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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q
QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended September 30, 2007
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from
to
Commission file number 001-31922

TEMPUR-PEDIC INTERNATIONAL INC.
(Exact name of registrant as specified in its chaer)

Delaware 33-102219¢
(State or other jurisdiction of (I.LR.S. Employer
incorporation or organization) Identification No.)

1713 Jaggie Fox Way
Lexington, Kentucky 40511
(Address, including zip code, of principal executig offices)
Registrant’s telephone number, including area code(800) 878-8889

Indicate by check mark whether the registrant ¢ filed all reports required to be filed by Seeti or 15(d) of the Securities Exchange
of 1934 during the preceding 12 months (or for sstobrter period that the registrant was requirdilésuch reports), and (2) has been

subject to such filing requirements for the pasta@s. Yes[x] No O

Indicate by check mark whether the Registrantlé&sge accelerated filer, an accelerated filer, noa-accelerated filer. See definition of
“accelerated filer and large accelerated filerRinle 12b-2 of the Exchange Act. (Check one):

Large accelerated fileix] Accelerated filed Non-accelerated fildr
Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Exgle Act.): YesLl  No

The number of shares outstanding of the regissammmon stock as of October 31, 2007 was 75,12GBares.
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Special Note Regarding Forward-Looking Statements

This quarterly report on Form 10-Q, including théormation incorporated by reference herein, costéforward-looking
statements” within the meaning of Section 27A & 8ecurities Act of 1933, as amended, and Secfi&no? the Securities Exchange Act of
1934, as amended, which include information coringrour plans, objectives, goals, strategies, &utwents, future revenues or performa
capital expenditures, the impact of the adoptioreoéntly issued accounting pronouncements, tregipatsecurities class action lawsuits,
related and other lawsuits and pending tax assesspgtatements relating to the impact of initiasivo accelerate growth, expand market
share, maintain costs and improve manufacturinguartivity, the rollout and market acceptance of qeaducts, increase in brand awaren
growth in international sales, the renewal of alweatising campaign, the conversion of our operatim Austria and Australia to wholly-
owned subsidiaries, our new manufacturing facilitjiNew Mexico, our growth in stand-alone pillowess| the existence and realization of our
net operating losses, and the impact of the castiedid and stock repurchase program and othema#ton that is not historical information.
Many of these statements appear, in particulareutiee heading “Management’s Discussion and AngalysFinancial Condition and Results
of Operations” in ITEM 2 of Part | of this repo¥i/hen used in this report, the words “estimates¢pets,” “anticipates,” “projects,” “plans,”
“intends,” “believes” and variations of such wotssimilar expressions are intended to identifyvamd-looking statements. These forward-
looking statements are based upon our current édi@ts and various assumptions. There can beswawce that we will realize our
expectations or that our beliefs will prove correct

There are a number of risks and uncertaintiesdbiald cause our actual results to differ materitthyn the forward-looking
statements contained in this report. Importantfigcthat could cause our actual results to diffatemally from those expressed as forward-
looking statements are set forth in this reporiuding under the heading “Risk Factotsider ITEM 1A of Part Il of this report and undke
heading “Risk Factors” under Item IA of Part | efr@nnual report on Form 1-There may be other factors that may cause duahresult:
to differ materially from the forward-looking statents.

All forward-looking statements attributable to ygby only as of the date of this report and areresgly qualified in their entirety by
the cautionary statements included in this refiortept as may be required by law, we undertakebfigation to publicly update or revise ¢
of the forward-looking statements, whether as alte$ new information, future events, or otherwise

When used in this report, except as specificalted@therwise, the term “Tempur-Pedic Internatidnaflers to Tempur-Pedic
International Inc. only, and the terms “Companyy¥&;” “our,” “ours” and “us” refer to Tempur-Pedinternational Inc. and its consolidated
subsidiaries.
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FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
TEMPUR-PEDIC INTERNATIONAL INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF INCOME
(In thousands, except per share amounts)

(Unaudited)
Three Months Ended Nine Months Ended
September 30, September 30,
2007 2006 2007 2006

Net sales $ 294,09: $ 240,91° $ 817,76t $ 688,46!
Cost of sales 152,48: 124,89: 423,93( 354,67.
Gross profit 141,61( 116,02: 393,83t 333,79
Selling and marketing expens 48,83( 41,82% 144,63( 127,23(
General and administrative expen 23,62¢ 19,23t 68,497 55,52
Research and development expenses 1,60: 1,24( 4,27¢ 3,031
Operating incom: 67,54¢ 53,72: 176,43: 148,01:
Other expense, n

Interest expense, n (8,267) (6,729 (21,399 (17,407

Loss on extinguishment of de — — (12€) —

Other expense, net (33) (183) (410) (142)

Total other expens (8,299 (6,917 (21,930 (17,549
Income before income tax 59,25¢ 46,81( 154,50: 130,46°
Income tax provision 20,43] 17,947 52,97 48,59¢
Net income $ 38,81t $ 28,86: $ 101,52¢ $ 81,86¢

Earnings per common sha

Basic $ 05C $ 0.3t $ 1.2 $ 0.9¢

Diluted $ 0.4¢ $ 034 $ 12z $ 0.92
Cash dividend per common shi $ 0.0¢ — $ 0.22 —
Weighted average common shares outstani

Basic 77,712¢ 82,94¢ 81,52: 85,53

Diluted 79,17 85,68 83,06¢ 88,66¢

See accompanying Notes to Condensed Consolidated¢tal Statements.
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TEMPUR-PEDIC INTERNATIONAL INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands, except per share amounts)

ASSETS
Current Assets
Cash and cash equivale
Accounts receivable, n
Inventories
Prepaid expenses and other current a
Income taxes receivak
Deferred income taxes

Total Current Asset

Property, plant and equipment,

Goodwill

Other intangible assets, |

Deferred financing costs and other non-curassets, net
Total Assets

LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities:

Accounts payabl

Accrued expenses and ot

Income taxes payak

Current portion of long-term debt
Total Current Liabilities

Lonc-term debr

Deferred income taxt
Other non-current liabilities

Total Liabilities

Commitments and contingenc—see Note °

Stockholder Equity:

Common stock—$.01 par value; 300,000 shartwered; 99,215 shares issued as of September 3

2007 ancDecember 31, 200
Additional paid in capite
Retained earnin¢
Accumulated other comprehensive incc

Treasury stock, at cost; 24,110 and 15,998eshas of September 30, 2007 and December 31, 200¢€

respectively
Total Stockholders’ Equity

Total Liabilities and Stockholders’ Equity

September
30, December 3!
2007 2006
(Unaudited)
$ 23,58( $ 15,78¢
165,73! 142,05¢
82,06¢ 61,73¢
13,05 8,002
58¢
9,56¢ 9,38:
293,99¢ 237,55t
208,14( 215,42¢
198,62: 198,20°
69,01« 70,82¢
4,044 3,64¢
$ 773,82( $ 725,66¢
$ 64,88( $ 51,22(
74,364 61,05(
15,75 —
282 19,497
155,27 131,76’
555,80! 341,63!
34,29 38,53¢
33C 38C
745,70t 512,31¢
992 992
280,63t 264,70¢
207,79° 140,60¢
11,58¢ 3,992
(472,899 (196,957
28,11« 213,34
$ 773,820 $ 725,66t

See accompanying Notes to Condensed Consolidatadi¢ial Statements.
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TEMPUR-PEDIC INTE RNATIONAL INC. AND SUBSIDIARIES

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

CASH FLOWS FROM OPERATING ACTIVITIES
Net income
Adjustments to reconcile net income to nehgasvided by
operating activities
Depreciation and amortizati
Amortization of deferred financing co
Loss on extinguishment of di
Amortization of sto-based compensatic
Provision for doubtful accour
Deferred income tax
Foreign currency adjustme
Loss on sale of equipme
Changes in operating assets and liadsli
Accounts receivat
Inventorie
Prepaid expenses and other cursssts
Accounts payak
Accrued expenses and o
Income taxe
Excess tax benefit from stock-loasempensation

Net cash provided by operating activi

CASH FLOWS FROM INVESTING ACTIVITIES
Payments for trademarks and other intelleqtoaperty
Purchases of property, plant and equipr
Acquisition of businesses, net of ci
Proceeds from sale of equipment

Net cash used by investing activi

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from lo-term revolving credit facility
Repayments of loi-term revolving credit facility
Repayments of lo-term debt
Proceeds from issuance of Series A IndusR&lenue Bond
Repayments of Series A Industrial Revenue B
Proceeds from exercise of stock opti
Excess tax benefit from stock based compens
Treasury stock repurchas
Dividends paid to stockholde
Payments for deferred financing costs

Net cash used by financing activit
NET EFFECT OF EXCHANGE RATE CHANGES ON CAS
Increase/(Decrease) in cash and cash equivi
CASH AND CASH EQUIVALENTS, beginning of period

CASH AND CASH EQUIVALENTS, end of period

Supplemental cash flow informatic
Cash paid during the period fi
Interest
Income taxes, net of refun

See accompanying Notes to Condensed Consolidated ¢tal Statement

Nine Months Ended
September 30,

2007 2006
101,52¢ $  81,86¢
25,32¢ 18,64(
71¢ 1,47¢
12€ —
5,081 2,672
4,541 2,81¢
(3,101) (2,479)
661 247
101 207
(22,58%) (23,696
(14,22%) 18,54¢
(5,035) 72E
10,25( 5,351
10,63¢ 3,98¢
25,86+ 28,92¢
(10,025) (6,189)
129,86( 133,09
(63€) (699)
(8,181) (24,159
(5,756) —
13€ 83
(14,43%) (24,77%)
347,54° 152,00(
(119,29 (55,000)
(45,41¢) (70,627)
15,38¢ —
(5,765) (3,840
8,07¢ 3,401
10,02t 6,18¢
(299,99¢) (144,000
(17,89%) —
(1,530) (698)
(108,86:) (112,570
1,237 1,657
7,79z (2,602)
15,78¢ 17,85¢
2358 $  15,25:
19,24: $  23,56(
30,94¢ $  22,66:
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TEMPUR-PEDIC INTERNATIONAL INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (Unaudited)
(In thousands, except per share amounts)

(1) Summary of Significant Accounting Policies

(a) Basis of Presentation and Description of Businesg&mpur-Pedic International Inc., a Delaware coagion, together with its
subsidiaries is a U.S.-based, multinational comp@hg term “Tempur-Pedic International” refers ®nipur-Pedic International Inc. only,
and the term “Company” refers to Tempur-Pedic magpnal Inc. and its consolidated subsidiaries.

The Company manufactures, markets, alt&lg#ows, mattresses, and other related produidie Company manufactures
essentially all its pressure-relieving TEMP8Rroducts at three manufacturing facilities, witledacated in Denmark and two in the U.S.
The Company has sales distribution subsidiariesatipg in the U.S., Europe, and Asia Pacific ansl théd party distribution arrangement:
certain other countries where it does not haveidiav®s. The Company sells its products througlr &ales channels: Retail, Direct,
Healthcare, and Third party.

The accompanying unaudited Condenseddlidased Financial Statements have been preparadcordance with the
instructions to Form 10-Q and Article 10 of RegigdatS-X and do not include all of the informatiomdadisclosures required by generally
accepted accounting principles in the United StéteS. GAAP) for complete financial statements. éatingly, these unaudited Condensed
Consolidated Financial Statements should be readnjunction with the consolidated financial staters of the Company and related
footnotes for the year ended December 31, 2006)ded in the Company’s Annual Report on Form 10FKe balance sheet as of December
31, 2006 has been derived from the audited coregelitifinancial statements as of that date but doemclude all of the information and
footnotes required by U.S. GAAP for complete finahstatements.

The results of operations for the integeniods are not necessarily indicative of reswiltsperations for a full year. It is the
opinion of management that all necessary adjussrfent fair presentation of the results of operatifor the interim periods have been m
and are of a recurring nature unless otherwisdatied herein.

(b)Reclassifications—Certain prior period amounts have been reclassifieconform to the 2007 presentation including the
presentation of Selling and marketing expensesGerkeral and administrative expenses in the Conddbeasolidated Statements of Income
and the presentation of Accounts payable and Adcexpenses and other in the Condensed ConsoliBaladce Sheets and the Condensed
Consolidated Statements of Cash Flows. These chafggrot materially affect previously reported siis within the Condensed
Consolidated Financial Statements for any previmrgod presented.

(c)Basis of Consolidation-The accompanying financial statements includeat®unts of Tempur-Pedic International and its
subsidiaries. All subsidiaries are wholly ownedetnompany balances and transactions have beeimated.

(d)Use of Estimates-The preparation of financial statements in confgywith U.S. GAAP requires management to make
estimates and assumptions that affect the repartemints of assets and liabilities and disclosur@atingent assets and liabilities at the date
of the financial statements and the reported ansoofitevenues and expenses during the reportingdoekctual results could differ from
those estimates.

(e)Foreign Currency Translatior—Assets and liabilities of non-U.S. subsidiariebpge functional currency is the local
currency, are translated at period-end exchangs.ritcome and expense items are translated avérage rates of exchange prevailing
during the period.
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(f) Financial Instruments and HedgirgDerivative financial instruments are used withie hormal course of business and are used
to manage foreign currency exchange rate risk. § metruments are short term in nature and arestufy fluctuations in foreign exchange
rates and credit risk. Credit risk is managed thhotlhe selection of sound financial institutionsaanterparties. The changes in fair market
value of foreign exchange derivatives are recoghibeough earnings.

The carrying value of Cash and cash edeits, Accounts receivable, and Accounts paygtpecximate fair value because of
the short-term maturity of those instruments. Baings under the 2005 Senior Credit Facility (asrasaf in Note (4)(b)) and under the
Industrial Revenue Bonds (as defined in Note (} 40 at variable interest rates and accordingdyr ttarrying amounts approximate fair
value.

(g)Cash and Cash EquivalentsCash and cash equivalents consist of all investsneith initial maturities of three months or
less.

(h)inventories—Inventories are stated at the lower of cost orkeiaidetermined by the first-in, first-out methaaid consist of
the following:

September
30, December 3!
2007 2006
Finished good $ 56,34¢ $ 41,847
Work-in-process 7,73¢ 6,39¢
Raw materials and supplies 17,97¢ 13,49¢

$ 82,06t $ 61,73¢

() Long Lived Assets-In accordance with Statement of Financial Accaumttandards (SFAS) 144, “Accounting for the
Impairment or Disposal of Long-lived Assets,” loliged assets are reviewed for impairment whenevenss or changes in circumstances
indicate that the carrying amount of an asset nuyoa recoverable. Recoverability of long-livededsss assessed by a comparison of the
carrying amount of the asset to the estimated éutendiscounted net cash flows expected to be gexkby the asset. If estimated future
undiscounted net cash flows are less than theingramount of the asset or group of assets, tret Essonsidered impaired and an expen:
recorded in an amount required to reduce the cagrgimount of the asset to its then fair value.

