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Item 1. Financial Statements

Pregis Holding Il Corporation
Consolidated Balance Sheets
(dollars in thousands, except share and per share data)

June 30, 2006 December 31, 2005
Assets (unaudited)
Current assets
Cash and cash equivalents $ 43914 §$ 54,141
Accounts receivable
Trade, net of allowances of $6,340 and $5,519, respectively 137,776 120,678
Other 2,599 2,985
Inventories, net 100,372 89,298
Deferred income taxes 4,670 5,024
Due from Pactiv 24,972 22,677
Prepayments and other current assets 6,806 6,250
Total current assets 321,109 301,053
Property, plant and equipment, net 269,482 265,970
Other assets
Goodwill 135,889 140,834
Intangible assets, net 49,210 44,582
Deferred financing costs, net 12,258 13,427
Other 10,795 8,340
Total other assets 208,152 207,183
Total assets $ 798,743 $ 774,206
Liabilities and owner's equity
Current liabilities
Current portion of long-term debt $ 1,724  § 1,783
Accounts payable 89,423 83,139
Accrued taxes 20,597 19,179
Accrued payroll and benefits 14,824 12,229
Accrued interest 5,772 8,075
Other 19,058 19,755
Total current liabilities 151,398 144,160
Long-term debt 447,468 432,353
Deferred income taxes 35,986 38,279
Pension and related liabilities 8,604 7,581
Other 6,960 7,005
Owner's equity:
Common stock - $0.01 par value; 1,000 shares authorized,
149.0035 shares issued and outstanding at June 30, 2006
and December 31, 2005 - -
Additional paid-in capital 149,097 149,004
Accumulated deficit (3,551) (3,409)
Accumulated other comprehensive income (loss) 2,781 (767)
Total owner's equity 148,327 144,828
Total liabilities and owner's equity $ 798,743  $ 774,206

The accompanying notes are an integral part of these financial statements.
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Pregis Holding Il Corporation
Consolidated and Combined Statements of Operations
(Unaudited)

(dollars in thousands)

Successor Predecessor Successor Predecessor
Three Months Ended June 30, Six Months Ended June 30,
2006 2005 2006 2005

Net sales $ 247,701 $ 224,587 $ 486,674 $ 443,548
Operating costs and expenses:

Cost of sales, excluding depreciation

and amortization 193,781 179,010 382,398 355,047

Selling, general and administrative 30,690 28,358 60,779 57,147

Depreciation and amortization 13,698 8,300 26,334 16,597

Goodwill impairment - 35,654 - 35,654

Restructuring income - (116) - (314)
Total operating costs and expenses 238,169 251,206 469,511 464,131
Operating income (loss) 9,532 (26,619) 17,163 (20,583)
Foreign exchange gain (3,228) (383) (3,864) (476)
Gain on sale of securities - - - (1,228)
Interest expense 10,452 803 20,419 1,600
Interest income (58) (52) (114) (83)
Income (loss) before income taxes 2,366 (26,987) 722 (20,396)
Income tax expense (benefit) 590 (6,816) 864 (4,320)
Net income (loss) $ 1,776 $ (20,171) $ (142) $ (16,076)

The accompanying notes are an integral part of these financial statements.

5



Pregis Holding Il Corporation
Consolidated and Combined Statements of Cash Flows
(Unaudited)

(dollars in thousands)

Operating activities
Net loss
Adjustments to reconcile net loss to net cash provided
by operating activities:
Depreciation and amortization
Deferred income taxes
Goodwill impairment
Unrealized foreign exchange gain
Amortization of deferred financing costs
Stock compensation expense
Changes in operating assets and liabilities, net of
effects of acquisitions:
Accounts receivable, net
Affiliate receivables / payables, net
Inventories, net
Prepayments and other current assets
Accounts payable
Accrued taxes
Accrued interest
Other current liabilities

Other, net
Cash provided by operating activites
Investing activities
Capital expenditures
Proceeds from sale of assets
Purchase price adjustment on acquistion of Pregis businesses
Acquisition of business, net of cash acquired
Other, net

Cash used in investing activities
Financing activities

Cash capital contributions
Repayment of long-term debt

Net decrease in short-term debt, affiliates
Other, net

Cash used in financing activities

Effect of exchange rate changes on cash
and cash equivalents

Increase (decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

The accompanying notes are an integral part of these financial statements.
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Successor Predecessor
Six Months Ended June 30,
2006 2005
(Restated)
$ (142) $ (16,076)
26,334 16,597
(2,246) (8,001)
- 35,654
(3,821) -
1,193 -
93 -
(11,405) (9,521)
- (8,740)
(6,747) (2,584)
(416) (448)
1,792 9,198
34 2,205
(2,303) “4)
564 936
244 425
3,174 19,641
(8,300) (14,823)
387 618
(1,751) -
(4,886)
(136) 357
(14,686) (13,848)
- 9,770
(859) -
- (10,594)
(14) (45)
(873) (869)
2,158 (1,307)
(10,227) 3,617
54,141 22,595
$ 43914 $ 26,212




Pregis Holding Il Corporation
Notes to Unaudited Consolidated and Combined 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

On October 13, 2005, Pregis Corporation (‘“Pregis™), pursuant to a Stock Purchase Agreement (as
amended, the “Stock Purchase Agreement”) with Pactiv Corporation (“Pactiv’’) and certain of its affiliates,
acquired the outstanding shares of capital stock of Pactiv’s subsidiaries comprising its global protective
packaging and European specialty packaging businesses (the “Acquisition”). The initial purchase price for
the Acquisition was $559.3 million, including direct costs of the acquisition of $15.7 million and pension
plan funding of $20.1 million.

Pregis Corporation, along with Pregis Holding II Corporation (“Pregis Holding II”” or the “Company”)
and Pregis Holding I Corporation (“Pregis Holding I”’), were formed by AEA Investors LLC and its
affiliates (the “Sponsors”) for the purpose of consummating the Acquisition. Pregis is an international
manufacturer, marketer and supplier of protective packaging products and specialty packaging solutions,
operating through two divisions: Global Protective Packaging and European Specialty Packaging.

The Global Protective Packaging division, which represents one reportable segment, manufactures,
markets, sells and distributes protective-packaging products in both 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 & bracing applications.

The European Specialty Packaging division is a European packaging business focused on the
development, production, and marketing of specialty-packaging solutions principally to the food and
healthcare markets. This division is represented by three businesses, each of which is a separate reportable
segment: Flexible Packaging, which produces barrier films and converted products for food, medical and
non-food markets; Hospital Supplies, which manufactures and supplies customizable operating drape
products, procedure packs, protection products, and sterilization packaging for the healthcare industry; and
Rigid Packaging, a producer and re-seller of plastic-based rigid films and other packaging solutions
principally serving the food and foodservice markets in the United Kingdom.

Basis of Presentation

Predecessor — The accompanying combined statements of operations and cash flows of the Company
prior to the Acquisition include the combined financial statements of the businesses comprising the Global
Protective Packaging and European Specialty Packaging divisions.

The combined financial statements of the Predecessor include allocations of certain Pactiv corporate
expenses, including legal, human resources, payroll, accounting, employee benefits, real estate, insurance,
information technology, telecommunications, treasury and other Pactiv corporate and infrastructure costs.
The expense and cost allocations were determined on bases that were deemed reasonable by management in
order to reflect the utilization of services provided or the benefit received by the Company during the
periods presented. The combined financial information included herein does not necessarily reflect the
results of operations or cash flows of the Company in the future or what would have been reflected had the
Company operated as a separate, stand-alone entity during the periods presented. The income tax benefits



and provisions, related tax payments and deferred tax balances have been prepared as if the Company had
operated as a stand-alone taxpayer for the periods presented.

Successor — The accompanying consolidated balance sheets as of June 30, 2006 and December 31,
2005 and statements of operations and cash flows for the three and six months ended June 30, 2006 include
the accounts of Pregis Holding II Corporation and subsidiaries subsequent to the Acquisition.

The unaudited consolidated and combined 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. Operating results for the three and six
months ended June 30, 2006 are not necessarily indicative of results that may be expected for the year ended
December 31, 2006.

All significant intercompany balances and transactions have been eliminated in the consolidated and
combined financial statements. Certain reclassifications have been made to the prior year statement of
operations to reclassify amounts presented previously as other operating expense to components of non-
operating expense to conform to the current year presentation. The amounts reclassified were not material.

Pregis Holding II is wholly owned by Pregis Holding I and has no operations other than its investment
in Pregis. Therefore, the combined and consolidated results of Pregis Holding II reflect the financial
position and operations of Pregis.

The consolidated financial statements of the Successor as of June 30, 2006 and December 31, 2005 and
for the three and six months ended June 30, 2006 reflect the Acquisition under the purchase method of
accounting, in accordance with the Financial Accounting Standards Board (“FASB”) Statement of Financial
Accounting Standards (“SFAS”) No. 141, Business Combinations.

The following unaudited pro forma data summarizes the results of operations for the six months ended
June 30, 2005 as if the Acquisition had occurred as of the beginning of the period.

Six months ended
June 30, 2005
(unaudited)

Net sales $ 443,548
Operating loss (27,328)
Net loss (33,865)

Pro forma adjustments include adjustments for purchase accounting adjustments, principally:

(1) increase in depreciation and amortization expense of $6.4 million resulting from the new fair value
of property, plant and equipment and identified intangible assets (with finite lives),

(2) increase in cost of goods sold of $1.0 million related to the sale of inventory that had been revalued
in purchase accounting, and

(3) corresponding adjustments to income tax expense.

