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Item 1. Financial Statements  

Pregis Holding II Corporation  
Consolidated Balance Sheets 

(dollars in thousands, except per share data)  

The accompanying notes are an integral part of these financial statements.  
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  June 30, 2008 December 31, 2007
  (Unaudited)      
Assets    
Current assets         

Cash and cash equivalents  $ 26,469 $ 34,989
Accounts receivable    

Trade, net of allowances of $6,199 and $5,313, respectively   172,790 148,045
Other   12,484 18,532

Inventories, net   120,631 108,914
Deferred income taxes   3,052 2,991
Due from Pactiv   2,170   7,072 
Prepayments and other current assets   10,295 9,187
   

 
  

 
 

Total current assets   347,891 329,730
Property, plant and equipment, net   284,482 277,398
Other assets         

Goodwill   153,867 150,000
Intangible assets, net   47,373 47,910
Deferred financing costs, net   8,922 10,080
Due from Pactiv, long-term   14,537 12,229
Pension and related assets   27,455 25,659
Other   3,171 2,313
   

 
  

 
 

Total other assets   255,325 248,191
        

Total assets  $ 887,698  $ 855,319 
   

 

  

 

 

Liabilities and stockholder’s equity    
Current liabilities    

Current portion of long-term debt  $ 2,195  $ 2,120 
Accounts payable   120,153 100,326
Accrued income taxes   8,956 13,900
Accrued payroll and benefits   17,012 19,814
Accrued interest   7,064 6,775
Other   23,221 22,436
        

Total current liabilities   178,601 165,371
 
Long-term debt   494,031 475,604
Deferred income taxes   37,527 34,589
Long-term income tax liabilities   11,792 9,585
Pension and related liabilities   9,683   9,389 
Other   7,197 7,124
Stockholder’s equity:    

Common stock — $0.01 par value; 1,000 shares authorized, 149.0035 shares issued and outstanding at 
June 30, 2008 and December 31, 2007   — —

Additional paid-in capital   150,093 149,659
Accumulated deficit   (25,429) (16,588)
Accumulated other comprehensive income   24,203   20,586 
   

 
  

 
 

Total stockholder’s equity   148,867 153,657
        

Total liabilities and stockholder’s equity  $ 887,698  $ 855,319 
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Pregis Holding II Corporation  
Consolidated Statements of Operations 

(Unaudited) 
(dollars in thousands)  

The accompanying notes are an integral part of these financial statements.  
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  Three Months Ended June 30,   Six Months Ended June 30,  
  2008   2007   2008   2007  
Net sales $275,216 $241,530  $534,538 $480,547
 
Operating costs and expenses:                 

Cost of sales, excluding depreciation and amortization 216,276 180,830   418,770 358,832
Selling, general and administrative 34,436 32,714   69,175 64,696
Depreciation and amortization 13,610 13,818   27,150 26,494
Other operating expense (income), net 3,628 (1)  3,899 (184)

              

Total operating costs and expenses   267,950   227,361   518,994   449,838 
   

 
  

 
  

 
  

 
 

Operating income 7,266 14,169   15,544 30,709
Interest expense 11,820 11,860   23,901 23,121
Interest income (198) (385)  (426) (432)
Foreign exchange loss (gain), net   92   (1,149)  (2,921)   (1,722)
   

 
  

 
  

 
  

 
 

Income (loss) before income taxes (4,448) 3,843   (5,010) 9,742
 
Income tax expense 1,121 3,017   3,831 6,669
   

 
  

 
  

 
  

 
 

      
Net income (loss) $ (5,569) $ 826  $ (8,841) $ 3,073
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Pregis Holding II Corporation  
Consolidated Statements of Cash Flows 

(Unaudited) 
(dollars in thousands)  

The accompanying notes are an integral part of these financial statements.  
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  Six Months Ended June 30,  
  2008   2007  
Operating activities    
Net income (loss)  $ (8,841) $ 3,073
Adjustments to reconcile net income (loss) to cash provided by operating activities:         

Depreciation and amortization   27,150 26,494
Deferred income taxes   1,428 1,678
Unrealized foreign exchange gain   (3,432) (1,878)
Amortization of deferred financing costs   1,187 1,079
Loss on disposal of property, plant and equipment   427 62
Stock compensation expense   434 183
Changes in operating assets and liabilities, net of effects of acquisitions:         

Accounts and other receivables, net   (11,413) (15,377)
Due from Pactiv   5,524 7,935
Inventories, net   (6,732) (12,033)
Prepayments and other current assets   (903) 348
Accounts payable   14,481 23,501
Accrued taxes   (5,035) (4,429)
Accrued interest   (116)   129 
Other current liabilities   (3,701) (2,314)
Pension and related assets and liabilities, net   (2,004) (577)
Other, net   (366) 8

      

Cash provided by operating activities   8,088 27,882
      

     
Investing activities    
Capital expenditures   (18,872) (13,768)
Proceeds from sale of assets   162 209
Other, net   900   (35)
      

Cash used in investing activities   (17,810) (13,594)
      

     
Financing activities    
Repayment of long-term debt   (976) (897)
Other, net   198 376
      

Cash used in financing activities   (778)   (521)
Effect of exchange rate changes on cash and cash equivalents   1,980 1,013
      

Increase (decrease) in cash and cash equivalents   (8,520) 14,780
Cash and cash equivalents, beginning of period   34,989 45,667
      

 
Cash and cash equivalents, end of period  $ 26,469 $ 60,447
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Pregis Holding II Corporation  
Notes to Unaudited Consolidated Financial Statements 

(Amounts in thousands of U.S. dollars, unless otherwise noted)  

1. DESCRIPTION OF THE BUSINESS AND BASIS OF PRESENTATION  

Description of the Business  

     Pregis Corporation (“Pregis”) is an international manufacturer, marketer and supplier of protective packaging products and specialty 
packaging solutions. Pregis operates through four reportable segments: Protective Packaging, Flexible Packaging, Hospital Supplies, and Rigid 
Packaging.  

     Pregis Corporation is 100%-owned by Pregis Holding II Corporation (“Pregis Holding II” or the “Company”) which is 100%-owned by 
Pregis Holding I Corporation (“Pregis Holding I”). AEA Investors LLC and its affiliates (the “Sponsors”) own approximately 98% of the 
issued and outstanding equity of Pregis Holding I, with the remainder held by management. AEA Investors LLC is a New York-based private 
equity investment firm.  

Basis of Presentation  

     The consolidated financial statements included herein have been prepared in accordance with U.S. generally accepted accounting principles 
for interim financial information. Accordingly, they do not include all of the information and footnotes required by accounting principles 
generally accepted in the United States for complete financial statements. Management believes these financial statements include all normal 
recurring adjustments considered necessary for a fair presentation of the financial position and results of operations of the Company. The 
results of operations for the three and six months ended June 30, 2008 are not necessarily indicative of the operating results for the full year.  

     These unaudited interim financial statements should be read in conjunction with the audited consolidated financial statements and notes 
thereto included in the Company’s Annual Report on Form 10-K for the year ended December 31, 2007.  

     Separate financial statements of Pregis Corporation are not presented since the floating rate senior secured notes due April 2013 and the 
12.375% senior subordinated notes due October 2013 issued by Pregis Corporation are fully and unconditionally guaranteed on a senior 
secured and senior subordinated basis, respectively, by Pregis Holding II and all existing domestic subsidiaries of Pregis Corporation and since 
Pregis Holding II has no operations or assets separate from its investment in Pregis Corporation (see Note 15).  

2 . RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS  

     In September 2006, the FASB issued Statement of Financial Accounting Standard (“SFAS”) No. 157, Fair Value Measurement. SFAS 
No. 157 defines fair value, establishes a framework for measuring fair value, and expands disclosure about fair value measurements. SFAS 
No. 157 for financial assets and liabilities is effective for fiscal years beginning after November 15, 2007. FASB Staff Position No. 157-2, 
Partial Deferral of the Effective Date of Statement 157, deferred the effective date of SFAS No. 157 for all nonfinancial assets and liabilities to 
fiscal years beginning after November 15, 2008. The implementation of SFAS No. 157 for financial assets and liabilities, effective January 1, 
2008, did not have a material impact on the Company’s consolidated financial position and results of operations. See Note 6 for additional 
information.  

6
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     In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities—including an 
amendment to FASB Statement No. 115, which permits entities to choose to measure many financial instruments and certain other items at fair 
value that are not currently required to be measured at fair value. The Company adopted SFAS No. 159 on January 1, 2008, the first day of its 
2008 fiscal year. The adoption of SFAS No. 159 did not impact the Company’s financial position or results of operations since the Company 
did not elect the fair value measurement option for any of its financial assets or liabilities.  

     In December 2007, the FASB issued SFAS No. 141(R), Business Combinations, which revised SFAS No. 141, Business Combinations. 
SFAS No. 141(R) requires an acquiror to measure the identifiable assets acquired, liabilities assumed and any noncontrolling interest in the 
acquiree at their fair values on the acquisition date, with goodwill being the excess value over the net identifiable assets acquired. SFAS 
No. 141(R) will also impact the accounting for transaction costs and restructuring costs as well as the initial recognition of contingent assets 
and liabilities assumed during a business combination. In addition, under SFAS No. 141(R), adjustments to the acquired entity’s deferred tax 
assets and uncertain tax position balances occuring outside the measurement period are recorded as a component of income tax expense, rather 
than goodwill. SFAS No. 141(R) is effective for financial statements issued for fiscal years beginning after December 15, 2008. The provisions 
of SFAS No. 141(R) are applied prospectively and will impact all acquisitions consummated subsequent to adoption. The Company has not yet 
determined the effect on its financial statements, if any, upon adoption of SFAS No. 141(R).  

     In March 2008, the FASB issued SFAS No. 161, Disclosures About Derivative Instruments and Hedging Activities — an amendment of 
FASB Statement No. 133. SFAS No. 161 expands quarterly disclosure requirements in SFAS No. 133 about an entity’s derivative instruments 
and hedging activities. SFAS No. 161 is effective for fiscal years and interim periods beginning after November 15, 2008. The Company is 
currently assessing the impact of SFAS No. 161 on its consolidated financial position and results of operations.  

3. INVENTORIES  

     The major components of net inventories are as follows:  

7

    
  June 30,   December 31, 
  2008   2007  
Finished goods  $ 59,555 $ 53,247
Work-in-process   20,111 17,318
Raw materials   36,472 34,225
Other materials and supplies   4,493 4,124
       

   $120,631 $ 108,914
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4. GOODWILL AND OTHER INTANGIBLE ASSETS  

     The changes in goodwill by reportable segment for the six months ended June 30, 2008 are as follows:  

     The other changes to goodwill noted above relate primarily to the reversal of valuation allowances established against deferred tax assets in 
purchase accounting, based on the current expected utilization of such deferred tax assets.  