())Goodwill and Other Intangible AssetsSFAS 142, “Goodwill and Other Intangible Assetstjuires that intangible assets v
estimable useful lives be amortized over their eespe estimated useful lives to their estimatesidieal values and reviewed for impairment
in accordance with SFAS 144. The Company perfommareual impairment test on all existing goodwiltlather indefinite-life intangibles
in the fourth quarter of each year. The Companjopered the annual impairment test in the fourthrtpraof 2006 on all existing goodwiill
and certain other intangible assets and no impairesdsted as of December 31, 2006. If facts armimistances lead the Company’s
management to believe the existing goodwill oraiarbther intangible assets may be impaired, thegamy will evaluate the extent to which
the related cost is recoverable by comparing thedéundiscounted cash flows estimated to be assatwith that asset to the asseatarrying
amount and write-down that carrying amount to Yaiue to the extent necessary.
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The following table summarizes information relatioghe Company’s Other intangible assets:

September 30, 2007 December 31, 200
Useful Gross Net Gross Net
Lives Carrying Accumulated Carrying Carrying Accumulatec Carrying
(Years) Amount Amortization Amount Amount Amortization Amount
Unamortized
indefinite life
intangible asset:
Trademark: $ 55,000 $ — $ 55,000 $ 55,000 $ — ¢ 55,00(
Amortized intangible
assets
Technology 10 $ 16,000 $ 7,861 $ 8,13 $ 16,000 $ 6,667 $ 9,33:
Patents & Other
Trademarks 5-20 10,78( 7,40¢ 3,37t 10,10¢ 6,47( 3,63t
Customer databa: 5 4,85 4,22¢ 62¢ 4,20( 3,50( 70C
Foam formula 10 3,70( 1,81¢ 1,881 3,70( 1,547 2,15¢
Total $ 90,33 $ 21,31¢ $ 69,01 $ 89,00f $ 18,17¢ $ 70,82¢

Amortization expense relating to intangible asgatshe Company was $1,063 and $1,021 for the thmeeths ended September 30,
2007 and September 30, 2006, respectively. Fonittemonths ended September 30, 2007 and Sept&Dpb2006 amortization expense
relating to intangible assets was $3,140 and $3@&pectively.

The changes in the carrying amount of Goodwilltfa nine months ended September 30, 2007 arelaw$ol

Balance as of December 31, 2( $ 198,20°
Goodwill acquired during the perii 2,18¢
Foreign currency translation adjustments ahéro (1,779

Balance as of September 30, 2007 $ 198,62:

Goodwill as of September 30, 2007 and Decembe2@16 has been allocated to the Domestic and Irttena segments as follow

September 3C December 3:

2007 2006
Domestic $ 89,92¢ $ 89,92¢
International 108,69 108,27¢

$ 198,62 $ 198,20

On September 3, 2007, the Company acquired thésrighsell its products in the Australian marketvadl as certain assets of its
Australian third party distributor. The total puase price was approximately $4,800. The assethased were initially valued at
approximately $2,900 and include inventory anddigssets, among other assets. The remainder ptitbhase price was allocated to
Goodwill. As a Third-party distributor, for the éigmonths ended August 31, 2007 Australia contebbtpproximately $2,500 in Net sales
and for the full year 2006, Australia contributggpeoximately $3,500 in Net sales.

On January 1, 2007, the Company acquired its thandy distributor in Austria for approximately $0@

9
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(k) Accrued Sales ReturasEstimated sales returns are provided at the tihsale based on historical sales channel retuasrdte
return rates are typically lower within the Retdibinnel as compared to the Direct channel. Estiarfatere obligations related to these reti
are provided by a reduction of sales in the peinoghich the revenue is recognized. The Comparoneiproduct returns up to 120 days
following a sale through certain sales channelsandertain products. Accrued sales returns ataded in Accrued expenses and other ir
accompanying Condensed Consolidated Balance Sheets.

The Company had the following activity for saletiras from December 31, 2006 to September 30, 2007:

Balance as of December 31, 2( $ 5,88:
Amounts accrue 33,93t
Returns charged to accrual (33,676)

Balance as of September 30, 2007 $ 6,142

(I) Warranties—The Company provides a 20-year warranty for Uassand a 15-year warranty for non-U.S. sales aitresses,
each prorated for the last 10 years. The Compaw/mbvides a 2-year to 3-year warranty on pillostimated future obligations related to
these products are provided by charges to opegaiiotihe period in which the related revenue i9gaized. Warranties are included in
Accrued expenses and other in the accompanying€@sed Consolidated Balance Sheets.

The Company had the following activity for warrastfrom December 31, 2006 to September 30, 2007:

Balance as of December 31, 2( $ 2,90z
Amounts accrue 2,54¢
Warranties charged to accrual (2,170

Balance as of September 30, 2007 $ 3,27¢

The New Mexico manufacturing facility has succebgftompleted the start-up phase of production.ibgithe start-up phase, the
Company was accruing for potential incremental sty charges. As the start-up phase is completehenfacility’s quality is meeting or
exceeding the Company’s standards, the Compangdased accruing for potential start-up phase warraatters.

10
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(m) Income Taxes—Deferred tax assets and liabilities are recognfeethe future tax consequences attributable pterary
differences between the financial statement cagrgimounts of existing assets and liabilities amd tlrespective tax bases. Deferred tax as
and liabilities are measured using enacted tas etpected to apply to taxable income in the ymanghich those temporary differences are
expected to be recovered or settled. The Compamgidarly under audit by tax authorities aroungworld. The Company accounts for
uncertain foreign and domestic tax positions asired by Financial Accounting Standards Board (FA8®erpretation No. 48, “Accounting
for Uncertainty in Income Taxes” (FIN 48) accordiogthe facts and circumstances in the variouslatony environments.

(n)Accumulated Other Comprehensive Incem€he adjustment resulting from translating the ficial statements of foreign
subsidiaries is included in Accumulated other caghpnsive income, a component of StockholdEgglity. Foreign currency transaction ge
and losses are reported in results of operatioaaf/September 30, 2007, Accumulated other compthe income consists solely of
$11,586 in foreign currency translation adjustmente change in Accumulated other comprehensiveniecfor the nine months ended
September 30, 2007 is $7,594.

(o) Revenue Recognitior-Sales of products are recognized when the pro@duetshipped to customers and the risks and reveérds
ownership are transferred. The Company extendstdrased on the creditworthiness of its custométs.collateral is required on sales made
in the normal course of business. The allowancedmbtful accounts is the Company’s best estimbtlkeoamount of probable credit losses
in the Company’s existing accounts receivable. Thepany determines the allowance based on histevig@-off experience. The Compa
regularly reviews the adequacy of its allowancedimubtful accounts. Account balances are chargeagafinst the allowance after all means
of collection have been exhausted and the potefotiaecovery is considered remote. The allowancelbubtful accounts included in
Accounts receivable, net in the accompanying Cosel@iConsolidated Balance Sheets were $7,672 ahii4bés of September 30, 2007 and
December 31, 2006, respectively.

The Company reflects all amounts billed to custanfier shipping and handling in Net sales and tretscimcurred from shipping and
handling product in Cost of sales. Amounts inclugteblet sales for shipping and handling were apipnately $2,745 and $2,437 for the th
months ended September 30, 2007 and Septembed@®, r&spectively. For the nine months ended Sdmte 30, 2007 and September 30,
2006 amounts included in Net sales for shippinglaamtlling were approximately $8,370 and $8,093getively. Amounts included in Cost
of sales for shipping and handling were approxitge#21,767 and $18,977 for the three months endgdenber 30, 2007 and Septembel
2006, respectively. Amounts included in Cost oésdbr shipping and handling were approximately,482 and $53,790 for the nine months
ended September 30, 2007 and September 30, 2Gpectevely.

(p) Advertising Costs—The Company expenses advertising costs as incareght for production costs and advance payments,
which are deferred and expensed when advertisemantsr the first time. Direct response advancgnpents are deferred and are amortized
over the life of the program.

(g) Treasury Stock—The Board of Directors may authorize share repasehl of the Company’s common stock (Share Repwchas
Authorizations). Share repurchases under these@zgtions may be made through open market traiose;tnegotiated purchase or
otherwise, at times and in such amounts as the @oy@nd a committee of the Board, deem appropi&tares repurchased under Share
Repurchase Authorizations are held in treasurgéoreral corporate purposes, including issuancesrwadious employee stock option plans.
Treasury shares are accounted for under the cabbohand reported as a reduction of Stockholdeysite. Share Repurchase Authorizations
may be suspended, limited or terminated at any tiitfeout notice.

(r) Stock-Based CompensatieAThe Company adopted SFAS 123R, “Share-Based Pay{&PAS 123R) on January 1, 2006 us
the modified prospective method for the transiti@EAS 123R requires compensation expense relttisgare-based payments be
recognized in the financial statements. The costdasured at the grant date, based on the calddtitesalue of the award, and is recognized
as an expense over the vesting period of the equigyd.

Prior to the adoption of SFAS 123R, trmmpany presented all tax benefits of deductiongltiag from the exercise of stock
options as operating cash flows in the Statemef@ash Flows. SFAS 123R requires the cash flowdtmegdrom the tax benefits resulting
from tax deductions in excess of the compensaiish recognized for those options (excess tax bisrfedim stock-based compensation) to be
classified as financing cash flows.

11
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(2) Recently Issued Accounting Pronouncements

In September 2006, the FASB issued SFAS 157, ‘Valme Measurements,” which defines fair value, ldighes a framework for
measuring fair value in U.S. GAAP, and expandsldgge about fair value measurements. The Compaayaluating the potential impact of
adopting SFAS 157, which is effective for fiscahyg beginning after November 15, 2007.

In February 2007, the FASB issued SFAS, 1Bhe Fair Value Option for Financial Assets dfidancial Liabilities+ncluding ar
amendment to FASB No. 115" (SFAS 159) which permiisties to choose to measure many financialumsénts and certain other items at
fair value that are not currently required to beamwered at fair value. The Company is evaluatingptitential impact of adopting SFAS 159,
which is effective for fiscal years beginning aftiésvember 15, 2007.

(3) Property, Plant and Equipment

Property, plant and equipment, net consisted ofdtewing:

Septembel
30, 2007 December 31, 20(
Land and building: $ 12265¢ $ 75,00¢
Machinery and equipme 179,51: 111,02«
Construction in progress 6,86¢ 104,82«
309,04: 290,85:
Total accumulated depreciation (100,901 (75,425
$ 208,14 $ 215,42

Construction in progress includes capitalized egecosts of $0 and $7,879 as of September 30, 28 December 31, 2006,
respectively, in connection with the constructidmssets in 2006. Upon substantial completion efdbnstruction phase of the Albuquerque,
New Mexico manufacturing facility in January, 200 Company ceased capitalizing interest costgiieduor this project. Additionally
Construction in progress includes $1,893 and $f&6is also included in Accounts payable as of &aper 30, 2007 and December 31, 2!
respectively. These amounts have been excluded @ash flows from investing activities in the Consed Consolidated Statements of Cash
Flows in their respective periods.

(4) Long-term Debt

(a) Long-term Debt—Long-term debt for the Company consisted of thimfang:
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September
30, December 3!
2007 2006

2005 Senior Credit Facility:
Foreign Term Loan , payable to lenders, intereftdgx Rate or LIBOR plus margin (4.78% as of
December 31, 200¢ $ —  $ 43,331
Foreign Long-Term Revolving Credit Facility payabdeenders, interest at Index Rate or LIBOR plus

applicable margin (5.57% and 5.82% at Septembe2@W7 and December 31, 2006, respectively)

commitment through and due June 8, 2 — 14,73
Domestic Long-Term Revolving Credit Facility payalb lenders, interest at

Index Rate or LIBOR plus applicable margin (6.53% &.41% as of September 30, 2007 and December

31, 2006, respectively), commitment through and dluee 8, 201. 497,00( 253,50(

2005 Industrial Revenue Bonds:
Variable Rate Industrial Revenue Bonds Series 200%Arest rate determined by remarketing agentanc
exceed the lesser of (a) the highest rate under sta

law or (b) 12% per annum (5.61% and 5.53% as pfe®eber 30, 2007 and December 31, 20086,

respectively), interest due monthly through and 8aptember 1, 20: 57,78¢ 48,16¢
Other:
Mortgage payable to a bank, secured by certaingotppplant anaquipment and other assets, bearing f
interest at 4.0% to 5.1% 1,302 1,397
556,08’ 361,13:
Less: Current portion (282) (19,497
Long-term debt $ 555,80 $ 341,63!

(b) Secured Credit Financing-©n October 18, 2005, the Company entered into ditagreement (2005 Senior Credit Facil
with a syndicate of banks. On February 8, 2006@nB®ecember 13, 2006 the Company entered into amemtd to its 2005 Senior Credit
Facility, which increased availability, adjustededinancial covenant and added an option to ineréf@s Domestic Revolver by an additional
$50,000 at the discretion of the Company. On Fefgra, 2007, the Company exercised the optioncteemse the Domestic Revolver by an
additional $50,000. On June 8, 2007, the Compatsred into an amendment to its 2005 Senior Creaditliy (Amendment No. 3), which
increased availability, extinguished the foreigmtdoan, eliminated the requirement to reduce thmektic revolver commitment by $3,000
each quarter, added an option to increase the Dianiesvolver by an additional $100,000, eliminatied quarterly redemption of the
Industrial Revenue Bonds (as defined below) andsa€fl certain covenants. In addition, the matwiétie of the 2005 Senior Credit Facility
was extended from October 18, 2010 to June 8, 2@1&njunction with Amendment No. 3, the Companpte-off $126 of deferred
financing fees which were previously capitalizedh. Rugust 6, 2007, the Company exercised the optioncrease the Domestic Revolver by
an additional $100,000.

The 2005 Senior Credit Facility, as amended, ctsmsisdomestic and foreign credit facilities thabyide for the incurrence of
indebtedness up to an aggregate principal amoust40,000. The domestic credit facility is a fiveay, $590,000 revolving credit facility
(Domestic Revolver). The foreign credit facilityadive-year $50,000 revolving credit facility (ledgn Revolver). Both credit facilities bear
interest at a rate equal to the 2005 Senior CFaillity’s applicable margin, as determined in adamce with a performance pricing grid set
forth in Amendment No. 3, plus one of the followiimglexes: LIBOR and for U.S. dollar-denominatedhiwanly, a base rate. The base rate of
U.S. dollar-denominated loans are defined as thledniof either the Bank of America prime rate @& Bederal Funds rate plus .50%. The
Company also pays an annual facility fee on thal srhount of the 2005 Senior Credit Facility. Taeility fee is calculated based on the
consolidated leverage ratio and ranges from .125%5%.
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The 2005 Senior Credit Facility is gudesa by Tempur-Pedic International, as well asagexdther subsidiaries of Tempur-
Pedic International, and is secured by certaindfixed intangible assets of Dan Foam ApS and suimtgrall the Company’s U.S. assets.
The 2005 Senior Credit Facility contains certamaficial covenants and requirements affecting thegamy, including a consolidated interest
coverage ratio and a consolidated leverage ratie.Jompany was in compliance with all covenantsf&eptember 30, 2007.

