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Fab Industries, Inc. was incorporated on April 21, 1966, under the laws
of the State of Delaware and is a successor by merger to previously existing
businesses. References in this Annual Report to "Fab" or "us" or "our" or "the
Company" mean Fab Industries, Inc. and its subsidiaries on a consolidated basis,
unless the context otherwise requires. We are a manufacturer of warp and
circular knit fabrics, raschel laces, and laminated fabrics. We also produce
comforters, sheets, blankets and other bedding products.

The Company's Board of Directors adopted resolutions dated March 1,
2002, which authorized, subject to stockholders approval, the sale of the
Company's business pursuant to a Plan of Liquidation and Dissolution (the
"Plan"). The Company's stockholders approved the Plan at the Company's annual
meeting on May 30, 2002.

The Company engaged the investment banking firm of McFarland Dewey &
Co., LLC in November 2002 to assist it with the sale of the Company's business.
McFarland Dewey contacted over 80 potential acquirers during the course of this
eighteen-month process. On October 14, 2003, the Company announced that it had
yet to receive any bona-fide offers to acquire the business as a going concern.
Following that announcement, on October 23, 2003, the Company received a
preliminary offer from a management-led buyout group to acquire the business, as
a going concern, for $3.75 per share. The Company subsequently announced on
November 14, 2003, that a stockholder filed a lawsuit, naming as defendants, the
Company and each of its directors, seeking class—action certification,
preliminary and permanent injunctions against the proposed management-led
buyout, and unspecified damages. The preliminary offer from the management-led
buyout group was subsequently withdrawn.

The Company continued the auction process following the withdrawal of
the management-led buyout group's preliminary offer. On March 10, 2004, the
Company paid a $3.00 per share liquidating distribution. Following this
liquidating distribution, the auction process resulted in the Company receiving
three non-binding initial indications of interest from unaffiliated third
parties, at prices ranging from $1.50 per share to $2.25 per share and a
non-binding initial indication of interest from SSJJJ, at a price of $2.83 per
share. A Special Committee of the Company's Board of Directors, (the "Special
Committee") comprised solely of independent directors, was formed to evaluate
SSJJJ's preliminary indication of interest. After further discussions between
the Special Committee and SSJJJ, SSJJJ indicated that it may be willing make a
binding offer of $2.80 per share to purchase the Company's business as a going
concern. SSJJJ informed the Special Committee on August 9, 2004, that it would
not be making a binding offer at that time to purchase the Company's business.
On August 11, 2004, the Company announced that it suspended its formal auction
process because it failed to receive a binding offer to purchase the Company's
business as a going concern.

The Company announced on March 9, 2005 that it had received a
preliminary non-binding indication of interest from SSJJJ Manufacturing Co.,
Inc., an acquisition vehicle owned by several members of the Company's
management, including Steven Myers, the Company's President and Chief Operating
Officer ("SSJJJ"), to acquire the business, as a going concern, at a price of
$2.80 per share. A Special Committee of the Company's Board of Directors,
comprised solely of independent directors, is currently evaluating SSJJJ's
preliminary non-binding indication of interest.

Under the Plan, if the Company's business is not sold prior to May 30,
2005, the Company will be required to transfer its assets and liabilities to a
liquidating trust for the benefit of the Company's stockholders. If the
Company's assets and liabilities are transferred to a liquidating trust on May
30, 2005, the Company's stock transfer books will close and its common stock
will be delisted from trading on the AMEX effective on the close of business on
May 30, 2005. Thereafter, certificates representing shares of Company common
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stock will not be assignable or transferable on the books of the Company, except
by will, intestate succession or by operation of law. Thus, at such time, it
will no longer be possible for the Company's stockholders to publicly trade the
Company's stock and the proportionate interests of all of the Company's
stockholders will be fixed on the basis of their respective stock holdings at
the close of business on May 30, 2005. After such date, any distributions made
by the Company will be made solely to the stockholders of record at the close of
business on May 30, 2005, except as may be necessary to reflect subsequent
transfers recorded on the Company's books from any transfers by will, intestate
succession or by operation of law. The interests in any liquidating trust will
not be transferable.

(1)

There can be no assurance that the Company will be able to sell its business as
a going concern, that the Company will be able to liquidate all of its assets
prior to May 30, 2005, or that the sale of its business and assets will generate
proceeds to the stockholders in an amount equal to or greater than the market
price of its stock or the liquidation value of its assets.

Due to the uncertainty as to whether the Company will be sold prior to
May 30, 2005, the Company and its accountants, BDO Siedman, LLP, have determined
that it is more appropriate to present the Company's financial statements on a
liquidation basis. Therefore, we changed our basis of accounting to the
liquidation basis as of November 27, 2004. Under the liquidation basis of
accounting, assets are stated at their estimated net realizable value and
liabilities are stated at their anticipated settlement amounts. Included in the
liabilities, we accrued approximately $11.6 million in costs of liquidation
representing the Company's estimate of the costs and expenses to be incurred
during actual liquidation. There can be no assurance that actual liquidation
costs and expenses will be equal to the Company's estimated liquidation costs
and expenses.

