impact of fluctuations in foreign currency rates,
thereby facilitating period-to-period comparisons of business performance. Refer to ITEM 3 under Part I of this report.
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Our gross profit margin is impacted by the relative amount of net sales between our business segments. The Sealy segment operates at a lower gross
profit margin than the Tempur North America and Tempur International segments.  As Sealy’s net sales have increased as a percentage of Consolidated net
sales, our gross profit margin has been negatively impacted. Additionally, our Tempur North America gross profit margin has been lower than that of our
Tempur International segment, due in part to the royalty paid by the Tempur North America segment. This intercompany royalty expense was $2.7 million
and $6.4 million for the six months ended June 30, 2013 and 2012, respectively. These changes in segment mix and other factors related to each business
segment resulted in a 10.0% decrease in our gross profit margin for the six months ended June 30, 2013. The principal factors that impacted gross profit
margin during the year are identified and discussed below in the respective segment discussions.

Costs associated with net sales are recorded in cost of sales. Cost of sales includes the costs of receiving, producing, inspecting, warehousing,
insuring and shipping goods during the period, as well as depreciation and amortization of long-lived assets used in this process.

Tempur North America. Tempur North America gross profit for the six months ended June 30, 2013 decreased to $191.9 million from $243.5 million
for the same period in 2012, a decrease of $51.6 million, or 21.2%. The gross profit margin in our Tempur North America segment was 43.5% and 49.1% for
the six months ended June 30, 2013 and 2012, respectively. Our Tempur North America segment gross profit margin was impacted by a 6.0% decrease due to
unfavorable product and channel mix and a 2.1% decrease associated with floor model discounts related to new product introductions partially offset by a
2.5% increase due to reduced sourcing costs.
 

Tempur International. Tempur International gross profit for the six months ended June 30, 2013 increased to $136.8 million from $129.4 million for
the same period in 2012, an increase of $7.4 million, or 5.7%. The gross profit margin in our Tempur International segment was 62.8% and 59.3% for the six
months ended June 30, 2013 and 2012, respectively. Our Tempur International gross profit margin was impacted by a 3.1% increase related to favorable
channel and geography mix and a 0.4% increase due to improved manufacturing efficiencies.

Sealy. Sealy gross profit from March 18, 2013 to the period ended June 30, 2013 was $114.6 million.  Sealy gross profit margin was 29.3% for the
period ended June 30, 2013. The Sealy gross profit margin includes an  incremental cost of $7.7 million associated with the revaluation of finished goods
inventory related to the purchase price allocation of the Sealy Acquisition, which had an unfavorable gross profit margin impact of 2.0%.

Selling and marketing expenses. Selling and marketing expenses include advertising and other selling and marketing expenses. Advertising
expenses include national and cooperative advertising. Other selling and marketing expenses include media production, marketing materials such as catalogs,
brochures, videos, product samples, direct customer mailings, point of purchase materials, sales force compensation, and new product development costs,
such as market research and new product testing.

Selling and marketing expenses increased to $226.2 million for the six months ended June 30, 2013 as compared to $167.0 million for the six months
ended June 30, 2012, an increase of $59.2 million, or 35.4%. Selling and marketing expenses increased primarily due to the inclusion of Sealy from March
18, 2013 to June 30, 2013. Selling and marketing expenses as a percentage of net sales were 21.5% and 23.4% for the six months ended June 30, 2013 and
2012, respectively. The principal factors that impacted selling and marketing expenses during the period are identified and discussed below.

Our advertising expenses for the six months ended June 30, 2013 were $114.4 million compared to $92.9 million in 2012, an increase of $21.5
million, or 23.1%. Advertising expenses as a percentage of net sales were 10.9% and 13.0% for the six months ended June 30, 2013 and 2012, respectively.
The primary driver of the increase in advertising expenses was Sealy’s advertising expenses of $45.4 million for the period ended June 30, 2013. However,
this increase was offset by decreased advertising expenses in our Tempur North America and Tempur International segments. During the second quarter of
2012, we experienced a decline in Tempur North America net sales. However, most of our advertising expenses for the period were already committed. As a
result, we were unable to align our 2012 advertising expenses with our net sales. Throughout 2013, we were better able to manage our advertising expenses.
During the second quarter, we launched advertising campaigns in our Tempur North America and Sealy segments. After a review of the effectiveness of the
Tempur North America advertising campaign, we are making certain adjustments. In addition, we expect to increase advertising as a percentage of net sales in
the second half of 2013.
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All other selling and marketing expenses as a percentage of net sales were approximately 10.6% and 10.4% for the six months ended June 30, 2013
and 2012, respectively. All other selling and marketing expenses increased $37.7 million, or 50.9%. The increase is primarily related to the inclusion of $26.7
million in expenses related to Sealy. The additional increase is related to a $3.5 million increase related to the support of Tempur North America’s new
product introductions and a $4.6 million increase due to costs associated with the growth in Tempur International company-owned stores and e-commerce.

 General, administrative and other expenses. General, administrative and other expenses include management salaries, information technology,
professional fees, depreciation of buildings, furniture and fixtures, leasehold improvements and computer equipment, expenses for administrative functions
and research and development costs.

General, administrative and other expenses as a percentage of net sales were 12.8% and 10.1% for the six months ended June 30, 2013 and 2012,
respectively. General, administrative and other expenses increased to $135.0 million for the six months ended June 30, 2013 as compared to $72.3 million for
the same period in 2012. General, administrative and other expenses increased compared to the six months ended June 30, 2012 primarily due to the inclusion
of Sealy from March 18, 2013 to June 30, 2013, which increased general, administrative and other expenses by $36.1 million. General administrative and
other expenses were also impacted by an $19.0 million increase in professional fees related to the Sealy Acquisition and integration.

Research and development expenses, a component of general and administrative expenses, for the six months ended June 30, 2013 were $9.4 million
compared to $7.2 million for the same period in 2012, an increase of $2.2 million, or 30.6%. We will continue to invest in research and development to
leverage the combined technologies of our portfolio to deliver innovative products.
  

Interest expense, net. Interest expense, net, includes the interest costs associated with our borrowings and the amortization of deferred financing
costs. Interest expense, net, increased to $63.6 million for the six months ended June 30, 2013 as compared to $8.2 million for the same period in 2012, an
increase of $55.4 million, or 675.6%. The Company incurred $19.9 million of incremental interest expense for the six months ended June 30, 2013, which
includes interest and fees on the Senior Notes and 2012 Credit Agreement for the period prior to March 18, 2013, commitment fees associated with financing
for the closing of the Sealy Acquisition, and write off of deferred financing costs associated with the 2011 Credit Facility. In addition, we incurred $8.7
million in prepayment fees related to the refinancing of our Term B facility. The remaining increase is due to higher debt levels as a result of the Sealy
Acquisition.

Income before income taxes. Income before income taxes for the six months ended June 30, 2013 decreased to $21.8 million from $125.4 million
for the same period in 2012, a decrease of $103.6 million, or 82.6%. Tempur North America loss before income taxes for the six months ended June 30, 2013
decreased to $34.6 million from income before income taxes of $77.6 million for the same period in 2012, a decrease of $112.2 million, or 144.6%. Tempur
International income before income taxes for the six months ended June 30, 2013 increased to $52.7 million from $47.8 million for the same period in 2012,
an increase of $4.9 million, or 10.3%. Sealy income before income taxes for the six months ended June 30, 2013 was $3.7 million. The decrease in income
before income taxes was a result of the items discussed above.

Income tax provision. Income tax provision includes income taxes associated with taxes currently payable and deferred taxes, and includes the
impact of net operating losses for certain of our foreign operations. Our tax rate for the six months ended June 30, 2013 and 2012 was 52.2% and 32.0%,
respectively. During the six months ended June 30, 2013, we repatriated substantially all of our foreign earnings in a taxable transaction. The Company had
previously tax affected its undistributed earnings from non-U.S. operations based on estimates of 2013 earnings and its preliminary estimate of the value of
Sealy’s foreign subsidiaries used in the preliminary purchase price allocation. The income tax provision for the three months ended June 30, 2013 was
unfavorably impacted by a $5.5 million increase as a result of adjustments to the purchase price allocation. This benefit was partially offset by increases in
our uncertain tax positions during the three months ended June 30, 2013. Throughout the remainder of 2013, we anticipate a tax rate of approximately 31.5%.
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Liquidity and Capital Resources
 
Liquidity

Our principal sources of funds are cash flows from operations, borrowings made pursuant to our credit facilities and cash and cash equivalents on
hand. Principal uses of funds consist of payments of principal and interest on our debt facilities, business combinations, share repurchases made from time to
time pursuant to share repurchase authorizations, capital expenditures and working capital needs. At June 30, 2013, we had working capital of $298.1 million
including cash and cash equivalents of $101.4 million compared to working capital of $611.9 million including $179.3 million in cash and cash equivalents as
of December 31, 2012. Working capital as of December 31, 2012 included a receivable from escrow of $375.0 million related to the issuance of the Senior
Notes, and this escrow was released at the closing of the Sealy Acquisition on March 18, 2013. This decrease was offset by the assumption of working capital
due to the Sealy Acquisition.