At September 30, 2007, the Company hiadisd of $640,000 of long-term revolving credit ildies under the 2005 Senior Credit
Facility, which was comprised of the $590,000 DoticeRevolver and the $50,000 Foreign Revolver @xmiliely, the Revolvers). The
Revolvers provide for the issuance of letters efldrwhich, when issued, constitute usage and e=duailability under the Revolvers. The
aggregate amount of letters of credit outstandimden the Revolvers was $67,541 at September 30, 2Ger giving effect to letters of
credit and $497,000 in borrowings under the Dormadgévolver, total availability under the Revolveras $75,459 at September 30, 2007.

(¢) Industrial Revenue Bonds©n October 27, 2005, Tempur Production USA, Insulasidiary of Tempur-Pedic International Inc.
(Tempur Production), completed an industrial rexweeband financing for the construction and equipgh@empur Production’s new
manufacturing facility (the Project) located in Balillo County, New Mexico. Under the terms of firancing, Bernalillo County was to
issue up to $75,000 of Series 2005A Taxable Vagi&adte Industrial Revenue Bonds (the Series A Borifise Series A Bonds are marketed
to third party qualified investors by a remarketagent and secured by a letter of credit issueéuiie Company’s Domestic Revolver. The
Series A Bonds have a final maturity date of Sepeni, 2030. The interest rate on the Series AdBdma weekly rate set by the
remarketing agent, in its sole discretion, thoughinterest rate may not exceed the lesser ofitfeest rate allowed under New Mexico lav
12% per annum. On October 27, 2005, Tempur Pramuntade an initial draw of $53,925 on the SerieBohds. On June 1, 2007, the
Company executed an additional advance of $15,8808® Series A Bonds. Upon completion of this dréag, Company had a total of
$59,705 outstanding under the Series A Bonds. Tdragany used proceeds from the Bonds to pay dowbDdneestic Revolver, among ott
things. No further advances are expected by thepgaosnunder the Series A Bonds.

Bernalillo County also agreed to issue up to $28 80Series 2005B Taxable Fixed Rate IndustrialéRee Bonds (the Series B
Bonds, and collectively with the Series A Bondg, Bonds). The Series B Bonds were sold to TemputdNd.C, are not secured by the
letter of credit described above, and will be HaldTempur World, LLC, representing the Company’siggin the Project. The Series B
Bonds have a final maturity date of September 302The interest rate on the Series B Bonds iglfate7.75%. On October 27, 2005,
Tempur Production made an initial draw of $17,978er the Series B Bonds, which was transferreatbused by Tempur World LLC to
purchase Series B Bonds. On June 1, 2007, the Gompguested an additional advance of $5,127 oS énes B Bonds. Proceeds of this
draw were transferred to and used by Tempur Watl@, to purchase the additional Series B Bonds. Upampletion of this draw, the
Company had a total of $23,103 outstanding undetiries B Bonds. No further advances are expégttiie Company under the Series B
Bonds.

On October 27, 2005, Tempur Production transfeitseititerest in the Project to Bernalillo CountpdaBernalillo County leased the
Project back to Tempur Production on a long-tersidwith the right to purchase the Project for dokar when the Bonds are
retired. Pursuant to the lease agreement, TenmpauBtion will pay rent to Bernalillo County in @mount sufficient to pay debt service on
the Bonds and certain fees and expenses. The Boadst general obligations of Bernalillo Courityf are special, limited obligations
payable solely from bond proceeds, rent paid byder®roduction under the lease agreement, and mfienues. The substance of the
transaction is that Bernalillo County issued then@oon behalf of Tempur Production. Therefore,Gbenpany has recorded the obligatior
long-term debt of $57,785 in its Condensed Conatdid Balance Sheet as of September 30, 2007.
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(5) Stockholders’ Equity

(a) Capital Stock—Tempur-Pedic International authorized shares pitabstock are 300,000 shares of common stockl@m@00
shares of preferred stock. Subject to prefererdtstay be applicable to any outstanding prefestedk, holders of the common stock are
entitled to receive ratably such dividends as nmagdxclared from time to time by the Board of Diogstout of funds legally available for that
purpose. In the event of liquidation, dissolutionwinding up, the holders of the common stockeartitled to share ratably in all assets
remaining after payment of liabilities, subjecipidor distribution rights of preferred stock, ifygrthen outstanding.

(b) Share Repurchase Programs3a January 25, 2007, the Board of Directors autledrihe repurchase of up to $100,000 of the
Company’s common stock. The Company repurchasei) 3lares of the Company’s common stock for a t§télL00,000, from the January
2007 authorization and completed purchases frognattiihorization in June 2007. On July 19, 2007 Bibard of Directors authorized an
additional share repurchase authorization, to @mge up to $200,000 of the Company’s common stlof September 30, 2007, the
Company has repurchased 6,561 shares of the Cofgpaoymon stock for approximately $200,000 fromXhly 2007 authorization and h
completed purchases from the July authorization.

On October 16, 2007, the Board of Directors auteatian additional share repurchase authorizatiap ¢d $300,000 of the
Company’s common stock. Share repurchases undeautiiorization may be made through open markesactions, negotiated purchase or
otherwise, at times and in such amounts as the @om@and a committee of the Board, deem appropiidtis share repurchase authorization
may be suspended, limited or terminated at any tiitfeout notice.

(6) Stock-Based Compensation

The Company applies the provisions of SFAS 123Rckvkstablishes the accounting for employee sbhaded awards. The Compi
currently has three stock-based compensation plla@002 Option Plan (the 2002 Plan), the 2003t dpcentive Plan (the 2003 Plan) and
the 2003 Employee Stock Purchase Plan (the ESPiehate described under the caption “Stock-basedpemsation” in the notes to the
Consolidated Financial Statements of the Compa2@d6 Form 10-K.

The Company granted new options to pueeta and 402 shares of common stock during tlee timd nine months ending
September 30, 2007, respectively. The Company rezed compensation expense of $453 and $752 atssbeidth the 2007 grants during
the three and nine months ended September 30, g&pectively. The Company granted new optionsutetase 110 and 1,470 shares of
common stock during the three and nine months gngeptember 30, 2006, respectively. The Comparogrézed compensation expense of
$484 and $499 associated with the 2006 grants gitiie three and nine months ended September 36, B&Xpectively. As of September 30,
2007, there was $3,069 of unrecognized compenseatipense associated with the options granted ii,200ich is expected to be recorded
over the weighted average remaining vesting pesfdl7 years. The options granted in the three hwahded September 30, 2007 had a
weighted average grant-date fair value of $10.92péon, as determined by the Black-Scholes oppigcing model using the following
assumptions:

Expected volatility of stoc 40-41%
Expected life of options, in yea 5.C

Risk-free interest rat 4.45.C%
Expected dividend yield on sto 1.1%

The Company recorded $1,701 and $1,1@8taf stock-based compensation expense for tlee tmonths ended September 30,
2007 and September 30, 2006, respectively. The @oynpecorded $5,081 and $2,672 of total stock-basetensation expense for the nine
months ended September 30, 2007 and Septembed@®, r2spectively.
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(7 ) Commitments and Contingencies

(a)Purchase CommitmentsThe Company will, from time to time, enter intmited purchase commitments for the purchase of
certain raw materials. Amounts committed undes¢hgrograms are not material as of September &0, 20

(b) Securities Litigation— Between October 7, 2005 and November 21, 2008 ,domplaints were filed against Tempur-Pedic
International and certain of its directors anda#fs in the United States District Court for thestéen District of Kentucky (Lexington
Division) purportedly on behalf of a class of shenlelers who purchased Tempur-Pedic Internatiosatisk between April 22, 2005 and
September 19, 2005 (the "Securities Law Actiormhese actions were consolidated, and a consolidaieglaint was filed on February 27,
2006 asserting claims under Sections 10(b) and 28¢the Securities Exchange Act of 1934. Leadntitis allege that certain of Tempur-
Pedic International’s public disclosures regardiadinancial performance between April 22, 2008 &gptember 19, 2005 were false and/or
misleading. On December 7, 2006, lead plaintiffsenmermitted to file an amended complaint. The Camyphas filed a motion to dismiss the
Securities Law Action which has been fully briefadd is now awaiting a decision on that motion. plaéntiffs seek compensatory damages,
costs, fees and other relief within the Court’sdition. The Company strongly believes that theuSges Law Action lacks merit, and
intends to defend against the claims vigorouslyweler, due to the inherent uncertainties of lifigatthe Company cannot predict the
outcome of the Securities Law Action at this timed can give no assurance that these claims wilhae a material adverse affect on the
Company’s financial position or results of operasio

On November 10, 2005 and December 15, 2005, cantplaere filed in the state courts of Delaware Kedtucky, respectivel
against certain officers and directors of Temputi®&nternational, purportedly derivatively on béha the Company (the Derivative
Complaints). The Derivative Complaints assert thatnamed officers and directors breached thaircfary duties when they allegedly sold
Tempur-Pedic International’s securities on the agimaterial non-public information in 2005. lddition, the Delaware Derivative
Complaint asserts a claim for breach of fiduciangydvith respect to the disclosures that also lagestibject of the Securities Law Action
described above. On December 14, 2005 and JaB6aB006, respectively, the Delaware court and &t court stayed these derivative
actions. Although the Kentucky court action remate/ed, the Delaware court action stay was liftethe Court and the plaintiffs filed an
amended complaint on April 5, 2007. The Compangagaded by filing a motion to dismiss the Delawawart action on April 19, 2007. Th
motion is fully briefed and is scheduled for orejament. Tempur-Pedic International is also nanged aominal defendant in the Derivative
Complaints, although the actions are derivativeature and purportedly asserted on behalf of TerReudlic International. Tempur-Pedic
International is in the process of evaluating thetaams.

On January 5, 2007, a purported clagerautas filed against the Company in the Unitede&t®istrict Court for the Northern
District of Georgia, Rome Division (Jacobs v. Tempedic International, Inc. and Tempur-Pedic Néttherica, Inc., or the “Antitrust
Action”). The Antitrust Action alleges violatiord federal antitrust law arising from the pricinfyTempur-Pedic mattress products by
Tempur-Pedic North America and certain distributoFsie action alleges a class of all purchasef@eaipur-Pedic mattresses in the United
States since January 5, 2003, and seeks damagéaygardive relief. Count Two of the complaint wdismissed by the court on June 25,
2007, based on a motion filed by the Company. Foilg a decision issued by the United States Sup@met inLeegin Creative Leather
Prods., Inc. v. PSKS, Inon June 28, 2007, the Company filed a motion toidis the remaining two counts of the Antitrust Aoton July
10, 2007. That motion is fully briefed and the Ca@my is awaiting a decision on the motion. The Camypstrongly believes that the Antitrust
Action lacks merit, and intends to defend againstdlaims vigorously. However, due to the inhertertertainties of litigation, the Company
cannot predict the outcome of the Antitrust Actarthis time, and can give no assurance that ttiagas will not have a material adverse
affect on the Company’s financial position or réswif operations.

The Company is involved in various other legalogedings incident to the ordinary course of itdress. The Company believ

that the outcome of all such pending legal procegslin the aggregate will not have a materiallyemslg effect on its business, financial
condition, liquidity, or operating results.
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(8) Income Taxes

The Company'’s effective tax rate for the nine merghded September 30, 2007 was 34.3%. For the zamoel in 2006, the
effective tax rate was 37.3%. The decrease inffieeta/e tax rate is primarily attributable to thereased production activities deduction
allowed to U.S. manufacturers under Section 19%®®finternal Revenue Code along with a reducticth@fiocal statutory tax rate in various
foreign jurisdictions.

Reconciling items between the federalsbay income tax rate of 35.0% and the effectaweriate include certain foreign tax rate
differentials, state and local income taxes, vatusallowances on certain net operating lossesjgarincome currently taxable in the U.S.,
the production activities deduction, and certalmeofpermanent differences.

At September 30, 2007, Tempur-Pedic hdonal had undistributed earnings of $8,901 fitsnfioreign subsidiaries determined
under U.S. tax principles as of November 1, 200&ed to the period prior to the acquisition of TemWorld, Inc. by Tempur-Pedic
International translated into U.S. dollars at thplezable exchange rate on September 30, 2007 rdlagions have been made for U.S.
income taxes or foreign withholding taxes on thmaming $8,901 of undistributed earnings, as tleesaings are considered indefinitely
reinvested. In addition, Tempur-Pedic Internatidmead remaining undistributed earnings from its ifgmesubsidiaries determined under U.S.
GAAP for the period from November 1, 2002 througip@mber 30, 2007 of $178,718. No provisions Hleen made for U.S. income taxes
or foreign withholding taxes on the remaining $728, of undistributed earnings, as these earnirggs@msidered indefinitely reinvested.

The Company adopted the provisions of £8\bn January 1, 2007. As of January 1, 2007Ctivapany had unrecognized tax
benefits of $8,432. The Company did not record @amulative effect adjustment to retained earnemga result of adopting FIN 48. Of the
$8,432 of unrecognized tax benefits, the entirewarhwould impact the effective income tax rateeif@gnized. Interest and penalties, if any,
related to unrecognized tax benefits are recoméacome tax expense. As of January 1, 2007, thepaay had $600 of accrued interest
included in the $8,432 of unrecognized tax benefits

As of September 30, 2007, the Company’s unrecodrtepe benefits increased by $1,893 as a resutbopositions taken during the
current period and decreased by $1,557 as a @fdalk positions taken during a prior period. Theerease of $1,557 did not affect the
effective tax rate as it related to a position thas ultimately not taken on the applicable taxnet Of the $8,768 of unrecognized tax
benefits at September 30, 2007, the entire amouantdimpact the effective income tax rate if recagd.

The Company is currently under audit byiaus Federal, State and foreign tax authoritiesssome of these audits may be
finalized in the foreseeable future. However, dame the status of these examinations, and thegubbf finalizing audits by the relevant tax
authorities, which could include formal legal predings, it is not possible to estimate the timinghe impact of any amount of such chan
if any, to previously recorded uncertain tax pasi§. On October 24, 2007, the Company received@nmie tax assessment from the Danish
tax authority with respect to 2001, 2002 and 2@03years. The tax assessment relates to theyqatl by our U.S. companies to our
Danish subsidiary, and the position taken by thai€ratax authority could apply to subsequent yedfanagement is currently evaluating the
assessment. The Company believes it has meritodefenses to the proposed adjustment and willsgtiee assessment in the Danish
courts. However, there is reasonable possibiliigen FIN 48 that the amount of unrecognized tavebenrelating to this matter may change
in the next twelve months. An estimate of the amiad such change cannot be made at this time.