The pro forma results of operations also include adjustments for items directly related to the
Acquisition and financing thereof, including:



(1) elimination of excess pension cost of $1.4 million, since certain under-funded U.K. pensions were
fully funded in connection with the Acquisition,
(2) addition of a management fee of $0.8 million that will be paid to the Sponsors, pursuant to a

management agreement,

(3) increase in interest expense of $18.7 million to reflect the Company’s new capital structure, and
(4) corresponding adjustments to income tax expense.

The pro forma information is not necessarily indicative of the results that actually would have been
attained if the Acquisition had occurred as of the beginning of the periods presented or that may be attained

in the future.

The consolidated and combined financial statements included herein should be read in conjunction
with the consolidated and combined financial statements and notes thereto included in the Annual Report
furnished on Form 10-K for Pregis Holding II Corporation for the year ended December 31, 2005.

2. INVENTORIES

The major components of net inventories were as follows:

Finished goods
Work-in-process
Raw materials

Other materials and supplies

June 30, December 31,
2006 2005

$ 48,539 $ 45,593

17,433 14,219

30,767 25,861

3,633 3,625

$ 100,372 $ 89,298

3. GOODWILL AND OTHER INTANGIBLE ASSETS

Changes in goodwill for the six months ended June 30, 2006 were as follows:

Goodwill as of January 1, 2006

Fair value adjustments to property,
plant and equipment and
identifiable intangible assets,
net of deferred taxes

Purchase price adjustment

Other adjustments

Segment reallocation

Foreign currency
translation adjustment

Goodwill as of June 30, 2006

Protective Hospital Rigid
Packaging Flexibles Supplies Packaging Total
$ 87,293 § 20,765 $ 25,036 $ 7,740 § 140,834
- (8,841) - - (8,841)
1,751 - - - 1,751
153 (270) 92 - (25)
675 (675) - - -
(1,493) 602 2,330 731 2,170
$ 88,379 § 11,581  $ 27,458 $ 8,471 § 135,889




As of December 31, 2005, the Company based the fair value of its property, plant and equipment and
acquired intangible assets on preliminary values obtained from independent appraisers. These appraisals
were finalized in 2006, resulting in increases to the fair value of these assets, net of deferred taxes, totaling
approximately $8,841, which resulted in a corresponding reduction to goodwill. Additionally, the Stock
Purchase Agreement provides for certain adjustments of the purchase price, including adjustments based on
the closing working capital and indebtedness and cash levels (as defined in the Stock Purchase Agreement)
of the Company at the date of the Acquisition. On February 13, 2006, the Company and Pactiv agreed to a
$1.8 million adjustment for excess cash held in the businesses at the closing date, net of a shortfall in capital
spending by the businesses in comparison to their annual budgets. Such amount was paid to Pactiv and
reflected as an increase to goodwill in the first quarter of 2006. On September 29, 2006, Pactiv paid $1.3
million to the Company, reflecting an adjustment to the purchase price based on the level of closing working
capital. Such amount will be reflected as an adjustment to goodwill in the third quarter of 2006.

The following table reflects intangible assets and related amortization:

Average June 30, 2006 December 31, 2005
Life Carrying Accumulated Carrying Accumulated
(Years) Amount Amortization Amount Amortization
Intangible assets subject to amortization:
Customer relationships 12 3 40,264 $ 2,402 $ 34835 % 725
Patents 10 470 74 460 13
Non-compete agreements 2 3,081 843 2,629 252
Software 3 928 208 672 147
Land use rights and other 32 1,780 340 1,016 43
Intangible assets not subject to amortization:
Trademarks and trade names 6,554 - 6,150 -
Total $ 53,077 $ 3867 § 45762  $ 1,180

Amortization expense related to intangible assets totaled $1,602 and $519 for the three months ended
June 30, 2006 and 2005, and $2,505 and $1,031 for the six months ended June 30, 2006 and 2005,

respectively.

In the second quarter of 2005, Pactiv initiated the sale of the Predecessor. The initial price agreed for
the sale was less than book value, which triggered the Predecessor to test its recorded goodwill for
impairment, according to the provisions of SFAS No. 142. As a result, the Predecessor recognized a pretax
goodwill impairment charge of $35,654 in the second quarter of 2005.
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4. DEBT

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

June 30, December 31,
2006 2005

Senior secured credit facilities:

Term B-1 facility, due October, 2012 $ 87,340 $ 87,780

Term B-2 facility, due October, 2012 86,333 80,372
Senior secured notes, due April, 2013 127,920 118,490
Senior subordinated notes, due October, 2013,

net of discount of $2,616 and $2,730 at 147,384 147,270

June 30, 2006 and December 31, 2005
Other 215 224
Total debt 449,192 434,136
Less: current portion (1,724) (1,783)
Long-term debt $ 447468 $ 432,353

For the three and six months ended June 30, 2006, the revaluation of the Company’s euro-denominated
debt resulted in unrealized foreign exchange losses of $11,250 and $15,815, respectively. These unrealized
losses have been offset by unrealized foreign exchange gains of $13,781 and $19,368 relating to the
revaluation of the Company’s euro-denominated intercompany notes receivable for the three and six months
ended June 30, 2006, respectively. These amounts are included within foreign exchange gains in the
Company’s statement of operations.

5. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT

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 65.0 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 (OCI) 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, 2006, the adjustment to interest expense was
negligible. At June 30, 2006, the fair value of this instrument was estimated to be an asset of $1,324, based
on quoted market prices, and is included in other assets.

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, 20006, the fair value of the
Company’s senior secured notes and senior subordinated notes was estimated to be $131,118 and
$156,000, respectively, based on quoted market prices.
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6. 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, 2006 and
2005 were as follows:

Successor Predecessor Successor Predecessor
Three months ended June 30, Six months ended June 30,
2006 2005 2006 2005
Service cost of benefits earned $ 780 $ 959 §$ 1,511  $ 1,939
Interest cost on benefit obligations 1,171 1,217 2,268 2,457
Expected return on plan assets (1,341) (1,143) (2,598) (2,308)
SFAS No. 88 expense - - - (243)
Amortization of unrecognized:
Prior service cost - 22 - 46
Net loss - 400 - 808
Net periodic pension cost $ 610 $ 1,455  $ 1,181  $ 2,699

In August 2006, the Pension Protection Act of 2006 (the “Act’) was signed into law. The Company is
in the process of determining the impact, if any, that the provisions of the Act may have on its financial
position, results of operations and cash flows.

7. INCOME TAXES

For U.S. income tax purposes, the Predecessor’s income or loss was included in Pactiv’s consolidated
federal income tax return. The provision for income taxes in the Predecessor combined financial statements
reflects income taxes as if the businesses were stand-alone entities and filed separate income tax returns.
For periods subsequent to the Acquisition, the Company will file a consolidated federal income tax return
with Pregis Holding I Corporation, its ultimate parent.

Reconciliation of the Company’s effective income tax rate to the U.S. federal statutory rate is shown in
the following table:

Successor Predecessor
Six Months Ended June 30,
2006 2005
U.S. federal income tax rate 35.00 % (35.00)%
Changes in income tax rate resulting from:
Foreign rate differential (15.95) 1.04
State and local taxes on income,
net of U.S. federal income tax benefit (9.22) (3.37)
Goodwill impairment - 15.56
Impact of rate changes on
deferred tax liabilities (12.45) -
Research and development - (0.28)
Valuation allowance 113.43 0.44
Permanent differences 8.86 0.43
Income tax expense 119.67 % (21.18)%
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8. RELATED PARTY TRANSACTIONS

As mentioned in Note 1, the Predecessor utilized various wholly-owned affiliates of Pactiv to provide
administrative services and to finance operations. For the three and six months ended June 30, 2005,
aggregate administrative fees and interest expense charged to the Company were $5,766 and $11,276,
respectively.

In connection with the Acquistion, the Company entered into a management agreement with its
Sponsors, who provide various advisory and consulting services. The Company incurred expense of $375
and $829 related to this agreement for the three and six months ended June 30, 2006, respectively.

Certain members of the Company’s management have purchased shares in Pregis Holding I through
the Pregis Holding I Corporation Employee Stock Purchase Plan. As of June 30, 2006, management held
252 shares in Pregis Holding I, representing 1.7 % of Pregis Holding I’s issued and outstanding equity.

9. SEGMENT AND GEOGRAPHIC INFORMATION

The Company has four reportable segments, which are determined on the basis of the types of products
produced by each segment. The Company’s segments are as follows:

Protective Packaging — This segment manufactures, markets, sells and distributes protective packaging
products in North America and Europe.

Flexibles — 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 packaging products for the
health care industry in Europe.

Rigid Packaging - This segment provides customized packaging products and solutions to the food and
foodservice sectors in Europe.