     The Company’s other intangible assets are summarized as follows:  

     Amortization expense related to intangible assets totaled $1,222 and $1,478 for the three months ended June 30, 2008 and 2007, 
respectively, and $2,513 and $2,652 for the six months ended June 30, 2008 and 2007, respectively.  
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  December 31,  Foreign Currency      June 30,  
Segment  2007   Translation   Other   2008  
Protective Packaging $ 95,155 $ 946  $ (25) $ 96,076
Flexible Packaging 15,986 919   (466) 16,439
Hospital Supplies 32,882 2,895   (55) 35,722
Rigid Packaging   5,977   17   (364)  5,630 
     

 
  

 
  

 
 

Total $ 150,000 $ 4,777  $ (910) $153,867
     

 

  

 

  

 

 

      
  Average  June 30, 2008   December 31, 2007  
  Life   Gross Carrying  Accumulated  Gross Carrying  Accumulated 
  (Years)   Amount   Amortization  Amount   Amortization 
Intangible assets subject to amortization:                     

Customer relationships  12 $ 48,966 $ 11,085  $ 47,110 $ 8,590
Patents  10 519 178   500 141
Non-compete agreements  2 3,150 2,973   3,115 2,770
Software  3 2,028 1,145   1,797 948
Land use rights and other  32 1,709 466   1,540 380

Intangible assets not subject to amortization:      
Trademarks and trade names       6,848   —   6,677   — 

       
 
  

 
  

 
  

 
 

Total  $ 63,220 $ 15,847  $ 60,739 $ 12,829
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5. DEBT  

     The Company’s long-term debt consists of the following:  

     For the six months ended June 30, 2008 and 2007, the revaluation of the Company’s euro-denominated senior secured notes and Term B-2 
facility resulted in unrealized foreign exchange losses of $19,078 and $5,496, respectively. These unrealized losses have been offset by 
unrealized gains of $23,675 and $6,900 relating to the revaluation of the Company’s euro-denominated inter-company notes receivable for the 
six months ended June 30, 2008 and 2007, respectively. These amounts are included net within foreign exchange gains in the Company’s 
statement of operations.  

6. FAIR VALUE MEASUREMENTS  

     The Company adopted SFAS No. 157 on January 1, 2008, the first day of fiscal year 2008. Under generally accepted accounting principles 
in the U.S., certain assets and liabilities must be measured at fair value, and SFAS No. 157 details the disclosures that are required for items 
measured at fair value.  

     SFAS No. 157 establishes a three-tier fair value hierarchy, which prioritizes the inputs used in measuring fair value, as follows:  

Level 1 — Quoted prices in active markets for identical assets and liabilities.  

Level 2 — Observable inputs other than Level 1 prices such as quoted prices for similar assets or liabilities, quoted prices in markets that are 
not active, or other inputs that are observable or can be corroborated by observable market data for substantially the full term of the assets or 
liabilities.  

Level 3 — Unobservable inputs in which little or no market data exists, therefore requiring an entity to develop its own assumptions.  

     In order to manage its interest rate risk and to achieve a targeted ratio of variable-rate versus fixed-rate debt, in November 2005 the 
Company entered into an interest rate swap arrangement to swap a notional amount of 65 million euros from EURIBOR-based floating rates to 
fixed rates over the period of January 2006 to January 2010. The swap arrangement was designated as a cash flow hedge. Changes in the fair 
value of this instrument are expected to be highly effective in offsetting the fluctuations in the floating interest rate and are recorded in other 
comprehensive income until the underlying transaction is recorded. The accounting for the cash flow impact of the swap is recorded as an 
adjustment to interest expense. For the three and six months ended June 30, 2008, the swap resulted in a reduction to interest expense of $319 
and $669, respectively. For the three and six months ended June 30, 2007, the swap resulted in a reduction to interest expense of $138 and 
$236, respectively.  
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  June 30,   December 31, 
  2008   2007  
Senior secured credit facilities:    

Term B-1 facility, due October, 2012  $ 85,580 $ 86,020
Term B-2 facility, due October, 2012   104,115 97,033

Senior secured notes, due April, 2013   157,440   145,980 
Senior subordinated notes, due October, 2013, net of discount of $2,109 at June 30, 2008 and $2,248 at 

December 31, 2007   147,891 147,752
Other   1,200 939

        

Total debt   496,226   477,724 
Less: current portion   (2,195) (2,120)

   
 
  

 
 

Long-term debt  $494,031 $ 475,604
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     At June 30, 2008, this interest rate swap contract was the Company’s only financial instrument requiring measurement at fair value. The 
swap is an over-the-counter contract and the inputs utilized to determine its fair value are obtained in quoted public markets. Therefore, the 
Company has categorized this swap agreement as Level 2 within the fair value hierarchy. At June 30, 2008, the fair value of this instrument 
was estimated to be an asset of $2,708, which is reported within other assets in the Company’s consolidated balance sheet.  

     The carrying values of other financial instruments included in current assets and current liabilities approximate fair values due to the short-
term maturities of these instruments. The carrying value of amounts outstanding under the Company’s senior secured credit facilities is 
considered to approximate fair value as interest rates vary, based on prevailing market rates. At June 30, 2008, the fair value of the Company’s 
senior secured notes and senior subordinated notes was estimated to be $144,845 and $144,563, respectively, based on quoted market prices. 
Under SFAS No. 159, entities are permitted to choose to measure many financial instruments and certain other items at fair value. The 
Company did not elect the fair value measurement option under SFAS No. 159 for any of its financial assets or liabilities.  

7. PENSION PLANS  

     The Company sponsors three defined benefit pension plans covering the majority of its employees located in the United Kingdom and the 
Netherlands, and three small, defined benefit pension plans covering certain current or former employees of its German businesses.  

     The components of net periodic pension cost for the three and six months ended June 30, 2008 and 2007 are as follows:  

8. OTHER OPERATING EXPENSE (INCOME)  

     A summary of the items comprising other operating expense (income) is as follows:  
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  Three Months Ended June 30,  Six Months Ended June 30,  
  2008   2007   2008   2007  
Service cost of benefits earned $ 1,108 $ 941  $ 1,157 $ 1,792
Interest cost on benefit obligations 2,761 1,448   2,863 2,756
Expected return on plan assets (3,699) (1,746)   (3,838) (3,324)
Amortization of unrecognized net gain (126) —   (131) —
   

 
  

 
  

 
  

 
 

Net periodic pension cost $ 44 $ 643  $ 51 $ 1,224
   

 

  

 

  

 

  

 

 

     
  Three Months Ended June 30,  Six Months Ended June 30,  
  2008   2007   2008   2007  
Loss on disposal of property, plant and equipment $ 234 $ 124  $ 427 $ 62
Royalty expense 80 62   138 71
Rental income   (9)   (14)   (21)   (27)
Restructuring expense 2,620 (133)   2,620 (133)
Other expense (income), net 703 (40)   735 (157)
   

 
  

 
  

 
  

 
 

Other operating expense (income) $ 3,628 $ (1)  $ 3,899 $ (184)
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      During the three months ended June 30, 2008, the Company incurred a loss of $570 relating to storm damage at one of its European 
protective packaging facilities. This charge is included within other expense (income), net above. Additionally, in connection with its initiatives 
to reduce costs, the Company recorded a restructuring charge of $2,620 during the three months ended June 30, 2008. Restructuring activities 
are discussed further in Note 9 below. 

9. RESTRUCTURING ACTIVITY  

     During the fourth quarter of 2007, the Company established a reserve totaling $2,926, representing mostly employee severance and related 
costs, pursuant to a plan to restructure the workforce within its flexible packaging operations. The activities under the flexible packaging 
restructuring plan are expected to be substantially complete by the end of 2008.  

     During the three months ended June 30, 2008, management approved a company-wide restructuring program to further streamline the 
Company’s operations and reduce its overall cost structure. Activities include headcount reductions and other overhead cost savings initiatives. 
For the three months ended June 30, 2008, the Company recorded severance costs totaling $2,620 relating to these initiatives, which costs have 
been included as a component of other operating expense within the consolidated statement of operations. The Company expects to incur 
additional severance costs of approximately $2,100 within its protective packaging segment over the remainder of 2008 under these programs. 
The majority of the severance will be paid in 2008. The Company also expects to fund capital expenditures relating to certain of the cost 
reduction initiatives totaling approximately $2,700, which will be funded over the remainder of 2008 and into 2009.  

     Following is a reconciliation of the restructuring liability for the six months ended June 30, 2008:  
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  December 31,      Cash   Foreign Currency  June 30,  
Segment  2007   Severance  Paid Out  Translation   2008  
Protective Packaging  $ 113 $ 2,079 $(1,200) $ 10 $ 1,002
Flexible Packaging  2,555 (21) (1,232)  164 1,466
Hospital Supplies  — 170 —   — 170
Rigid Packaging   —   145   (145)  —   — 
Corporate  — 247 (96)  — 151
   

 
  

 
  

 
    

 
 

Total  $ 2,668 $ 2,620 $(2,673) $ 174 $ 2,789
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10. INCOME TAXES  

     The Company’s effective tax rate was 76.5% and 68.5% for the six months ended June 30, 2008 and 2007, respectively. Reconciliation of 
the Company’s effective tax rate to the U.S. federal statutory rate is shown in the following table:  

11. RELATED PARTY TRANSACTIONS  

     The Company is party to a management agreement with its sponsors, AEA Investors LLC and its affiliates, who provide various advisory 
and consulting services. Fees and expenses incurred under this agreement totaled $462 and $441 for the three months ended June 30, 2008 and 
2007, respectively, and $924 and $816 for the six months ended June 30, 2008 and 2007, respectively.  

     The Company had sales to affiliates of AEA Investors LLP totaling $83 and $221 for the three and six months ended June 30, 2008 
compared to $1,129 and $1,999 for the same periods of 2007, respectively. The Company made purchases from affiliates of AEA Investors 
LLP totaling $2,878 and $5,097, for the three and six months ended June 30, 2008 compared to $2,028 and $3,594 for the same periods of 
2007, respectively.  

12. SEGMENT AND GEOGRAPHIC INFORMATION  

     The Company’s operations are classified into four principal reportable segments, which are determined on the basis of the types of products 
produced by each segment. Separate management of each segment is required because each business unit is subject to different pricing, 
production, and marketing strategies. The Company’s segments are as follows:  

     Protective Packaging — This segment manufactures, markets, sells and distributes protective packaging products in North America and 
Europe. Its protective mailers, air-encapsulated bubble products, sheet foam, engineered foam, inflatable airbag systems, honeycomb products 
and other protective packaging products are manufactured and sold for use in cushioning, void-fill, surface-protection, containment and 
blocking and bracing applications.  

     Flexible Packaging — This segment produces customized barrier films and converted products for niche segments of the food, medical, 
and non-food markets in Europe and Egypt.  

     Hospital Supplies — This segment manufactures and supplies a full range of customizable operating drape products, procedure packs, 
protection products and sterilization packaging for the health care industry in Europe.  
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  Six Months Ended June 30,
  2008  2007
U.S. federal income tax rate   (35.00) % 35.00 %
Changes in income tax rate resulting from:         

Valuation allowances   76.53 13.08
State and local taxes on income, net of U.S. federal income tax benefit   1.64 2.58
Foreign rate differential   13.69 2.25
Return to provision calculation   (7.64) —
Non-deductible interest expense   17.37 13.53
Permanent differences   9.88 2.02

    
 

    

Income tax expense   76.47 % 68.46 %
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     Rigid Packaging — This segment provides customized packaging products and solutions to the food and foodservice sectors in Europe.  

     The Company’s North American protective packaging business, European protective packaging business, and Hexacomb product line each 
have its own management and sales staff. However, all of these businesses have product offerings that serve similar functions, undergo similar 
production processes, are marketed and distributed to like end users, and have comparable economic characteristics. Therefore, on the basis of 
these similarities, the Company has aggregated the North American and European protective packaging businesses and the Hexacomb product 
line to present one Protective Packaging reportable segment.  