Our cash flow used by operations was $11.5 million for the six months ended June 30, 2013 compared to $86.5 million provided by operations for
the six months ended June 30, 2012. The decrease in operating cash flow was primarily due to the decreased earnings as a result of a decline in net sales,
working capital and transaction and other Sealy Acquisition related costs during the six months ended June 30, 2013.

Net cash used by investing activities increased to $1,190.1 million for the six months ended June 30, 2013 compared to $22.3 million for the six
months ended June 30, 2012, due to the Sealy Acquisition.

Cash flow from financing activities was $1,124.1 million for the six months ended June 30, 2013 compared to cash flow used of $38.7 million for
the same period in 2012. This increase is primarily due to funding of the Senior Notes and 2012 Credit Agreement in conjunction with the close of the Sealy
Acquisition, partially offset by the payoff of the outstanding balance of the 2011 Credit Facility and refinance and repayment of certain portions of the 2012
Credit Agreement.

Capital Expenditures

Capital expenditures totaled $19.3 million for the six months ended June 30, 2013 and $20.6 million for the six months ended June 30, 2012. We
currently expect our 2013 capital expenditures to be approximately $60.0 million, and relate to continued strategic investments which we believe will support
our future plans.

Non-GAAP Financial Information

We provide information regarding earnings before interest, taxes, depreciation and amortization ("EBITDA"), adjusted EBITDA, consolidated
funded debt less qualified cash, adjusted net income and adjusted earnings per share, which are not recognized terms under U.S. GAAP and do not purport to
be alternatives to net income as a measure of operating performance or total debt. Because not all companies use identical calculations, these presentations
may not be comparable to other similarly titled measures of other companies. A reconciliation of our adjusted earnings per share is provided below. We
believe that the use of this non-GAAP financial measure provides investors with additional useful information with respect to the impact of transaction and
integration costs, and interest expense incurred related to the Sealy Acquisition. A reconciliation of our net income to EBITDA and adjusted EBITDA and a
reconciliation of total debt to consolidated funded debt are also provided below. We believe the use of these non-GAAP financial measures provides investors
with additional useful information with respect to our debt agreements and our compliance with the related debt covenants.
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Reconciliation of net loss to adjusted net income
 
The following table sets forth the reconciliation of the our reported GAAP net loss for the three months ended June 30, 2013 to the calculation of adjusted net
income for the three months ended June 30, 2013:
 
(in millions, except per share amounts)

 

Three Months
Ended June

30,
2013  

GAAP net loss  $ (1.6)
Plus:     

Transaction costs, net of tax (1)   3.7 
Integration costs, net of tax (1)   4.5 
Long term debt refinance, net of tax (2)   6.0 
Inventory step-up, net of tax (3)   3.1 
Adjustment of taxes to normalized rate (4)   6.6 
Adjusted net income  $ 22.3 

     
GAAP earnings per share, diluted  $ (0.03)

Transaction costs, net of tax (1)   0.06 
Integration costs, net of tax (1)   0.07 
Long term debt refinance, net of tax (2)   0.10 
Inventory step-up, net of tax (3)   0.05 
Adjustment of taxes to normalize rate (4)   0.11 
Adjusted earnings per share, diluted  $ 0.36 

     
Diluted shares outstanding   61.6 

 
(1) Transaction and integration represent costs related to the Sealy Acquisition, including legal, professional fees and costs to align the

businesses.
(2) Refinance costs represents the interest and fees incurred in connection with the refinancing of the Term B Facility which occurred in May

2013.
(3) Inventory step-up represents $7.7 million in cost of sales associated with the revaluation of finished goods inventory related to the purchase

price allocation.
(4) Adjustment of taxes to normalized rate represents adjustments associated with the repatriation of foreign earnings utilized in connection

with the Sealy Acquisition and the tax impacts of transaction costs related to the Sealy Acquisition and related financings.

Debt Service

Our long-term debt increased to $1,903.3 million as of June 30, 2013 from $1,025.0 million as of December 31, 2012. Our long-term debt as of
December 31, 2012 included $375.0 million of Senior Notes issued in December 2012 to finance a portion of the cost of the Sealy Acquisition. The increase
in long-term debt is due to funding of the 2012 Credit Agreement in conjunction with the closing of the Sealy Acquisition, partially offset by the payoff of the
remaining balance under the 2011 Credit Facility. After giving effect to $165.0 million in borrowings under the revolver portion of the 2012 Credit
Agreement and letters of credit outstanding of $18.4 million, total availability under the revolver was $166.6 million as of June 30, 2013. Refer to Note 4,
“Long-term debt”, in our Condensed Consolidated Financial Statements included in Part I, Item I for further discussion of our debt.

As of June 30, 2013, we are in compliance with all the financial covenants in our debt agreements. The table below sets forth the calculation of our
compliance with the covenant in the 2012 Credit Agreement that requires that we maintain a ratio of less than 5.5 times of consolidated funded debt less
qualified cash to adjusted EBITDA through September 30, 2013.  From October 1, 2013 through December 31, 2013 the covenant in the 2012 Credit
Agreement requires that we maintain a ratio not greater than 5.25 times for consolidated funded debt less qualified cash to adjusted EBITDA. Both
consolidated funded debt and adjusted EBITDA are terms that are not recognized under U.S. GAAP and do not purport to be alternatives to net income as a
measure of operating performance or total debt.
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Reconciliation of net income to EBITDA and adjusted EBITDA

The following table sets forth a mathematical combination related to the calculation of adjusted EBITDA in accordance with the 2012 Credit
Agreement. The following table provides useful information about how the 2012 Credit Agreement treats adjusted EBITDA for the period prior to the
completion of the Sealy Acquisition, and sets forth a calculation of the Company’s reported net income to the calculation of EBITDA and adjusted EBITDA
for the twelve months ended June 30, 2013:

(in millions)  Combined (1)  
EBITDA   

GAAP net income (loss)  $ 25.3 
Interest expense   141.2 
Income taxes   93.6 
Depreciation & amortization   77.9 

EBITDA  $ 338.0 
     
Adjustments for financial covenants:     

Transaction costs(1)   35.1 
Integration costs(1)   9.0 
Refinancing charges(2)   3.2 
Non-cash compensation(3)   4.9 
Restructuring and impairment related charges(4)   8.5 
Discontinued operations(5)   4.5 
Other(6)   9.8 

Adjusted EBITDA  $ 413.0 

 
(1) Transaction and integration represent costs related to the Sealy Acquisition, including legal, professional fees and costs to align the

businesses.
(2) Refinancing charges represent costs associated with debt refinanced by Sealy prior to the Sealy Acquisition.
(3) Non-cash compensation represents costs associated with various share-based awards.
(4) Restructuring and impairment represent costs related to restructuring the Tempur Sealy business and asset impairment costs recognized by

Sealy prior to the Sealy Acquisition.
(5) Discontinued operations represent losses from Sealy’s divested operations prior to the Sealy Acquisition.
(6) Other represents $7.7 million in cost of sales associated with the revaluation of finished goods inventory related to the purchase price

allocation and various immaterial costs.

This information is presented solely for the purpose of providing information to investors regarding our compliance with certain financial
covenants in our 2012 Credit Agreement that are based on adjusted EBITDA. This information does not include the pro forma adjustments that would be
required under Regulation S-X for pro forma financial information, and does not reflect future events that may occur after June 30, 2013 or any operating
efficiencies or inefficiencies that may result from the Sealy Acquisition and related financing. Therefore, the information is not necessarily indicative of
results that would have been achieved had the businesses been combined during the periods presented or the results that we will experience going forward.

(1) Combined includes the mathematical combination of our historical financial results for the twelve months ended June 30, 2013 and Sealy’s historical
financial results for the pre-acquisition period from May 28, 2012 through March 3, 2013. Results for Sealy for periods prior to the Sealy Acquisition do not
give effect to any purchase accounting considerations.
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Reconciliation of long-term debt to consolidated funded debt less qualified cash

The following table sets forth the reconciliation of our reported debt to the calculation of consolidated funded debt and ratio of the consolidated
funded debt less qualified cash to adjusted EBITDA as of June 30, 2013:

  As of  
(in millions)  June 30, 2013  
   
GAAP basis debt  $ 1,942.7 
Plus:     

Letters of credit outstanding   18.4 
Consolidated funded debt   1,961.1 
Less:     

Domestic qualified cash  $ 38.0 
Foreign qualified cash   38.0 

Consolidated funded debt less qualified cash (1)  $ 1,885.1 

 
(1) Qualified cash as defined in the credit agreement equals 100.0% unrestricted domestic cash plus 60.0% of unrestricted foreign cash. For purposes of

calculating leverage ratios, qualified cash is capped at $150.0 million.