Net sales by reportable segment were as follows:

Successor Predecessor Successor Predecessor
Three Months Ended June 30, Six Months Ended June 30,
2006 2005 2006 2005

Protective Packaging $ 162,286 $ 144,766 $ 320,325 $ 286,911
Flexibles 46,327 41,169 92,368 80,225
Hospital Supplies 16,317 15,912 32,522 32,071
Rigid Packaging 23,899 24,977 44,094 48,075
Eliminations (1,128) (2,237) (2,635) (3,734)
Net sales $ 247,701 $ 224,587 $ 486,674 $ 443,548

The Company evaluates the performance of its segments based on segment operating income, which
may be adjusted for transactions that the chief operating decision makers exclude in assessing business unit
performance due primarily to their non-recurring and/or non-operational nature. Although such transactions
may be excluded from the business segment results, they are included in reported consolidated earnings.
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The following table presents operating income (loss) by reportable segment and reconciles the total
segment operating income (loss) to income (loss) before income taxes:

Successor Predecessor Successor Predecessor
Three Months Ended June 30, Six Months Ended June 30,
2006 2005 2006 2005
Segment operating income (loss):
Protective Packaging $ 9,665 $ (30,851) $ 16,557 $ (27,104)
Flexibles 1,739 2,152 5,141 2,859
Hospital Supplies 1,539 2,694 3,013 5,500
Rigid Packaging 882 (614) 1,118 (1,838)
Total segment operating income (loss) 13,825 (26,619) 25,829 (20,583)
Unallocated expenses (4,293) - (8,666) -
Operating income (loss) 9,532 (26,619) 17,163 (20,583)
Other income 3,228 383 3,864 1,704
Interest expense (10,452) (803) (20,419) (1,600)
Interest income 58 52 114 83
Income (loss) before income taxes $ 2,366 $  (26,987) $ 722 $  (20,396)

Unallocated expenses represent the costs of support functions, including information technology,
finance, human resources, legal and executive management. These expenses have not been allocated to the
reporting segments for purposes of measuring their segment performance. For the three and six months
ended June 30, 2005, similar administrative fees totaling $5,766 and $11,276, respectively, were charged
directly to the businesses or allocated to the businesses by Pactiv in connection with the preparation of
stand-alone financial statements. However, such costs are not necessarily comparable to costs incurred by

Pregis, now operating as an independent entity.

10. COMPREHENSIVE INCOME (LOSS)

Total comprehensive income (loss) and its components for the three and six months ended June 30,

2006 and 2005, were as follows:

Successor Predecessor Successor Predecessor
Three Months Ended June 30, Six Months Ended June 30,
2006 2005 2006 2005
Net income (loss) $ 1,776 $ (20,171) $ (142) $  (16,076)
Other comprehensive income (loss), net of tax:
Foreign currency translation adjustment 1,900 (21,176) 2,381 (37,906)
Net change in fair value of hedging instrument 380 - 1,167 -
Minimum pension liability adjustment - (501) - -
Comprehensive income (loss) $ 4,056 $  (41,848) $ 3,406 $  (53,982)
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11. STOCK-BASED COMPENSATION

In December 2004, the FASB issued SFAS No. 123(R), Share-Based Payment. SFAS 123R requires
that all share-based payments to employees, including grants of employee stock options, be recognized in
the financial statements based on their fair values. The Company adopted SFAS 123(R) on January 1, 2006
using the prospective transition method, which requires that nonpublic companies that had previously
measured compensation cost under SFAS No. 123 using the minimum value method continue to account for
equity awards outstanding at the date of adoption in the same manner as they had been accounted for prior
to adoption. For all awards granted, modified or settled after the date of adoption, the Company will
recognize compensation cost based on the grant-date fair value estimated in accordance with the provisions
of SFAS 123R.

In December 2005, Pregis Holding I Corporation, the Company’s ultimate parent company, established
the Pregis Holding I Corporation 2005 Stock Option Plan (the “Pregis Plan”) to provide for the grant of
nonqualified and incentive stock options to key employees, consultants and directors of the Company.
During the six months ended June 30, 2006, the Company granted 833.55 options to certain key employees,
all of which were outstanding at period-end. As of June 30, 2006, the maximum number of shares available
for award under the Pregis Plan is 1,841.62, including 884.96 options that were granted to certain key
employees and directors prior to adoption of SFAS 123R. The options are subject to a five year vesting
schedule; however, vesting may be accelerated at any time as determined by the committee administering
the Pregis Plan. The options expire if not exercised within ten years of the date of grant. Additionally,
vested options will generally terminate 45 days after termination of employment.

The Black-Scholes option-pricing model was used to estimate the fair value of option awards granted
after adoption of SFAS No. 123R, using the following assumptions:

Six months ended
June 30, 2006

Average life of options (years) 5.0
Volatility 30.0%
Risk-free interest rate 4.3%
Dividend yield -

Weighted-Average Expected Term. The Company does not have historical experience with respect to
exercise behavior for its options. The expected term of the options granted was estimated to be equal to the
vesting period of five years, which was considered to be a reasonable estimate in relation to exercise
behavior experienced by similar private-equity owned entities.

Volatility. The Company is newly-formed and does not have publicly traded equity, so it does not have
historical data regarding the volatlity of its common stock. Therefore, the expected volatility used for 2006
is based on volatility of similar entities, referred to as “guideline” companies. In determining similarity, the
Company considered industry, stage of life cycle, size and financial leverage.

Risk-Free Interest Rate. The risk-free interest rate is based on U.S. Treasury security yields for issues
with a remaining term equal to the option’s expected life at the time of grant.

Dividend Yield. The dividend yield on the Company’s stock is assumed to be zero since the Company
has not paid dividends and has no current plans to do so in the future.
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Forfeitures. Based on our minimal historical experience of pre-vesting cancellations, the Company has
assumed an annual forfeiture rate of 5% for its options. Under the true-up provisions of SFAS 123R, the
Company will revise this estimate in subsequent periods if actual forfeitures differ from the above estimate.

The resulting fair value of $1,354 for options granted in the first six months of 2006 will be amortized
to expense on a straight-line basis over the five year vesting period. For the three and six months ended
June 30, 2006, the Company recognized compensation expense of $44 and $93 for its option grants during
the periods, respectively. As of June 30, 2006, no options have vested under the Pregis Plan, and there was
$1,261 of unrecognized compensation costs related to the granted options. This cost is expected to be
amortized over a weighted-average service period of approximately 4.5 years. The Company’s stock option
activity for the six months ended June 30, 2006 under the Pregis Plan is as follows:

Weighted
Outstanding Average
Options Exercise Price
Outstanding at January 1, 2006 885.0 $ 13,000.00
Granted 833.6 15,383.00
Exercised - -

Forfeited (29.0) 13,000.00
Outstanding at June 30, 2006 1,689.6 $ 14,176.00

The following table summarizes information about all stock options outstanding under the Pregis Plan
as of June 30, 2006:

Options Outstanding

Weighted Weighted
Average Average
Exercise Number Remaining Exercise
Price Outstanding Life Price
$ 13,000.00 1,524.0 9.55 $ 13,000.00
$ 25,000.00 165.6 9.60 $ 25,000.00

1,689.6

Certain of Pregis’ employees also hold options to purchase shares of Pactiv common stock granted
under the Pactiv Stock Option Plan. In connection with the Acquistion, any unvested options held by Pregis
employees participating in the Pactiv Stock Option Plan became fully vested, and the Pregis employees
were given one year from the date of the Acquisition in which to exercise the options. All outstanding
options held by Pregis employees under this plan fully vested and became exercisable at the time of the
Acquisition, and relevant expenses were allocated to Pregis in the Predecessor periods. Therefore, there is
no subsequent expense to be borne by Pregis related to this plan. Any options that are exercised by Pregis
employees related to this plan will be funded by Pactiv. If the Company had applied the fair value
recognition provisions of SFAS 123 to stock-based employee compensation under this plan in the prior-year
period, its net income for the three and six months ended June 30, 2005 would have been reduced by $341
and $700, respectively.
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12. COMMITMENTS AND CONTINGENCIES

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.

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.

At June 30, 2006, the Company had $7,773 of letters of credit outstanding under its senior credit
facilities and other financing lines with local banks.

13. RECENT ACCOUNTING PRONOUNCEMENTS

In September 2006, the FASB issued SFAS No. 158, Employer’s Accounting for Defined Benefit
Pension and Other Postretirement Plans (an amendment of FASB Statements No. 87, 88, 106, and 132R)
(SFAS 158). SFAS 158 requires an employer to recognize a plan’s funded status in its statement of
financial position, measure a plan’s assets and obligations as of the end of the employer’s fiscal year (with
limited exceptions), and recognize the changes in a defined benefit postretirement plan’s funded status in
comprehensive income in the year in which the changes occur. SFAS 158’s requirement to recognize the
funded status of a benefit plan is effective for the Company in the fourth quarter of fiscal 2007, while its
measurement date provisions are effective for fiscal years ending after December 18, 2008. The Company
is currently assessing the impact SFAS 158 will have on its consolidated financial statements.

In June 2006, the FASB issued Interpretation No. 48, Accounting for Uncertainty in Income Taxes
(FIN 48). FIN 48 prescribes a more likely than not threshold for financial statement recognition and
measurement of a tax position taken or expected to be taken in a tax return. This Interpretation also provides
guidance on derecognition of income tax assets and liabilities, classification of current and deferred income
tax assets and liabilities, accounting for interest and penalties associated with tax positions, accounting for
income taxes in interim periods, and income tax disclosures. This Interpretation is effective as of January 1,
2007. The Company is currently evaluating the impact of FIN 48 on its consolidated financial statements.
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14. RESTATEMENT

In the Predecessor periods, on a periodic basis Pactiv offset the intercompany balances between the
North American-based businesses of the Predecessor and other Pactiv subsidiaries that would not otherwise
be settled in cash. In such cases, these intercompany balances were transferred directly to equity to reflect
their settlement, and in previously published Predecessor cash flow statements had been reflected within
capital contributions, net. The previously published Predecessor cash flow statement for the six months
ended June 30, 2005 has been restated herein, principally to remove the impact of non-cash capital
contributions arising from this intercompany activity. The restatement, which did not affect the net changes
in cash and cash equivalents, was as follows:

Six Months Ended June 30, 2005
As Previously

As Restated Reported
Cash provided by operating activities  $ 19,641  $ 25,879
Cash used in financing activities (869) (7,107)

15. SUPPLEMENTAL GUARANTOR CONDENSED FINANCIAL INFORMATION

In connection with the Acquisition, Pregis Holdings II (presented as Parent in the following tables of
the Successor), through its wholly-owned subsidiary, Pregis Corporation (presented as Issuer in the
following Successor tables), issued senior secured notes and senior subordinated notes. 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 wholly-
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.