With a few exceptions, the Company is no Enrgubject to U.S. federal, state/local, or non:lih&me tax examinations by
tax authorities for years prior to 2003, 2003 af@Q®, respectively.

(9) Major Customers
Five customers accounted for approximately 19%38% of the Company’s Net sales for the three moettted September 30,
2007 and September 30, 2006, respectively. Thétegustomers in each period accounted for appnately 21% and 18% of Accounts

receivable, net as of September 30, 2007 and Septe30, 2006. The loss of one or more of theseooustts could negatively impact the
Company.
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(10) Earnings Per Share

Three Months Ended Nine Months Ended
September 30 September 30

2007 2006 2007 2006
Numerato r:
Net income $ 38,81t $ 28,86: $ 101,52¢ $ 81,86¢
Denominator:
Denominator for basic earnings per sl- weighted average shar 77,72t 82,94¢ 81,52 85,53:
Effect of dilutive securities

Employee stock options 1,44¢ 2,73¢ 1,547 3,13:

Denominator for basic earnings per share- adjustedhted average
shares 79,17 85,68’ 83,06¢ 88,66¢
Basic earnings per common shar $ 05C $ 0.3t $ 128 $ 0.9¢
Diluted earnings per common share $ 04¢ $ 034 $ 122 $ 0.92

All outstanding stock options are included in thufed earnings per common share for the three hsosmded September 30, 2007.
The Company excluded 475 shares issuable uponisa@rfoutstanding stock options for the three memnded September 30, 2006 bec
their exercise price was greater than the averagkenprice of the Company’s common stock or ifytivere otherwise anti-dilutive. The
Company excluded 4 and 625 shares issuable upocisxef outstanding stock options for the nine therended September 30, 2007 and
2006, respectively.

(11) Business Segment Information

The Company operates in two business segments: lanamd International. These reportable segmeatsteategic business units
that are managed separately based on the funddrdéfeeences in their operations. The Domesticnseqt consists of the two U.S.
manufacturing facilities, whose customers incluteW.S. distribution subsidiary and in certaindtparty distributors in the Americas. The
International segment consists of the manufactuiasdity in Denmark, whose customers include élthe distribution subsidiaries and third
party distributors outside the Domestic segmené CTbmpany evaluates segment performance basedt@ale and Operating
income. Certain prior period amounts have beerassdied to conform to the 2007 presentation. Huotassifications relate to the Company’s
Corporate office operating expenses and certairuatsdor goodwill and other assets that are caatdtie holding company level which are
included in the Domestic operating segment.

The following table summarizes Total assets by ssgm

September
30, December 3!
2007 2006
Total assets
Domestic $ 561,86: $ 485,95¢
Internationa 326,20 322,81t
Intercompany eliminations (114,249 (83,109

$ 773,82( $ 725,66(
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The following tables summarize other segment infdian:

Three Months Ended Nine Months Ended
September 30 September 30
2007 2006 2007 2006
Net sales from external custome
Domestic $ 200,45. $ 164,44¢ $ 546,57 $ 458,62
International 93,64: 76,47 271,19: 229,83t

$ 294,09: $ 240,91 $ 817,76t $ 688,46

Inter-segment sale!

Domestic $ — $ 4 $ — $ 4
Internationa 921 1,407 2,60¢ 2,821
Intercompany eliminations (9217) (1,417 (2,60¢) (2,825
$ — $ — $ — $ —

Operating income/(loss
Domestic $ 40,71F 3 32,39¢ $ 99,98t $ 84,33
International 26,83 21,32: 76,44¢ 63,67

$ 67,54¢ $ 53,72. $ 176,43. $ 148,01:

Depreciation and amortization (excluding stock-basempensation

amortization):
Domestic $ 569, $ 3,35 $ 16,91¢ % 9,992
International 2,762 2,917 8,407 8,64¢

$ 8,45¢ $ 6,267 $ 25,32¢ $ 18,64(

During the course of normal operations, the Doraestgment may purchase inventory from the Danistufiagturing facility from
time to time. These purchases are included inrtterrational segment as Intercompany sales. Thkeclmhpany profits on these sales are
eliminated from the International segment whenntamufacturing profit in ending finished goodsentory is eliminated during the
consolidation of the Company’s results. These metufing profits were $212 and $476 for the thremths ended September 30, 2007 and
September 30, 2006, respectively, and $541 and f®#66e nine months ended September 30, 2007 eapte®ber 30, 2006, respectively.
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ITEM 2. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF
OPERATIONS

The following discussion and analysis should beli@aconjunction with the Condensed ConsolidatathRcial Statements and
accompanying notes included in this Form 10-Q. fbinevard-looking statements in this discussion retjag the mattress and pillow
industries, our expectations regarding our futuegfprmance, liquidity and capital resources andesthon-historical statements in this
discussion include numerous risks and uncertainéissiescribed under “Special Note Regarding Fovaooking Statements” and “Risk
Factor<” elsewhere in this quarterly report on Form 10-@chin our annual report on Form 10-K. Our actuakudts may differ materially
from those contained in any forwelooking statements. Except as may be requiredywe undertake no obligation to publicly update o
revise any of the forward-looking statements cargdiherein.

Executive Overview

General—We are the leading manufacturer, marketer andiloligtr of premium mattresses and pillows which ek is over 70
countries globally under the TEMPURand Tempur-Pedi® brands. We believe our premium mattresses andysilire more comfortable
than standard bedding products because our prapriptessure-relieving TEMPUR® material is tempematsensitive, has a high density and
conforms to the body to therapeutically align tleeknand spine, thus reducing neck and lower bairk o of the most common complaints
about other sleep surfaces.

Business Segment InformatiotWe-have two reportable business segments: Donaestiénternational. These reportable
segments are strategic business units that aregedrs&parately based on the fundamental differandbeir geographies. The Domestic
operating segment consists of our U.S. manufagj(dnilities, whose customers include our U.S.ritistion subsidiary and certain third
party distributors in the Americas. The Internasibsegment consists of our manufacturing facititypenmark, whose customers include a
our distribution subsidiaries and third party dmitors outside the Domestic operating segmenteVduate segment performance based on
Net sales and Operating income. For the purposieisManageme’s Discussion and Analysis of Financial Conditiorda&Results of
Operations, our Corporate office operating expeasescertain amounts for goodwill and other asetisare carried at the holding company
level are included in the Domestic operating segmen

Strategy and Outlook

We believe we are the industry leader in term’profitability, our long-term goal is also to becothe world’s largest bedding
company in terms of revenue. In order to achieigegbal, we expect to continue to pursue certajndteategies in 2007:

» Maintain our focus on premium mattresses and p#lawd to regularly introduce new produ

« Investin increasing our global brand awarenessutyin targeted marketing and advertising campaiggisfairther associate our brand
name with better overall sleep and premium qualiducts.

» Selectively extend our presence and improve oustatcproductivity in both the U.S. and Internatibfusniture and bedding store

 Invest in our operating infrastructure to meetrbguirements of our growing business, includingstments in our research and
development capabilitie
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Results of Operations

Key financial highlights for the threenths ended September 30, 2007 include the follgwin

* Net sales rose 22% to $294.1 million from $240.%iom in the third quarter of 200. Worldwide mattress revenue increased -
Worldwide pillow sales rose 159

» Earnings per share (EPS) increased 44% to $0.48ilpéed share in the third quarter of 2007 from380per diluted common share in the
third quarter of 200

« During the third quarter, Tempiredic International purchased 6.6 million sharegsotommon stock at a total cost of approxims
$200.0 million. These purchases were funded prignbyi increased borrowings under our domestic nangl credit facility.

I millions, except earnings

and Three Months Ended Nine Months Ended
idends per common share) September 30, September 30,
2007 2006 2007 2006

Net sales $ 2941 10% $  240.¢ 10% $  817.¢ 10(% $ 688t 10C%
Cost of sales 152. 52 124.¢ 52 424.( 52 354.% 52
Gross profit 141.¢ 48 116.( 48 393.¢ 48 333.¢ 48
Selling and marketing

expense: 48.¢ 16 41.¢ 17 144.¢ 17 127.2 18
General and administrative

expense: 23.€ 8 19.1 8 68.5 8 55.€ 8
Research and developmel

expenses 1.€ 1 1.2 1 4.3 1 3.C —
Operating incom: 67.5 23 53.¢ 22 176.4 22 148.( 22
Interest expense, n (8.2 (©)] (6.9 3 (21.9 3 (7.9 3
Loss on extinguishment of

debt — — — — (0.7 — — —
Other income (expense), 1 — — (0.2) — (0.9 — (0.2) —
Income before income tax 59.: 20 46.¢ 19 154.% 19 130.t 19
Income tax provision 20.5 7 17.€ 7 53.C 7 48.€ 7
Net income $ 38.¢ 13% $ 28.€ 12% $ 101t 12% $ 81.C 12%
Earnings per common she

Basic $ 0.5C $ 0.3 $ 1.2¢F $ 0.9¢
Diluted $ 0.4¢ $ 0.34 $ 1.22 $ 0.92

Dividends per common
share: $ 0.0¢ $ — $ 0.22 $ —

Weighted average shares
outstanding (In

thousands)
Basic 77,72¢ 82,94¢ 81,52: 85,53
Diluted 79,17: 85,68: 83,06¢ 88,66¢
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Three Months Ended September 30, 2007 Compared withhree Months Ended September 30, 2006

We sell our premium mattresses and pillows thrdiogh distribution channels: Retail, Direct, Healihe, and Third party. The Ret
channel sells to furniture and bedding, speciaity department stores. The Direct channel selletlijréo consumers. The Healthcare channel
sells to hospitals, nursing homes, healthcare psidaals and medical retailers. The Third partyncleasells to distributors in countries wh
we do not operate our own wholly-owned subsidiarié® following table sets forth Net sales inforimat by channel:

CONSOLIDATED DOMESTIC INTERNATIONAL
Three Months Ended Three Months Ended Three Months Ended
September 30 September 30 September 30

(Millions) 2007 2006 2007 2006 2007 2006
Retalil $ 251t % 198.7 $ 1774 $ 139.¢ $ 741 3 58.¢
Direct 18.C 20.€ 15.2 18.2 2.8 2.4
Healthcare 12.4 10.t 4.2 3.1 8.2 7.4
Third Party 12.2 11.1 3.7 3.2 8.5 7.8
$ 294.1 $ 240¢ % 200 % 1642 $ 936 $ 76.5

A summary of Net sales by product is below:

CONSOLIDATED DOMESTIC INTERNATIONAL
Three Months Ended Three Months Ended Three Months Ended
September 30, September 30, September 30,
(Millions) 2007 2006 2007 2006 2007 2006
Net sales
Mattresse $ 207.: % 169.¢ $ 149.2 % 122.C $ 58.1 $ 47.4
Pillows 34.4 30.C 18.1 14.¢ 16.2 15.1
Other 52.4 41.F 33.2 27.F 19.2 14.C
$ 294.1 § 240.¢ $ 200§ 164 $ 93.6 76.5

Net sales. Net sales for the three months ended Septemb&080, increased to $294.1 million from $240.9 millior the same
period in 2006, an increase of $53.2 million, o¥2Z his increase was primarily attributable to meréase in mattress sales in our Retail
channel. Mattress sales increased $37.9 millio226&6. For the three months ended September 87, 2Qir Retail channel Net sales
increased to $251.5 million from $198.7 million the same period in 2006, an increase of $52.8amjlbr 27%.
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Consolidated pillow sales increased approximatély $nillion or 15% from the third quarter of 20@8imarily in the Domestic
segment. Consolidated Other, which includes adjlestaedbases, foundations and other related predactreased $10.9 million, or 26%,
attributable to increased Mattress sales and tbeess of our Scandinavian bed system. The Scandimbed system is a product offering 1
is available in multiple configurations, which inde a mattress, a foundation and in some casesljastable bedbase. Our Healthcare
channel Net sales increased 18% with growth inch&nel in both the Domestic and Internationahsats. Our Direct channel Net sales
decreased 13%.

DomesticDomestic Net sales for the three months ended Béyaie30, 2007 increased to $200.5 million from $464illion for the
same period in 2006, an increase of $36.1 millar22%. Our Domestic Retail channel contributed74 Million in Net sales for the three
months ended September 30, 2007. This is an irede&37.5 million, or 27% over the prior year dearThis increase is primarily due to
our efforts to increase productivity in establislaedounts and selectively extend our distributidomestic mattress sales in the third quarter
of 2007 increased $27.2 million, or 22%, over tame period in 2006, related primarily to the groatlour Retail channel. Our Healthcare
channel Net sales increased by $1.1 million, or 3&%ted to strategic relationships with healteaampanies who market joint product
offerings through their established distributiotwarks. Net sales in the Direct channel decreage®Bt0 million, or 16%, primarily related
growth in our Retail channel. As our Retail chartistribution increases consumers are more likelyurchase our products from this
channel compared to the Direct channel. We had tiraaross our existing mattress line and salesiohewly launched mattresses are
meeting our expectations. In addition, pillow sateseased $3.2 million, or 21%, as a result of @mtinued focus on pillow attach rates,
emphasizing the benefits of a complete Tempur-Padap system, as well as stand-alone pillow sales.

International.International Net sales for the three months ergkgatember 30, 2007 increased to $93.6 million #31®.5 million fou
the same period in 2006, an increase of $17.1anjllor 22%. The International Retail channel inseeb$15.3 million, or 26%, for the three
months ended September 30, 2007 due to the codtBuseess of new products launched earlier in 20@7improved productivity of existil
accounts. Our Third party sales increased 8%, thaurgh we converted operations in Austrian and ralian third party distributors to
wholly-owned subsidiaries. Additionally, the Healtine channel Net sales increased 11% and the Rhacnel Net sales increased
17%. International mattress sales in the thirdtguaf 2007 increased $10.7 million, or 23%, oWer third quarter of 2006, related primarily
to the growth of our Retail channel. Pillow salesthe third quarter of 2007 increased $1.2 million8%, as compared to the third quarter of
2006.