Calculation of consolidated funded debt less qualified cash to adjusted EBITDA

The following table calculates our consolidated funded debt less qualified cash to adjusted EBITDA as of June 30, 2013:

  As of  
($ in millions)  June 30, 2013  
   
Consolidated funded debt less qualified cash  $ 1,885.1 
Adjusted EBITDA   413.0 
  4.6 times (1) 

(1) The ratio of consolidated long-term debt to adjusted EBITDA was 4.6 times, within our covenant, which requires this ratio be less than 5.5
times from March 18, 2013 through September 30, 2013, and less than 5.25 times from October 1, 2013 through December 31, 2013.

Future Liquidity Sources and Requirements
 

Our primary sources of liquidity are cash flow from operations and borrowings under our debt facilities. We expect that ongoing requirements for
debt service and capital expenditures will be funded from these sources. As of June 30, 2013, we had $1,903.3 million in total long-term debt outstanding,
and our stockholders’ equity was $26.8 million. Our debt service obligations could, under certain circumstances, have material consequences to our security
holders. Total cash interest payments related to our borrowings is expected to be approximately $71.9 million in 2013. Interest expense in the periods
presented also includes non-cash amortization of deferred financing costs and accretion on the 8.0% Sealy Notes.

In connection with the income tax assessments from the Danish Tax Authority (“SKAT”) with respect to the tax years 2001 through 2007 relating to
the royalty paid by one of Tempur Sealy International’s U.S. Subsidiaries, we could be required by SKAT to post a cash deposit or other security for taxes
assessed in an amount to be negotiated, up to the full amount of the claim, which could impact or reduce our liquidity and profitability. We expect to reach
conclusion on the cash deposit or security required, if any, during 2013. Refer to Note 13, “Income Taxes” in our Condensed Consolidated Financial
Statements included elsewhere in this report for further discussion of the matter.
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We currently have 8.0% Sealy Notes with a fair value of $96.2 million outstanding plus $1.1 million of accreted discount through non cash interest
expense at June 30, 2013.  Holders of the 8.0% Sealy Notes may choose to convert to cash the amount outstanding at their discretion prior to maturity. Upon
conversion prior to maturity, we would be required to pay the holders within 3 business days after the receipt of the notice of conversion. The conversion of
the 8.0% Sealy Notes prior to maturity could have a significant impact on our liquidity.

During the second quarter of 2013, we received $92.7 million in funds from an escrow receivable related to that portion of the 8.0% Sealy Notes
which were not converted during the Make-Whole Period, which ended April 12, 2013. We used these funds to reduce our outstanding debt under the 2012
Credit Agreement.

We improved our capital structure in the second quarter of 2013 by repricing the Term B Facility of our 2012 Credit Agreement. Additionally, we
made a prepayment of $125.0 million on the Term B Facility. Because a smaller amount of 8.0% Sealy Notes were converted than originally anticipated, we
require less debt under our 2012 Credit Agreement than we had originally anticipated when we arranged the financing for the Sealy Acquisition. In addition,
the current favorable interest rate environment provided us with an attractive opportunity to reprice the Term A Facility of our 2012 Credit Agreement, which
was completed in July 2013. We believe that these repricings and the lower debt levels will reduce our estimated annual interest expense.  We expect that the
fees associated with these repricings will have a payback period of less than one year.

Based upon the current level of operations, we believe that cash generated from operations and amounts available under our 2012 Credit Agreement
will be adequate to meet our anticipated debt service requirements, capital expenditures, share repurchases, and working capital needs for the foreseeable
future. There can be no assurance, however, that our business will generate sufficient cash flow from operations or that future borrowings will be available
under facilities or otherwise enable us to service our indebtedness or to make anticipated capital expenditures.

At June 30, 2013, total cash and cash equivalents was $101.4 million, of which $38.0 million was held in the U.S. and $63.4 million was held by
subsidiaries outside of the U.S. The Company repatriated $130.0 million of foreign cash during the three months ended June 30, 2013. The amount of cash
and cash equivalents held by subsidiaries outside of the U.S. and not readily convertible into other major foreign currencies, or the U.S. Dollar, is not material
to our overall liquidity or financial position. At June 30, 2013, the tax basis of the Company’s investment in its foreign subsidiaries exceeds the Company’s
book basis. Accordingly, no deferred taxes have been recorded related to this basis difference as it is not apparent that the difference will reverse in the
foreseeable future.

Critical Accounting Policies and Estimates

 For a discussion of our critical accounting policies and estimates, see “ITEM 7. Management’s Discussion and Analysis of Financial Condition and
Results of Operations” in our Annual Report on Form 10-K for the year ended December 31, 2012. There have been no material changes to our critical
accounting policies and estimates in 2013.

 
ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
 
Foreign Currency Exposures

Our earnings, as a result of our global operating and financing activities, are exposed to changes in foreign currency exchange rates, which may
adversely affect our results of operations and financial position. Should currency rates change sharply, our results could be impacted.

We protect a portion of our currency exchange exposure with foreign currency forward contracts. A sensitivity analysis indicates the potential loss in
fair value on foreign currency forward contracts outstanding at June 30, 2013, resulting from a hypothetical 10.0% adverse change in all foreign currency
exchange rates against the U.S. dollar, is approximately $0.1 million.  Such losses would be largely offset by gains from the revaluation or settlement of the
underlying assets and liabilities that are being protected by the foreign currency forward contracts.
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We do not apply hedge accounting to the foreign currency forward contracts used to offset currency-related changes in the fair value of foreign
currency denominated assets and liabilities. These contracts are marked-to-market through earnings at the same time that the exposed assets and liabilities are
remeasured through earnings.

Interest Rate Risk
 

We are exposed to changes in interest rates. Our 2012 Credit Agreement has a variable rate component. On August 8, 2011, we entered into a new
four-year interest rate swap agreement to manage interest costs and the risk of changing interest rates associated with a portion of the borrowings outstanding
under our senior credit facility. Under this swap, we pay at a fixed rate and receive payments at a variable rate. The swap effectively fixes the floating
LIBOR-based interest rate to 1.25% on $250.0 million of the outstanding balance as of June 30, 2013 under our 2012 Credit Agreement, with the outstanding
balance declining over time. The interest rate swap expires on December 30, 2015. The Company selects the LIBOR-based rate on the hedged portion of our
2012 Credit Agreement during the term of the swap. The effective portion of the change in value of the swap is reflected as a component of comprehensive
income and recognized as interest expense, net as payments are paid or accrued. The remaining gain or loss in excess of the cumulative change in the present
value of the future cash flows of the hedged item, if any (i.e., the ineffective portion) or hedge components excluded from the assessment of effectiveness are
recognized as interest expense, net during the current period.

Interest rate changes impact the amount of our interest payments and therefore, our future earnings and cash flows, assuming other factors are held
constant. On June 30, 2013, after giving effect to our interest rate swap agreement, we had variable-rate debt of approximately $1,528.3 million. Holding
other variables constant, including levels of indebtedness, a one hundred basis point increase in interest rates on our variable-rate debt would cause an
estimated reduction in income before income taxes for the next year of approximately $12.8 million.
 
ITEM 4. CONTROLS AND PROCEDURES
 

 An evaluation was performed under the supervision and with the participation of our management, including our Chief Executive Officer (principal
executive officer) and Chief Financial Officer (principal financial officer), of the effectiveness of our disclosure controls and procedures, as defined in Rules
13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (Exchange Act), as of the end of the period covered by this report. Based on
that evaluation, our management, including our Chief Executive Officer and Chief Financial Officer, concluded that our disclosure controls and procedures
were effective as of June 30, 2013 and designed to ensure that information required to be disclosed by us in reports that we file or submit under the Exchange
Act, is recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms and that such information is accumulated
and communicated to our management, including our Chief Executive Officer and Chief Financial Officer, as appropriate to allow timely decisions regarding
required disclosure.

There were no changes in the Company’s internal control over financial reporting identified in connection with the evaluation required by paragraph
(d) of Exchange Act Rules 13a-15 or 15d-15 that was conducted during the last fiscal quarter that have materially affected, or are reasonably likely to
materially affect, the Company’s internal control over financial reporting.
 
PART II OTHER INFORMATION
 
ITEM 1. LEGAL PROCEEDINGS
 

See Note 12, “Commitments and Contingencies”, in the “Notes to Condensed Consolidated Financial Statements,” in ITEM 1 under Part I of this
report for a full description of our legal proceedings.

We are involved in various other legal proceedings incidental to the operations of our business. We believe that the outcome of all such pending legal
proceedings in the aggregate will not have a materially adverse effect on our business, financial condition, liquidity or operating results.
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ITEM 1A. RISK FACTORS
 

The following risk factors and other information included in this report should be carefully considered. Please also see “Special Note Regarding
Forward-Looking Statements” on page 3.