The following Successor period condensed combining 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 combined 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. The information that follows for the Predecessor periods presents
the combining information of the businesses comprising the Guarantors and Non-Guarantors.
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Condensed Combining Balance Sheet
June 30, 2006

Guarantor Non-Guarantor

Parent Issuer Subsidiaries  Subsidiaries  Eliminations Combined
Assets
Current assets
Cash and cash equivalents $ - 8 32 S 7,118 $ 36,764 $ - $ 43914
Accounts receivable
Trade, net of allowances - - 37,385 100,391 - 137,776
Affiliates - 45,857 25,842 2,480 (74,179) -
Other - - (49) 2,648 - 2,599
Inventories, net - - 35,202 65,170 - 100,372
Deferred income taxes - 2) 3,488 1,184 - 4,670
Due from Pactiv - - 3,918 21,054 - 24,972
Prepayments and other current assets - 2,116 1,656 3,034 - 6,806
Total current assets - 48,003 114,560 232,725 (74,179) 321,109
Investment in subsidiaries and
intercompany balances 148,327 568,592 - - (716,919) -
Property, plant and equipment, net - - 94,637 174,845 - 269,482
Other assets
Goodwill - - 106,221 29,668 - 135,889
Intangible assets, net - - 22,245 26,965 - 49,210
Deferred financing costs, net - 12,258 - - - 12,258
Other - 1,324 198 9,273 - 10,795
Total other assets - 13,582 128,664 65,906 - 208,152
Total assets $ 148,327 $ 630,177 $ 337,861 $ 473,476 $ (791,098) $ 798,743
Liabilities and owner's equity
Current liabilities
Current portion of long-term debt $ - $ 168 $ - 8 38 $ - $ 1,724
Accounts payable - - 22,723 66,700 - 89,423
Accounts payable, affiliates - 22,047 37,226 14,906 (74,179) -
Accrued taxes - 886 (364) 20,075 - 20,597
Accrued payroll and benefits - - 5,941 8,883 - 14,824
Accrued interest - 5,772 - - - 5,772
Other - 500 7,804 10,754 - 19,058
Total current liabilities - 30,891 73,330 121,356 (74,179) 151,398
Long-term debt - 447,292 - 176 - 447,468
Intercompany balances - - 185,944 262,696 (448,640) -
Deferred income taxes - 3,657 19,587 12,742 - 35,986
Other - 10 4,848 10,706 - 15,564
Total owner's equity 148,327 148,327 54,152 65,800 (268,279) 148,327
Total liabilities and owner's equity $ 148,327 $ 630,177 $ 337,861 $ 473,476 $ (791,098) $ 798,743
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Condensed Combining Balance Sheet
December 31, 2005

Guarantor Non-Guarantor

Parent Issuer Subsidiaries  Subsidiaries Eliminations Combined
Assets
Current assets
Cash and cash equivalents $ - $ 16,410 $ 10814 $ 26917 $ - $ 54,141
Accounts receivable
Trade, net of allowances - - 35,984 84,694 - 120,678
Affiliates - 9,703 3,711 1,492 (14,906) -
Other - - 481 2,504 - 2,985
Inventories, net - - 34,183 55,115 - 89,298
Deferred income taxes - 197 3,844 983 - 5,024
Due from Pactiv - - 3,109 19,568 - 22,677
Prepayments and other current assets - 2,026 1,724 2,500 - 6,250
Total current assets - 28,336 93,850 193,773 (14,906) 301,053
Investment in subsidiaries and
intercompany balances 144,828 548,654 - - (693,482) -
Property, plant and equipment, net - - 101,018 164,952 - 265,970
Other assets
Goodwill - - 104,696 36,138 - 140,834
Intangible assets, net - - 23,440 21,142 - 44,582
Deferred financing costs, net - 12,728 699 - - 13,427
Other - - 219 8,121 - 8,340
Total other assets - 12,728 129,054 65,401 - 207,183
Total assets $ 144,828 § 589,718 $§ 323,922 $ 424,126 $ (708,388) $ 774,206

Liabilities and owner's equity
Current liabilities

Current portion of long-term debt $ - § 168 $ - 8 97 $ - $ 1,783
Accounts payable - - 31,559 51,580 - 83,139
Accounts payable, affiliates - 502 7,945 6,459 (14,906) -
Accrued taxes - 886 (827) 19,120 - 19,179
Accrued payroll and benefits - - 3,788 8,441 - 12,229
Accrued interest - 8,075 - - - 8,075
Other - 1,148 8,642 9,965 - 19,755
Total current liabilities - 12,297 51,107 95,662 (14,906) 144,160
Long-term debt - 432,226 - 127 - 432,353
Intercompany balances - - 200,078 245,494 (445,572) -
Deferred income taxes - (168) 25,597 12,850 - 38,279
Pension and related liabilities - - - 7,581 - 7,581
Other - 535 4,579 1,891 - 7,005
Total owner's equity 144,828 144,828 42,561 60,521 (247,910) 144,828
Total liabilities and owner's equity $ 144,828 § 589,718 $§ 323,922 $ 424,126 $ (708,388) $§ 774,206
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Net sales

Operating costs and expenses:

Cost of sales, excluding depreciation
and amortization

Selling, general and administrative

Depreciation and amortization

Total operating costs and expenses
Operating income (loss)

Foreign exchange (gain) loss
Interest expense

Interest income

Equity in earnings of subsidiaries
Income (loss) before income taxes

Income tax expense (benefit)

Net income (loss)

Net sales

Condensed Combining Statement of Operations
For the Three Months Ended June 30, 2006

Operating costs and expenses:
Cost of sales, excluding depreciation

and amortization

Selling, general and administrative
Depreciation and amortization

Goodwill impairment
Restructuring income

Total operating costs and expenses

Operating income (loss)
Foreign exchange gain
Interest expense

Interest income

Income (loss) before income taxes

Income tax expense (benefit)

Net income (loss)

(Successor)
Guarantor  Non-Guarantor
Parent Issuer Subsidiaries Subsidiaries Eliminations Combined
$ - $ - $ 91,271 $ 158,395 $ (1,965) $ 247,701
- - 68,539 127,207 (1,965) 193,781
- 419 14,523 15,748 - 30,690
- - 4,911 8,787 - 13,698
- 419 87,973 151,742 (1,965) 238,169
- (419) 3,298 6,653 - 9,532
- (2,898) 6 (336) - (3,228)
- (1,428) 5,690 6,190 - 10,452
. ) - (57) - (58)
(1,776) (584) - - 2,360 -
1,776 4,492 (2,398) 856 (2,360) 2,366
- 2,716 (3,048) 922 - 590
$ 1,776  $ 1,776 $ 650 $ 66) $ (2,360) $ 1,776
Condensed Combining Statement of Operations
For the Three Months Ended June 30, 2005
(Predecessor)
Guarantor Non-Guarantor
Subsidiaries  Subsidiaries Eliminations Combined
$ 83,010 $ 142,954 $ (1,377)  $ 224,587
65,765 114,622 (1,377) 179,010
11,542 16,816 - 28,358
3,133 5,167 - 8,300
35,446 208 - 35,654
(116) - - (116)
115,770 136,813 (1,377) 251,206
(32,760) 6,141 - (26,619)
- (383) - (383)
(173) 976 - 803
- (52) - (52)
(32,587) 5,600 - (26,987)
(10,377) 3,561 - (6,816)
$ (22,210)  $ 2,039 $ - $  (20,171)
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Condensed Combining Statement of Operations

For the Six Months Ended June 30, 2006

(Successor)
Guarantor  Non-Guarantor
Parent Issuer Subsidiaries Subsidiaries Eliminations Combined
Net sales $ - $ - $ 180,852 $ 309,242 $ (3,420) $ 486,674
Operating costs and expenses:
Cost of sales, excluding depreciation
and amortization - - 139,640 246,178 (3,420) 382,398
Selling, general and administrative - 844 29,108 30,827 - 60,779
Depreciation and amortization - - 9,750 16,584 - 26,334
Total operating costs and expenses - 844 178,498 293,589 (3,420) 469,511
Operating income (loss) - (844) 2,354 15,653 - 17,163
Foreign exchange (gain) loss - (4,029) 16 149 - (3,864)
Interest expense - (2,921) 11,383 11,957 - 20,419
Interest income - €)) - (113) - (114)
Equity in loss of subsidiaries 142 2,715 - - (2,857) -
Income (loss) before income taxes (142) 3,392 (9,045) 3,660 2,857 722
Income tax expense (benefit) - 3,534 (5,124) 2,454 - 864
Net income (loss) $ (@42) $ (142) % (3,921) $ 1,206 $ 2,857 $ (142)
Condensed Combining Statement of Operations
For the Six Months Ended June 30, 2005
(Predecessor)
Guarantor  Non-Guarantor
Subsidiaries  Subsidiaries Eliminations Combined
Net sales $ 162,374 § 283,716 $ 2,542) § 443,548
Operating costs and expenses:
Cost of sales, excluding depreciation
and amortization 127,877 229,712 (2,542) 355,047
Selling, general and administrative 23,463 33,684 - 57,147
Depreciation and amortization 6,124 10,473 - 16,597
Goodwill impairment 35,446 208 - 35,654
Restructuring income (70) (244) - (314)
Total operating costs and expenses 192,840 273,833 (2,542) 464,131
Operating income (loss) (30,466) 9,883 - (20,583)
Foreign exchange gain - (476) - (476)
Gain on sale of securities - (1,228) - (1,228)
Interest expense (289) 1,889 - 1,600
Interest income - (83) - (83)
Income (loss) before income taxes (30,177) 9,781 - (20,396)
Income tax expense (benefit) (9,476) 5,156 - (4,320)
Net income (loss) $ (20,701) $ 4,625 $ - $  (16,076)
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Operating activities
Net income (loss)
Non-cash adjustments
Changes in operating assets and
liabilities, net of effects of acquisitions
Cash (used in) provided by
operating activities
Investing activities
Capital expenditures
Proceeds from sale of assets
Purchase price adjustment on acquisition
of Pregis businesses
Acquisition of business, net of cash acquired
Other, net
Cash used in investing activities
Financing activities
Repayment of long-term debt
Other, net
Cash used in financing activities
Effect of exchange rate changes on
cash and cash equivalents
Increase (decrease) in cash and
cash equivalents
Cash and cash equivalents,
beginning of period
Cash and cash equivalents,
end of period