     Net sales by reportable segment for the three and six months ended June 30, 2008 and 2007 are as follows:  

     The Company evaluates performance and allocates resources to its segments based on segment EBITDA, which is calculated internally as 
gross margin (defined as net sales, less cost of sales excluding amortization and depreciation), less selling, general and administrative expenses 
(excluding corporate expenses as defined below). Segment EBITDA is a measure of segment profit or loss which is reported to the Company’s 
chief operating decision maker for purposes of making decisions about allocating resources to the Company’s segments and evaluating 
segment performance. In addition, segment EBITDA is included herein in conformity with SFAS No. 131, “Disclosures about Segments of an 
Enterprise and Related Information.” Management believes that segment EBITDA provides useful information for analyzing and evaluating 
the underlying operating results of each segment. However, segment EBITDA should not be considered in isolation or as a substitute for net 
income (loss) before income taxes or other measures of financial performance prepared in accordance with generally accepted accounting 
principles in the United States. Additionally, the Company’s computation of segment EBITDA may not be comparable to other similarly titled 
measures computed by other companies.  
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  Three Months Ended June 30,   Six Months Ended June 30,  
  2008   2007   2008   2007  
Protective Packaging $178,583 $154,787  $348,165 $311,552
Flexible Packaging 50,883 43,941   99,144 86,602
Hospital Supplies 21,728 18,341   42,834 37,196
Rigid Packaging 25,642 25,068   47,583 47,066
Eliminations   (1,620)   (607)  (3,188)   (1,869)
   

 
  

 
  

 
  

 
 

Net sales $275,216 $241,530  $534,538 $480,547
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     The following table presents EBITDA by reportable segment and reconciles the total segment EBITDA to income (loss) before income 
taxes:  

     Corporate expenses include the costs of corporate support functions, such as information technology, finance, human resources, legal and 
executive management which have not been allocated to the segments. Additionally, corporate expenses may include other non-recurring or 
non-operational activity that the chief operating decision maker excludes in assessing business unit performance. These expenses, along with 
depreciation and amortization, other operating income/expense and other non-operating activity such as interest expense/income and foreign 
exchange gains/losses, are not considered in the measure of the segments’ operating performance, but are shown herein as reconciling items to 
the Company’s consolidated income (loss) before income taxes.  

13. COMPREHENSIVE INCOME  

     Total comprehensive income and its components for the three and six months ended June 30, 2008 and 2007 are as follows:  

14

     
  Three Months Ended June 30,   Six Months Ended June 30,  
  2008   2007   2008   2007  
Segment EBITDA     

Protective Packaging $ 15,700 $ 21,254  $ 31,057 $ 42,342
Flexible Packaging   7,192   6,491   13,615   12,496 
Hospital Supplies 3,193 2,601   5,857 6,052
Rigid Packaging 1,405 1,791   2,704 3,452

   
 
  

 
  

 
  

 
 

Total segment EBITDA 27,490 32,137   53,233 64,342
Corporate expenses   (2,986)   (4,151)  (6,640)   (7,323)
Other operating income (expense), including restructuring (3,628) 1   (3,899) 184
Depreciation and amortization (13,610) (13,818)  (27,150) (26,494)
Interest expense (11,820) (11,860)  (23,901) (23,121)
Interest income 198 385   426 432
Foreign exchange gain, net (92) 1,149   2,921 1,722

              

Income (loss) before income taxes $ (4,448) $ 3,843  $ (5,010) $ 9,742
   

 

  

 

  

 

  

 

 

     
  Three Months Ended June 30,  Six Months Ended June 30,  
  2008   2007   2008   2007  
Net income (loss) $ (5,569) $ 826  $ (8,841) $ 3,073
Other comprehensive income (loss), net of tax:     

Foreign currency translation adjustment 2,361 1,354   3,075 1,375
Net change in fair value of hedging instrument 964 550   542 657

   
 
  

 
  

 
  

 
 

Comprehensive income (loss) $ (2,244) $ 2,730  $ (5,224) $ 5,105
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14. COMMITMENTS AND CONTINGENCIES  

Legal matters  

     The Company is party to legal proceedings arising from its operations. Related reserves are recorded when it is probable that liabilities exist 
and where reasonable estimates of such liabilities can be made. While it is not possible to predict the outcome of any of these proceedings, the 
Company’s management, based on its assessment of the facts and circumstances now known, does not believe that any of these proceedings, 
individually or in the aggregate, will have a material adverse effect on the Company’s financial position. However, actual outcomes may be 
different than expected and could have a material effect on the company’s results of operations or cash flows in a particular period.  

Environmental matters  

     The Company is subject to a variety of environmental and pollution-control laws and regulations in all jurisdictions in which it operates. 
Where it is probable that related liabilities exist and where reasonable estimates of such liabilities can be made, associated reserves are 
established. Estimated liabilities are subject to change as additional information becomes available regarding the magnitude of possible clean-
up costs, the expense and effectiveness of alternative clean-up methods, and other possible liabilities associated with such situations. However, 
management believes that any additional costs that may be incurred as more information becomes available will not have a material adverse 
effect on the Company’s financial position, although such costs could have a material effect on the Company’s results of operations or cash 
flows in a particular period.  

Financing commitments  

     At June 30, 2008, the Company had $9,854 of letters of credit outstanding under its senior credit facilities and other financing lines with 
local banks.  

15. SUPPLEMENTAL GUARANTOR CONDENSED FINANCIAL INFORMATION  

     Pregis Holdings II (presented as Parent in the following schedules), through its 100%-owned subsidiary, Pregis Corporation (presented as 
Issuer in the following schedules), issued senior secured notes and senior subordinated notes in connection with its acquisition by AEA 
Investors LLC and its affiliates. The senior notes are fully, unconditionally and jointly and severally guaranteed on a senior secured basis and 
the senior subordinated notes are fully, unconditionally and jointly and severally guaranteed on an unsecured senior subordinated basis, in each 
case, by Pregis Holdings II and substantially all existing and future 100%-owned domestic restricted subsidiaries of Pregis Corporation 
(collectively, the “Guarantors”). All other subsidiaries of Pregis Corporation, whether direct or indirect, do not guarantee the senior secured 
notes and senior subordinated notes (the “Non-Guarantors”). The Guarantors also unconditionally guarantee the Company’s borrowings under 
its senior secured credit facilities on a senior secured basis.  

     Additionally, the senior secured notes are secured on a second priority basis by liens on all of the collateral (subject to certain exceptions) 
securing Pregis Corporation’s new senior secured credit facilities. In the event that secured creditors exercise remedies with respect to Pregis 
and its guarantors’ pledged assets, the proceeds of the liquidation of those assets will first be applied to repay obligations secured by the first 
priority liens under the new senior secured credit facilities and any other first priority obligations.  

15  
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     The following condensed consolidating financial statements present the results of operations, financial position and cash flows of (1) the 
Parent, (2) the Issuer, (3) the Guarantors, (4) the Non-Guarantors, and (5) eliminations to arrive at the information for Pregis Holding II on a 
consolidated basis. Separate financial statements and other disclosures concerning the Guarantors are not presented because management does 
not believe such information is material to investors. Therefore, each of the Guarantors is combined in the presentation below.  

Pregis Holding II Corporation 
Condensed Consolidating Balance Sheet 

June 30, 2008  
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          Guarantor   Non-Guarantor       
  Parent   Issuer   Subsidiaries  Subsidiaries   Eliminations  Consolidated 
Assets          
Current assets          

Cash and cash equivalents  $ —  $ 3,158 $ — $ 23,311  $ — $ 26,469
Accounts receivable          

Trade, net of allowances  —   — 35,050 137,740   — 172,790
Affiliates   —   116,435   111,139   (1,084)  (226,490)  — 
Other  —   — 62 12,422   — 12,484

Inventories, net  —   — 32,513 88,118   — 120,631
Deferred income taxes  —   134 2,218 700   — 3,052
Due from Pactiv  —   — — 2,170   — 2,170
Prepayments and other current 

assets  —   2,841 1,763 5,691   — 10,295
       

 
    

 
  

 
 

Total current assets  —   122,568 182,745 269,068   (226,490) 347,891
Investment in subsidiaries and 

intercompany balances  148,867   611,302 — —   (760,169) —
Property, plant and equipment, net  —   2,017 77,595 204,870   — 284,482
Other assets                         

Goodwill  —   — 85,597 68,270   — 153,867
Intangible assets, net  —   — 17,847 29,526   — 47,373
Other  —   11,629 3,994 38,462   — 54,085

                 

Total other assets   —   11,629   107,438   136,258   —   255,325 
       

 
    

 
  

 
 

Total assets  $148,867  $747,516 $ 367,778 $ 610,196  $ (986,659) $ 887,698
       

 

    

 

  

 

 

           
Liabilities and stockholder’s equity          
Current liabilities          

Current portion of long-term debt  $ —  $ 1,952 $ — $ 243  $ — $ 2,195
Accounts payable  —   1,175 21,361 97,617   — 120,153
Accounts payable, affiliates   —   94,348   102,657   29,485   (226,490)  — 
Accrued taxes  —   (42) 1,237 7,761   — 8,956
Accrued payroll and benefits  —   335 3,586 13,091   — 17,012
Accrued interest  —   7,064 — —   — 7,064
Other  —   — 7,961 15,260   — 23,221

                 

Total current liabilities  —   104,832 136,802 163,457   (226,490) 178,601
Long-term debt  —   493,075 — 956   — 494,031
Intercompany balances  —   — 147,000 325,098   (472,098) —
Deferred income taxes  —   (1,508) 21,291 17,744   — 37,527
Other  —   2,250 5,730 20,692   — 28,672
 
Total stockholder’s equity   148,867   148,867   56,955   82,249   (288,071)  148,867 
       

 
    

 
  

 
 

Total liabilities and stockholder’s 
equity  $148,867  $747,516 $ 367,778 $ 610,196  $ (986,659) $ 887,698
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Pregis Holding II Corporation 
Condensed Consolidating Balance Sheet 

December 31, 2007  
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          Guarantor   Non-Guarantor       
  Parent   Issuer   Subsidiaries  Subsidiaries   Eliminations  Consolidated 
Assets          
Current assets          

Cash and cash equivalents  $ —  $ 8,641 $ — $ 26,348  $ — $ 34,989
Accounts receivable          

Trade, net of allowances   —   —   32,129   115,916   —   148,045 
Affiliates  —   35,386 28,422 (455)  (63,353) —
Other  —   — 200 18,332   — 18,532

Inventories, net  —   — 32,209 76,705   — 108,914
Deferred income taxes  —   134 2,219 638   — 2,991
Due from Pactiv  —   427 — 6,645   — 7,072
Prepayments and other current 

assets   —   2,582   2,129   4,476   —   9,187 
       

 
    

 
  

 
 

Total current assets  —   47,170 97,308 248,605   (63,353) 329,730
Investment in subsidiaries and 

intercompany balances  153,657   599,266 — —   (752,923) —
Property, plant and equipment, net   —   —   84,458   192,940   —   277,398 
Other assets          

Goodwill  —   — 85,717 64,283   — 150,000
Intangible assets, net  —   — 18,659 29,251   — 47,910
Other  —   11,926 4,020 34,335   — 50,281

                 