Set forth below are descriptions of certain risks relating to our business.

We are subject to fluctuations in the cost of raw materials, and increases in these costs would reduce our liquidity and profitability.

The bedding industry has been challenged by volatility in the price of petroleum-based and steel products, which affects the cost of polyurethane
foam, polyester, polyethylene foam and steel innerspring component parts. Domestic supplies of these raw materials are being limited by supplier
consolidation, the exporting of these raw materials outside of the U.S. due to the weakened dollar and other forces beyond our control. Certain raw materials
that we purchase for production are chemicals and proprietary additives, which are influenced by oil prices. The price and availability of these raw materials
are subject to market conditions affecting supply and demand. We experienced increases in the price of certain raw materials during the three months ended
June 30, 2013, and we expect to encounter inflationary costs for certain raw materials for the remainder of 2013. Given the significance of the cost of these
materials to our Sealy products, volatility in the prices of the underlying commodities can significantly affect profitability. To the extent we are unable to
absorb higher costs, or pass any such higher costs to our customers, our gross profit margin could be negatively affected, which could result in a decrease in
our liquidity and profitability.

Our advertising expenditures and customer subsidies may not result in increased sales or generate the levels of product and brand name awareness we
desire and we may not be able to manage our advertising expenditures on a cost-effective basis. 

A significant component of our marketing strategy involves the use of direct marketing to generate sales. Future growth and profitability will depend
in part on the cost and efficiency of our advertising expenditures, including our ability to create greater awareness of our products and brand name and
determine the appropriate creative message and media mix for future advertising expenditures and to incent the promotion of our products.
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ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
 

(a) On June 28, 2013, in connection with the Merger and as part of an internal reorganization of the ownership of various subsidiaries, the Company
issued 0.3 million shares of common stock, par value $0.01 per share, from its treasury account to Tempur Holdings B.V., a wholly owned subsidiary of the
Company, for $46.49 per share (the closing price of the Company’s stock on March 20, 2013). The issuance of these shares was contemplated in the purchase
transaction dated March 12, 2013 to conform the total purchase price of the original 9.7 million shares sold to Tempur Holdings B.V. to the valuation of the
subsidiaries whose ownership changed pursuant to the internal reorganization. The total adjusted aggregate number of shares sold and the purchase price of
such shares are 10.0 million shares and $465.2 million, respectively. There were no underwriting discounts or commissions. Because the shares issued in the
internal reorganization will be owned by a wholly owned subsidiary of the Tempur Pedic International, there will be no change to the Company’s fully diluted
share count.

 
In connection with the issuance, the Company relied on Section 4(2) of the Securities Act of 1933, as amended, as the exemption from registration of

the securities. No advertising or general solicitation was employed in offering the securities and the securities were issued to a wholly-owned subsidiary.
 

(b) Not applicable.

(c) Issuer Purchases of Equity Securities

ITEM 3. DEFAULTS UPON SENIOR SECURITIES
 
None.

ITEM 4. MINE SAFETY DISCLOSURES
 

None.
 
ITEM 5. OTHER INFORMATION
 

(a) Not applicable.
 

(b) Not applicable.
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ITEM 6. EXHIBITS
 

The following is an index of the exhibits included in this report:
 
3.1  Amendment to Certificate of Incorporation of Tempur-Pedic International Inc. (filed as Exhibit 3.1 to the Registrant’s Current Report on Form

8-K as filed on May 24, 2013) (1)
   
3.2  Fifth Amended and Restated By-laws of Tempur Sealy International, Inc. (filed as Exhibit 3.2 to the Registrant’s Current Report on Form 8-K

as filed on May 24, 2013) (1)
   
10.1  Amendment No. 1, dated as of March 13, 2013, to that certain Credit Agreement, dated as of December 12, 2012 (filed as Exhibit 10.6 to

Amendment No. 1 to the Registrant’s registration statement on Form S-4 (File No. 333-189063) as filed on July 12, 2013) (1)
   
10.2  Amendment No. 2, dated as of May 16, 2013, to that certain Credit Agreement, dated as of December 12, 2012 (filed as Exhibit 10.7 to

Amendment No. 1 to the Registrant’s registration statement on Form S-4 (File No. 333-189063) as filed on July 12, 2013) (1)
   
10.3  Tempur-Pedic International Inc. 2013 Equity Incentive Plan (filed as Appendix A to the Registrant’s Definitive Proxy Statement on Schedule

14A (File No. 001-31922) as filed on April 12, 2013) (1) (2)
   
10.4  Employment and Retention Agreement entered into July 2, 2013 between Sealy Corporation and Lawrence J. Rogers and, for certain

purposes, Tempur-Pedic International Inc., with and Effective Date of March 18, 2013 (2)
   
31.1  Certification of Chief Executive Officer, pursuant to Securities Exchange Act Rules 13a-14(a) and 15d-14(a), as adopted pursuant to Section

302 of the Sarbanes-Oxley Act of 2002.
   
31.2  Certification of Chief Financial Officer, pursuant to Securities Exchange Act Rules 13a-14(a) and 15d-14(a), as adopted pursuant to Section

302 of the Sarbanes-Oxley Act of 2002.
   
32.1 * Certification of Chief Executive Officer and Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906

of the Sarbanes-Oxley Act of 2002.
   
101  The following materials from Tempur-Pedic International Inc.'s Quarterly Report on Form 10-Q for the quarter ended June 30, 2013,

formatted in XBRL (Extensible Business Reporting Language): (i) the Condensed Consolidated Statements of Operations, (ii) the Condensed
Consolidated Statement of Comprehensive Income (iii) the Condensed Consolidated Balance Sheets, (iv) the Condensed Consolidated
Statements of Cash Flows, and (v) the Notes to Condensed Consolidated Financial Statements.

   
 (1) Incorporated by reference.
 (2)Represents management contract or compensatory plan or arrangement.
 * This exhibit shall not be deemed “filed” for purposes of Section 18 of the Securities Exchange Act of 1934, as amended (15 U.S.C. 78r), or

otherwise subject to the liabilities of that Section, nor shall it be deemed incorporated by reference in any filings under the Securities Act of
1933, as amended, or the Securities Exchange Act of 1934, as amended, whether made before or after the date hereof and irrespective of any
general incorporation language in any filings.
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SIGNATURES
 

Pursuant to the requirements 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.
 
 TEMPUR-PEDIC INTERNATIONAL INC.
   
Date: August 2, 2013 By: /s/    DALE E. WILLIAMS        
  Dale E. Williams
  Executive Vice President and Chief Financial Officer

 
59



Exhibit 10.4
 

EMPLOYMENT AND RETENTION AGREEMENT

THIS EMPLOYMENT AND RETENTION AGREEMENT (the "Agreement") is executed as of this 2nd day of July, 2013, by and between Sealy
Corporation, a Delaware corporation (the "Company"), and Lawrence J. Rogers, an individual ("Employee"). Tempur-Pedic International Inc., a
Delaware corporation ("Tempur-Pedic") is also a party to this Agreement for certain purposes, including Sections 2.3 and Articles III-VI.

PREAMBLE

A. The Company was acquired by Tempur-Pedic on March 18, 2013 (the “Sealy Transaction”);

B. Employee is a party to an employment agreement with Sealy entered into on or about July 22, 2008, and amended on or about December
30, 2008 and December 12, 2011, and also has been a participant in the Sealy Executive Severance Benefit Plan or Plans (the employment
agreements, amendments thereto and the severance plans, collectively, “Employee’s Prior Sealy Agreement”); and

C. The Company desires to retain the services of the Employee during the twelve (12) month period immediately following the Sealy
Transaction and, in order to do so, is entering into this Agreement to provide compensation to retain the Employee through continued
employment under the terms of this Agreement.

NOW, THEREFORE, as an inducement for and in consideration of terminating Employee’s Prior Sealy Agreement and of Employee remaining in
the Company’s employ, the Company agrees that the Employee shall receive the compensation and benefits set forth in this Agreement in the circumstances
described herein.