Condensed Combining Statement of Cash Flows

For the Six Months Ended June 30, 2006

(Successor)

Guarantor Non-Guarantor
Parent Issuer Subsidiaries Subsidiaries Eliminations Combined
$ (142) $ (142) $ (3,921) $ 1,206 $ 2,857 $ (142)
142 3,505 4,057 16,706 (2,857) 21,553
- (17,131) (1,650) 544 - (18,237)
- (13,768) (1,514) 18,456 - 3,174
- - (2,176) (6,124) - (8,300)
- - 19 368 - 387
- (1,751) - - - (1,751)
- - - (4,886) - (4,886)
- - (25) (111) - (136)
- (1,751) (2,182) (10,753) - (14,686)
- (859) - - - (859)
- - - (14) - (14)
- (859) - (14) - (873)
- - - 2,158 - 2,158
- (16,378) (3,696) 9,847 - (10,227)
- 16,410 10,814 26,917 - 54,141
$ - $ 32 $ 7,118 $ 36,764 $ - $ 43914
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Condensed Combining Statement of Cash Flows
For the Six Months Ended June 30, 2005

(Predecessor)
Guarantor  Non-Guarantor
Subsidiaries  Subsidiaries  Eliminations Combined

Operating activities
Net income $ (20,701) $ 4,625 $ - §  (16,076)
Non-cash adjustments 31,694 12,556 - 44,250
Changes in operating assets and

liabilities, net of effects of acquisitions (4,005) (4,528) - (8,533)
Cash provided by operating activities 6,988 12,653 - 19,641
Investing activities
Capital expenditures (7,132) (7,691) - (14,823)
Proceeds from sale of assets 13 605 - 618
Other, net 131 226 - 357
Cash used in investing activities (6,988) (6,860) - (13,848)
Financing activities
Cash capital contributions - 9,770 - 9,770
Net decrease in short-term debt, affilate (10,594) (10,594)
Other, net - (45) - (45)
Cash used in financing activities - (869) - (869)
Effect of exchange rate changes on
cash and cash equivalents - (1,307) - (1,307)
Increase in cash and cash equivalents - 3,617 - 3,617
Cash and cash equivalents,

beginning of period - 22,595 - 22,595
Cash and cash equivalents,

end of period $ -3 26,212 $ -3 26,212
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Item2.  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 and
combined financial statements and notes appearing elsewhere in this report and in the Company’s Annual
Report on Form 10-K for the fiscal year ended Decmber 31, 2005.

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:

o risks associated with our substantial indebtedness and debt service;
o risks associated with not having operated as a stand-alone entity prior to the Acquisition (as defined
below) and the risk that our business could suffer if we fail to develop the systems and

infrastructure necessary to support our business as a stand-alone entity;

o risks that we may not be able to accurately report our financial results or prevent fraud if we fail to
achieve and maintain an effective system of internal controls;

e our inability to achieve anticipated cost savings and synergies following the Acquisition;
e increases in prices and availability of resin and other raw materials, our ability to pass increased
costs on to our customers, and our ability to raise our prices generally with respect to our branded

products;

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

e our ability to meet future capital requirements;
e 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;

o risks related to our acquisition or divestiture strategy;
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e our ability to retain management;
e our ability to protect our intellectual property rights;
e changes in governmental laws and regulations, including environmental laws and regulations; and

o other risks and uncertainties, including those described in the “Risk Factors” section of our Annual
Report on Form 10-K for the year ended December 31, 2005.

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.

INTRODUCTION

We are an international manufacturer, marketer and supplier of protective packaging products and
specialty packaging solutions. Our company operates through two divisions, corresponding to the type of
products we provide:

e Global Protective Packaging manufactures, markets, sells and distributes protective packaging
products in both North America and Europe. Global Protective Packaging’s protective mailers, air-
encapsulated cushioning products, sheet foam, engineered foam, inflatable airbag systems,
honeycomb products and other protective packaging products are used for cushioning, void-fill,
surface protection, containment, and blocking and bracing. The Global Protective Packaging
businesses comprise one reportable business segment.

e European Specialty Packaging is a European packaging business focused on the development,
production and marketing of specialty packaging solutions principally to the food, medical and
consumer products markets. European Specialty Packaging operates through three businesses, each
representing a reportable segment:

0 Flexibles, which produces high value added customized converted barrier films and
products for niche segments of the food, medical and consumer products markets;

0 Hospital Supplies, which manufactures and supplies a full range of customizable operating
drape products, procedure packs, protection products and sterilization packaging for the
health care industry; and

0 Rigid Packaging, which produces and resells plastic-based rigid films and thermoformed
containers, primarily serving the food and foodservice sectors.

As discussed more fully in Note 1 to the unaudited financial statements, on October 13, 2005, Pregis
acquired all of the outstanding shares of capital stock of Pactiv Corporation’s subsidiaries operating its
global protective packaging and European specialty packaging businesses (the “Acquisition™). Therefore,
the Company’s basis of accounting subsequent to the Acquisition differs from that prior to the Acquisition.
Specifically, the substantial leverage put in place to fund the Acquisition has resulted in significantly higher
interest expense, and the revaluation of the Company’s property, plant and equipment and identification of
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intangible assets has resulted in higher depreciation and amortization expense than had been realized prior to

the Acquisition.

RESULTS OF OPERATIONS

The following table summarizes the results of our operations for the three and six months ended June

30, 2006, compared to the corresponding periods of 2005:

(dollars in millions)

Net sales
Operating costs and expenses:
Cost of sales, excluding
depreciation and amortization
Gross margin
As a percent of net sales
Selling, general and administrative
Depreciation and amortization
Goodwill impairment
Restructuring (income) expense
Total operating costs and expenses
Operating income (loss)
Foreign exchange gain
Gain on sale of securities
Interest expense
Interest income

Income (loss) before income taxes
Income tax expense (benefit)

Net income (loss)

Net Sales

Successor Predecessor Successor Predecessor
Three Months Ended June 30, Six Months Ended June 30,
2006 2005 Change 2006 2005 Change
$ 247.7 $ 224.5 $ 232 $ 486.7 $ 4435 $ 432
193.7 179.0 14.7 382.4 355.0 27.4
54.0 45.5 8.5 104.3 88.5 15.8
21.8% 20.3% 21.4% 20.0%
30.7 28.3 2.4 60.8 57.1 3.7
13.7 8.3 5.4 26.3 16.6 9.7
- 35.7 (35.7) - 35.7 (35.7)
- (0.1) 0.1 - (0.3) 0.3
238.1 251.2 (13.1) 469.5 464.1 5.4
9.6 (26.7) 36.3 17.2 (20.6) 37.8
3.3) 0.4) (2.9) (3.9) (0.5) (3.4)
- - - - (1.2) 1.2
10.5 0.8 9.7 20.4 1.6 18.8
- (0.1) 0.1 (0.1) (0.1) -
2.4 (27.0) 294 0.8 (20.4) 21.2
0.6 (6.8) 7.4 0.9 (4.3) 5.2
$ 1.8 $ (20.2) 22.0 $ (0.1) $ (16.1) $ 16.0

Net sales for second quarter of 2006 increased 10.3% to $247.7 million compared to $224.5 million in
the second quarter of 2005. The sales growth in the quarter was driven by price increases (4.0%)
implemented in response to increased raw material costs, as well as volume improvement (6.0%). The

volume improvement was primarily attributable to increased resin resale volume, due to third party resin
users seeking lower raw material costs. Foreign currency did not have a significant impact on the quarter-

over-quarter net sales.