Gross profit. Gross profit for the three months ended Septem®ge2@)7 increased to $141.6 million from $116.0ioml for the
same period in 2006, an increase of $25.6 millar22%. Several factors have impacted Gross pradiigin in 2007. These factors are
identified below in the respective segment disarssihowever, we currently expect the net impathese items to negatively impact our
year Gross profit margin by thirty to fifty basisipts, as compared to our 2006 full year gross ma
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Domestic. Domestic Gross profit for the three months enfledtember 30, 2007 increased to $87.7 million f#th.7 million for
the same period in 2006, an increase of $16.0anjllor 22%. The Gross profit margin in our Donesggment was 44% for both the three
months ended September 30, 2007 and Septembed@®, Ror the three months ended September 30, B Gross profit margin for our
Domestic segment has been impacted by approximd2b/million of depreciation expense associatatl wiir new production facility in
Albugquergue, New Mexico and an incremental $1.0iom) compared to the prior year period, in expeditosts of certain raw materials to
address product shortages. The negative impabesétitems was offset by improvements in our ojzersiprimarily related to productivity
improvements and cost savings through our soumdistribution initiatives. Domestic Cost of safer the three months ended September
30, 2007 increased to $112.8 million from $92.7lioml for the same period in 2006, an increase & $nillion, or 22%.

International.International Gross profit for the three monthsexh&eptember 30, 2007 increased to $53.9 milliom f844.3 million
for the same period in 2006, an increase of $9lkomj or 22%. The Gross profit margin in our Imational segment was 58% for the three
months ended September 30, 2007 and Septembed®@®, Qur International Cost of sales for the thmemths ended September 30, 2007
increased to $39.7 million from $32.2 million fdvetsame period in 2006, an increase of $7.5 mjllor23%.

Selling and marketing expenses. Selling and marketing expenses include advertiamiymedia production; other marketing mate
such as catalogs, brochures, videos, product sangitect customer mailings and point of purchaagenals; and sales force compensation
and customer service. We also include in Sellindjraarketing expenses certain new product developousts, including market research
and testing for new products. In the third quaofe2007, Selling and marketing expenses increas&48.9 million for the three months
ended September 30, 2007 as compared to $41.9mfidr the three months ended September 30, 2@dhgand marketing expenses as a
percentage of Net sales were 17% for both the tm@eths ended September 30, 2007 and Septemb20@®, which is consistent with our
strategy to increase our advertising spendingeaséime rate as our revenue growth in order to driowth in our brand awareness.

General and administrative expenses and Research and development expenses. General and administrative expenses include
management salaries, information technology, psidesl fees, depreciation of furniture and fixtyleasehold improvements and computer
equipment, and expenses for finance, accountingahuesources and other administrative functiomne@l and administrative expenses
increased to $23.6 million for the three monthseeh8eptember 30, 2007 as compared to $19.1 mithiothe three months ended September
30, 2006, an increase of $4.5 million, or 24%. Trweease was attributable to increased incentivepemsation, as many of our bonus plans
being accrued at the maximum potential payout gouenyear-to-date performance. Additionally, weargled incremental stock-based
compensation expenses of $0.5 million in the quactempared to the same period last year. Reseathlevelopment expenses increased
$0.4 million, or 33%, for the three-months endegdt8mber 30, 2007, primarily related to our contthirevestment in research and
development capabilities.

General and administrative and Research and davelopexpenses as a percentage of Net sales wern@8% for the three
months ended September 30, 2007 and Septembe@@®, r2spectively.

I nterest expense, net. Interest expense, net, includes the interest esstsciated with our borrowings and the amortizatibdeferrec
financing costs related to those borrowings. Irsteespense, net, increased to $8.2 million forttinee months ended September 30, 2007, as
compared to $6.8 million for the three months enfledtember 30, 2006, an increase of $1.4 millio21646. The increase in interest expense
is primarily attributable to the increase in ouatd_ong-term debt levels, related to the repurehasour common stock under our previously
announced share repurchase authorizations anchtiisgation of capitalized interest costs associatiéh the construction of the
Albuquerque, New Mexico facility.
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Income tax provision. Our Income tax provision includes income taxes eiased with taxes currently payable and deferredganc
includes the impact of net operating losses fotaireiof our foreign operations. Our effective inaiax rates for the three months ended
September 30, 2007 and for the three months enelei®ber 30, 2006 differed from the federal stayutate principally because of certain
foreign tax rate differentials, state and locabime taxes, valuation allowances on certain netadipgr losses and the production activities
deduction.

Our effective tax rate for the three months endegk&nber 30, 2007 was 34%. For the same perig@dh, the effective tax rate
was 38%. The decrease in the effective tax sapeiinarily attributable to recent reductions iatstory tax rates in certain foreign taxing
jurisdictions and the increased benefit from thedpiction activitiesdeduction, allowed under Section 199 of the InteRevenue Code.

On October 24, 2007, we received an income taxsassnt from the Danish Tax Authority with respecthte 2001, 2002 and 2003
tax years. The tax assessment relates to thety@aitl by our U.S. companies to our Danish subsydand the position taken by the Danish
tax authority could apply to subsequent years, édament is currently evaluating the assessment. Chimepany believes it has meritorious
defenses to the proposed adjustment and will opjhesassessment in the Danish courts. Howeveg thex reasonable possibility under FIN
48 that the amount of unrecognized tax benefitgireg to this matter may change in the next twehmnths. An estimate of the amount of
such change cannot be made at this time.

Nine Months Ended September 30, 2007 Compared witdine Months Ended September 30, 2006

The following table sets forth Net sales informafiby channel, for the periods indicated:

CONSOLIDATED DOMESTIC INTERNATIONAL
Nine Months Ended Nine Months Ended Nine Months Ended
September 30 September 30 September 30
(Millions) 2007 2006 2007 2006 2007 2006
Retalil $ 68l $ 555.t % 472.¢ % 382. 3% 209.C % 172.7
Direct 60.7 63.C 52.€ 55.¢€ 7.8 7.2
Healthcare 35.4 31.¢ 10.¢ 9.1 24.¢ 22.1
Third Party 40.: 38.7 10.€ 10.€ 29.7 27.2
$ 817.t $ 688.E $ 546.¢ $ 458.¢ $ 2712 $ 229.¢

A summary of Net sales by product is below:

CONSOLIDATED DOMESTIC INTERNATIONAL
Nine Months Ended Nine Months Ended Nine Months Ended
September 30, September 30, September 30,
(Millions) 2007 2006 2007 2006 2007 2006
Net sales
Mattresse $ 572.C % 4792 % 406.7 $ 339.¢ % 165.2 $ 139.2
Pillows 101.1 87.t 48.4 40.7 52.7 46.€
Other 144 121.¢ 91.t 78.C 53.2 43.€

$ 817.¢ $ 6885 $ 5466 $ 458.6 $ 271z  $ 229.¢
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Net sales. Net sales for the nine months ended September0807, idcreased to $817.8 million from $688.5 millimn the same
period in 2006, an increase of $129.3 million, 8% This increase was primarily attributable tdraarease in mattress sales in our Retail
channel. Mattress sales increased $92.8 milliod966. For the nine months ended September 3, 200 Retail channel Net sales
increased to $681.4 million from $555.5 million the same period in 2006, an increase of $125 omilor 23%.

Consolidated pillow sales increased approximat&R.& million from the first nine months of 2006imarily attributable to
increased attach rates. Our Healthcare and Thittgt Blaannel Net sales increased by 11% and 5%ecéisply. Our Direct channel sales
decreased 4%.

DomesticDomestic Net sales for the nine months ended Sdqees0, 2007 increased to $546.6 million from $8548illion for the
same period in 2006, an increase of $88.0 millwrl,9%. Our Domestic Retail channel contributed2b4illion in Net sales for the nine
months ended September 30, 2007. This is an irede®39.6 million, or 23% over the prior year sgpeeiod. This increase is due primarily
to our efforts to increase productivity in estaldid accounts and selectively extend our distribut@ur Third Party channel Net sales
decreased 3% due to decreased sales to our Thigdd®stributor in Canada. Net sales in our Dirgltdnnel decreased 5%, primarily as a
result of growth in our Retail channel. As our Rlaethannel distribution increases consumers areertikely to purchase our products from
this channel compared to the Direct channel. Doimestttress sales increased $66.8 million, or 209ér the same period in 2006, driven by
our Retail channel growth. We had growth acrossesisting mattress line and sales of our newly thedl mattresses are meeting our
expectations. Pillow sales increased $7.7 millaml 9%, driven by pillow attach rates, demonstatime benefits of a complete TemprRedic
sleep system. We have also recently seen grovdtaindalone pillow sales.

International.International Net sales for the nine months endauteSnber 30, 2007 increased to $271.2 million f&289.9 million
for the same period in 2006, an increase of $41llRBXm or 18%. The International Retail channeatieased $36.3 million, or 21%, for the
nine months ended September 30, 2007, due to titmmaed success of new products launched in teedirarter of 2007 and improved
productivity of existing accounts. Our Direct chahand Third party Net sales increased 10% andr88pectively, with Third party
increasing even though we converted our operatioAgistria and Australia from third party distrilous to wholly-owned subsidiaries during
2007. Additionally, our Healthcare channel Net safereased $1.9 million, or 8%. International tnests sales increased $26.0 million, or
19%, as compared to 2006, related to the growtuoRetail channel. Pillow sales for the nine-marghded September 30, 2007 increased
$5.9 million, or 13%, as compared to the same pdari2006, primarily attributable to the successfabcution of management initiatives set
forth to strengthen the pillow market.

Gross profit. Gross profit for the nine months ended Septembg2@07 increased to $393.8 million from $333.8 imillfor the sam

period in 2006, an increase of $60.0 million, o¥l&everal factors have impacted Gross profit margR007. These factors are identified
below in the respective segment discussions.
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Domestic. Domestic Gross profit for the nine months endegt&mber 30, 2007 increased to $237.5 million f&201.9 million for
the same period in 2006, an increase of $35.6anjllor 18%. The Gross profit margin in our Donmesggment was 43% and 44% for the
nine months ended September 30, 2007 and Sept&Dp2006, respectively. For the nine months endgre®nber 30, 2007, the Gross profit
margin for our Domestic segment was impacted byatggation and start-up costs associated with tieamimg of our Albuquerque, New
Mexico production facility and expediting costsoefitain raw materials related to product shorta@es.Domestic cost of sales increased to
$309.1 million for the nine months ended Septende2007 as compared to $256.7 million for the mranths ended September 30, 2006,
an increase of $52.4 million, or 20%.

International.International Gross profit for the nine months eh&eptember 30, 2007 increased to $156.3 milliom{$131.9
million for the same period in 2006, an increas&24.4 million, or 18%. The Gross profit marginour International segment was 58% and
57% for the nine months ended September 30, 200 Baptember 30, 2006, respectively, primarily eslgb favorable product and
geographic mix. Our International Cost of salestli@é nine months ended September 30, 2007 incréasid 4.9 million from $98.0 million
for the same period in 2006, an increase of $16l8&m or 17%.

Selling and marketing expenses. Selling and marketing expenses increased to $1#lién for the nine months ended September
30, 2007 as compared to $127.2 million for the mmanths ended September 30, 2006. Selling and tiragkexpenses as a percentage of Net
sales was 17% and 18% for nine months ended Septe8Ob2007 and September 30, 2006, respectiveB007, we launched our new
media campaign in the Domestic segment, with athegmients airing in the third quarter. Our advertispending has remained constant as a
percentage of Net sales. This is consistent wittstrategy to increase our advertising spendirtbeasame rate as our revenue growth in ¢
to drive growth in our brand awareness.

General and administrative and Research and devel opment expenses. General and administrative expenses increasedd® $6
million for the nine months ended September 307280compared to $55.6 million for the nine momhded September 30, 2006, an
increase of $12.9 million. General and adminisieatind research and development expenses as atpgeef Net sales was 8% for both the
nine months ended September 30, 2007 and Sept&@Dp2006. The increase was primarily attributablintremental stock-based
compensation charges of $1.7 million, chargesedl& bad debt expenses as a result of a U.S.nsesteeking to reorganize its operations
under Chapter 11 of the Bankruptcy Code and ineccagentive compensation, with many of our borlaagpbeing accrued at the maximum
potential payout given our year-to-date performahtaddition, Research and development expensesased $1.3 million, or 43%, for the
nine months ended September 30, 2007, primariited|to our continued investment in research amdldpment capabilities.

I nterest expense, net. Interest expense, net, increased to $21.4 millioriife nine months ended September 30, 2007, agarechto
$17.4 million for the nine months ended SeptemiBe2B06, an increase of $4.0 million, or 23%, iasein interest expense is primarily
attributable to the increase in our total Long-telet levels, related to the repurchase of our comstock under the previously announced
Share Repurchase Authorizations and the discorigtuaf capitalized interest costs associated wighconstruction of the Albuquerque, N
Mexico facility.

Income tax provision. Our effective income tax rates for the nine momthded September 30, 2007 and 2006 differed from the
federal statutory rate principally because of ¢aerareign tax rate differentials, state and looglome taxes, valuation allowances on certain
net operating losses, compensation expense asbuidh certain options granted prior to the itigablic offering, and the production
activities deduction, allowed under Section 19%hefInternal Revenue Code.
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Our effective tax rate for the nine months endept&eber 30, 2007 was 34%. For the same perio806,2he effective tax rate w
37%. The decrease in the effective tax rateimgmily attributable to recent reductions in statyttax rates in certain foreign taxing
jurisdictions, the effects of revaluing net defdrtax liabilities in jurisdictions subjected toeduced statutory tax rate and the incre:
benefit from the production activities deduction.

Liquidity and Capital Resources
Liquidity

Our principal sources of funds are cash flows faparations and borrowings. Our principal uses ofifuconsist of capital
expenditures, payments of principal and interesburmdebt facilities, payments of dividends to shareholders and share repurchases from
time to time pursuant to share repurchase authmim At September 30, 2007, we had working capit&138.7 million including Cash and
cash equivalents of $23.6 million as compared tdimg capital of $105.8 million including $15.8 fidin in Cash and cash equivalents as of
December 31, 2006. This increase in working capit@1% primarily attributable to changes in certaiorking capital items resulting from
increased Net sales and the timing of income tgxeats, offset by a decrease in the Current podfdrong-term debt resulting from
Amendment No. 3 to our 2005 Senior Credit Facility.

Our cash flow from operations decreased to $12%#mfor the nine months ended September 30, 289€ompared to $133.1
million for the nine months ended September 30620Bie decrease in operating cash flow for theopgeending September 30, 2007, was
primarily related to the increase in our inventlayels offset by other working capital items angmeiation and amortization. Increases in
our inventory levels resulted in cash outflow ofi$Lmillion for the nine months ended September2B0;7 as compared to cash inflow of
$18.5 million for the nine months ended Septemife2B06. The increase in our inventory levels aresalt of ramping up to fulfill current
order trends. Increased depreciation and amouizatas primarily attributable to the opening of éllbuquerque, New Mexico
manufacturing facility. Net income increased $1®i6ion for the nine months ended September 30,7289compared to the same period in
2006, which partially offset the items discussedva

Net cash used in investing activities decreaséi#b4 million for the nine months ended Septemi@e2807 as compared to $24.8
million for the nine months ended September 3062@0decrease of $10.4 million. The decrease &eaglto the decreased expenditures on
our new manufacturing facility in New Mexico, whiale opened in January 2007. In the same perio@06,2he facility was incurring
significant capital spending in the constructiormgd During 2007, we have spent $5.8 million oreitguisition of businesses related to the
purchases of third-party distributors in Austrialakustralia.