Total other assets   —   11,926   108,396   127,869   —   248,191 
       

 
    

 
  

 
 

Total assets  $153,657  $658,362 $ 290,162 $ 569,414  $ (816,276) $ 855,319
       

 

    

 

  

 

 

           
Liabilities and stockholder’s equity          
Current liabilities          

Current portion of long-term debt  $ —  $ 1,873 $ — $ 247  $ — $ 2,120
Accounts payable  —   2,297 19,936 78,093   — 100,326
Accounts payable, affiliates   —   17,911   19,849   25,593   (63,353)  — 
Accrued taxes  —   (124) 1,001 13,023   — 13,900
Accrued payroll and benefits  —   1,984 6,199 11,631   — 19,814
Accrued interest  —   6,772 — 3   — 6,775
Other  —   — 7,994 14,442   — 22,436

                 

Total current liabilities  —   30,713 54,979 143,032   (63,353) 165,371
Long-term debt  —   474,912 — 692   — 475,604
Intercompany balances  —   — 149,793 301,575   (451,368) —
Deferred income taxes  —   (3,170) 21,748 16,011   — 34,589
Other  —   2,250 5,878 17,970   — 26,098
 
Total stockholder’s equity   153,657   153,657   57,764   90,134   (301,555)  153,657 
       

 
    

 
  

 
 

Total liabilities and stockholder’s 
equity  $153,657  $658,362 $ 290,162 $ 569,414  $ (816,276) $ 855,319
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Pregis Holding II Corporation 
Condensed Consolidating Statement of Operations 

For the Three Months Ended June 30, 2008  

Pregis Holding II Corporation 
Condensed Consolidating Statement of Operations 

For the Three Months Ended June 30, 2007  
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          Guarantor   Non-Guarantor       
  Parent   Issuer   Subsidiaries  Subsidiaries   Eliminations  Consolidated 
Net sales  $ —  $ — $ 91,109 $ 187,277  $ (3,170) $ 275,216
Operating costs and expenses:           
Cost of sales, excluding depreciation 

and amortization   —   — 70,561 148,885   (3,170) 216,276
Selling, general and administrative   —   2,911   11,015   20,510   —   34,436 
Depreciation and amortization   —   165 3,981 9,464   — 13,610
Other operating expense, net   —   247 1,071 2,310   — 3,628
   

 
  

 
    

 
  

 
  

 
 

Total operating costs and expenses   —   3,323 86,628 181,169   (3,170) 267,950
                   

Operating income (loss)   —   (3,323) 4,481 6,108   — 7,266
Interest expense   —   (1,916) 4,570 9,166   — 11,820
Interest income   —   (40) — (158)  — (198)
Foreign exchange (gain) loss   —   102 — (10)  — 92
Equity in loss of subsidiaries   5,569   4,182 — —   (9,751) —
   

 
  

 
    

 
  

 
  

 
 

Loss before income taxes   (5,569)  (5,651) (89) (2,890)  9,751 (4,448)
 
Income tax expense (benefit)   —   (82) (168) 1,371   — 1,121
                   

Net income (loss)  $(5,569) $(5,569) $ 79 $ (4,261) $ 9,751 $ (5,569)
   

 

  

 

    

 

  

 

  

 

 

           
          Guarantor   Non-Guarantor       
  Parent   Issuer   Subsidiaries  Subsidiaries   Eliminations  Consolidated 
Net sales  $ —  $ — $ 86,570 $ 156,836  $ (1,876) $ 241,530
Operating costs and expenses:           
Cost of sales, excluding depreciation 

and amortization   —   —   60,790   121,916   (1,876)  180,830 
Selling, general and administrative   —   4,009 10,937 17,768   — 32,714
Depreciation and amortization   —   — 4,935 8,883   — 13,818
Other operating expense (income), net   —   — 27 (28)  — (1)
                   

Total operating costs and expenses   —   4,009   76,689   148,539   (1,876)  227,361 
   

 
  

 
    

 
  

 
  

 
 

Operating income (loss)   —   (4,009) 9,881 8,297   — 14,169
Interest expense   —   (787) 5,417 7,230   — 11,860
Interest income   —   (336) — (49)  — (385)
Foreign exchange gain   —   (978) — (171)  — (1,149)
Equity in income of subsidiaries   (826)  (1,586)  —   —   2,412   — 
   

 
  

 
    

 
  

 
  

 
 

Income (loss) before income taxes   826   (322) 4,464 1,287   (2,412) 3,843
 
Income tax expense (benefit)   —   (1,148) 2,248 1,917   — 3,017
   

 
  

 
    

 
  

 
  

 
 

Net income (loss)  $ 826  $ 826 $ 2,216 $ (630) $ (2,412) $ 826
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Pregis Holding II Corporation 
Condensed Consolidating Statement of Operations 

For the Six Months Ended June 30, 2008  

Pregis Holding II Corporation 
Condensed Consolidating Statement of Operations 

For the Six Months Ended June 30, 2007  
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          Guarantor   Non-Guarantor       
  Parent   Issuer   Subsidiaries  Subsidiaries   Eliminations  Consolidated 
Net sales  $ —  $ — $ 174,859 $ 365,046  $ (5,367) $ 534,538
Operating costs and expenses:           
Cost of sales, excluding depreciation 

and amortization   —   — 135,022 289,115   (5,367) 418,770
Selling, general and administrative   —   6,561   22,288   40,326   —   69,175 
Depreciation and amortization   —   248 8,272 18,630   — 27,150
Other operating expense, net   —   247 1,040 2,612   — 3,899
   

 
  

 
    

 
  

 
  

 
 

Total operating costs and expenses   —   7,056 166,622 350,683   (5,367) 518,994
                   

Operating income (loss)   —   (7,056) 8,237 14,363   — 15,544
Interest expense   —   (3,370) 9,195 18,076   — 23,901
Interest income   —   (114) — (312)  — (426)
Foreign exchange (gain) loss   —   (6,382) — 3,461   — (2,921)
Equity in loss of subsidiaries   8,841   10,309 — —   (19,150) —
   

 
  

 
    

 
  

 
  

 
 

Loss before income taxes   (8,841)  (7,499) (958) (6,862)  19,150 (5,010)
 
Income tax expense (benefit)   —   1,342 (457) 2,946   — 3,831
                   

                       
 
 

Net loss  $(8,841) $ (8,841) $ (501) $ (9,808) $ 19,150 $ (8,841)
   

 

  

 

    

 

  

 

  

 

 

           
          Guarantor   Non-Guarantor       
  Parent   Issuer   Subsidiaries  Subsidiaries   Eliminations  Consolidated 
Net sales  $ —  $ —  $ 173,017  $ 311,079  $ (3,549) $ 480,547 
Operating costs and expenses:           
Cost of sales, excluding depreciation 

and amortization   —   — 123,291 239,090   (3,549) 358,832
Selling, general and administrative   —   7,130 22,090 35,476   — 64,696
Depreciation and amortization   —   — 8,766 17,728   — 26,494
Other operating income, net       — (129) (55)  — (184)
                   

Total operating costs and expenses   —   7,130 154,018 292,239   (3,549) 449,838
   

 
  

 
    

 
  

 
  

 
 

Operating income (loss)   —   (7,130) 18,999 18,840   — 30,709
Interest expense   —   (2,299)  11,073   14,347   —   23,121 
Interest income   —   (338) — (94)  — (432)
Foreign exchange (gain) loss   —   (1,860) (2) 140   — (1,722)
Equity in income of subsidiaries   (3,073)  (4,283) — —   7,356 —
                   

Income before income taxes   3,073   1,650   7,928   4,447   (7,356)  9,742 
 
Income tax expense (benefit)   —   (1,423) 3,690 4,402   — 6,669
   

 
  

 
    

 
  

 
  

 
 

Net income  $ 3,073  $ 3,073 $ 4,238 $ 45  $ (7,356) $ 3,073
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Pregis Holding II Corporation 
Condensed Consolidating Statement of Cash Flows 

For the Six Months Ended June 30, 2008  
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          Guarantor   Non-Guarantor       
  Parent   Issuer   Subsidiaries  Subsidiaries   Eliminations  Consolidated 
Operating activities           
Net loss  $(8,841) $(8,841) $ (501) $ (9,808) $ 19,150 $ (8,841)
Non-cash adjustments   8,841   7,285 7,636 22,582   (19,150) 27,194
Changes in operating assets and 

liabilities, net of effects of 
acquisitions   —   (6,241) (1,213) (2,811)  — (10,265)

   
 
  

 
    

 
  

 
  

 
 

Cash provided by (used in) 
operating activities   —   (7,797) 5,922 9,963   — 8,088

                   

Investing activities           
Capital expenditures   —   — (3,134) (15,738)  — (18,872)
Proceeds from sale of assets   —   — 5 157   — 162
Other, net   —   — — 900   — 900
                   

Cash used in investing activities   —   — (3,129) (14,681)  — (17,810)
   

 
  

 
    

 
  

 
  

 
 

Financing activities           
Intercompany activity   —   2,793   (2,793)  —   —   — 
Repayment of long-term debt   —   (976) — —   — (976)
Other, net   —   — — 198   — 198
   

 
  

 
    

 
  

 
  

 
 

Cash provided by (used in) financing 
activities   —   1,817 (2,793) 198   — (778)

Effect of exchange rate changes on 
cash and cash equivalents   —   497 — 1,483   — 1,980

   
 
  

 
    

 
  

 
  

 
 

Decrease in cash and cash equivalents   —   (5,483) — (3,037)  — (8,520)
Cash and cash equivalents, beginning 

of period   —   8,641   —   26,348   —   34,989 
   

 
  

 
    

 
  

 
  

 
 

Cash and cash equivalents, end of 
period  $ —  $ 3,158 $ — $ 23,311  $ — $ 26,469
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Pregis Holding II Corporation 
Condensed Consolidating Statement of Cash Flows 

For the Six Months Ended June 30, 2007  
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          Guarantor   Non-Guarantor       
  Parent   Issuer   Subsidiaries  Subsidiaries   Eliminations  Consolidated 
Operating activities           
Net income  $ 3,073  $ 3,073 $ 4,238 $ 45  $ (7,356) $ 3,073
Non-cash adjustments   (3,073)  (6,502) 12,439 17,275   7,356 27,495
Changes in operating assets and 

liabilities   —   24,303   (20,466)  (6,523)  —   (2,686)
   

 
  

 
    

 
  

 
  

 
 

Cash (used in) provided by 
operating activities   —   20,874 (3,789) 10,797   — 27,882

                   

Investing activities           
Capital expenditures   —   — (4,694) (9,074)  — (13,768)
Proceeds from sale of assets   —   — 92 117   — 209
Other, net   —   — — (35)  — (35)
                   

Cash used in investing activities   —   — (4,602) (8,992)  — (13,594)
   

 
  

 
    

 
  

 
  

 
 

Financing activities           
Intercompany activity   —   (442) 442 —   — —
Repayment of long-term debt   —   (897)  —   —   —   (897)
Other, net   —   — — 376   — 376
   

 
  

 
    

 
  

 
  

 
 

Cash used in (provided by) financing 
activities   —   (1,339) 442 376   — (521)

Effect of exchange rate changes on 
cash and cash equivalents   —   —   —   1,013   —   1,013 

   
 
  

 
    

 
  

 
  

 
 

Increase (decrease) in cash and cash 
equivalents   —   19,535 (7,949) 3,194   — 14,780

Cash and cash equivalents, beginning 
of period   —   —   7,949   37,718   —   45,667 

   
 
  

 
    

 
  

 
  

 
 

Cash and cash equivalents, end of 
period  $ —  $19,535 $ — $ 40,912  $ — $ 60,447
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations  

     This following discussion and analysis should be read in conjunction with the consolidated financial statements and notes appearing 
elsewhere in this report and the Company’s audited financial statements and notes thereto included in the Company’s Annual Report on Form 
10-K for the fiscal year ended December 31, 2007.  