Net sales for the six months ended June 30, 2006 increased 9.7% to $486.7 million compared to $443.5

million for the same period of 2005. Excluding unfavorable foreign currency impacts, due primarily to the

strengthening of the dollar in relation to the euro and the British pound sterling, net sales would have
increased 12.8% in the first six months of 2006. The growth in net sales for the first six months of 2006 was
driven by price increases (4.7%), as well as volume improvement (7.9%) attributable to both customer

growth, as well as increased resin resale volume.
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Net Sales by Segment

Successor Predecessor Successor Predecessor
Three Months Ended June 30, Six Months Ended June 30,

(dollars in millions) 2006 2005 Change 2006 2005 Change

Net sales

Global Protective Packaging $ 162.3 $ 144.8 $ 175 $ 320.3 $ 286.9 $ 334

Flexibles 46.3 41.1 52 92.4 80.2 12.2

Hospital Supplies 16.3 15.8 0.5 32.5 32.0 0.5

Rigid Packaging 23.9 25.0 (1.1) 44.1 48.1 (4.0)
Intersegment eliminations (1.1) (2.2) 1.1 (2.6) (3.7) 1.1

$ 247.7 $ 224.5 $ 232 $ 486.7 $ 443.5 § 432

Net sales of our protective packaging segment increased $17.5 million, or 12.1%, for the second
quarter of 2006 compared to the same period of 2005. The improvement was driven by increased volume
and increased pricing implemented in response to escalating resin prices experienced in the latter half of
2005. The volume improvement was generated by increased product sales volume in the U.S. protective
packaging businesses, as well as increased resin resale volume in certain European protective packaging
businesses. Net sales of our protective packaging segment increased $33.4 million, or 11.6%, for the six
months ended June 30, 2006 compared to the corresponding period of 2005. The improvement for the six-
month period was also driven by increased pricing and increased product and resin resale volume, offset in
part by unfavorable foreign currency impacts. Excluding the unfavorable foreign currency impact, the
segment’s net sales would have increased 13.8% in the first half of 2006.

Net sales of our flexibles segment increased $5.2 million or 12.7%, for the second quarter of 2006
compared to the same period of 2005. For the first six months of 2006, the segment’s net sales increased
$12.2 million, or 15.2%, compared to the corresponding period of 2005. For both the second quarter and
first six months of 2006, increased volume, mainly due to additional resin resale volume, continued to be the
key factor in the sales growth, coupled with pricing improvement, offset in part by a decrease in product
sales volume. Foreign currency fluctuation had a negligible impact on net sales for the second quarter of
2006 as compared to the prior year; however, it had an unfavorable impact on net sales for the six-month
period. Excluding the unfavorable foreign currency impact, net sales for the first six months of 2006 would
have increased by 20.2%.

Net sales of our hospital supplies segment increased $0.5 million, or 3.2%, for the second quarter of
2006 compared to the same period of 2005. For the first six months of 2006, the segment’s net sales also
increased $0.5 million, representing an increase of 1.6% over the corresponding period of 2005. The 2006
growth has been due to improved volume offset by competitive pricing reductions. Net sales for the first six
months of 2006 also reflects the impact of unfavorable foreign currency fluctuations. Absent this impact,
net sales for the six-month period would have increased by approximately 7.0%.

Net sales of our rigid packaging segment declined $1.1 million, or 4.4%, for the second quarter of 2006
compared to the same period of 2005. While product sales volume improved during the quarter, this was
offset by unfavorable pricing due to product mix. The segment’s net sales declined $4.0 million, or 8.3%,
for the six months ended June 30, 2006 compared to the corresponding period of 2005, due to unfavorable
pricing and reduced volume, coupled with unfavorable foreign currency impact. Excluding the unfavorable
foreign currency impact, the segment’s net sales for the first six months of 2006 would have decreased only
4.3%.
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Gross Margin

Gross margin for the three months ended June 30, 2006 increased $8.5 million, or 18.7%, to $54.0
million, compared to $45.5 million for the comparable period of 2005. Gross margin as a percent of net
sales improved to 21.8% for the second quarter of 2006, compared to 20.3% for the corresponding 2005
period. The increase was due primarily to improved margins, principally in the protective packaging
segment, which has successfully implemented pricing increases in response to raw material cost increases.
Gross margin for the first six months of 2006 increased $15.8 million, or 17.9%, compared to the same
period of 2005. Gross margin for the six-month period benefited from improved pricing in the protective
packaging and flexibles segments, as well as higher product sales volume in the protective packaging
segment and higher resin resale volume in both the protective packaging and flexibles segments.

Selling, General and Administrative Expenses

Selling, general and administrative expenses increased by $2.4 million, or 8.5%, for the three months
ended June 30, 2006 compared to the same period of 2005, bringing the increase for the first six months of
2006 to $3.7 million, or 6.5%, over the first six months of 2005. The increase in the 2006 periods is
primarily a result of costs resulting from establishing a stand-alone infrastructure and other third-party costs
as the Company transitions off of Pactiv’s systems and infrastructure. For both the three and six months
ended June 30, 2005, selling, general and administrative expenses decreased as a percent of net sales,
relative to the comparable 2005 periods.

Depreciation and Amortization Expense

Depreciation and amortization expense increased $5.4 million and $9.7 million for the three months
and six months ended June 30, 2006, respectively, compared to the same periods of 2005. The majority of
the increase is due to the establishment of new fair values and useful lives of our tangible and intangible
assets as a result of the Acquisition in October 2005.

Operating Income (Loss)

On a consolidated basis, our operating income for the second quarter of 2006 increased to $9.6 million,
compared to an operating loss of $26.7 million for the second quarter of 2005, during which the Company
recognized a non-cash goodwill impairment charge of $35.7 million based on the initial indications of
purchase price for the Pregis businesses. Operating income for the first six months of 2006 increased to
$17.2 million, compared to an operating loss of $20.6 million for the corresponding period of 2005, which
also included the impact of the goodwill impairment charge taken in the second quarter. The improvement
in operating income in the 2006 periods was driven by increased sales and improved gross margins, partially
offset by higher selling, general and administrative and depreciation and amortization expenses, as noted
above.

Operating Income (Loss) by Segment

Successor Predecessor Successor Predecessor

Three Months Ended June 30, Six Months Ended June 30,
(dollars in millions) 2006 2005 Change 2006 2005 Change
Operating income (loss)
Global Protective Packaging $ 9.7 $ (30.8) $ 405 $ 16.6 $ (27.1) § 437
Flexibles 1.7 2.1 0.4) 5.1 2.8 2.3
Hospital Supplies 1.5 2.6 (1.1) 3.0 5.5 2.5)
Rigid Packaging 0.9 (0.6) 1.5 1.1 (1.8) 2.9
Unallocated expenses (4.2) - (4.2) (8.6) - (8.6)

$ 9.6 $ (26.7) $ 363 $ 17.2 $ (20.6) $ 378
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Unallocated expenses for the three and six months ended June 30, 2006 represent the unallocated costs
of support functions, including information technology, finance, human resources, legal and executive
management. For the Predecessor periods of 2005, similar costs were charged to the businesses by Pactiv or
allocated to the businesses in connection with the preparation of stand-alone financial statements. However,
such costs are not necessarily comparable to costs incurred by Pregis operating as an independent entity.

The general increase in operating income for the three and six months ended June 30, 2006 was driven
by volume and pricing improvements realized primarily in the global protective packaging segment,
partially offset by increased depreciation and amortization expense. In the 2006 periods, the flexibles
segment also experienced improved pricing and some increase in resin resale volume; however, product
sales volume decreased slightly during the second quarter, which contributed to the decline in operating
income for the quarter. Both the hospital supplies and rigid packaging segments continued to experience
increased competition in their markets, which impacted their pricing for the 2006 periods. However, the
rigid packaging segment realized production efficiencies in both the three and six months ended June 30,
2006, which increased its operating income, as compared to the 2005 periods.

Other Non-Operating Expense (Income)

For the three and six months ended June 30, 2006, we generated unrealized foreign exchange gains of
approximately $3.3 million and $3.9 million, respectively, due to the revaluation of our euro-denominated
third-party debt and intercompany loans. The foreign exchange gains realized in the 2005 periods were
primarily generated by the strengthening of the Egyptian pound versus the euro. The six months ended June
30, 2005 also includes a gain of $1.2 million relating to the flexible segment’s sale of its shares in a German
recycling business in the first quarter of 2005.

As a result of the new debt structure put in place to the fund the Acquisition, our interest expense
totaled $10.5 million and $20.4 million for the three and six months ended June 30, 2006, respectively. This
compares to approximately $0.8 million of interest expense incurred in each of the first and second quarters
of 2005. Given our highly leveraged position, interest expense will continue to be significant in the future.

Income Tax Expense

For the first six months of 2006, our effective income tax rate was 119.7%, compared to (21.2)% for
the same period of 2005. For the 2006 period, the Company’s effective rate was reduced by foreign taxes
provided at rates below the 35% U.S. statutory rate, U.S. state and local income tax benefits, and the impact
of local rate reductions enacted in certain jurisdictions. However, these rate reductions were more than
offset by the valuation allowances established against losses generated by certain foreign entities, as well as
non-deductible permanent differences.

Net Income (Loss)

We generated net income of $1.8 million and a net loss of $0.1 million for the three and six months
ended June 30, 2006, respectively, compared to a net loss of $20.2 million and $16.1 million for the
corresponding periods of 2005. As discussed herein, the 2006 results reflect higher net sales and gross
margins, offset by increased depreciation and amortization and interest expense, while the 2005 periods
were impacted by the goodwill impairment charge taken in the second quarter.
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LIQUIDITY AND CAPITAL RESOURCES

Our principal sources of liquidity are cash generated primarily from operating activities as well as
from borrowings under our revolving credit facility. Prior to the Acquisition, the Company also obtained
liquidity through borrowings from affiliates of Pactiv. Our principal uses of cash are operating expenses,
capital expenditures and working capital needs and, since the Acquisition, debt service with respect to our
senior secured credit facilities, senior secured notes and senior subordinated notes.