Cash flow used by financing activities was $108ilion for the nine months ended September 30, 289¢ompared to $112.6
million for the nine months ended September 306206presenting a decrease in cash flow used @fréiBlion. During the nine-months
ended September 30, 2007, we repurchased 10.4midhares of treasury stock for $300.0 millioc@spared to $144.0 in the same period
in 2006 and had an additional draw on our Indus&&venue Bonds of $15.4 million. Additionally, weid $17.9 million in dividends to our
shareholders through the nine-months ended Septe86b2007 and paid no dividends for the same geri®006 and incurred a larger
excess tax benefit related to stock-based compensat2007 as compared to 2006.
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Capital Expenditures

Capital expenditures totaled $8.2 million for thieexmonths ended September 30, 2007 and $24.2mithr the nine months ended
September 30, 2006. We currently expect our 20pialexpenditures to be approximately $15.0 millas compared to $37.2 million for
2006. This decrease in capital expenditures in 28@itectly related to the completed constructbour Albuguerque, New Mexico
production facility.

Debt Service

Our long-term debt increased to $555.8 million BSeptember 30, 2007 from $341.6 million as of Deloer 31, 2006. During the
nine months ended September 30, 2007, we incrdmsealwings on our Domestic Revolver by $243.5 willin order to fund our share
repurchase authorization, through which we purathd€e4 million shares at a total cost of $300.0iaml Additionally, on June 1, 2007, we
increased the borrowings under the Bonds by artiaddl $15.4 million. Our total availability undédre Revolvers was $75.5 million at
September 30, 2007.

On June 8, 2007, we amended our 2005 Senior Gfadility to increase our availability under the Destic Revolver. Additionally,
this amendment provides for the exercise of anradmo to increase our borrowing capacity by an foldal $100 million. As a result of this
amendment, which extinguished the foreign term leanrecorded $0.1 million as a loss on extinguishtof debt related to the write-off of
deferred financing fees incurred at the inceptibthe foreign term loan. On August 6, 2007, we ebs&xd the accordion to increase our
borrowing under the Domestic Revolver by an addalg100 million. The Company currently expectd tifat borrows under the increased
revolver, the funds would be used for general caf@opurposes, which could include funding shapenehases.

The interest rate and certain fees that we pagmmection with the 2005 Senior Credit Facility dhd Bonds are subject to periodic
adjustment based on changes in our consolidateddge ratio.

Stockholders’ Equity

Share Repurchase Authorizatiddn January 25, 2007, the Board of Directors apgt@vshare repurchase authorization of up to
$100.0 million of common stock. We repurchasedmilon shares of our common stock under this aritadion for a total of $100.0 million
and completed purchases from this authorizatiatuire 2007. On July 19, 2007, our Board of Direcémroved an additional share
repurchase authorization of up to $200.0 milliocammon stock. As of September 30, 2007, we hgwarchased 6.6 million shares of our
common stock under this authorization for a tofamproximately $200.0 million.

On October 16, 2007, the Board of Directors appdae additional share repurchase authorizationpdb1$300.0 million of our
common stock. Share repurchases under this audiiorizmay be made through open market transactimgntiated purchases or otherwise,
at times and in such amounts as we, and a comnoittdee Board, deem appropriate. This share regseclauthorization may be suspended,
limited or terminated at any time without notice.

Dividend Programin the first quarter of 2007, the Board of Direstapproved an annual cash dividend of $0.24 pee straually,
to be paid in quarterly installments of $0.06 te twners of our common stock. In the second quaft2®07, the Board of Directors
increased the quarterly dividend to $0.08 per siaue Board of Directors has authorized the fogudharter $0.08 cash dividend per share to
be paid on December 14, 2007 to shareholders ofdexs of November 30, 2007. This annual cashddid program may be limited,
suspended, or terminated at any time without pradice. Prior to 2007, we had never previoushated a cash dividend for our common
stock.
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Factors That May Affect Future Performance

Managing Growth—We have grown rapidly, with our Net sales incregsrom $221.5 million in 2001 to $945.0 millionrf2006
and $817.8 million for the nine months ended Septm30, 2007. Our growth has placed, and will cargito place, a strain on our
management, production, product distribution nekywimformation systems and other resources. Inaesp to these challenges, management
has continued to invest in increased productioraciéyy enhanced operating and financial infrastriecind systems and continued expansion
of the human resources in our operations. Our edipges for advertising and other marketing-relaetivities are made as advertising rates
are favorable to us and as the continued growtherbusiness allows us the ability to invest inding our brand.

Competition—Participants in the mattress and pillow industdesipete primarily on price, quality, brand nameogggtion, product
availability and product performance. We competénainumber of different types of mattress alteweat including standard innerspring
mattresses, other foam mattresses, waterbedssfugrbeds and other air-supported mattresseseTdlgernative products are sold through a
variety of channels, including furniture storese@plty bedding stores, department stores, masshauets, wholesale clubs, telemarketing
programs, television infomercials and catalogs.

Our largest competitors have significant finanamaérketing and manufacturing resources and strosgdoname recognition, and ¢
their products through broad and well establishsttidution channels. Additionally, we believe tllahumber of our significant competitors
offer mattress products claimed to be similar to BEMPUR® mattresses and pillows. We are susceaptidotompetition from lower priced
product offerings. We provide strong channel psatiit our retailers and distributors, which manag#rbelieves will continue to provide an
attractive business model for our retailers.

Significant Growth Opportunities-We believe there are significant opportunitiesaice market share from the innerspring mattress
industry as well as other sleep surfaces. Our mafia@re of the overall mattress industry is re&djivsmall in terms of both dollars and units,
which we believe provides us with a significant ogpnity for growth. By expanding our brand awarenand offering superior sleep
surfaces, we believe consumers will continue tgpadar products at an increasing rate, which sheyfshnd our market share. We believe
that the premium and specialty bedding categohiaswe target will continue to grow at a fasteedtan the overall mattress industry and we
believe we will continue to experience the benefftthis consumer adoption.

In addition, by expanding distribution within ouwtigting accounts, we believe we have the opporgunigrow our business by
expanding our sales force as necessary and extgadirproduct line. Salesforce expansion allowssalespeople to focus on fewer stores,
resulting in more time spent with each retail lamato work with each retailer individually on meendising, training and to educate retalil
associates about the benefits of our products. tiadilly, by extending our product line, we shobklable to continue to expand the number
of Tempur-Pedic® models offered at the retailestewvel, which should lead to increased sales.

Our products are currently sold in approximateRi76, furniture and bedding retail stores in the UA&hin the addressable market
of approximately 10,000 stores, our plan is toéase our total penetration to a total of 7,000,60@ over time. Our products are also sold in
approximately 4,920 furniture retail and departnstotes outside the U.S., out of a total of apprately 7,000 stores that we have identified
as appropriate targets. We are continuing to dgveloducts that are responsive to consumer denmaoidrimarkets internationally.

In addition to these growth opportunities, managerbelieves that we currently supply only a smaligentage of approximately
15,400 nursing homes and 5,000 hospitals in the, Wig a collective bed count in excess of 2.7liol Clinical evidence indicates that our
products are both effective and cost efficienttha prevention and treatment of pressure ulcersedrsores, a major problem for elderly and
bed-ridden patients. We have developed strateffitiarships with healthcare companies who market joroduct offerings through their
established distribution networks.
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We are also focused on the hospitality industry.M&keve there are growth opportunities for ourdorets through this channel as
well as the opportunity to increase consumer &l brand awareness. We have approximately 2@émdient sales representatives who are
targeting certain hotel chains and attending habpittrade shows. In addition, we have an adsing campaign focused on this market
segment.

Financial Leverage—As of September 30, 2007, we had $555.8 milliototdl Long-term debt outstanding, and our Stockérsd
Equity was $28.1 million. Higher financial leveragekes us more vulnerable to adverse competito@a@nic and industry conditions. We
believe we will be able to decrease our Long-teaitdn a manner consistent with historical experehere can be no assurance, however,
that our business will generate sufficient castvffrom operations to enable us to de-leverage tisinless or that future borrowings will be
available under our 2005 Senior Credit Facility.

Exchange Rates- As a multinational company, we conduct our buséne a wide variety of currencies and are theesfoibject to
market risk for changes in foreign exchange ratés use foreign exchange forward contracts to maaggetion of the exposure to the risk
of the eventual net cash inflows and outflows résgifrom foreign currency denominated transactibesveen Tempur-Pedic subsidiaries
and their customers and suppliers, as well as letwlee Tempur-Pedic subsidiaries themselves. Thexdging transactions may not succeed
in effectively managing our foreign currency excpamate risk. See “ITEM 3. Quantitative and QuéliaDisclosures About Market Risk—
Foreign Currency Exposures” under Part | of thpsore

Foreign currency exchange rate movements alsoeceedégree of risk by affecting the U.S. dollaueabf sales made and costs
incurred in foreign currencies. We do not enteo imedging transactions to hedge this risk. Coreettyy our reported earnings and financial
position could fluctuate materially as a resulfarign exchange gains or losses. Our outlook assuma significant changes in currency
values from current rates. Should currency ratasigé sharply, our results could be negatively ingghcSee “ITEM 3. Quantitative and
Qualitative Disclosures About Market Risk—Foreigar@ncy Exposures” under Part | of this report.

Critical Accounting Policies and Estimates

For a discussion of our critical accounting p@gand estimates, see “ITEM 7. Management’s Digmussd Analysis of Financial
Condition and Results of Operations” in our FormKLfbr the year ended December 31, 2006. There baea no material changes to our
critical accounting policies and estimates in 2@&ept as follows:

Income Taxes—In July 2006, the FASB issued Interpretation N&,. “Accounting for Uncertainty in Income Taxes” {F#8), which
is an interpretation of FASB Statement No. 109. BB\clarifies the accounting and disclosure reguo@ets for uncertainty in tax positions, as
defined.

We adopted FIN 48 on January 1, 2007. As of JanLaP@07, we had unrecognized tax benefits of #8lkon. The Company did
not record any cumulative effect adjustment toinetd earnings as a result of adopting FIN 48.
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Impact of Recently Issued Accounting Pronouncement

See Note 2 in the Notes to Condensed Consolidatesh&ial Statements in ITEM 1 for a full descriptiof recent accounting
pronouncements, including the expected dates gftadoand estimated effects on results of operatand financial condition, which is
incorporated herein by reference.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

Foreign Currency Exposures

Our earnings, as a result of our global operatimdyfsnancing activities, are exposed to changdsrigign currency exchange rates,
which may adversely affect our results of operatiand financial position. Our current outlook asesemo significant changes in currency
values from current rates. Should currency ratasgé sharply, our results could be negatively irrezhc

We protect a portion of our currency exchange expowith foreign currency forward contracts. A stwisy analysis indicates the
potential loss in fair value on foreign currencyward contracts outstanding at September 30, 2@8udjting from a hypothetical 10% adve
change in all foreign currency exchange rates atjttie U.S. Dollar, is approximately $0.7 milliduch losses would be largely offset by
gains from the revaluation or settlement of theantyihg assets and liabilities that are being priee by the foreign currency forward
contracts.

We do not apply hedge accounting to the foreigmenay forward contracts used to offset currencgtesl changes in the fair value
of foreign currency denominated assets and liéslitThese contracts are markedxytarket through earnings at the same time thatxtpese«
assets and liabilities are remeasured throughregsni

Interest Rate Risk

We are exposed to changes in interest rates. A& 38nior Credit Facility and the Series A Bondsiésl in connection with our
New Mexico facility are variab-rate debt. We currently do not expect to seekma@raiment to the 2005 Senior Credit Facility thatildo
have the effect of fixing the interest rate of aayiable-rate debt.

Interest rate changes generally do not affect thegket value of such debt but do impact the amofiotininterest payments and
therefore, our future earnings and cash flows,rassy other factors are held constant. On Septe®®e2007, we had variable-rate debt of
approximately $554.8 million. Holding other variablconstant, including levels of indebtedness,eahomdred basis point increase in interest
rates on our variable-rate debt would cause amat#d reduction in income before income taxesHemiext year of approximately $5.5
million.
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ITEM 4. CONTROLS AND PROCEDURES

An evaluation was performed under the superviaiuh with the participation of our management, idilg our principal executive
officer and principal financial officer, of the efftiveness of our disclosure controls and procej@®defined in Rules 13a-15(e) and 15d-15
(e) under the Securities Exchange Act of 1934 nasnaled (Exchange Act), as of the end of the perisgred by this report. Based on that
evaluation, our management, including our princgoacutive officer and principal financial officegncluded that our disclosure controls
procedures were effective as of September 30, 28@Hesigned to ensure that information requirdgketdisclosed by us in reports that we
file or submit under the Exchange Act, is recorgegdcessed, summarized and reported within the pieneds specified in the SEC’s rules
and forms and that such information is accumulatedicommunicated to our management, including docipal executive and financial
officers, as appropriate to allow timely decisioegarding required disclosure.

During our last fiscal quarter, there were no cleanig our internal control over financial reportihgt have materially affected, or
are reasonably likely to materially affect, oureimtal control over financial reporting.
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PART Il
OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

Between October 7, 2005 and November 21, 2005 cfiveplaints were filed against Tempur-Pedic Intéamal and certain of its
directors and officers in the United States Dist@ourt for the Eastern District of Kentucky (Legton Division) purportedly on behalf of a
class of shareholders who purchased Tempur-Pegimbtional’s stock between April 22, 2005 and Seqiter 19, 2005 (the "Securities Law
Action"). These actions were consolidated, andresclidated complaint was filed on February 27,&288serting claims under Sections 1(
and 20(a) of the Securities Exchange Act of 19%&d plaintiffs allege that certain of Tempur-Pddiernational’s public disclosures
regarding its financial performance between Ap2i] 2005 and September 19, 2005 were false and&leading. On December 7, 2006 lead
plaintiffs were permitted to file an amended conlaVe filed a motion to dismiss the Securitiesv.Action which has been fully briefed,
and are now awaiting a decision on that motion. Jlaatiffs seek compensatory damages, costs,d@ed®ther relief within the Court’s
discretion. We strongly believe that the Securitiass Action lacks merit, and intend to defend agathe claims vigorously. However, due to
the inherent uncertainties of litigation, we canpiadict the outcome of the Securities Law Actibthé time, and can give no assurance that
these claims will not have a material adverse &ffiecour financial position or results of operaton

On November 10, 2005 and December 15, 2005, cantplaere filed in the state courts of Delaware Kedtucky, respectivel
against certain officers and directors of Tempuli®&nternational, purportedly derivatively on b#éha the Company (the Derivative
Complaints). The Derivative Complaints assert thatnamed officers and directors breached thaircfary duties when they allegedly sold
Tempur-Pedic International’s securities on the asimaterial non-public information in 2005. lddition, the Delaware Derivative
Complaint asserts a claim for breach of fiducianyydvith respect to the disclosures that also lagestibject of the Securities Law Action
described above. On December 14, 2005 and JaB6aB006, respectively, the Delaware court and &t court stayed these derivative
actions. Although the Kentucky court action remaites/ed, the Delaware court action stay was liftgethe Court and the plaintiffs filed an
amended complaint on April 5, 2007. The Compangaeded by filing a motion to dismiss the Delawavart action on April 19, 2007. Th
motion is fully briefed and is scheduled for orejament. Tempur-Pedic International is also nanged aominal defendant in the Derivative
Complaints, although the actions are derivativeature and purportedly asserted on behalf of TerRaudlic International. Tempur-Pedic
International is in the process of evaluating thetaens.