AGREEMENT

In consideration of the premises and the mutual agreements and covenants contained herein, and for other good and valuable consideration, the
receipt and sufficiency of which is hereby acknowledged by the Company and Employee,

ARTICLE I

EMPLOYMENT

1.1 Term of Employment. This Agreement shall be effective as of March 18, 2013, following execution of this Agreement by both parties (the
“Commencement Date”). The Company agrees to employ Employee, and Employee accepts employment by the Company, for the period commencing on the
Commencement Date and ending on the first anniversary of the Commencement Date (the "Initial Term"), subject to earlier termination as hereinafter set
forth in Article III. Unless earlier terminated in accordance with Article III, this Agreement shall be automatically renewed following the expiration of the
Initial Term for successive six (6) month periods (collectively, the "Renewal Terms"; individually, a "Renewal Term") unless, at least ninety (90) days prior to
the expiration of the Initial Term or the then current Renewal Term, either party provides the other with written notice of intention not to renew, in which case
the Employee's employment with the Company, and the Company's obligations hereunder, shall terminate as of the end of the Initial Term or said Renewal
Term, as applicable. Except as otherwise expressly provided herein, the term of this Agreement during any Renewal Term shall be the same as the terms in
effect immediately prior to such renewal, subject to any such changes or modifications as mutually may be agreed between the parties as evidenced in a
written instrument signed by both the Employee and Tempur-Pedic’s Chief Executive Officer.
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1.2 Position and Duties. Employee shall be employed in the position of President and Chief Executive Officer, Sealy Corporation. In such capacity,

Employee shall be subject to the authority of, and shall report to, Tempur-Pedic's Chief Executive Officer. Employee's duties and responsibilities shall include
those customarily attendant to Employee's position and such other duties and responsibilities as may be assigned from time to time by Tempur-Pedic's Chief
Executive Officer. Employee shall devote Employee's entire business time, loyalty, attention and energies exclusively to the business interests of the
Company while employed by the Company, and shall perform his duties and responsibilities diligently and to the best of his ability. Employee may retain an
office at or near his present location in Trinity, North Carolina, but shall be expected to travel as necessary to participate fully with Tempur-Pedic’s business.

1.3 Other Documents. On or as soon as practicable following the Commencement Date the Employee will execute and deliver to the Company the
Tempur-Pedic Corporate Governance Handbook Acknowledgement, in the form previously furnished by Tempur-Pedic.

ARTICLE II

COMPENSATION AND OTHER BENEFITS

2.1 Base Salary. The Company shall pay Employee during the Initial Term of this Agreement a base salary of Seven Hundred Sixty Thousand
Dollars ($760,000.00) (the “Base Salary"), payable in accordance with the normal payroll practices of the Company. The Employee will be eligible to be
considered for an increase in Base Salary in accordance with the Company’s usual compensation schedule. Annual compensation modifications thereafter, if
any, will be made at the discretion and approval of Temepur-Pedic’s Board of Directors in accordance with the Company’s compensation policies.
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2.2 Performance Bonus.

(a) Employee will be eligible to earn an annual performance-based bonus based on performance criteria approved by Tempur-Pedic's Board
of Directors or its Compensation Committee for each full or pro rata portion of any fiscal year during which Employee is employed by the Company (each, a
"Bonus Year"), the terms and conditions of which as well as Employee's entitlement thereto being determined annually in the sole discretion of Tempur-
Pedic's Board of Directors or its Compensation Committee (the "Performance Bonus"). The amount of the Performance Bonus will vary based on the
achievement of business and individual performance criteria established by Tempur-Pedic's Board of Directors or its Compensation Committee, but the
performance criteria will be set to target a Performance Bonus equal to a designated percentage of Base Salary as of December 31st of the applicable Bonus
Year if the performance criteria are met (the "Target Bonus"). For 2013, Employee’s Target Annual Bonus Percentage shall equal One Hundred percent
(100%) of Employee’s annual Base Salary.

2.3 Retention Incentives.

(a)            Cash Retention Bonus. In accordance with the terms and conditions of The Tempur-Pedic International Inc. Severance and Retention
Plan (the “Retention Plan”), the Company shall pay Employee a Cash Retention Bonus in the amount of One Million Five Hundred Thousand Dollars
($1,500,000), pursuant to the vesting schedule below, if Employee remains employed by the Company through the conclusion of the twelve (12) month
period commencing on the closing date of the Sealy Transaction (the “Retention Period”) while fulfilling all obligations set forth in this Agreement. One
Hundred percent (100%) of this Cash Retention Bonus shall be earned upon Employee’s satisfactory completion of twelve (12) months of employment
hereunder. The total amount of this Cash Retention Bonus shall not exceed $1,500,000. The Cash Retention Bonus will be paid in a single lump sum within
30 days following the end of the Retention Period. Except as otherwise provided in this paragraph, the Cash Retention Bonus will be subject to all of the
requirements of the Retention Plan.

(b)            TPX Equity Retention Grant. In accordance with the terms and conditions of the Retention Plan, Employee shall, on the closing date
of the Sealy Transaction, be granted restricted stock units (the “RSUs”) under the the Amended and Restated Tempur-Pedic International Inc. 2003 Equity
Incentive Plan, as amended, having a grant date fair value equal to One Million Five Hundred Thousand Dollars ($1,500,000). One Hundred percent (100%)
of the RSUs shall vest upon Employee’s satisfactory completion of twelve (12) months of employment hereunder. Each RSU shall be settled in shares of
Tempur-Pedic stock in a single lump sum within 30 days following the date on which the RSUs vest. Except as otherwise provided in this paragraph, the
Equity Retention Grant will be subject to all of the requirements of the Retention Plan.

2.4 Benefit Plans. Employee will be eligible for and continue to participate in the Company’s existing welfare and retirement plans that are generally
applicable to all executive employees thereof, in accordance with the terms and conditions of such plans, as an employee hereunder for purposes of 2013.
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2.5 Expenses. The Company shall reimburse Employee for all authorized and approved reasonable expenses incurred in the course of the

performance of Employee's duties and responsibilities pursuant to this Agreement and consistent with the Company's policies with respect to travel,
entertainment and miscellaneous expenses, and the requirements with respect to the reporting of such expenses.

2.6 Relocation Expenses. Upon your termination of employment due to termination of this Agreement at the end of the Initial Term and Renewal
Terms, if any, or upon termination in accordance with Sections 3.2(a) or (b), below, the Company shall pay you $150,000 in a single lump sum to cover your
moving expenses (including packing and unpacking of household goods) from your current primary residence to a residence in Canada.

2.7 Withholding. All payments to be made by the Company hereunder will be subject to any withholding requirements.

ARTICLE III

TERMINATION

3.1 Termination of Employment Agreement; Release of Claims. In consideration of this Agreement and the Retention Benefits, as defined in the
Retention Plan, and other benefits provided to Employee hereunder, the Parties agree that Employee’s Prior Sealy Agreement shall be null and void and of no
further force and effect, and neither Party shall have any further obligation to the other pursuant to it. Employee relinquishes and forever waives any and all
rights in or claims that he now has or may have under Employee’s Prior Sealy Agreement. The Employee acknowledges that his compensation and benefits
are governed by this Agreement, in lieu of any application of the provisions of Section 6.8 of the Agreement and Plan of Merger, dated as of September 26,
2012, relating to the Sealy Transaction.

3.2 Right to Terminate: Automatic Termination.

(a) Termination by Company Without Cause. Subject to Section 3.3, the Company may terminate Employee's employment and all of the
Company's obligations under this Agreement at any time and for any reason.

(b) Termination by Employee for Good Reason. Subject to Section 3.3, Employee may terminate his employment obligation hereunder (but
not his obligations under Article IV hereof) for "Good Reason" (as hereinafter defined) if Employee gives written notice thereof to the Company within thirty
(30) days of the event he deems to constitute Good Reason (which notice shall specify the grounds upon which such notice is given) and the Company fails,
within thirty (30) days of receipt of such notice, to cure or rectify the grounds for such Good Reason termination set forth in such notice. "Good Reason" shall
mean any of the following: (i) relocation of Employee's principal workplace over sixty (60) miles from the Company's existing workplaces without the
consent of Employee (which consent shall not be unreasonably withheld, delayed or conditioned), or (ii) the Company's material breach of this Agreement or
any other written agreement between Employee and the Company which is not cured within thirty (30) days after receipt by the Company from Employee of
written notice of such breach.
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(c) Termination by Company for Cause. Subject to Section 3.3, the Company may terminate Employee's employment and all of the