Cautionary Note Regarding Forward-Looking Statements  

     This report contains forward-looking statements within the meaning of Section 27A of the Securities Act and Section 21E in the Securities 
Exchange Act of 1934, as amended (the “Exchange Act”). You can generally identify forward-looking statements by our use of forward-
looking terminology such as “anticipate,” “believe,” “continue,” “could,” “estimate,” “expect,” “intend,” “may,” “might,” “plan,” “potential,” 
“predict,” “seek,” “should,” or “will,” or the negative thereof or other variations thereon or comparable terminology. All forward-looking 
statements, including, without limitation, management’s examination of historical operating trends and data are based upon our current 
expectations and various assumptions. We have based these forward-looking statements on our current expectations, assumptions, estimates 
and projections. While we believe these expectations, assumptions, estimates and projections are reasonable, such forward-looking statements 
are only predictions and involve known and unknown risks and uncertainties, many of which are beyond our control. These and other important 
factors may cause our actual results, performance or achievements to differ materially from any future results, performance or achievements 
expressed or implied by these forward-looking statements.  

     Some of the factors that could cause actual results to differ materially from those expressed or implied by the forward-looking statements 
include, among others:  

     Given these risks and uncertainties, you are cautioned not to place undue reliance on such forward-looking statements. The forward-looking 
statements included in this report are made only as of the date hereof. We do not undertake and specifically decline any obligation to update 
any such statements or to publicly announce the results of any revisions to any of such statements to reflect future events or developments.  
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 •  risks associated with our substantial indebtedness and debt service;
 

 •  increases in prices and availability of resin and other raw materials, our ability to pass these increased costs on to our customers and 
our ability to raise our prices generally with respect to our products;

 

 •  risks of increasing competition in our existing and future markets, including competition from new products introduced by 
competitors;

 

 •  our ability to meet future capital requirements;
 

 •  general economic or business conditions, nationally, regionally or in the individual markets in which we conduct business, may 
deteriorate and have an adverse impact on our business strategy, including, without limitation, factors relating to interest rates and 
gross domestic product levels;

 

 •  risks related to our acquisition or divestiture strategy;
 

 •  our ability to retain management;
 

 •  our ability to protect our intellectual property rights;
 

 •  changes in governmental laws and regulations, including environmental laws and regulations;
 

 •  changes in foreign currency exchange rates; and
 

 •  other risks and uncertainties, including those described in the “Risk Factors” section of our Annual Report on Form 10-K filed with the 
SEC.
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OVERVIEW  

     We are an international manufacturer, marketer and supplier of protective packaging products and specialty packaging solutions. We 
currently operate 47 facilities in 18 countries, with approximately 4,500 employees world-wide. We sell our products to a wide array of 
customers, including retailers, distributors, packer processors, hospitals, fabricators and directly to the end-users. Approximately 65% of our 
2007 net sales were generated outside of the U.S., so we are sensitive to fluctuations in foreign currency exchange rates, primarily between the 
euro and pound sterling with the U.S. dollar.  

     Our net sales for the second quarter and first half of 2008 increased 13.9% and 11.2% over the comparable periods of 2007, respectively. 
Excluding the impact of favorable foreign currency translation and sales from the Petroflax and Besin acquisitions made in the second half of 
2007, our 2008 second quarter net sales increased 1.6% and our 2008 year-to-date net sales were flat compared to the prior year periods. The 
second quarter net sales benefited from volume growth across all of our businesses, which helped to mitigate volume shortfalls in the first 
quarter due to the weak economic conditions impacting our U.S. and European markets.  

     Our gross margin (defined as net sales less cost of sales, excluding depreciation and amortization) as a percentage of net sales was 21.4% 
and 21.7% for the second quarter and first half of 2008, respectively, compared to 25.1% and 25.3% for the same periods of 2007. The margin 
decline in the 2008 periods is largely a result of escalating raw material and energy-related costs. The majority of the products we sell are 
plastic-resin based, and therefore our operations are highly sensitive to fluctuations in the costs of plastic resins. Resin costs in North America 
and Europe have increased 31% and 10%, respectively, compared to the first half of 2007, as measured by the respective market indices. As 
such, our resin and other raw material costs increased by approximately $10 million and $20 million in the three and six months ended June 30, 
2008 compared to the same periods of 2007. As raw material costs continued to be at elevated levels through the second quarter, the selling 
price increases that we announced late last year and in the first quarter of 2008 have not been sufficient to recover our resin and other input 
costs at their current rate of increase. Additionally, our freight and utility costs were also comparably higher due to increases in the market 
prices of fuel and energy.  

     We are taking a number of actions in order to mitigate these increases in raw material costs. We have announced additional selling price 
increases throughout our businesses, to take effect in the third quarter of 2008, which we expect to benefit our margins in the second half of 
2008. In addition to implementing selling price increases, we are also committed to improving our profitability through a company-wide 
restructuring program which is now underway. The program includes headcount reductions and numerous material usage and productivity 
programs to maximize our operating effectiveness. Successful implementation of the restructuring program will help us further mitigate the 
impact of the weakened economic environment and drive long-term sustainable profit growth.  
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RESULTS OF OPERATIONS  

Net Sales  

     Our net sales for the three months ended June 30, 2008 compared to the three months ended June 30, 2007 is summarized by segment as 
follows:  

     Net sales for the three months ended June 30, 2008 increased 13.9%, or $33.7 million, compared to the same period of 2007, driven 
primarily by the favorable impact of foreign currency translation of our euro and pound sterling-based operations, volume generated by entities 
acquired in the second half of 2007, and volume growth within our existing businesses.  

     Our net sales for the six months ended June 30, 2008 compared to the six months ended June 30, 2007 is summarized by segment as 
follows:  

     Net sales for the six months ended June 30, 2008 increased 11.2%, or $54.0 million, compared to the same period of 2007, driven primarily 
by the favorable impact of foreign currency translation and volume growth attributed to acquired entities.  
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                  Change Attributable to the  
                  Following Factors  
  Three Months Ended June 30,          Price /           Currency  
  2008 2007   $ Change % Change Mix Volume   Acquisitions Translation
  (dollars in thousands)                          
Segment:             
Protective Packaging  $ 178,583  $ 154,787  $23,796   15.4%  0.9%   1.2%  5.9%  7.4%
Flexible Packaging   50,883  43,941  6,942 15.8% (0.9)% 1.9%  — 14.8%
Hospital Supplies   21,728  18,341  3,387 18.5% (3.5)% 5.7%  — 16.3%
Rigid Packaging   25,642  25,068  574 2.3% (4.6)% 7.7%  — (0.8)%
Intersegment eliminations   (1,620)  (607) (1,013)      
                             

              
Total  $ 275,216 $ 241,530  $33,686 13.9% (0.3)% 1.9%  3.8% 8.5%
       

 

                     

              
                  Change Attributable to the  
                  Following Factors  
  Six Months Ended June 30,           Price/           Currency  
  2008   2007   $ Change  % Change  Mix   Volume   Acquisitions  Translation 
  (dollars in thousands)                          
Segment:              
Protective Packaging  $348,165  $311,552  $36,613   11.8%  0.4%   (1.0)%  5.3%  7.1%
Flexible Packaging   99,144  86,602   12,542 14.5% — 0.5%   — 14.0%
Hospital Supplies   42,834  37,196   5,638 15.2% (2.8)% 2.8%   — 15.2%
Rigid Packaging   47,583  47,066   517 1.1% (3.0)% 4.0%   — 0.1%
Intersegment eliminations   (3,188)  (1,869)  (1,319)      
                               

               
Total  $534,538 $480,547  $53,991 11.2% (0.3)% (0.3)%  3.5% 8.3%
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Segment Net Sales  

     Net sales of our Protective Packaging segment increased 15.4% and 11.8% for the three and six months ended June 30, 2008 compared to 
the same periods of 2007, respectively, driven by favorable foreign currency translation and revenue generated by the Petroflax and Besin 
entities acquired in the second half of 2007. In the second quarter, the segment also achieved pricing improvement, primarily from price 
increases implemented in the U.S. businesses in the first quarter, as well as modest volume growth. On a year-to-date basis, the segment 
experienced lower volumes, as a result of first quarter volume declines in both its U.S and European businesses due primarily to the weakened 
U.S. and European economies. Excluding the impacts of favorable foreign currency translation and revenue from acquisitions, net sales for the 
segment increased 2.1% in the three months ended June 30, 2008 and decreased 0.6% in the six months ended June 30, 2008.  

     Net sales of our Flexible Packaging segment increased 15.8% and 14.5% for the three and six months ended June 30, 2008 compared to the 
same periods of 2007, respectively. The increase in both periods was driven by favorable foreign currency translation and higher product sales 
volume; however, this was partially offset by unfavorable product mix in the second quarter as a greater portion of the sales volume was lower 
priced unprinted films. Excluding the impact of favorable foreign currency effects, net sales for the segment increased 1.0% and 0.5% in the 
three months and six months ended June 30, 2008, respectively.  

     Net sales of our Hospital Supplies segment increased 18.5% and 15.2% for the three and six months ended June 30, 2008 compared to the 
same periods of 2007, respectively, due to favorable foreign currency translation and strong second quarter volumes driven by growth in 
procedure packs as well as our geographic expansion efforts, partially offset by price erosion resulting from the competitive market 
environment. Excluding the impact of favorable foreign currency effects, the segment’s net sales increased 2.2% in the three months ended 
June 30, 2008, while net sales were flat for the six months ended June 30, 2008.  

     Net sales of our Rigid Packaging segment increased 2.3% and 1.1% for the three and six months ended June 30, 2008 compared to the same 
periods of 2007, respectively, driven by higher sales volume of films and thermoformed products, partially offset by price erosion resulting 
from the competitive market environment. Excluding the impact of foreign currency effects, net sales for the segment increased 3.1% and 1.0% 
in the three months and six months ended June 30, 2008, respectively  

Gross Margin  

     Our gross margin (defined as net sales less cost of sales, excluding depreciation and amortization) as a percentage of net sales was 21.4% for
the three months ended June 30, 2008, compared to 25.1% for the same period of 2007. For the six months ended June 30, 2008, our gross 
margin as a percentage of net sales was 21.7% compared to 25.3% for the same period of 2007. As mentioned previously, the most significant 
factor impacting our gross margin for both the quarter and year-to-date periods has been increased resin, fuel, and other raw material costs. Our 
underlying raw material costs have steadily increased since the beginning of 2007, which has narrowed the spread between our sales prices and 
material costs, causing our gross margin as a percentage of net sales to decrease on a year-over-year as well as on a sequential basis. We 
received nominal benefit in the second quarter relating to selling price increases implemented in the first quarter. We expect to realize increased 
benefit from these and subsequent additional price increases over the remainder of the year.  
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Selling, General and Administrative Expenses  

     Selling, general and administrative expenses increased by $1.7 million and $4.5 million for the three and six months ended June 30, 2008 
compared to the same periods of 2007, respectively. As a percent of net sales, selling, general and administrative costs decreased to 12.5% and 
12.9% in the three and six months ended June 30, 2008, compared to 13.5% for comparable periods of 2007. Excluding the impact of 
unfavorable foreign currency translation (approximately $2 million and $4 million, respectively) and incremental expenses from recent 
acquisitions (approximately $1.4 million and $2.6 million, respectively), selling, general and administrative expenses for the three and six 
months ended June 30, 2008 decreased by approximately $1.7 million and $2.1 million, respectively, reflecting cost savings from headcount 
reductions and other expense reductions resulting from our overhead optimization initiatives.  