On January 5, 2007, a purported clagerautas filed against the Company in the Unitede&t®istrict Court for the Northern
District of Georgia, Rome Division (Jacobs v. Tempedic International, Inc. and Tempur-Pedic Néttherica, Inc., or the “Antitrust
Action”). The Antitrust Action alleges violatiorf federal antitrust law arising from the pricinfyTempur-Pedic mattress products by
Tempur-Pedic North America and certain distributoFsie action alleges a class of all purchasefeaipur-Pedic mattresses in the United
States since January 5, 2003, and seeks damagéaygardive relief. Count Two of the complaint wdismissed by the court on June 25,
2007, based on a motion filed by the Company. Failg a decision issued by the United States Supt@met inLeegin Creative Leather
Prods., Inc. v. PSKS, Inon June 28, 2007, we filed a motion to dismissrémeaining two counts of the Antitrust Action oriydli0, 2007.
That motion is fully briefed and the Company is #ing a decision on the motion. We strongly beli¢hvat the Antitrust Action lacks merit,
and intend to defend against the claims vigoroudbtywever, due to the inherent uncertainties ajdition, we cannot predict the outcome of
the Antitrust Action at this time, and can giveassurance that these claims will not have a magatigerse affect on our financial position or
results of operation.

We are involved in various other legalqg@edings incident to the ordinary course of isitess. We believe that the outcome of
all such pending legal proceedings in the aggregdt@ot have a materially adverse effect on ousihess, financial condition, liquidity, or
operating results.
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ITEM 1A. RISK FACTORS

In addition to the other information set forth tmg quarterly report, you should carefully considliee factors discussed under the
heading, “Risk Factors” in Item IA of Part | of o@nnual report on Form 10-K, some of which are updabelow. These risks are not the
only ones facing the Company. Please also see i8dote Regarding Forward-Looking Statements” aye 3.

We are subject to risks from our international operations, such asincreased costs and the potential absence of intellectual property
protection, which could impair our ability to compete and our profitability.

We currently conduct international operations ierv0 countries, and we may pursue additional matgwnal opportunities. We
generated approximately 33% of our Net sales fromud.S. operations during the nine months endede8dper 30, 2007. Our international
operations are subject to the customary risks efag in an international environment, includemnplying with foreign laws and
regulations and the potential imposition of tradéooeign exchange restrictions, tariff and otleet increases, the potential assessment of
duplicative taxes in multiple jurisdictions, flueitions in exchange rates, inflation and unstabligigad situations, the potential unavailability
of intellectual property protection and labor issue

On October 24, 2007, the Company received an indamassessment from the Danish tax authority veigpect to the 2001, 2002
and 2003 tax years. The tax assessment relaties toyalty paid by our U.S. companies to our Diasigbsidiary and the position taken by
the Danish tax authority could apply to subseqyeats. Management is currently evaluating the asserst. The Company believes it has
meritorious defenses to the proposed adjustmentilhdppose the assessment in the Danish colittavever, there is a reasonable
possibility under FIN 48 that the amount of unredagd tax benefits relating to this matter may deaim the next twelve months. An
estimate of the amount of such change cannot be muaithis time.

Because we depend on our significant customers, a decrease or interruption in their business with us would reduce our salesand
profitability.

Our top five customers, collectively, agated for 19% and 18% of our Net sales for theettaned nine months ended September
30, 2007, respectively. Many of our customer areangnts are by purchase order or are terminabldlattwhe option of either party. A
substantial decrease or interruption in business four significant customers could result in wigfés or in the loss of future business and
could reduce our liquidity and profitability.

In the future, retailers may consolidategergo restructurings or reorganizations, or gedleir affiliations, any of which could
decrease the number of stores that carry our ptedudncrease the ownership concentration in¢ftalrindustry. Some of these retailers may
decide to carry only a limited number of brandsnaittress products, which could affect our abiliyséll our products to them on favorable
terms, if at all. Our loss of significant customessuld impair our sales and profitability and hamaterial adverse effect on our business,
financial condition and results of operations.

We produce all of our productsin three manufacturing facilities and unexpected equipment failures, delaysin deliveries, catastrophic loss
or construction delays may lead to production curtailments or shutdowns.

We manufacture all of our products at due¢ facilities in Aarup, Denmark, Duffield, Virginand Albuquerque, New Mexico.
An interruption in production capabilities at thgdants as a result of equipment failure could lteawour inability to produce our products,
which would reduce our sales and earnings for tfeet@d period. In addition, we generally deliver @roducts only after receiving the order
from the customer or the retailer and thus do td karge inventories. In the event of a disruptilmproduction at either of our manufactur
facilities, even if only temporary, or if we expence delays as a result of events that are beyancbatrol, delivery times could be severely
affected. For example, a third party carrier cquitentially be unable to deliver our products withcceptable time periods due to a labor
strike or other disturbance in its business. Aigyiicant delay in deliveries to our customers cdeld to increased returns or cancellations
and cause us to lose future sales. Any increafeight charges could increase our costs of doimgjriess and harm our profitability. We h
introduced new distribution programs to increaseatnility to deliver products on a timely basist Buve fail to deliver products on a timely
basis, we may lose sales which could decreasequudity and profitability. Our manufacturing faities are also subject to the risk of
catastrophic loss due to unanticipated events asidines, explosions or violent weather conditidfie may in the future experience material
plant shutdowns or periods of reduced productioa eesult of equipment failure, delays in delivere catastrophic loss.
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Our leverage limits our flexibility and increases our risk of default.

As of September 30, 2007, we had $556lliomin total Long-term debt outstanding. In atidin, as of September 30, 2007, our
Stockholders’ Equity was $28.1 million. Between @er 2005 and September 30, 2007, we repurchatseal @f $520.0 million in common
stock pursuant to stock repurchase authorizatioti®azed by our Board of Directors. We funded tgurchase in part through borrowings
under our 2005 Senior Credit Facility, which halsstantially increased our leverage. On Octobe2067, our Board of Directors authorized
an additional stock repurchase program for up @0%Bmillion of our common stock. Our Board of @iters may authorize additional share
repurchases in the future and we may fund theseckpses with debt. In addition, in the first qaadf 2007 our Board of Directors initiated
an annual $0.24 cash dividend, paid in quartesjaifments of $0.06. In the second quarter of 2007 Board of Directors increased the
quarterly dividend payment to $0.08. We expect ffaaiments of this dividend in 2007 will be approaiely $23.8 million. Our degree of
leverage could have important consequences tmeasiors, such as:

* limiting our ability to obtain in the future additial financing we may need to fund future workiagital, capital expenditures, product
development, acquisitions or other corporate regoénts; an

 requiring the dedication of a substantial portibar cash flow from operations to the paymentmrigipal and interest on our debt,
which will reduce the availability of cash flow tond working capital, capital expenditures, prodietelopment, acquisitions and other
corporate requirement

In addition, the instruments governing dabt contain financial and other restrictive cauas, which limit our operating
flexibility and could prevent us from taking advageé of business opportunities. In addition, odufaito comply with these covenants may
result in an event of default. If such event ofadéffis not cured or waived, we may suffer adveféects on our operations, business or
financial condition, including acceleration of alebt.

Our current executive officers, directors and their affiliates own a large percentage of our common stock and could limit you from
influencing corporate decisions.

As of October 31, 2007, our executive officersediors, and their respective affiliates own, indlygregate, approximately 11% of
our outstanding common stock on a fully dilutedigaafter giving effect to the vesting of all untexs options. These stockholders, as a gr
are able to influence all matters requiring appldyaour stockholders, including mergers, saleassfets, the election of all directors, and
approval of other significant corporate transadjon a manner with which you may not agree or thay not be in your best interest.
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ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
(a) Not applicable.
(b) Not applicable.
(c) Issuer Purchases of Equity Securities
The following table sets forth purchases of our owm stock for the three months ended Septembe208LY,;:

(b) (c) Total number of (d) Maximum number of share:
Average shares purchased ¢ (or approximate dollar value)

(a) Total number Price part of publicly of shares that may yet be
of shares Paid per announced plans o purchased under the plans or
Period purchased Share programs programs (in millions)
July 1, 2007 July 31, 200" 2,329,601 $ 31.81 2,329,601 $ 125.¢
August 1, 200~ August 31, 200° 3,867,801 29.7: 3,867,801 10.€
September 1, 2007 — September 30, 2007 364,08 29.97 364,08¢ --
Total 6,561,48! 6,561,48

On January 25, 2007, the Board of Directors autledrthe repurchase of up to $100 million of our m@n stock. This January 2007
authorization was completed in June 2007. On Ja)\2007, the Board of Directors authorized the refpase of up to $200 million of our
common stock. This July 2007 authorization was deted in September 2007.

On October 16, 2007, the Board of Directors autteatithe repurchase of up to $300 million of our swn stock. Share repurchases
under this authorization may be made through oparket transactions, negotiated purchases or othepat times and in such amounts as
we, and a committee of the Board, deem appropfldis. share repurchase authorization may be suspelfichited or terminated at any time
without notice.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES
None
ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
None
ITEM 5. OTHER INFORMATION

(@) Not applicable.

(b) Not applicable.
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ITEM 6. EXHIBITS

The following is an index of the exhibits includiecthis report:

10.1 Modification Agreement, dated as of August 6, 20@Mipng Tempur-Pedic, Inc., Tempur Production U$,,IDan-
Foam Aps, Tempur-Pedic International, Inc., Templarld LLC, and Tempur World Holdings, LLC and céntather
subsidiaries as guarantors, Bank of America, NNdrdea Bank Danmark A/S, Fifth Third Bank, Sun Trank,
JPMorgan Chase Bank, N.A. and Wells Fargo Bank, NR&gions Bank, and National City Bal

31.1 Certification of Chief Executive Officer, pursuantSecurities Exchange Act Rules 13a-14(a) and1¥gd), as adopted
pursuant to Section 302 of the Sarbi-Oxley Act of 2002

31.2 Certification of Chief Financial Officer, pursuaotSecurities Exchange Act Rules 13a-14(a) and1¥gd), as adopted
pursuant to Section 302 of the Sarbi-Oxley Act of 2002

32.1* Certification of Chief Executive Officer and Chieinancial Officer pursuant to 18 U.S.C. Section(,3%s adopted
pursuant to Section 906 of the Sarbi-Oxley Act of 2002

* This exhibit shall not be deemed “filed” for purpssof Section 18 of the Securities Exchange Adi9&4, as amended (15 U.S.C. 78r),
or otherwise subject to the liabilities of that &, nor shall it be deemed incorporated by rafeeein any filings under the Securities
Act of 1933, as amended, or the Securities Exchaogef 1934, as amended, whether made beforeter thfe date hereof and
irrespective of any general incorporation languiagany filings.

38




Table of Content
SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regiigthas duly caused this report
to be signed on its behalf by the undersigned theoeduly authorized.

TEMPUR-PEDIC INTERNATIONAL INC.
(Registrant)

Date: November 1, 2007 By: /sl DALE E. WILLIAMS
Dale E. Williams
Executive Vice President, Chief Financial Officer
and Secretary
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MODIFICATION AGREEMENT

THIS MODIFICATION AGREEMENT, dated as of August®)07 (this “ Agreemeri}, of that certain Credit Agreement referen
below is by and among TEMPUR WORLD, LLC, a Delawargted liability company (as successor by mergeFempur World Holdings,
LLC, a Delaware limited liability company, and TeangPedic, Inc., a Kentucky corporation), and TEMPBPRODUCTION USA, INC., a
Virginia corporation, as Domestic Borrowers, DAN-/K) ApS, a private limited liability company exisgirunder the laws of Denmark, as
Foreign Borrower, TEMPUR-PEDIC INTERNATIONAL INCa, Delaware corporation, and certain of its subsiekaand affiliates, as
Domestic Guarantors, TEMPUR WORLD HOLDINGS, S.Lcanpany organized under the laws of Spain, and FERI DANMARK A/S,
a stock company existing under the laws of Dennmasl&oreign Guarantors, the Lenders party hetetd, AC Issuers party hereto, BANK (
AMERICA, N.A., as Administrative Agent and Domes@ollateral Agent, and NORDEA BANK DANMARK A/S, doreign Collateral
Agent. Capitalized terms used but not otherwidadd herein shall have the meanings provided énGhedit Agreement.

WITNESSETH

WHEREAS, a credit facility was established in faebthe Borrowers pursuant to the terms of thataderCredit Agreement, dated
of October 18, 2005 (as amended, restated, extesdpdlemented or otherwise modified, the “ Crédjiteement’), among the Borrowers
named therein, the Guarantors named therein, thddre party thereto, the Administrative Agent, Eramestic Collateral Agent and the
Foreign Collateral Agent;

WHEREAS, pursuant to Section 2.01(h) of the Crégjteement, the Domestic Borrowers have requestsdtie aggregate amount
of commitments for Domestic Revolving Loans be @ased by $100 million from $490 million to $590 lioih; and

WHEREAS, certain of the Domestic Revolving Lendesise agreed to increase their Domestic Revolving@iments pursuant to
Section 2.01(h) of the Credit Agreement, as show&chedule 2.0attached hereto, on the terms and conditions stt hierein;

NOW, THEREFORE, IN CONSIDERATION of the premiseglarther good and valuable consideration, the réesig sufficiency
of which are hereby acknowledged, the parties bexgtee as follows:

1. Increase in Domestic Revolving Conmneihts. Each of the Domestic Revolving Lenders partihis Agreement agrees to
provide Domestic Revolving Commitments under thedirAgreement as set forth on Schedule 2#dched hereto. The Domestic
Revolving Commitment Percentages are revised tshset forth on Schedule 2.8ttached hereto. Schedule 2t61he Credit Agreement is
amended as set forth on Schedule 2@dched hereto.