Company's obligations under this Agreement at any time "For Cause" (as defined below) by giving notice to Employee stating the basis for such termination,
effective immediately upon giving such notice or at such other time thereafter as the Company may designate. "For Cause" shall mean any of the following:
(i) Employee's willful and continued failure to substantially perform the reasonably assigned duties with the Company which are consistent with Employee's
position and job description referred to in this Agreement, other than any such failure resulting from incapacity due to physical or mental illness, after a
written notice is delivered to Employee by the Tempur-Pedic Chief Executive Officer which specifically identifies the manner in which Employee has not
substantially performed the assigned duties and allowing Employee thirty (30) days after receipt by Employee of such notice to cure such failure to perform,
(ii) material breach of this or any other written agreement between Employee and Tempur-Pedic or the Company which is not cured within thirty (30) days
after receipt by the Employee from the Company of written notice of such breach, (iii) any material violation of any written policy of Tempur-Pedic or the
Company which is not cured within thirty (30) days after receipt by Employee from Tempur-Pedic or the Company of written notice of such violation, (iv)
Employee's willful misconduct which is materially and demonstrably injurious to Tempur-Pedic or the Company, (v) Employee's conviction by a court of
competent jurisdiction of, or his pleading guilty or nolo contendere to, any felony, or (vi) Employee's commission of an act of fraud, embezzlement, or
misappropriation against Tempur-Pedic or the Company or any breach of fiduciary duty or breach of the duty of loyalty, including, but not limited to, the
offer, payment, solicitation or acceptance of any unlawful bribe or kickback with respect to Tempur-Pedic’s or the Company's business. For purposes of this
paragraph, no act, or failure to act, on Employee's part shall be considered "willful" unless done, or omitted to be done, in knowing bad faith and without
reasonable belief that the action or omission was in, or not opposed to, the best interests of Tempur-Pedic and the Company. Any act, or failure to act,
expressly authorized by a resolution duly adopted by the Tempur-Pedic Board of Directors or based upon the written advice of counsel for Tempur-Pedic shall
be conclusively presumed to be done, or omitted to be done, in good faith and in the best interests of Tempur-Pedic and the Company. Notwithstanding the
foregoing, Employee shall not be deemed to have been terminated For Cause unless and until there shall have been delivered to Employee a copy of a
resolution, duly adopted by the Tempur-Pedic Board of Directors at a meeting of the Board called and held for such purpose (after reasonable notice to
Employee and an opportunity for Employee, together with Employee's counsel, to be heard before the Board), finding that in the good faith opinion of the
Tempur-Pedic Board of Directors Employee committed the conduct set forth above in (i), (ii), (iii), (iv), (v) or (vi) of this Section and specifying the
particulars thereof in detail.
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(d) Termination Upon Death or Disability. Subject to Section 3.3, Employee's employment and the Company's obligations under this

Agreement shall terminate: (i) automatically, effective immediately and without any notice being necessary, upon Employee's death; and (ii) in the event of
the disability of Employee, by the Company giving notice of termination to Employee. For purposes of this Agreement, "disability" means the inability of
Employee, due to a physical or mental impairment, for ninety (90) days (whether or not consecutive) during any period of 360 days, to perform, with
reasonable accommodation, the essential functions of the work contemplated by this Agreement. In the event of any dispute as to whether Employee is
disabled, the matter shall be determined by Tempur-Pedic’s Board of Directors in consultation with a physician selected by Tempur-Pedic’s or the Company's
health or disability insurer or another physician mutually satisfactory to the Company and the Employee. The Employee shall cooperate with the efforts to
make such determination or be subject to immediate discharge. Any such determination shall be conclusive and binding on the parties. Any determination of
disability under this Section 3.2 is not intended to alter any benefits any party may be entitled to receive under any long-term disability insurance policy
carried by either Tempur-Pedic, the Company or Employee with respect to Employee, which benefits shall be governed solely by the terms of any such
insurance policy. Nothing in this subsection shall be construed as limiting or altering any of Employee's rights under State workers compensation laws or
State or federal Family and Medical Leave laws.

3.3 Rights Upon Termination.

(a) Termination by Nonrenewal. If Employee's employment terminates pursuant to Section 1.1 at the end of the Initial Term or at the end of
a Renewal Term, if any, following notice from either party of nonrenewal, Employee shall have no further rights against Tempur-Pedic or the Company
hereunder, except for the right to receive (i) any unpaid Base Salary earned to date, (ii) the value of any accrued but unused vacation, and (iii) reimbursement
of expenses to which Employee is entitled under Section 2.5 hereof (collectively, the “Accrued Benefits”), and, with respect to a termination at the end of the
Initial Term, following execution of a release and waiver in a form satisfactory to Tempur-Pedic and the Company, the retention payments described Sections
2.3(a) and (b), which shall be paid in a lump sum in cash and, with respect to RSUs, shares, within 90 days following Employee’s termination of employment,
provided that Employee has delivered the release described above and the release has become effective.

(b) Section 3.2(a), 3.2(b) and 3.2(d) Termination During Initial Term. If Employee's employment terminates pursuant to Sections 3.2(a),
3.2(b) or 3.2(d) hereof prior to the end of the Initial Term, Employee shall have no further rights against Tempur-Pedic or the Company hereunder, except for
the right to receive the Accrued Benefits and, following execution of a release and waiver in a form satisfactory to Tempur-Pedic and the Company, the
retention payments described in Sections 2.3(a) and (b), which shall be paid in a lump sum in cash and, with respect to RSUs, shares, within 90 days
following Employee’s termination of employment, provided that Employee has delivered the release described above and the release has become effective.
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(c) Section 3.2(a) and 3.2(b) Termination After Initial Term. If Employee's employment terminates pursuant to Section 3.2(a) or 3.2(b)

hereof after the end of the Initial Term, but before the end of a Renewal Term, if any, Employee shall have no further rights against Tempur-Pedic or the
Company hereunder, except for the right to receive the Accrued Benefits and, following execution of a release and waiver in a form satisfactory to Tempur-
Pedic and the Company, (i) payment of Base Salary for twelve (12) months (the "Severance Period"), payable in accordance with the normal payroll practices
of the Company, and (ii) continuation of the welfare benefits as in effect from time to time for the duration of the Severance Period. The severance amounts
described in subsection (i) shall commence within 90 days following Employee’s termination of employment, provided that Employee has delivered the
release described above and the release has become effective.

(d) Section 3.2(c) Termination. If Employee's employment is terminated pursuant to Section 3.2(c) hereof, or if Employee quits
employment (other than for Good Reason) notwithstanding the terms of this Agreement, Employee or Employee's estate shall have no further rights against
either Tempur-Pedic or the Company hereunder, except for the right to receive, following execution of a release and waiver in a form satisfactory to Tempur-
Pedic and the Company, (i) any unpaid Base Salary earned to date and (ii) reimbursement of expenses to which Employee is entitled under Section 2.5 hereof.

ARTICLE IV

CONFIDENTIALITY; NON-COMPETITION; NON-SOLICITATION

4.1 Covenants Regarding Confidential Information, Trade Secrets and Other Matters. Employee covenants and agrees as follows:

(a) Definitions. For purposes of this Agreement, the following terms are defined as follows:

(1) "Trade Secret" means all information possessed by or developed for Tempur-Pedic or the Company or any of their subsidiaries,
including, without limitation, a compilation, program, device, method, system, technique or process, to which all of the following apply: (i) the information
derives independent economic value, actual or potential, from not being generally known to, and not being readily ascertainable by proper means by, other
persons who can obtain economic value from its disclosure or use and (ii) the information is the subject of efforts to maintain its secrecy that are reasonable
under the circumstances.
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(2) "Confidential Information" means information, to the extent it is not a Trade Secret, which is possessed by or developed for

Tempur-Pedic or the Company or any of their subsidiaries and which relates to Tempur-Pedic’s or the Company's or any of their subsidiaries' existing or
potential business or technology, which information is generally not known to the public and which information Tempur-Pedic or the Company or any of their
subsidiaries seeks to protect from disclosure to its existing or potential competitors or others, including, without limitation, for example: business plans,
strategies, existing or proposed bids, costs, technical developments, existing or proposed research projects, financial or business projections, investments,
marketing plans, negotiation strategies, training information and materials, information generated for client engagements and information stored or developed
for use in or with computers. Confidential Information also includes information received by Tempur-Pedic or the Company or any of their subsidiaries from
others which Tempur-Pedic or the Company or any of their subsidiaries has an obligation to treat as confidential.

(b) Nondisclosure of Confidential Information. Except as required in the conduct of the Company's or any of its subsidiaries' business or as
expressly authorized in writing on behalf of Tempur-Pedic or the Company or any of its subsidiaries, Employee shall not use or disclose, directly or indirectly,
any Confidential Information during the period of his employment with the Company. In addition, following the termination for any reason of Employee's
employment with the Company, Employee shall not use or disclose, directly or indirectly, any Confidential Information. This prohibition does not apply to
Confidential Information after it has become generally known in the industry in which the Company conducts its business. This prohibition also does not
prohibit Employee's use of general skills and know-how acquired during and prior to employment by the Company, as long as such use does not involve the
use or disclosure of Confidential Information or Trade Secrets.

(c) Trade Secrets. During Employee's employment by the Company, Employee shall do what is reasonably necessary to prevent
unauthorized misappropriation or disclosure and threatened misappropriation or disclosure of Tempur-Pedic’s or the Company's or any of their subsidiaries'
Trade Secrets and, after termination of employment, Employee shall not use or disclose Tempur-Pedic’s or the Company's or any of their subsidiaries' Trade
Secrets as long as they remain, without misappropriation, Trade Secrets.