Other Operating Expense (Income), net  

     For the three and six months ended June 30, 2008, other operating expense (income), net totaled $3.6 million and $3.9 million, respectively. 
The comparable amounts in 2007 were negligible. In the second quarter of 2008, we recorded restructuring charges of $2.6 million, primarily 
for severance charges relating to headcount reductions driven by our cost reduction initiatives. See Note 9 to the unaudited consolidated 
financial statements for details regarding the restructuring reserve activity. In the second quarter of 2008, we also recorded a charge of 
approximately $0.6 million relating to severe storm damage at our facility located in Wellen, Belgium.  

Depreciation and Amortization Expense  

     Depreciation and amortization expense decreased by $0.2 million for the three months ended June 30, 2008 and increased by $0.7 million 
for the six months ended June 30, 2008, compared to the respective periods of 2007. While depreciation and amortization expense has 
increased due to unfavorable foreign currency translation, this has been substantially offset by the impact of lower average depreciation rates 
resulting from recent additions.  

Segment Income  

     We measure our segments’ operating performance on the basis of segment EBITDA, defined as net sales, less cost of sales (excluding 
depreciation and amortization), less selling, general and administrative expenses (excluding corporate expenses). See Note 12 to the unaudited 
consolidated financial statements for a reconciliation of total segment EBITDA to consolidated income (loss) before income taxes. Segment 
EBITDA for the relevant periods is as follows:  
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     For the three and six months ended June 30, 2008, the Protective Packaging segment’s EBITDA decreased $5.6 million and $11.3 million 
compared to the same periods of 2007, predominantly due to the impact of increased raw material and fuel costs, partially offset by savings 
generated by productivity and cost reduction initiatives.  

     For the three and six months ended June 30, 2008, the Flexible Packaging segment’s EBITDA increased $0.7 million and $1.1 million 
compared to the same periods of 2007. For both periods, the increase reflects savings attributed to productivity improvements, reduced selling, 
general and administrative costs, and favorable foreign currency translation, partially offset by increased raw material costs.  

     For the three and six months ended June 30, 2008, EBITDA of the Hospital Supplies segment increased $0.6 million and decreased 
$0.2 million compared to the same periods of 2007. EBITDA for the second quarter reflects the impact of sales volume increases, productivity 
improvements and favorable currency, offset in part by price erosion resulting from competitive market conditions. EBITDA for the six months 
also reflects the impact of sales volume increases, productivity improvements and favorable currency; however, these were more than offset by 
price erosion and certain manufacturing inefficiencies in the first quarter.  

     For the three and six months ended June 30, 2008, the Rigid Packaging segment’s EBITDA decreased $0.4 million and $0.7 million 
compared to the same periods of 2007, due to price erosion and higher raw material costs, offset in part by increased sales volumes, 
productivity and overhead costs reductions.  

Interest Expense  

     Interest expense for the three months ended June 30, 2008 was relatively flat, while interest expense for the six months ended June 30, 2008 
increased $0.8 million compared to the same periods of 2007. In 2008, the U.S. dollar equivalent interest on our euro-denominated debt has 
increased due to the strengthening of the euro relative to the U.S. dollar; however, this has been offset by a reduction in the second quarter in 
the LIBOR rate underlying a portion of our senior secured credit facility, as well as the positive impact from the interest rate swap agreement 
which fixed a portion of our EURIBOR-based floating rate notes. For the three and six months ended June 30, 2008, we have reduced our 
interest expense by $0.3 million and $0.7 million, respectively, on the basis of settlements from this swap arrangement.  
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  Three Months Ended June 30,       
  2008   2007   $ Change   % Change 
  (dollars in thousands)          
Segment:     
Protective Packaging $ 15,700 $ 21,254  $ (5,554) (26.1)%
Flexible Packaging 7,192 6,491   701 10.8%
Hospital Supplies 3,193 2,601   592 22.8%
Rigid Packaging   1,405   1,791   (386)   (21.6)%
   

 
  

 
  

 
     

Total segment EBITDA $ 27,490 $ 32,137  $ (4,647) (14.5)%
   

 

  

 

  

 

     

     
  Six Months Ended June 30,        
  2008   2007   $ Change   % Change 
  (dollars in thousands)          
Segment:     
Protective Packaging $31,057 $42,342  $(11,285) (26.7)%
Flexible Packaging 13,615 12,496   1,119 9.0%
Hospital Supplies 5,857 6,052   (195) (3.2)%
Rigid Packaging   2,704   3,452   (748)   (21.7)%
   

 
    

 
     

Total segment EBITDA $53,233 $64,342  $(11,109) (17.3)%
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Foreign Exchange Loss (Gain), Net  

     In three months ended June 30, 2008, we generated a net foreign exchange loss of $0.1 million, reflecting the net impact of a slight 
strengthening of the U.S. dollar in the quarter on revaluation of our euro-denominated third-party debt and inter-company loans. For the six 
months ended June 30, 2008, we generated a net foreign exchange gain of $2.9 million, most of which relates to net unrealized foreign 
exchange gains resulting from the revaluation of our euro-denominated third-party debt and inter-company loans.  

Income Tax Expense  

     Our effective income tax rate was approximately 76.5% for the six months ended June 30, 2008, which compares to 68.5% for the six 
months ended June 30, 2007. For the six months ended June 30, 2008, the Company’s effective rate was increased from a benefit at the U.S. 
federal statutory rate of 35% primarily due to establishment of additional valuation allowances taken against losses in certain countries that are 
not certain to result in future tax benefits. For the 2007 period, the Company’s effective rate was increased from the U.S. federal statutory rate 
also due to the establishment of valuation allowances for non-deductible losses, as well as interest expense incurred in certain foreign 
businesses that is not deductible for statutory tax purposes.  

Net Income (Loss)  

     For the three months ended June 30, 2008, we generated a net loss of $5.6 million, compared to net income of $0.8 million for the same 
period of 2007. For the six months ended June 30, 2008, we generated a net loss of $8.8 million, compared to net income of $3.1 million for the 
same period of 2007. As discussed herein, our 2008 net loss is mainly a result of the lower gross margins achieved during the period due to 
increased resin and raw material costs.  

LIQUIDITY AND CAPITAL RESOURCES  

     The following table shows our sources and uses of funds for the six months ended June 30, 2008 compared to the six months ended June 30, 
2007:  

     Operating Activities. For the six months ended June 30, 2008, cash provided by operating activities was $8.1 million, a decrease of 
$19.8 million from the same period of 2007. The decline was driven by lower earnings in the 2008 period. Additionally, our investment in 
working capital has increased in the 2008 period. Our inventory levels are higher due to increased raw material costs, while our trade 
receivables have increased due to the higher level of sales in 2008.  
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  Six Months Ended June 30,  
  2008   2007  
  (dollars in thousands)  
Cash provided by operating activities  $ 8,088 $ 27,882
Cash used in investing activities   (17,810) (13,594)
Cash used in financing activities   (778) (521)
Effect of foreign exchange rate changes   1,980 1,013
      

Increase (decrease) in cash and cash equivalents  $ (8,520) $ 14,780
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     Investing Activities. Cash used in investing activities totaled $17.8 million for the six months ended June 30, 2008, an increase of 
$4.2 million compared to the same period of 2007. The increase in cash used in investing activities is due to timing of our 2008 capital 
expenditures. Through the first six months of 2008, we made further investments in new printing and laminating equipment related to the 
expansion of our flexible packaging capacity. Additionally, we made significant investments in inflatable machines within our protective 
packaging businesses to support growth in this area. In the 2007 period, cash used for investing activities of $13.6 million related primarily to 
capital expenditures.  

     Financing Activities. Cash used in financing activities for both the six months ended June 30, 2008 and 2007 includes scheduled principal 
payments of approximately $0.9 million on our long-term bank debt, net of activity on capital lease debt.  

     Our liquidity requirements are significant, primarily due to debt service requirements and capital investment in our businesses. We currently 
expect our 2008 capital expenditures to total approximately $28 to $32 million and our 2008 debt service to total approximately $48 million. 
Our primary source of liquidity will continue to be cash flows from operations, but we also have availability under a $50 million revolving 
credit facility. At June 30, 2008, we had cash and cash equivalents of $26.5 million and availability of $43.9 million under the revolving credit 
facility, after taking into account $6.1 million in outstanding letters of credit issued under this facility.  

     Senior Secured Credit Facilities. On October 13, 2005, Pregis entered into senior secured credit facilities which provided for a revolving 
credit facility and two term loans: an $88.0 million term B-1 facility and a €€ 68.0 million term loan B-2 facility, both of which mature in 
October 2012. The revolving credit facility matures in October 2011 and provides for borrowings of up to $50.0 million, a portion of which 
may be made available to the Company’s non-U.S. subsidiary borrowers in euros and/or pounds sterling. The revolving credit facility also 
includes a swing-line loan sub-facility and a letter of credit sub-facility. The revolving credit facility bears interest at a rate equal to, at the 
Company’s option, (1) an alternate base rate or (2) LIBOR or EURIBOR, plus an applicable margin of 0.375% to 1.00% for base rate advances 
and 1.375% to 2.00% for LIBOR or EURIBOR advances, depending on the leverage ratio of the Company, as defined in the credit agreement. 
In addition, the Company is required to pay an annual commitment fee of 0.375% to 0.50% on the revolving credit facility depending on the 
leverage ratio of the Company, as well as customary letter of credit fees.  

     The term loan B-1 facility amortizes at a rate of 1% per annum in equal quarterly installments during the first six years thereof, with the 
balance payable in equal quarterly installments during the seventh year thereof. The term loan B-2 facility amortizes at a rate of 1% per annum 
in equal quarterly installments during the first six years thereof, with the balance payable in equal quarterly installments during the seventh year 
thereof.  

     Subject to exceptions and, in the case of asset sale proceeds, reinvestment options, Pregis’s senior secured credit facilities require mandatory 
prepayments of the loans from excess cash flows, asset sales and dispositions (including insurance and condemnation proceeds), issuances of 
debt and issuances of equity.  

     Pregis’s senior secured credit facilities and related hedging arrangements are guaranteed by Pregis Holding II, the direct holding parent 
company of Pregis, and all of Pregis’s current and future domestic subsidiaries and, if no material tax consequences would result, Pregis’s 
future foreign subsidiaries and, subject to certain exceptions, are secured by a first priority security interest in substantially all of Pregis’s and 
its current and future domestic subsidiaries’ existing and future assets (subject to certain exceptions), and a first priority pledge of the capital 
stock of Pregis and the guarantor subsidiaries and an aggregate of 66% of the capital stock of Pregis’s first-tier foreign subsidiary.  
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     Pregis’s senior secured credit facilities require that it comply on a quarterly basis with certain financial covenants, including a maximum 
leverage ratio test and a minimum cash interest coverage ratio test. In addition, Pregis’s senior secured credit facilities include negative 
covenants, subject to certain exceptions, that restrict or limit Pregis’s ability and the ability of its subsidiaries to, among other things:  

     As of June 30, 2008, Pregis was in compliance with all covenants contained in its senior secured credit facilities.  