Operating Activities. For the six months ended June 30, 2006, cash provided by operating activities
was $3.2 million, compared to $19.6 million in the comparable period of 2005. During the 2006 period, we
used cash to make interest payments of approximately $22.0 million and to settle amounts due to Pactiv of
approximately $5.0 million, which had built up at year-end for payroll and other services provided by Pactiv
in 2005. Additionally, we typically experience an increase in working capital subsequent to year-end as
operations return to normal levels; however our working capital investment in the six months ended June 30,
2006 exceeded that in the comparable 2005 period, primarily due to the higher sales generated in the 2006
period.

Investing Activities. Cash used in investing activities was $14.7 million for the six months ended
June 30, 2006, which was comprised principally of capital spending of $8.3 million, payment of $1.8
million to Pactiv representing additional purchase consideration per the terms of the Stock Purchase
Agreement, and payment of $4.9 million to acquire a small business in the hospital supplies segment. Cash
used in investing activities was $13.8 million for the six months ended June 30, 2005, which was
predominately due to investments in plant and equipment.

Financing Activities. Net cash used in financing activities totaled $0.9 million for the six months
ended June 30, 2006, which was mostly attributable to scheduled principal payments on our long-term bank
debt. For the six months ended June 30, 2005, net cash used in financing activities also totaled $0.9
million, which was mainly the net of cash contributions made by Pactiv to certain subsidiaries to enable
them to settle affiliate borrowings.

Since the Acquisition, we have been highly leveraged. Our liquidity requirements are significant,
primarily due to debt service requirements. 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,
2006, we had $5.5 million in letters of credit issued under this facility; therefore, we had $44.5 million of
remaining availability. We had cash and cash equivalents of $43.9 million at June 30, 2006.

The following discussion provides a description of our outstanding indebtedness at June 30, 2006:
Senior Secured Credit Facilities. In connection with the Acquisition on October 13, 2005, Pregis
entered into senior secured credit facilities that provide for senior secured financing of up to

approximately $222.0 million, consisting of:

e A $50.0 million revolving credit facility with a maturity of six years. The revolving credit facility is
available in U.S. dollars, euros and/or pounds sterling.

o A $88.0 million term loan B-1 facility with a maturity of seven years. The term loan B-1 facility is

available in U.S. dollars and was drawn in full in connection with the consummation of the
Acquisition.
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e A 68 million euro (approximately $84.0 million) term loan B-2 facility with a maturity of seven
years. The term loan B-2 facility is available in Euros and was drawn in full in connection with the
consummation of the Acquisition.

In addition, these senior secured credit facilities permit Pregis, subject to certain conditions
including the receipt of commitments from lenders, to incur up to $100.0 million (or a euro equivalent
thereof) of additional term loans and to extend the maturity of Pregis’s revolving credit facility. Proceeds
of revolving loans and swingline loans may be used to provide financing for working capital and general
corporate purposes.

The initial interest rate per annum applicable to the revolver under Pregis’s senior secured credit
facilities was equal to, at its option, an alternate base rate plus 1.00% per annum or LIBOR plus 2.00%
per annum. Beginning in April 2006, the interest rates are adjusted in accordance with a pricing grid
based on leverage ratios.

The term B-1 loan initial interest rate is equal to, at Pregis’s option, an alternate base rate plus
1.25% per annum or LIBOR plus 2.25% per annum, and the term B-2 loan initial interest rate is
EURIBOR plus 2.50% per annum.

In addition, Pregis pays the lenders 0.50% per annum on the unfunded commitments in respect of
the revolving credit facility, payable quarterly in arrears and upon termination of the commitments.
Beginning in April 2006, the facility fee is adjusted in accordance with a pricing grid based on leverage
ratios.

The term loan B-1 facility matures 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 matures 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.

Pregis’s senior secured credit facilities require that it comply on a quarterly basis with certain
financial covenants, including a maximum leverage ratio and minimum cash interest coverage ratio. 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:

e incur, assume or permit to exist additional indebtedness, guaranty obligations or hedging
arrangements,
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e incur liens or agree to negative pledges in other agreements,

e engage in sale and leaseback transactions,

e make capital expenditures,

e make loans and investments,

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

¢ in the case of subsidiaries, enter into agreements restricting dividends and distributions,
e engage in mergers, acquisitions and other business combinations,

e prepay, redeem or purchase certain indebtedness,

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

o sell assets or engage in receivables securitization,
e transact with affiliates, and
o alter the business that Pregis conducts.

As of June 30, 2006, Pregis was in compliance with all covenants contained in its senior secured
credit facilities.

In April 2006 the lenders under Pregis’s senior secured credit facilities agreed to waive certain
reporting covenants contained in the senior secured credit facilities. The waiver provided that Pregis must
deliver its 2005 audited financial statements on or before May 31, 2006 and its unaudited financial results
for the first quarter of 2006 within 50 days after the delivery of the 2005 audited financial statements.
Pregis delivered its 2005 audited financial statements on May 31, 2006.

In May 2006 Pregis and the lenders under Pregis’s senior secured credit facilities entered into a
waiver and amendment to the senior secured credit facilities. The waiver provided that Pregis must
deliver its unaudited financial results for the first quarter of 2006 on or before August 15, 2006, and its
unaudited financial results for the second quarter of 2006 on or before September 30, 2006. In addition,
the amendment increased the interest rate on the senior secured credit facilities by 0.25% during the
following time periods: (1) from July 1, 2006 until the date financial statements for the first quarter of
2006 are delivered; and (2) from August 1, 2006 until the date financial results for the second quarter of
2006 are delivered. Pregis delivered its unaudited financial results for the first quarter of 2006 on August
15, 2006 and for the second quarter of 2006 on September 29, 2006.

Senior Secured Floating Rate Notes and Senior Subordinated Notes. In connection with the
Acquisition 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 12%:% senior subordinated notes due 2013 (the “senior subordinated
notes”).
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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, beginning on January 15, 2006. 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 any time prior to October 15,
2006 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, 2006 at redemption prices equal to 102% of their principal amount (in
the 12 months beginning October 15, 2006), 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, beginning on April 15, 2006. 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 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.

In connection with issuing the notes, we entered into a registration rights agreement in which we
agreed to file a registration statement which will permit us to offer to exchange the senior secured notes
and the senior subordinated notes for new issues of identical debt securities registered under the Securities
Act of 1933. We agreed to complete the exchange offer for the notes by July 9, 2006. We also agreed to
provide a shelf registration statement to cover resales of the notes under certain circumstances. Given the
delay in the completion of the audit of our 2005 financial statements, we have been unable to consummate
the exchange offer by July 9, 2006. Therefore, since July 9, 2006, we have been paying penalty interest
on the notes. Under the registration rights agreement, we are required to pay additional interest on the
notes equal to 0.25% per year on the principal amount of notes for the first 90 days following any
registration default, increasing by an additional 0.25% for each subsequent 90-day period, up to a
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maximum additional interest of 1.0% per year. Following the cure of all registration defaults, the accrual
of additional interest will cease. We are using our best efforts to consummate the exchange offer and
expect to do so as soon as practicable, subject to completion of the SEC’s review.

The senior secured notes and senior subordinated notes are not listed on any national securities
exchange in the United States. Application has been made to the Irish Stock Exchange for the outstanding
senior secured notes to be admitted to the Official List and trading on its regulated market. However,
there can be no assurance that the senior secured notes will become or 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 certain exceptions):

(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.

As of December 31, 2005, the capital stock of the following subsidiaries of Pregis constitute
collateral for the senior secured floating rate notes:

As of December 31, 2005

Amount of Collateral Book Value Market Value
(Maximum of Book Value of Capital Stock  of Capital Stock
Name of Subsidiary and Market Value)
Pregis (Luxembourg) Holding S.ar.1. (66%) $23,700,000 $40,643,000 $40,789,000
Pregis Innovative Packaging Inc. $23,700,000 $36,172,000 $37,900,000
Hexacomb Corporation $8,500,000 $8,438,000 $8,500,000
Pregis Management Corporation $100 $100 $100

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 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, 2005 exchange rate of euros to
U.S. dollars of 0.8440, approximately $23.7 million. As of December 31, 2005, the book value and the
market value of the shares of capital stock of Pregis Innovative Packaging Inc. were approximately $36.2
million and $37.9 million, respectively, and the book value and the market value of 66% of the shares of
capital stock of Pregis (Luxembourg) Holding S.ar.l. were approximately $40.6 million and $40.8 million,
respectively. Therefore, in accordance with the collateral agreement, the collateral pool for the senior
secured floating rate notes includes approximately $23.7 million with respect to the shares of capital stock
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of each of Pregis Innovative Packaging Inc. and Pregis (Luxembourg) Holding S.ar.l. Since the book
value and market value of the shares of capital stock of Pregis’s other two domestic subsidiaries are less
than the $23.7 million threshold, they are not effected by the 20% clause of the collateral agreement.

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, 2005, the book value of the collateral for the senior secured floating rate notes totaled
approximately $532.4 million. The value of the collateral has not changed materially as of June 30, 2006.
Any proceeds received upon the sale of collateral would be paid first to the lenders under Pregis’s 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.

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 and the cumulative effect of a change in
accounting principles. 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.