(d) Copyright. All copyrightable work by the Employee relating to the Company's business or the business of any subsidiary or affiliate of
the Company during the term of the Employee's employment by the Company is intended to be "work made for hire" as defined in Section 101 of the
Copyright Act of 1976, and shall be the property of the Company. If the copyright to any such copyrightable work is not the property of the Company by
operation of law, the Employee will, without further consideration, assign to the Company all right, title and interest in such copyrightable work and will
assist the Company and its nominees in every way, at the Company's expense, to secure, maintain and defend for the Company's benefit, copyrights and any
extensions and renewals thereof on any and all such work including translations thereof in any and all countries, such work to be and remain the property of
the Company whether copyrighted or not.
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(e) Exceptions. The provisions of paragraphs (b) and (c) above will not be deemed to prohibit any disclosure that is required by law or court

order, provided that Employee has not intentionally taken actions to trigger such required disclosure and Tempur-Pedic and the Company are given reasonable
prior notice and an opportunity to contest or minimize such disclosure.

4.2 Non-Competition.

(a) During Employment. During Employee's employment hereunder, Employee shall not engage, directly or indirectly, as an employee,
officer, director, partner, manager, consultant, agent, owner (other than a minority shareholder or other equity interest of not more than 1% of a company
whose equity interests are publicly traded on a nationally recognized stock exchange or over-the-counter) or in any other capacity, in any competition with
Tempur-Pedic, the Company or any of their subsidiaries.

(b) Subsequent to Employment. For a one (1) year period following the termination of Employee's employment for any reason or without
reason, Employee shall not in any capacity (whether in the capacity as an employee, officer, director, partner, manager, consultant, agent or owner, other than
a minority shareholder or other equity interest of not more than 1% of a company whose equity interests are publicly traded on a nationally recognized stock
exchange or over-the-counter), directly or indirectly advise, manage, render or perform services to or for any person or entity which is engaged in a business
competitive to that of Tempur-Pedic, the Company or any of their subsidiaries (including without limitation any retailer that does not sell Sealy and/or
Tempur-Pedic products or those businesses listed on Exhibit A attached hereto) within any geographical location wherein Tempur-Pedic, the Company or
any of their subsidiaries produces, sells or markets its goods and services at the time of such termination or within a one (1) year period prior to such
termination.

4.3 Non-solicitation. For a one (1) year period following the termination of Employee's employment for any reason or without reason, Employee
shall not solicit or induce any person who was an employee of Tempur-Pedic, the Company or any of their subsidiaries on the date of Employee's termination
or within three (3) months prior to leaving his employment with the Company or any of its subsidiaries to leave their employment with Tempur-Pedic or the
Company.

4.4 Return of Documents. Immediately upon termination of employment, Employee will return to the Company, and so certify in writing to the
Company, all Tempur-Pedic’s, the Company’s or any of their subsidiaries’ papers, documents and things, including information stored for use in or with
computers and software applicable to Tempur-Pedic’s, the Company’s or any of their subsidiaries’ business (and all copies thereof), which are in Employee's
possession or under Employee's control, regardless whether such papers, documents or things contain Confidential Information or Trade Secrets.
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4.5 No Conflicts. To the extent that they exist, Employee will not disclose to the Company or any of its subsidiaries any of Employee's previous

employer's (not including the Company) confidential information or trade secrets. Further, Employee represents and warrants that Employee has not
previously assumed any obligations inconsistent with those of this Agreement and that employment by the Company does not conflict with any prior
obligations to third parties. In addition, Employee and the Company agree that it is important for any prospective employer to be aware of this Agreement, so
that disputes concerning this Agreement can be avoided in the future. Therefore, the Employee agrees that, following termination of employment with the
Company, Tempur-Pedic or the Company may forward a copy of Article IV of this Agreement (and any related Exhibits hereto) to any future prospective or
actual employer, and the Employee releases Tempur-Pedic and the Company from any claimed liability or damage caused to the Employee by virtue of the
Company's act in making that prospective or actual employer aware of Article IV of this Agreement (and any related Exhibits hereto).

4.6 Agreement on Fairness. Employee acknowledges that: (i) this Agreement has been specifically bargained between the parties and reviewed by
Employee, (ii) Employee has had an opportunity to obtain legal counsel to review this Agreement, and (iii) the covenants made by and duties imposed upon
Employee hereby are fair, reasonable and minimally necessary to protect the legitimate business interests of Tempur-Pedic and the Company, and such
covenants and duties will not place an undue burden upon Employee's livelihood in the event of termination of Employee's employment by the Company and
the strict enforcement of the covenants contained herein.

4.7 Equitable Relief and Remedies. Employee acknowledges that any breach of this Agreement will cause substantial and irreparable harm to
Tempur-Pedic and the Company for which money damages would be an inadequate remedy. Accordingly, notwithstanding the provisions of Article V below,
Tempur-Pedic and the Company shall in any such event be entitled to seek injunctive and other forms of equitable relief to prevent such breach and the
prevailing party shall be entitled to recover from the other, the prevailing party's costs (including, without limitation, reasonable attorneys' fees) incurred in
connection with enforcing this Agreement, in addition to any other rights or remedies available at law, in equity, by statute or pursuant to Article V below.

Without limiting Tempur-Pedic’s and the Company’s rights and remedies hereunder, at law or in equity, the Employee acknowledges and agrees that
the right of the Employee to receive and retain any payments otherwise due will be suspended and cancelled if and for so long as the Employee is in breach of
any provision of this Agreement. Tempur-Pedic and the Company may withhold payment of, or require repayment of, any Base Salary or retention incentive
payment or both of them, or any other payment, benefit, or delivery of shares described herein in the event Employee breaches this Agreement. If and when
the Employee has cured any such breach and has tendered to Tempur-Pedic or the Company any and all economic benefits directly or indirectly received and
receivable by the Employee arising there from, such payment or payments will automatically be reinstated, but only for the remainder of the period, if any,
during which such payments are due.
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ARTICLE V

AGREEMENT TO SUBMIT ALL EXISTING OR FUTURE DISPUTES TO BINDING ARBITRATION

The Company and Employee agree that any controversy or claim arising out of or related to this Agreement or Employee's employment with or
termination by the Company that is not resolved by the parties shall be settled by arbitration administered by the American Arbitration Association under its
National Rules for the Resolution of Employment Disputes. Unless otherwise agreed to by the parties at the start of the arbitration process, said arbitration
shall be conducted in Lexington, Kentucky. The parties further agree that the arbitrator may resolve issues of contract interpretation as well as law and award
damages, if any, to the extent provided by the Agreement or applicable law. The parties agree that the costs of the arbitrator's services shall be borne by the
Company. The parties further agree that the arbitrator's decision will be final and binding and enforceable in any court of competent jurisdiction. In addition
to the A.A.A.'s Arbitration Rules and unless otherwise agreed to by the parties, the following rules shall apply:

(a) Each party shall be entitled to discovery under the Federal Rules of Civil Procedure exclusively by the following means: (i) requests for
admission, (ii) requests for production of documents, (iii) up to fifteen (15) written interrogatories (with any subpart to be counted as a separate
interrogatory), and (iv) depositions of no more than six individuals;

(b) Unless the arbitrator finds that delay is reasonably justified or as otherwise agreed to by the parties, all discovery shall be completed,
and the arbitration hearing shall commence within five months after the appointment of the arbitrator; and

(c) Unless the arbitrator finds that delay is reasonably justified, the hearing will be completed, and an award rendered within thirty (30) days
of commencement of the hearing.

The arbitrator's authority shall include the ability to render equitable types of relief and, in such event, any aforesaid court may enter an order
enjoining and/or compelling such actions or relief ordered or as found by the arbitrator. The arbitrator also shall make a determination regarding which party's
legal position in any such controversy or claim is the more substantially correct (the "Prevailing Party") and the arbitrator shall require the other party to pay
the legal and other professional fees and costs incurred by the Prevailing Party in connection with such arbitration proceeding and any necessary court action.
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Notwithstanding the foregoing provisions of this Article V, the parties expressly agree that a court of competent jurisdiction may enter a temporary

restraining order or an order enjoining a breach of Article IV of this Agreement without submission of the underlying dispute to an arbitrator. Such remedy
shall be cumulative and nonexclusive, and shall be in addition to any other remedy to which the parties may be entitled.

ARTICLE VI

GENERAL PROVISIONS

6.1 Notices. Any and all notices provided for in this Agreement shall be given in writing and shall be deemed given to a party at the earlier of (i)
when actually delivered to such party, or (ii) when mailed to such party by registered or certified mail (return receipt requested) or sent to such party by
courier, confirmed by receipt, and addressed to such party at the address designated below for such party as follows (or to such other address for such party as
such party may have substituted by notice pursuant to this Section 6.1):

(a) If to the Company: Tempur-Pedic International Inc.
1000 Tempur Way
Lexington, KY 40511-1386
Attention: Chief Executive Officer

(b) If to Employee: Lawrence J. Rogers
At the address on file with the Company’s Human Resources Department as updated from time
to time

6.2 Entire Agreement. This Agreement, together with the exhibits hereto, contains the entire understanding and the full and complete agreement of
the parties and supersedes and replaces any prior understandings and agreements amng the parties with respect to the subject matter hereof, including,
without limitation, Employee’s Prior Sealy Agreement.