     Senior Secured Floating Rate Notes and Senior Subordinated Notes. On October 13, 2005, Pregis issued €€ 100.0 million aggregate 
principal amount of second priority senior secured floating rate notes due 2013 (the “senior secured notes”) and $150.0 million aggregate 
principal amount of 123/8% senior subordinate notes due 2013 (the “senior subordinated notes”).  

     The senior secured notes mature on April 15, 2013. Interest accrues at a floating rate equal to EURIBOR plus 5.00% per year and is payable 
quarterly on January 15, April 15, July 15 and October 15 of each year. The senior secured notes are guaranteed on a senior secured basis by 
Pregis Holding II, Pregis’s immediate parent, and each of Pregis’s current and future domestic subsidiaries. Pregis may redeem some or all of 
the senior secured notes at redemption prices equal to 101% of their principal amount in the 12 months beginning October 15, 2007 and 100% 
of their principal amount beginning October 15, 2008. Upon the occurrence of a change of control, Pregis will be required to make an offer to 
repurchase each holder’s notes at a repurchase price equal to 101% of their principal amount, plus accrued and unpaid interest to the date of 
repurchase.  

     The senior subordinated notes mature on October 15, 2013. Interest accrues at a rate of 12.375% and is payable semi-annually on April 15 
and October 15 of each year. The notes are senior subordinated obligations and rank junior in right of payment to all of Pregis’s senior 
indebtedness. The senior subordinated notes are guaranteed on a senior subordinated basis by Pregis Holding II and each of Pregis’s current 
and future domestic subsidiaries. Pregis may redeem up to 35% of the senior subordinated notes at any time prior to October 15, 2008 with the 
net proceeds of certain equity offerings at a redemption price equal to 112.375% of their principal amount plus accrued interest. Pregis may  
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 •  incur, assume or permit to exist additional indebtedness, guaranty obligations or hedging arrangements,
 

 •  incur liens or agree to negative pledges in other agreements,
 

 •  engage in sale and leaseback transactions,
 

 •  make capital expenditures,
 

 •  make loans and investments,
 

 •  declare dividends, make payments or redeem or repurchase capital stock,
 

 •  in the case of subsidiaries, enter into agreements restricting dividends and distributions,
 

 •  engage in mergers, acquisitions and other business combinations,
 

 •  prepay, redeem or purchase certain indebtedness,
 

 •  amend or otherwise alter the terms of Pregis’s organizational documents, Pregis’s indebtedness and other material agreements,
 

 •  sell assets or engage in receivables securitization,
 

 •  transact with affiliates, and
 

 •  alter the business that Pregis conducts.
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redeem some or all of the senior subordinated notes at any time prior to October 15, 2009 at a redemption price equal to par plus a make-whole 
premium. Pregis may redeem some or all of the notes on or after October 15, 2009 at redemption prices equal to 106.188% of their principal 
amount (in the 12 months beginning October 15, 2009), 103.094% of their principal amount (in the 12 months beginning October 15, 2010) 
and 100% of their principal amount (beginning October 15, 2011).  

     The indentures governing the senior secured notes and the senior subordinated notes contain covenants that limit or prohibit Pregis’s ability 
and the ability of its restricted subsidiaries, subject to certain exceptions, to incur additional indebtedness, pay dividends or make other equity 
distributions, make investments, create liens, incur obligations that restrict the ability of Pregis’s restricted subsidiaries to make dividends or 
other payments to Pregis, sell assets, engage in transactions with affiliates, create unrestricted subsidiaries, and merge or consolidate with other 
companies or sell substantially all of Pregis’s assets. The indentures also contain reporting covenants regarding delivery of annual and quarterly 
financial information. The indenture governing the senior secured notes limits Pregis’s ability to incur first priority secured debt to an amount 
which results in its secured debt leverage ratio being equal to 3:1, plus $50 million, and prohibits it from incurring additional second priority 
secured debt other than by issuing additional senior secured notes. The indenture governing the senior secured notes also limits Pregis’s ability 
to enter into sale and leaseback transactions. The indenture governing the senior subordinated notes prohibits Pregis from incurring debt that is 
senior to such notes and subordinate to any other debt.  

     The senior secured notes and senior subordinated notes are not listed on any national securities exchange in the United States. The senior 
secured notes were listed on the Irish Stock Exchange in June 2007. However, there can be no assurance that the senior secured notes will 
remain listed.  

     Collateral for the Senior Secured Floating Rate Notes. The senior secured floating rate notes are secured by a second priority lien, subject 
to permitted liens, on all of the following assets owned by Pregis or the guarantors, to the extent such assets secure Pregis’s senior secured 
credit facilities on a first priority basis (subject to exceptions):  

     As of December 31, 2007, the capital stock of the following subsidiaries of Pregis constitute collateral for the senior secured floating rate 
notes:  
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 (1)  substantially all of Pregis’s and each guarantor’s existing and future property and assets, including, without limitation, real estate, 
receivables, contracts, inventory, cash and cash accounts, equipment, documents, instruments, intellectual property, chattel paper, 
investment property, supporting obligations and general intangibles, with minor exceptions; and

 

 (2)  all of the capital stock or other securities of Pregis’s and each guarantor’s existing or future direct or indirect domestic subsidiaries and 
66% of the capital stock or other securities of Pregis’s and each guarantor’s existing or future direct foreign subsidiaries, but only to 
the extent that the inclusion of such capital stock or other securities will mean that the par value, book value as carried by us, or market 
value (whichever is greatest) of such capital stock or other securities of any subsidiary is not equal to or greater than 20% of the 
aggregate principal amount of the senior secured floating rate notes outstanding.



                    

Table of Contents 

     As described above, under the collateral agreement, the capital stock pledged to the senior secured floating rate noteholders constitutes 
collateral only to the extent that the par value or market value or book value (whichever is greatest) of the capital stock does not exceed 20% of 
the aggregate principal amount of the senior secured floating rate notes. This threshold is €€ 20,000,000, or, at the December 31, 2007 exchange 
rate of U.S. dollars to euros of 1.4598:1.00, approximately $29.2 million. As of December 31, 2007, the book value and the market value of the 
shares of capital stock of Pregis Innovative Packaging Inc. were approximately $30.2 million and $75.0 million, respectively; the book value 
and the market value of the shares of capital stock of Hexacomb Corporation were approximately $23.1 million and $74.6 million, respectively; 
and the book value and the market value of 66% of the shares of capital stock of Pregis (Luxembourg) Holding S.àr.l. were approximately 
$23.0 million and $84.9 million, respectively. Therefore, in accordance with the collateral agreement, the collateral pool for the senior secured 
floating rate notes includes approximately $29.2 million with respect to the shares of capital stock of each of Pregis Innovative Packaging Inc., 
Hexacomb Corporation, and Pregis (Luxembourg) Holding S.àr.l. Since the book value and market value of the shares of capital stock of our 
other domestic subsidiary are each less than the $29.2 million threshold, it is not effected by the 20% clause of the collateral agreement. 

     For the year ended December 31, 2007, certain historical corporate expenses incurred by Pregis Management Corporation were allocated to 
each of the three entities, Pregis Innovative Packaging Inc., Hexacomb Corporation, and Pregis (Luxembourg) Holding S.àr.l, in order to better 
reflect their current book values for presentation herein on a fully-allocated basis. 

     The market value of the capital stock of the guarantors and subsidiaries constituting collateral for the senior secured floating rate notes has 
been estimated by us on an annual basis, using a market approach. At the time of the acquisition of Pregis by AEA Investors LLC and its 
affiliates, the purchase price paid for these entities was determined based on a multiple of EBITDA, as was contractually agreed in the stock 
purchase agreement. Since that time, we have followed a similar methodology, using a multiple of EBITDA, based on that of recent 
transactions of comparable companies, to determine the enterprise value of these entities. To arrive at an estimate of the market value of the 
entities’ capital stock, we have subtracted from the enterprise value the existing debt, net of cash on hand, and have also made adjustments for 
the businesses’ relative portion of corporate expenses. We have determined that this methodology is a reasonable and appropriate means for 
determining the market value of the capital stock pledged as collateral. We intend to complete these estimates of value of the capital stock of 
these subsidiaries for so long necessary to determine our compliance with the collateral arrangement governing the notes. 

     The value of the collateral for the senior secured floating rate notes at any time will depend on market and other economic conditions, 
including the availability of suitable buyers for the collateral. As of December 31, 2007, the value of the collateral for the senior secured 
floating rate notes totaled approximately $456.1 million, estimated as the sum of (1) the book value of the total assets of Pregis and 
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  As of December 31, 2007
  Amount of Collateral     
  (Maximum of Book Value     
  and Market Value, Subject  Book Value of  Market Value of
Name of Subsidiary  to 20% Cap)  Capital Stock  Capital Stock
Pregis Innovative Packaging Inc. $29,200,000  $30,200,000  $75,000,000
Hexacomb Corporation $29,200,000  $23,100,000  $74,600,000
Pregis (Luxembourg) Holding S.àr.l. (66%) $29,200,000  $23,000,000  $84,900,000
Pregis Management Corporation $ 100  $ 100  $ 100
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each guarantor, excluding intercompany activity (which amount totaled $368.5 million), and (2) the collateral value of the capital stock, as 
outlined above (which amount totaled $87.6 million). The value of the collateral has not changed materially as of June 30, 2008. Any proceeds 
received upon the sale of collateral would be paid first to the lenders under our senior secured credit facilities, who have a first lien security 
interest in the collateral, before any payment could be made to holders of the senior secured floating rate notes. There is no assurance that any 
collateral value would remain for the holders of the senior secured floating rate notes after payment in full to the lenders under our senior 
secured credit facilities.  

     Covenant Ratios Contained in the Senior Secured Floating Rate Notes and Senior Subordinated Notes. The indentures governing the 
senior secured floating rate notes and senior subordinated notes contain two material covenants which utilize financial ratios. Non-compliance 
with these covenants could result in an event of default under the indentures and, under certain circumstances, a requirement to immediately 
repay all amounts outstanding under the notes and could trigger a cross-default under Pregis’s senior secured credit facilities or other 
indebtedness we may incur in the future. First, Pregis is permitted to incur indebtedness under the indentures if the ratio of Consolidated Cash 
Flow to Fixed Charges on a pro forma basis (referred to in the indentures as the “Fixed Charge Coverage Ratio”) is greater than 2:1 or, if the 
ratio is less, only if the indebtedness falls into specified debt baskets, including, for example, a credit agreement debt basket, an existing debt 
basket, a capital lease and purchase money debt basket, an intercompany debt basket, a permitted guarantee debt basket, a hedging debt basket, 
a receivables transaction debt basket and a general debt basket. In addition, under the senior secured floating rate notes indenture, Pregis is 
permitted to incur first priority secured debt only if the ratio of Secured Indebtedness to Consolidated Cash Flow on a pro forma basis (referred 
to in the senior secured floating rate notes indenture as the “Secured Indebtedness Leverage Ratio”) is equal to or less than 3:1, plus 
$50 million. Second, the restricted payment covenant provides that Pregis may declare certain dividends, or repurchase equity securities, in 
certain circumstances only if Pregis’s Fixed Charge Coverage Ratio is greater than 2:1.  