2. Conditions Precedent his Agreement shall be effective immediatelpmipeceipt by the Administrative Agent of all o&
following, each in form and substance satisfactorthe Administrative Agent and the Domestic ReirgdvLenders party hereto:

€)) Executed AgreementCounterparts of this Agreement duly executethieyCredit Parties and the Required
Lenders;

(b) Secretaly Certificate. A duly executed certificate of a Responsibleiceif of each of the Domestic Borrowers
and the Domestic Guarantors, attaching each dbilwving documents and certifying that each istroorrect and complete and in
full force and effect as of the date of this Agresimn

0] Charter DocumentsCopies of its articles or certificate of incoration or formation or equivalent,
certified to be true, correct and complete as ifcant date by the appropriate Governmental Authofithe jurisdiction of
its organization or formation, unless a Respongilffecer certifies in the secretary’s certificateat articles or certificate of
incorporation or formation previously deliveredtih@ Administrative Agent at the closing of Amendmio. 3 has not been
amended, supplemented or otherwise modified andireim full force and effect as of the date hereof;

(i) Bylaws. Copies of its bylaws, operating agreement omgaship agreement, unless a Responsible
Officer certifies in the secretary’s certificatathhe bylaws previously delivered to the Admirastre Agent at the closing
of Amendment No. 3 have not been amended, suppleshen otherwise modified and remain in full foared effect as of
the date hereof;

(iii) Resolutions Copies of its resolutions approving and adoptitig Agreement, the transactions
contemplated herein, and authorizing the execwtiwhdelivery hereof;

(iv) Incumbencylncumbency certificates identifying its RespdesiOfficers who are authorized to
execute this Agreement and related documents aact ton its behalf in connection with this Agreernamd the Credit
Documents, unless a Responsible Officer certifiehé secretary’s certificate that the incumberanyificates previously
delivered to the Administrative Agent at the clgsof Amendment No. 3 have not been amended, sujgpled or
otherwise modified and remain in full force andeeffas of the date hereof; and

(v) Good Standing CertificatesA certificate of good standing or the equivaliomn its jurisdiction of
organization or formation certified as of a receéate by the appropriate Governmental Authority.

(c) Legal Opinions Opinions of legal counsel to the Domestic Boreosvand the Domestic Guarantors in form and
substance acceptable to the Administrative A¢



(d) Fees and ExpenseBayment of all fees and expenses (including é@esexpenses of counsel to the
Administrative Agent) in connection with this Agreent, including upfront fees, if any, in respectte new commitments so
established.

For purposes of determining compliance with theditions specified in this Section,2ach of the Lenders that has signed this
Agreement shall be deemed to have consented top\agapor accepted or to be satisfied with, eaclud@nt or other matter required
hereunder to be consented to or approved by optaigle or satisfactory to a Lender, unless the Adstrative Agent shall have received
notice from such Lender prior to the effectivenekthis Agreement specifying its objection thereto.

3. Effectiveness of Agreementypon execution and delivery of this Agreemehtiederences to the Credit Agreement in €
of the Credit Documents shall hereafter mean tleeli€Agreement as modified by this Agreement. Ppxes specifically modified or
amended hereby or otherwise agreed in writingQiteglit Agreement and the other Credit Documentdyding, in each case, schedules and
exhibits thereto) are hereby ratified and confirraed shall remain in full force and effect accogdia its terms.

4, Representations and Warranties; DsfatEach of the Borrowers and the Guarantors afftmesfollowing:
@) all necessary action to authorizeetkecution, delivery and performance of this Agreatrhas been taken;
(b) after giving effect to this Agreemegtiite representations and warranties set fortherQredit Agreement and the

other Credit Documents are true and correct imallerial respects as of the date hereof (excepetiunich expressly relate to an
earlier period);

(c) before and after giving effect tostiligreement, no Default or Event of Default shaitg and

(d) the liens and security interests m@and granted in the Credit Documents remainlirfdrce and effect, and this
Agreement is not intended to adversely affect grdimsuch liens and security interests in any manne

5. Guarantor Acknowledgments

(@) Each Domestic Guarantor hgi@backnowledges and consents to all of the tesints conditions of this
Agreement, (ii) reaffirms that, jointly and sevéyabgether with the other Domestic Guarantors,
it guarantees the prompt payment and performanteeafobligations as provided in Article IV of ti&redit Agreement and (iii)
acknowledges and agrees that the such obligatidhmelude any Obligations with respect to
or resulting from the increase in the Aggregate Bsiic Revolving Committed Amount as provided heosin

(b) Each Foreign Guarantor her@bgicknowledges and consents to all of the teantsconditions of this
Agreement and (ii) reaffirms that, jointly and seally together with the other Foreign Guarantars, i
guarantees the prompt payment and performancesfdhligations as provided in Article IV of the &fit Agreement.

6. Domestic Revolving LendeRepresentation and Warrantieg€ach of the Domestic Revolving Lenders (inclgdine New
Lenders) party to this Agreement represents andants that it has full power and authority, and ta&en all action necessary, to execute and
deliver this Agreement and to consummate the tcimses contemplated hereby.

7. Full Force and EffectExcept as modified hereby, all of the terms pravisions of the Credit Agreement and the other
Credit Documents (including schedules and exhthigseto) shall remain in full force and effect.

8. CounterpartsThis Agreement may be executed in any numbeoohterparts, each of which when so executed and
delivered shall be deemed an original, and it siatllbe necessary in making proof of this Agreenemproduce or account for more than one
such counterpart. Delivery by any party heretaroéxecuted counterpart of this Agreement by faiésishall be effective as such party’s
original executed counterpart and shall constigutepresentation that such party’s original exetatinterpart will be delivered.

9. Fees and ExpenseBursuant to Section 11.04(a) of the Credit Agrext, the Domestic Borrowers shall pay all reastenab
costs and expenses of the Administrative Agenbimection with the preparation, execution and @ejivof this Agreement, including the
reasonable fees and expenses of Moore & Van ARehC.

10. Prepayment of Loans; Brdaknding Costs The Domestic Borrowers shall prepay any Loartstanding on the date tr
the increase in the Aggregate Domestic Revolvinmm@dted Amount becomes effective (and pay any @&ttt amounts required pursuan
Section 3.05 of the Credit Agreement) to the extetiessary to keep the outstanding Loans rataltteany revised Domestic Revolving
Commitment Percentages arising from any nonratablease in the Domestic Revolving Commitments.

11. Governing Law This Agreement shall be governed by, and coedtim accordance with, the law of the State of New
York.




IN WITNESS WHEREOF, each of the parties heretodsased a counterpart of this Agreement to be dudgued and delivered as

of the date first above written.

DOMESTIC BORROWER:

FOREIGN BORROWER:

DOMESTIC GUARANTORS:

TEMPUR WORLD, LLC (as successor by merger to
Tempur World Holdings, LLC, a Deleware limited likiy
company, and Temp-Pedic. Inc., a Kentucky corporatiol
a Delaware limited liability compar

By:/s/ William H. Poche

William H. Poche
Treasurer and Assistant Secret

TEMPUR PRODUCTION USA, INC
a Virgina corporatiol
By:/s/ William H. Poche

William H. Poche
Treasurel

DAN-FOAM ApS,
a private limited liability company existing undbe
laws of Denmarl

By: /s/ Dale E. Williams

Dale E. Williams
Attorney in Fac

TEMPUR-PEDIC INTERNATIONAL INC.,
a Delaware corporatic
By: /s/ William H. Poche

William H. Poche
Treasurer and Assistant Secret

TEMPUR-PEDIC NORTH AMERICA, INC.,

a Delaware corporation (formerly known as Tempur-
Pedic Retail, Inc. and as Tempur-Pedic NA, Inc. and
successor in interest to Tempur-Pedic Medical, Inc.
and Tempt-Pedic, Direct Response, In

By: /s/ William H. Poche

William H. Poche
Treasurer and Secrete

DAWN SLEEP TECHNOLOGIES, INC
a Delaware corporatic
By: /s/ William H. Poche

William H. Poche
Treasurer and Secrete

TEMPUR-PEDIC TECHNOLOGIES, INC.
a Delaware corporatic

By: /s/ William H. Poche




FOREIGN GUARANTORS:

William H. Poche
Treasurer and Secrete

TEMPUR WORLD HOLDINGS, S.L.
a company organized under the laws of S
By: /s/ Dale E. Williams

Dale E. Williams
Director

TEMPUR DANMARK A/S,
a stock company existing under the laws of Denr
By: /s/ Dale E. Williams

Dale E. Williams
Attorney in Fac




ADMINISTRATIVE AGENT:
BANK OF AMERICA, N.A,,
as Administrative Agent and Domestic Collateral
Agent

By: /s/ Anne Zeschke

Anne Zeschk
Assistant Vice Preside




LENDERS:

BANK OF AMERICA, N.A.,
as Domestic L/C Issuer and as a Ler

By: /s/ Thomas C. Kilcrease, Jr.

Thomas C. Kilcrease, <
Senior Vice Presidel




NORDEA BANK DANMARK A/S,
as Foreign L/C Issuer, Foreign Swingline Lendergkm Collateral Agent
and a Lende

/sl Hans Christianse /sl Kaj Skoubot

Hans Christianse Kaj Skouboe
Head of Corporat Region Branch Manag:




FIFTH THIRD BANK
as Lender and Domestic Swingline Len

By: /s/ William D. Craycraft

William D. Craycraft
Vice Presiden




SUNTRUST BANK
as a Lende

By: /s/ Susan M. Hall

Susan M. Hal
Managing Directo




WELLS FARGO BANK, N.A.,
as a Lende

By: /s/ Bryan Hulker

Bryan Hulker
Vice Presiden




REGIONS BANK
as a Lende

By: /s/ Scott Corley

Scott Corley
Senior Vice Presidel




NATIONAL CITY BANK,
as a Lende

By: /s/ Susan A. Dean

Susan A. Dea
Senior Vice Presidel



CERTIFICATION OF CHIEF EXECUTIVE OFFICER PURSUANT T O
SECURITIES EXCHANGE ACT RULES 13a-14(a) AND 15d-146), AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, H. Thomas Bryant, certify that:
1. | have reviewed this quarterly report on FormQ@0f Tempur-Pedic International Inc.;

2. Based on my knowledge, this report does notadoriny untrue statement of a material fact or dondttate a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with respect to
the period covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaaral for, the periods presented in this rej

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintaimiisglosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Hd)) and internal control over financial repogti(as defined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant andénav

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procedoitge designed under
our supervision, to ensure that material infornratielating to the registrant, including its condatied subsidiaries, is made known t
by others within those entities, particularly dgrithe period in which this report is being prepared

(b) Designed such internal control over financégarting, or caused such internal control overrfaial reporting to be
designed under our supervision, to provide readeradsurance regarding the reliability of financegorting and the preparation of
financial statements for external purposes in ataace with generally accepted accounting principles

(c) Evaluated the effectiveness of the registragisslosure controls and procedures and presenttsi report our
conclusions about the effectiveness of the discisantrols and procedures, as of the end of thegeovered by this report based on
such evaluation; and

(d) Disclosed in this report any change in thesegnt's internal control over financial reportitigt occurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an annyadbrg that has materially affected,
is reasonably likely to materially affect, the i®tgant’s internal control over financial reportiramd

5. The registrant’s other certifying officer(s) alngave disclosed, based on our most recent evatuaf internal control over
financial reporting, to the registrant’s auditorslahe audit committee of the registrant’s boardicéctors (or persons performing the
equivalent functions):

(a) All significant deficiencies and material weakses in the design or operation of internal céoptrer financial reporting
which are reasonably likely to adversely affectrthgistrant’s ability to record, process, summaad report financial information;
and

(b) Any fraud, whether or not material, that invedymanagement or other employees who have a samtifiole in the
registrant’s internal control over financial repogt

Date: November 1, 2007 /sl H. THOMAS BRYANT
H. Thomas Bryant
Chief Executive Officer and President




CERTIFICATION OF CHIEF FINANCIAL OFFICER PURSUANTT O
SECURITIES EXCHANGE ACT RULES 13a-14(a) AND 15d-146), AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Dale E. Williams, certify that:
1. | have reviewed this quarterly report on FormQ0f Tempur-Pedic International Inc.;

2. Based on my knowledge, this report does notador@iny untrue statement of a material fact or dondttate a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with respect to
the period covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaaral for, the periods presented in this rej

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintaimiisglosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Hd)) and internal control over financial repogti(as defined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant andénav

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procedoitge designed under
our supervision, to ensure that material infornratielating to the registrant, including its condatied subsidiaries, is made known t
by others within those entities, particularly dgrithe period in which this report is being prepared

(b) Designed such internal control over financégarting, or caused such internal control overrfaial reporting to be
designed under our supervision, to provide readeradsurance regarding the reliability of financegorting and the preparation of
financial statements for external purposes in ataace with generally accepted accounting principles

(c) Evaluated the effectiveness of the registragisslosure controls and procedures and presenttsi report our
conclusions about the effectiveness of the discisantrols and procedures, as of the end of thegeovered by this report based on
such evaluation; and

(d) Disclosed in this report any change in thesegnt's internal control over financial reportitigt occurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an annyadbrg that has materially affected,
is reasonably likely to materially affect, the i®tgant’s internal control over financial reportiramd

5. The registrant’s other certifying officer(s) alngave disclosed, based on our most recent evatuaf internal control over
financial reporting, to the registrant’s auditorslahe audit committee of the registrant’s boardicéctors (or persons performing the
equivalent functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sigmiifiole in the registrant’s
internal control over financial reporting.

Date: November 1, 2007 /s| DALE E. WILLIAMS
Dale E. Williams

Executive Vice President, Chief Financial Officer,
and Secretary




CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND
CHIEF FINANCIAL OFFICER PURSUANT TO
18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

Each of the undersigned hereby certifies, purstcah8 U.S.C. Section 1350, as adopted pursuargdtd® 906 of the Sarbanes-
Oxley Act of 2002, in his capacity as an officefT@mpur-Pedic International Inc. (the “Companyhat, to his knowledge, the Quarterly
Report of the Company on Form {®for the period ended September 30, 2007, fulpmaes with the requirements of Section 13(a) did}
of the Securities Exchange Act of 1934 (15 U.S&n0r 780(d)) and that the information containeduoh report fairly presents, in all
material respects, the financial condition and ltesaf operations of the Company. This writtenestaént is being furnished to the Securities
and Exchange Commission as an exhibit to such BOr#®. A signed original of this statement has bg@wvided to the Company and will be
retained by the Company and furnished to the Séesiand Exchange Commission or its staff uponesgu

Date: November 1, 2007 By: /sl H. THOMAS BRYANT
H. Thomas Bryant
Chief Executive Officer and President

Date: November 1, 2007 By: /s/ DALE E. WILLIAMS
Dale E. Williams

Executive Vice President, Chief Financial Officer,
And Secretary