6.3 Miscellaneous. This Agreement may be altered, amended or modified only in writing, signed by both the Employee and Tempur-Pedic’s Chief
Executive Officer, except that either party may update its address set forth in Section 6.1 by providing a Notice of the updated address in the manner set forth
in Section 6.1. Headings included in this Agreement are for convenience only and are not intended to limit or expand the rights of the parties hereto.
References to Sections herein shall mean sections of the text of this Agreement, unless otherwise indicated.
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6.4 Assignability. This Agreement and the rights and duties set forth herein may not be assigned by either of the parties without the express written

consent of the other party. This Agreement shall be binding on and inure to the benefit of each party and such party's respective heirs, legal representatives,
successors and assigns.

6.5 Severability. If any court of competent jurisdiction determines that any provision of this Agreement is invalid or unenforceable, then such
invalidity or unenforceability shall have no effect on the other provisions hereof, which shall remain valid, binding and enforceable and in full force and
effect, and such invalid or unenforceable provision shall be construed in a manner so as to give the maximum valid and enforceable effect to the intent of the
parties expressed therein.

6.6 Waiver of Breach. The waiver by either party of the breach of any provision of this Agreement shall not operate or be construed as a waiver of
any subsequent breach by either party.

6.7 Governing Law: Jurisdiction; Construction. This Agreement shall be governed by the internal laws of the Commonwealth of Kentucky, without
regard to any rules of construction that would require application of the laws of another jurisdiction. Any legal proceeding related to this Agreement and
permitted under Section 4.7 and Article V hereof must be litigated in an appropriate Kentucky state or federal court, and both the Company and the Employee
hereby consent to the exclusive jurisdiction of the Commonwealth of Kentucky for this purpose. The parties agree that they have been represented by counsel
during the negotiation and execution of this Agreement, and accordingly each party waives the application of any law, holding or rule of construction
providing that ambiguities in an agreement or other document will be construed against the party responsible for the drafting thereof.

6.8. Effective Date. The terms and conditions of this Agreement shall be effective as of the Commencement Date. In the event of the failure of
Employee to commence his employment with the Company (or at such other date as the Employee and the Company may mutually agree), this Agreement
shall be null and void and of no force or effect.

6.9. Tax Compliance.

(a) The Company may withhold from any amounts payable hereunder any amounts required to be withheld under federal, state or local law
and any other deductions authorized by Employee. The Company and the Employee agree that they will execute any and all amendments to this Agreement as
they mutually agree in good faith may be necessary to ensure compliance with the provisions of Section 409A (together with any implementing regulations,
"Section 409A") of the Code while preserving insofar as possible the economic intent of the respective provisions, so that Employee will not be subject to any
tax (including interest and penalties) under Section 409A.
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(b) For purposes of Section 409A, the right to a series of installment payments under this Agreement shall be treated as a right to a series of

separate payments.

(c) With respect to any reimbursement of expenses of, or any provision of in -kind benefits to, the Employee, as specified under this
Agreement, such reimbursement of expenses or provision of in-kind benefits shall be subject to the following conditions: (I) the expenses eligible for
reimbursement or the amount of in-kind benefits provided in one taxable year shall not affect the expenses eligible for reimbursement or the amount of in-‐ 
kind benefits provided in any other taxable year, except for any medical reimbursement arrangement providing for the reimbursement of expenses referred to
in Section 105(b) of the Code; (2) the reimbursement of an eligible expense shall be made no later than the end of the year after the year in which such
expense was incurred; and (3) the right to reimbursement or in-kind benefits shall not be subject to liquidation or exchange for another benefit.

(d) Notwithstanding anything to the contrary in this Agreement, if Employee is a "specified employee" as determined pursuant to Section
409Aas of the date of Employee's "separation from service" as defined in Treasury Regulation Section 1.409A-1(h) (or any successor regulation) and if any
payments or entitlements provided for in this Agreement constitute a "deferral of compensation" within the meaning of Section 409Aand cannot be paid or
provided in the manner provided herein without subjecting Employee to additional tax, interest or penalties under Section 409A,then any such payment or
entitlement which is payable during the first six (6) months following Employee's "separation from service" shall be paid or provided to Employee in a cash
lump-sum on the first business day of the seventh calendar month immediately following the month in which Employee's "separation from service" occurs or,
if earlier, upon the Employee's death. In addition, any payments or benefits due hereunder upon a termination of Employee's employment which are a
"deferral of compensation" within the meaning of Section 409A shall only be payable or provided to Employee (or Employee's estate) upon a "separation
from service" as defined in Section 409A. Finally, for the purposes of this Agreement, amounts payable under Section 3.3 shall be deemed not to be a
"deferral of compensation" subject to Section 409A to the extent provided in the exceptions in Treasury Regulation Sections 1.409A-1(b)(4) ("short-term
deferrals") and (b)(9) ("separation pay plans," including the exception under subparagraph (iii)) and other applicable provisions of Treasury Regulation
Section 1.409A-1 - A-6.

(e) To the extent that Section 409A would apply to any payments under this Agreement that are contingent on Employee delivering a
release and the release becoming effective, if the 90-day period during which Employee must deliver the release begins in one calendar year and ends in
another calendar year, then the payments subject to Section 409A will always occur or commence in the later calendar year

[Remainder of Page Intentionally Left Blank]
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IN WITNESS WHEREOF, the parties have executed this Agreement as of the day and year written above.

 COMPANY:  
    
 Sealy Corporation  
    
 By: /s/ Dale E. Williams  
    
 Title: EVP & CFO  
    
 TEMPUR-PEDIC:  
    
 TEMPUR-PEDIC INTERNATIONAL INC.  
    
 By: /s/ Brad Patrick  
    
 Title: EVP/CHRO  
    
 EMPLOYEE:  
    
 /s/ Lawrence J. Rogers  
 Lawrence J. Rogers  
    
 WITNESSED BY:  
    
 /s/ Carmen Dabiero  

Date: 7/10/2013
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Exhibit A

Competitive Enterprises of the Company and its Affiliates
 

Kingsdown
Select Comfort
Serta and any direct or indirect parent company, licensee or affiliate
Simmons Company/Beautyrest and any direct or indirect parent or affiliate company
Spring Air and any licensee or affiliate
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Exhibit 31.1
 

CERTIFICATION OF CHIEF EXECUTIVE OFFICER PURSUANT TO
SECURITIES EXCHANGE ACT RULES 13a-14(a) AND 15d-14(a), AS ADOPTED PURSUANT TO

SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
 
I, Mark Sarvary, certify that:
 

1. I have reviewed this quarterly report on Form 10-Q for the quarter ended June 30, 2013, of Tempur-Pedic International Inc.;
 
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the

statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
 
3. Based on my knowledge, the financial statements, and other financial 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(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in

Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for
the registrant and have:

 
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed 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 conclusions about the

effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
 

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most
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(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to

the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
 

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

 
(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal

control over financial reporting.
 
Date: August 2, 2013 By: /s/    MARK SARVARY
  Mark Sarvary
  President and Chief Executive Officer
 



Exhibit 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER PURSUANT TO
SECURITIES EXCHANGE ACT RULES 13a-14(a) AND 15d-14(a), AS ADOPTED PURSUANT TO

SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
 
I, Dale E. Williams, certify that:
 

1. I have reviewed this quarterly report on Form 10-Q for the quarter ended June 30, 2013, of Tempur-Pedic International Inc.;
 
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the

statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
 
3. Based on my knowledge, the financial statements, and other financial 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(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in

Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for
the registrant and have: 

 
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed 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 conclusions about the

effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
 

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most
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(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to

the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
 
       (a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are

reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and
 
       (b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal

control over financial reporting.
 
Date: August 2, 2013  By: /s/    DALE E. WILLIAMS        
  Dale E. Williams
  Executive Vice President and Chief Financial Officer
 
 



Exhibit 32.1
 

CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND
CHIEF FINANCIAL OFFICER PURSUANT TO

18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

 
Each of the undersigned hereby certifies, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002,

in his capacity as an officer of Tempur-Pedic International Inc. (the “Company”), that, to his knowledge, the Quarterly Report of the Company on Form 10-Q
for the period ended June 30, 2013, fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934 (15 U.S.C. 78m or
78o(d)) and that the information contained in such report fairly presents, in all material respects, the financial condition and results of operations of the
Company. This written statement is being furnished to the Securities and Exchange Commission as an exhibit to such Form 10-Q. A signed original of this
statement has been provided to the Company and will be retained by the Company and furnished to the Securities and Exchange Commission or its staff upon
request.
 
Date: August 2, 2013 By: /s/    MARK SARVARY      
  Mark Sarvary
  President and Chief Executive Officer
   
Date: August 2, 2013 By: /s/    DALE E. WILLIAMS        
  Dale E. Williams
  Executive Vice President and Chief Financial Officer
 