     As used in the calculation of the Fixed Charge Coverage Ratio and the Secured Indebtedness Leverage Ratio, Consolidated Cash Flow, 
commonly referred to as Adjusted EBITDA, is calculated by adding Consolidated Net Income, income taxes, interest expense, depreciation and 
amortization and other non-cash expenses, amounts paid pursuant to the management agreement with AEA Investors LLC, and the amount of 
any restructuring charge or reserve (including, without limitation, retention, severance, excess pension costs, contract termination costs and cost 
to consolidate facilities and relocate employees). In calculating the ratios, Consolidated Cash Flow is further adjusted by giving pro forma 
effect to acquisitions and dispositions that occurred in the prior four quarters, including certain cost savings and synergies expected to be 
obtained in the succeeding twelve months. In addition, the term Net Income is adjusted to exclude any gain or loss from the disposition of 
securities, and the term Consolidated Net Income is adjusted to exclude, among other things, the non-cash impact attributable to the application 
of the purchase method of accounting in accordance with GAAP, the cumulative effect of a change in accounting principles, and other 
extraordinary, unusual or nonrecurring gains or losses. While the determination of appropriate adjustments is subject to interpretation and 
requires judgment, we believe the adjustments listed below are in accordance with the covenants discussed above. The credit agreement 
governing our senior secured credit facilities calculates Adjusted EBITDA (referred to therein as “Consolidated EBITDA”) in a similar 
manner.  
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     The following table sets forth the Fixed Charge Coverage Ratio, Consolidated Cash Flow (“Adjusted EBITDA”), Secured Indebtedness 
Leverage Ratio, Fixed Charges and Secured Indebtedness as of and for the twelve months ended June 30, 2008 and 2007:  

     Adjusted EBITDA is calculated under the indentures governing our senior secured floating rate notes and senior subordinated notes for the 
twelve months ended June 30, 2008 and 2007 as follows:  
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      Ratios
(unaudited)  Covenant  Calculated at June 30,
(dollars in thousands)  Measure  2008  2007
Fixed Charge Coverage Ratio (after giving pro forma effect to acquisitions and/or 

dispositions occurring in the reporting period) Minimum of 2.0x  2.4x 2.6x
Secured Indebtedness Leverage Ratio  Maximum of 3.0x  1.8x   1.6x
 
Consolidated Cash Flow (“Adjusted EBITDA”) —  $104,000 $112,212
Fixed Charges (after giving pro forma effect to acquisitions and/or dispositions occuring 

in the reporting period) —  $ 43,758 $ 42,531
Secured Indebtedness —  $190,895 $177,448

    
(unaudited)  Twelve Months Ended June 30,  
(dollars in thousands)  2008   2007  
Net loss of Pregis Holding II Corporation  $ (16,693) $ (5,185)
Interest expense, net of interest income   46,191 44,673
Income tax expense   4,870 10,647
Depreciation and amortization   56,455 53,339
        

EBITDA   90,823 103,474
     
Other non-cash charges (income): (1)    

Unrealized foreign currency transaction gains, net   (4,245) (4,381)
Non-cash stock based compensation expense   809 187
Non-cash asset impairment charge   403   — 
Other non-cash expenses, primarily fixed asset disposals and write-offs   1,117 —

Net unusual or nonrecurring gains or losses: (2)    
Nonrecurring charges related to acquisitions and dispositions   4,853 5,280
Other, principally restructuring and severance expenses   7,125 5,888

Other adjustments: (3)    
Amounts paid pursuant to management agreement with Sponsor   2,002 1,764

Pro forma earnings and costs savings (4)   1,113   — 
   

 
  

 
 

     
Adjusted EBITDA (“Consolidated Cash Flow”)  $104,000 $112,212
   

 

  

 

 

 

(1)  Other non-cash charges (income) include (a) net unrealized foreign currency transaction gains, arising principally from the revaluation of 
our euro-denominated third-party debt and intercompany notes receivable, (b) non-cash compensation expense arising from the grant of 
Pregis Holding I options, (c) a non-cash trademark impairment charge of $403, determined pursuant to the Company’s 2007 annual 
impairment test, and (d) other non-cash charges that will not result in future cash settlement, such as losses on fixed asset disposals.

 

(2)  As provided by our indentures, we adjusted for gains or losses deemed to be unusual or nonrecurring, including (a) adjustments for costs 
and expenses related to acquisition, disposition or equity offering activities, including a $3.1 million charge recorded in the fourth quarter 
of 2007 for third party due diligence and legal costs related to a potential acquisition that was ultimately not consummated, (b) severance 
and related expenses due to the separation of certain former executive management and implementation of our cost reduction initiatives, 
and (c) in 2007, restructuring costs incurred principally by the flexible packaging segment, net of the nonrecurring gain on an insurance 
settlement.
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     Local lines of credit. From time to time, certain of the foreign businesses utilize various lines of credit in their operations. These lines of 
credit are generally used as overdraft facilities or for issuance of trade letters of credit and are in effect until cancelled by one or both parties. 
As of June 30, 2008, we had availability of $13.1 million on these lines, after considering outstanding trade letters of credit and bank overdrafts 
totaling $3.7 million.  

     Long-term Liquidity. We believe that cash flow generated from operations and our borrowing capacity will be adequate to meet our 
obligations and business requirements for the next 12 months. There can be no assurance, however, that our business will generate sufficient 
cash flow from operations, that anticipated net sales growth and operating improvements will be realized or that future borrowings will be 
available under Pregis’s senior secured credit facilities in an amount sufficient to enable us to service our indebtedness or to fund our other 
liquidity needs. Our ability to meet our debt service obligations and other capital requirements, including capital expenditures, will depend 
upon our future performance which, in turn, will be subject to general economic, financial, business, competitive, legislative, regulatory and 
other conditions, many of which are beyond our control. Some other risks that could materially adversely affect our ability to meet our debt 
service obligations include, but are not limited to, risks related to increases in the cost of resin, our ability to protect our intellectual property, 
rising interest rates, a decline in the overall U.S. and European economies, weakening in our end markets, the loss of key personnel, our ability 
to continue to invest in equipment, and a decline in relations with our key distributors and dealers. In addition, any of the other items discussed 
in the “Risk Factors,” included in our Annual Report on Form 10-K for the year ended December 31, 2007 may also significantly impact our 
liquidity.  

CRITICAL ACCOUNTING POLICIES AND ESTIMATES  

     Our financial statements are prepared in accordance with generally accepted accounting principles in the United States, which require 
management to make estimates, judgments and assumptions that affect the amounts reported in the financial statements and accompanying 
notes. While our estimates and assumptions are based on our knowledge of current events and actions we may undertake in the future, actual 
results may ultimately differ from these estimates and assumptions. We have discussed those estimates that we believe are critical and require 
the use of complex judgment in their application in our 2007 Annual Report on Form 10-K. Since the date of our 2007 Form 10-K, there have 
been no material changes to our critical accounting policies or the methodologies or assumptions we apply under them.  

Item 3. Quantitative and Qualitative Disclosures About Market Risk  

     Our exposure to market risk has not materially changed since December 31, 2007. For a discussion of our exposure to market risk, see our 
2007 Annual Report on Form 10-K.  
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(3) Our indentures also require us to make adjustments for fees paid under the management agreement with AEA Investors LLC.
 

(4) Our indentures also permit adjustments to net income on a pro forma basis for certain costs savings that we expect to achieve with respect 
to acquisitions or dispositions. Therefore, in the twelve months ended June 30, 2008, we have adjusted for approximately $1.1 million 
relating to pre-acquisition earnings and pro forma cost savings for anticipated synergies relating to the June 2007 acquisition of Petroflax, a 
Romanian protective packaging provider and the December 2007 acquisition of the European honeycomb manufacturer, Besin. There can 
be no assurance that we will be able to achieve these comparable earnings or estimated savings in the future.
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Item 4. Controls and Procedures  

     The Company carried out an evaluation, under the supervision and with the participation of the Company’s management, including the 
Chief Executive Officer (its principal executive officer) and the Chief Financial Officer (its principal financial officer), of the effectiveness of 
the design and operation of the Company’s disclosure controls and procedures as of June 30, 2008. Based upon that evaluation, our 
management, including our Chief Executive Officer and our Chief Financial Officer, concluded that as of June 30, 2008 the Company’s 
disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) of the Securities Exchange Act of 1934, as amended) are 
effective. In addition, there has been no change in the Company’s internal control over financial reporting during the most recent fiscal quarter 
that has materially affected, or is reasonably likely to materially affect, the Company’s internal control over financial reporting.  

PART II – OTHER INFORMATION  

Item 1. Legal Proceedings  

     We are party to various lawsuits, legal proceedings and administrative actions arising out of the normal course of our business. While it is 
not possible to predict the outcome of any of these lawsuits, proceedings and actions, management, based on its assessment of the facts and 
circumstances now known, does not believe that any of these lawsuits, proceedings and actions, individually or in the aggregate, will have a 
material adverse effect on our financial position.  However, actual outcomes may be different than expected and could have a material effect on 
our results of operations or cash flows in a particular period.  

Item 1A. Risk Factors  

     There have been no material changes to the factors disclosed in Item 1A. Risk Factors in our Annual Report on Form 10-K for the year 
ended December 31, 2007.  

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds  

None.  

Item 3. Defaults Upon Senior Securities  

Not applicable.  

Item 4. Submission of Matters to a Vote of Security Holders  

None.  

Item 5. Other Information  

None.  
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Item 6. Exhibits  

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.  
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Exhibit No. Description

31.1   Rule 13a-14(a)/15d-14(a) Certification of Pregis Holding II Corporation’s Chief Executive Officer.
    
31.2   Rule 13a-14(a)/15d-14(a) Certification of Pregis Holding II Corporation’s Chief Financial Officer.

 
 PREGIS HOLDING II CORPORATION 

 

Date: August 14, 2008 By:  /s/ D. Keith LaVanway   
 D. Keith LaVanway 

  
Chief Financial Officer (principal financial 
officer and principal accounting officer) 

 



  

  

Exhibit 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER 
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002  

I, Michael T. McDonnell, certify that:  

1. I have reviewed this Quarterly Report on Form 10-Q for the period ended June 30, 2008 of Pregis Holding II Corporation;  

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 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)) 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) 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  

(c) 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 that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial 
reporting; and  

5. The registrant’s other certifying officer and 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 board of directors:  

(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 14, 2008 /s/ Michael T. McDonnell   
 Name:  Michael T. McDonnell 
 Title:  President and Chief Executive Officer 



  

  

Exhibit 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER 
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002  

I, D. Keith LaVanway, certify that:  

1. I have reviewed this Quarterly Report on Form 10-Q for the period ended June 30, 2008 of Pregis Holding II Corporation;  

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 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)) 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) 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  

(c) 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 that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial 
reporting; and  

5. The registrant’s other certifying officer and 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 board of directors:  

(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 14, 2008 /s/ D. Keith LaVanway   
 Name:  D. Keith LaVanway 
 Title:  Chief Financial Officer 
 