The amount of distributions ultimately available to be made to
shareholders upon the final liquidation of the Company may differ from the "net
assets in liquidation" recorded in the accompanying statements of Net Assets in
Liquidation as a result of future changes in settlement of liabilities and
obligations and actual costs of liquidation.

The accompanying statements of operations, shareholders' equity and
cash flows for the period November 30, 2003 to November 26, 2004 (fiscal 2004)
and for each of the years in the two year period ended November 29, 2003 and
November 30, 2002 have been presented on a going concern basis comparable to
prior periods.

Upon approval of the Plan by the stockholders on May 30, 2002 the
Employee Stock Ownership Plan (the ESOP) was terminated and all shares of common
stock of the Company then in the ESOP suspense account (86,456 shares) were
transferred to the Company, and held as treasury stock in exchange for the
cancellation of the outstanding loan in the amount of $3,957,000 from the
Company to the ESOP. The Company recorded the related treasury stocks at fair
market value on the date of termination, which resulted in a $2.4 million charge
to additional paid-in-capital.

Pursuant to resolutions adopted by the Company's Board of Directors and
documentation sent to and returned to the Company by option holders, effective
immediately following stockholder approval of the Plan on May 30, 2002, all
outstanding options under the Company's 1997 Stock Incentive Plan became vested,
and all options as to which optionees (including employees and directors) had
returned to the Company the appropriate forms (representing options held by all



Edgar Filing: FAB INDUSTRIES INC - Form 10-K

but one optionee, who exercised via payment to the Company) were exercised
through the issuance of loans from the Company to the optionees, with stock of
the optionees held as collateral by the Company until the loans have been
satisfied. The amount loaned to the employees and directors to exercise their
options was approximately $1,495,000, which was all repaid prior to August 30,
2003. These options were subject to variable accounting at each reporting
period, until the loans were repaid. In June 2003, the Company repurchased
22,984 shares of its common stock at $9.48 per share from employees and
directors with outstanding loans from the Company and offset the related payment
against the loans due from such employees and directors, which were due as of
May 31, 2003 with a one month grace period. The Company purchased the number of
shares necessary for the employees and directors to pay off all outstanding
loans, including interest.

OPERATIONS

Fab is a supplier of knitted fabrics and lace in the domestic textile
industry. The Company currently operates in three segments: (1) Apparel Fabrics,
(2) Home Fashions and Accessories, and (3) Other, consisting of the Gem Urethane
operation, the Over-the-Counter Retail operation, located at the Salisbury
Manufacturing facility, and Industrial Fabrics.

APPAREL FABRICS

The Company's basic warp and circular knit fabrics are sold to
manufacturers of outerwear, intimate apparel, loungwear, and activewear. These
fabrics are sold primarily in piece dyed form, as well as in "PFP" (prepared for
print), and heat transfer print configurations.

The Company's wide elastic fabrics are sold to manufacturers of
intimate apparel, foundation, swimwear, athleticwear, aerobicwear, sportswear,
and healthcare products.

The Company's lace products are sold to manufacturers of intimate
apparel, hosiery, ladies sportswear, children's wear, swimwear, accessories, and
hobbies and crafts.

HOME FASHIONS AND ACCESSORIES

The Company utilizes its internally manufactured fabrics and laces to
produce flannel and satin sheets, blankets, comforters, and other
bedding-related products which are sold to specialty retail stores, catalog and
mail order companies and airlines through the Company's subsidiary, Salisbury
Manufacturing Corporation.

OTHER

Included in this segment is (1) Gem Urethane Corporation, (2) the
Over-the-Counter Retail operation, and (3) Industrial and other miscellaneous
fabrics.

The Company's subsidiary, Gem Urethane Corporation produces a line
of bonded products for manufacturers of environmental, healthcare, industrial
and consumer products.

Gem also performs commission laminating for various manufacturers of
consumer products. Fire resistant fabrics are sold to manufacturers in the
seating, transportation, and military markets through its subsidiary Sandel
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The Company also sells its fabric and laces to "Over-the-Counter"
retail customers throught the Company's retail manufacturing operations, which
are located at the Company's Salisbury Manufacturing plant.

Specialized, engineered fabrics are sold to manufacturers of
industrial, healthcare, medical, and military products.

In the first quarter 2004, certain equipment was sold to a customer who
previously owned 50% of the equipment. The proceeds from the sale amounted to
$1,100,000. As a result, the customer at a future date will be doing the
production on its own.

GENERAL

We engage in research and product development activities to create new
fabrics and styles to meet the continually changing demands of our customers.
Direct expenditures in this area aggregated $1,690,000 in fiscal 2002, $850,000
in fiscal 2003, and $775,000 in fiscal 2004. Through these efforts, we have
developed a full line of proprietary knitted fabrics for sale to manufacturers
of men's, women's, and children's apparel in both domestic and foreign markets.
Similarly, we have also developed a full line of flannel and satin sheets and
blankets, including specialty blankets for the airline and health care
institutions.