The following table sets forth the Fixed Charge Coverage Ratio, Consolidated Cash Flow

(“Adjusted EBITDA”), Fixed Charges, Secured Indebtedness Leverage Ratio and Secured Indebtedness
as of and for the twelve months ended June 30, 2006:
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(unaudited) Covenant Calculated at

(dollars in thousands) Measure June 30, 2006

Fixed Charge Coverage Ratio (after giving pro forma effect Minimum of 2.0x 2.2x
to the Transactions)

Secured Indebtedness Leverage Ratio Maximum of 3.0x 1.9x

Consolidated Cash Flow (“Adjusted EBITDA”) — $ 92,578

Fixed Charges (after giving pro forma effect to the Transactions) — $ 42,617

Secured Indebtedness — $ 173,886

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, 2006 (represented by the
combined Predecessor and Successor periods), as follows:

Twelve months

(unaudited) ended
(dollars in thousands) June 30, 2006
Net income of Pregis Holding II Corporation $ 4,216
Interest expense, net of interest income 31,204
Income tax expense 5,254
Depreciation and amortization 45,879
EBITDA 86,553
Other non-cash charges (income): (1)

Impact attributable to application of purchase accounting 5,045

Non-cash restructuring income (40)

Non-cash stock based compensation expense 93

Unrealized foreign currency transaction gains, net (3,107)
Net unusual or nonrecurring gains or losses: (2)

Gain on sale of securities and other 85

Realized gain on foreign exchange forward contract (5,441)

Executive management severance and recruiting expenses 1,865

Nonrecurring charges related to acquisitions and dispositions 4,516
Other adjustments: (3)

Amounts paid pursuant to management agreement with Sponsor 1,157
Pro forma cost savings (4) 1,852
Adjusted EBITDA (“Consolidated Cash Flow™) $ 92,578

(1)  Other non-cash charges (income) included as adjustments per our indenture covenants include (a)
$5.0 million of non-cash expense recorded to cost of sales in the twelve-month period due to the
step-up of inventory under purchase accounting, (b) the credit for the net reversal of the remaining
restructuring accrual which had been estimated for the 2004 restructuring program, (c) non-cash
compensation expense arising from the grant of Company options, and (d) net unrealized foreign
exchange currency transaction gains and losses.

(2)  As provided by our indentures, we took adjustments for unusual gains relating to the gain realized
on the 2005 sale of our shares in Duales Systems Deutschland, a German recycling company, as
well as the gain realized on the foreign exchange forward contract which settled favorably upon

commencement of the Acquisition. Adjustment has also been made for severance expenses related
to the separation of former executive management, as well as recruiting costs to locate the CEO and
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CFO replacements, as these were deemed to be nonrecurring in nature. The indentures also allow
for adjustment of costs and expenses related to acquisition and disposition transactions.

(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 cost savings
that we expect to achieve with respect to acquisitions or dispositions. Therefore, for the twelve
month period presented, we have reflected pro forma cost savings of approximately $0.7 million
from fully funding two U.K. pension plans in connection with the Acquisition, as well as
approximately $1.2 million of incremental savings from operating on a stand-alone basis. In the
Predecessor period of fiscal 2005, Pactiv charged us for legal, finance, human resources and other
similar costs incurred to directly support our business operations. The pro forma adjustments
represent management’s best estimate of the savings achievable in providing these support services
on a stand-alone basis, as well as elimination of estimated intra-company gains and losses on
historical intra-company sales with other Pactiv divisions. This activity is being conducted on an
arm’s length basis since the Acquisition. There can be no assurance that we will be able to achieve
these pension or stand-alone savings.

Use of Non-GAAP Measures. EBITDA is defined as net income before interest expense (net of
interest income), income tax expense, depreciation and amortization, and goodwill impairment. Adjusted
EBITDA is defined as EBITDA adjusted to exclude the items described above. As mentioned previously,
we have presented Adjusted EBITDA because it is a component in material covenants within our
indentures (referred to therein as “Consolidated Cash Flow”). Also, we believe that EBITDA and
Adjusted EBITDA are frequently used by securities analysts, investors and other interested parties in the
evaluation of companies within our industry. We also believe that issuers of high yield securities present
these figures because investors, analysts and rating agencies consider them useful in measuring the ability
of issuers to meet debt service obligations. However, EBITDA and Adjusted EBITDA are not defined
terms under GAAP and should not be considered as alternatives to operating income or net income as a
measure of operating results or as an alternative to cash flows as a measure of liquidity.

Long-term Liquidity. Our primary future cash needs will consist of debt service and capital
expenditures. We incur capital expenditures for the purpose of maintaining and replacing existing
equipment and facilities, and from time to time, for facility expansion. We anticipate that the funds
generated by our operations, as well as funds available under Pregis’s senior secured credit facilities, will
be sufficient to meet working capital requirements and to finance capital expenditures over the next
twelve 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 of 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 the Company’s Annual Report on Form 10-K for the year ended December 31, 2005 may also
significantly impact our liquidity.
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CRITICAL ACCOUNTING POLICIES AND ESTIMATES

In preparing its consolidated financial statements, the Company follows accounting principles
generally accepted in the United States of America. The application of these principles requires
significant judgments or an estimation process that can affect the results of operations, financial position
and cash flows of the Company, as well as the related footnote disclosures. The Company continually
reviews its accounting policies and financial information disclosures. There have been no material
changes in policies or estimates since December 31, 2005, with the exception of the adoption of SFAS
123R, which did not have a significant impact on the Company’s operating results.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

There have been no material changes to the Company’s exposures to market risk since December 31,
2005.

Item 4. Controls and Procedures

The registrant maintains disclosure controls and procedures, as defined in Rule 13a—15 under the
Securities Exchange Act of 1934, as amended, that are intended to ensure that information required to be
disclosed in the registrant’s reports that it files or submits under the Exchange Act is recorded, processed,
summarized and reported within the time periods specified in the Securities and Exchange Commission’s
rules and forms and that the registrant’s employees accumulate this information and communicate it to the
registrant’s management, including its Chief Executive Officer (its principal executive officer) and its
Chief Financial Officer (its principal financial officer), as appropriate, to allow timely decisions regarding
the required disclosure. In designing and evaluating the disclosure controls and procedures, management
recognizes that any controls and procedures, no matter how well designed and operated, can provide only
reasonable assurance of achieving the desired control objectives, and management necessarily must apply
its judgment in evaluating the cost-benefit relationship of possible controls and procedures.

As required by paragraph (b) of Rule 13a-15 under the Exchange Act, our management, under the
supervision and with the participation of our Chief Executive Officer and our Chief Financial Officer,
evaluated the effectiveness of our disclosure controls and procedures (as such term is defined in Rules
13a-15(e) and 15d-15(e) under the Exchange Act) as of December 31, 2005. Based on this evaluation,
which included consideration of the material weaknesses described below, our management, including
our Chief Executive Officer and our Chief Financial Officer, concluded that as of December 31, 2005, the
Company’s disclosure controls and procedures were not effective. In addition, another material weakness
was identified as of March 31, 2006, as described below. In its reevaluation of the Company’s disclosure
controls and procedures as of June 30, 2006, the Chief Executive Officer and Chief Financial Officer
noted certain incremental improvements. However, the Company has not yet completed its remediation
of the material weaknesses noted.

In light of these material weaknesses, we performed additional analyses and other post-closing
procedures to ensure that the consolidated and combined financial statements included within this
Quarterly Report fairly present, in all material respects, the Company’s financial position, results of
operations and cash flows for the periods presented.

As mentioned above, our evaluation of disclosure controls and procedures as of December 31, 2005

resulted in the identification of material weaknesses in our internal controls over financial reporting. The
material weaknesses identified were as follows:
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¢ We did not maintain effective controls over the preparation, review and presentation of financial
information prepared in accordance with U.S. generally accepted accounting principles. Specifically,
effective controls were not designed and in place to adequately prepare and review the consolidated
and combined financial information. This control deficiency could result in misstatement in a number
of our financial statement accounts, resulting in a material misstatement to our interim or annual
financial statements that would not be prevented or detected.

e We did not maintain effective internal controls over the completeness and accuracy of the accounting
for income taxes. Specifically, effective controls were not designed and in place to adequately review
the tax provisions of all of the Company’s subsidiaries, which resulted in adjustments to certain tax-
related accounts. This weakness could result in a material misstatement of our current or deferred tax
balances or our tax expense accounts within our interim or annual financial statements that would not
be prevented or detected.

e Additionally, our evaluation of disclosure controls and procedures as of March 31, 2006 resulted in
the identification of an additional material weakness in our internal controls, whereby certain account
reconciliations were not effectively prepared in a timely manner. This weakness could result in
misstatement in a number of our financial statement accounts, resulting in a material misstatement to
our interim or annual financial statements that would not be prevented or detected.

We continue to believe these deficiencies were in part a result of insufficient staffing of our
accounting and finance department. We believe we lacked sufficient depth of accounting knowledge,
experience and training within certain of our businesses and our corporate accounting function,
commensurate with the financial reporting requirements brought about by the Acquisition. Additionally,
we believe we lacked sufficient knowledge and visibility to certain financial information prepared in the
Predecessor period.

During the period covered by this report, the Company has taken steps to improve its control
activities and procedures and continues to take further steps with regard to these matters. Specifically, we
have recently hired additional accounting and finance staff with appropriate experience and technical
knowledge, but continue to try to fill certain finance related positions. Additionally, we have engaged
consultants to assist in formulating and documenting accounting processes, policies and procedures to
adequately perform the income tax accounting and corporate consolidation processes.

PART Il - 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.
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Item 1A. Risk Factors

There have been no material changes to the risk factors that were included in the Company’s Annual
Report on Form 10-K for the year ended December 31, 2005.

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.

Item 6.  Exhibits

None.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused
this report to be signed on its behalf by the undersigned, thereunto duly authorized.

Date: October 6, 2006
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By:

/s/ Timothy J. Cunningham
Timothy J. Cunningham

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