While we use various trademarks and trade names in the promotion and
sale of our products, we do not believe that the loss or expiration of any such
trademark or trade name would have a material adverse effect on our operations.

We market our products primarily through our full-time sales personnel,
as well as independent representatives located throughout the United States and
abroad.

We do not believe our backlog of firm orders is a material indicator of
future business trends because goods subject to such orders are shipped within
two to ten weeks depending on the availability of yarn and other raw materials.
On average, orders are filled within six weeks.

During fiscal 2004, one customer accounted for approximately 13% of net
sales. The receivable from this customer represents approximately 26% of
consolidated accounts receivable at November 27, 2004. No single customer
accounted for net sales greater than 10% of consolidated net sales for the
fiscal years 2003 and 2002. No single customer had a net balance due greater
than 10% of consolidated net accounts receivable at November 29, 2003. Our
export sales are not material.

SUPPLIES OF RAW MATERIALS

We have not experienced difficulties in obtaining sufficient yarns,
chemicals, dyes and other raw materials and supplies to maintain full
production. We do not depend upon any single source of supply, and alternative
sources are available for most of the raw materials used in our business.

INVENTORIES

We maintain adequate inventories of yarns and other raw materials to
ensure an uninterrupted production flow. Greige and finished goods are
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maintained as inventory to meet varying customer demand and delivery
requirements. We must maintain adequate working capital, because credit terms
available to customers normally exceed credit terms extended to us by suppliers
of raw materials.

COMPETITION

Fab is engaged in a highly competitive global business, which is based
largely upon price, product quality, service and general consumer demand for the
Company's finished goods. The portion of imported textile goods sold in the
United States has increased substantially in the past few years, adversely
impacting domestically manufactured textile products and the number of domestic
manufacturers of such products. Our sales have declined from approximately
$151,000,000 in 1998 to approximately $50,000,000 in 2004, largely as a result
of increased foreign competition.

SEGMENT INFORMATION
See Note 14 of the Notes to Consolidated Financial Statements.
EMPLOYEES

At April 10, 2005, the Company employed approximately 475 people, of
whom approximately 455 are employed by our subsidiaries. The employees are not
represented by unions. We consider relations with our employees to be
satisfactory. The number of our employees has declined from approximately 1,600
at the end of 1998 to approximately 475 on April 10, 2005.

(4)

ITEM 2. PROPERTIES.

The Company conducts its manufacturing operations in Lincolnton and
Salisbury, North Carolina, and Amsterdam, New York. Yarn receiving and storage,
dye and chemical receiving and storage, knitting operations, and dyeing and
finishing operations are conducted at the Mohican Mills facility. These
operations more specifically include tricot (warp knit) and raschel warping,
tricot knitting, raschel lace knitting, wide elastic/stretch raschel knitting,
circular and double-knit knitting, dyeing, framing, surface finishing including
sueding, napping, shearing, heat transfer printing, lace separation, all
facility-wide quality operations, laboratory testing and certification,
yielding, packaging, and shipping. The Mohican Mills facility also processes and
serves as a warehouse for greige and finished fabrics and lace.

The Salisbury facility is the site of our consumer and institutional
finished products manufacturing, the Over-The-Counter Retail Operation, and the
Company's Mill Outlet Store. The Gem Urethane plant in Amsterdam, New York
utilizes approximately 106,000 square feet for production. Fab closed two
manufacturing plants, Travis Knits in Cherryville, North Carolina and Adirondack
Knitting in Amsterdam, New York, during the first week of July 2001. The
Adirondack Knitting Plant was on an operating lease which expired at the time of
closure.

In addition, on November 16, 2001, Fab closed its manufacturing plant
in Maiden, North Carolina. The manufacturing operations of each of these
facilities were consolidated into the Company's Mohican Mills facility located
in Lincolnton, North Carolina. The Company is attempting to sell its plants in
Cherryville and Maiden, North Carolina.

Over the past three years, the Company has reduced the floor space of
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its executive offices and showroom facilities in its New York City headquarter

(5)

The following table sets forth the location of each of Fab's current
manufacturing facilities, its current principal use, if any, approximate floor
space and, where leased, the lease expiration date. There are no mortgages or
other encumbrances on any of our facilities. All the Company's operating
facilities are in good operating condition and repair.

S.

LOCATION

Lincolnton,
North Carolina

PRINCIPAL USE

Dyeing and finishing,
raschel and tricot knitting,

APPROXIMATE
FLOOR SPACE

630,550

circular single and double knitting,
tricot and raschel warping, printing
and warehousing.

Lincolnton, North Carolina Warehouse

Maiden, North Carolina (3)

Salisbury, North Carolina Manufacturing finished consumer
and institutional products and
retail and over-the- counter
fabrics

Amsterdam, New York Laminated fabrics, fire fighting
material manufacturing
operations and bonding and
laminating

Cherryville, North Carolina (3)

New York, New York Executive offices and showroom

facilities
(1) Company owned.
(2) The lease currently runs from month to month.
(3) These facilities were closed during 2001 and are currently subject to a

brokerage sale agreement. Manufacturing operations were consolidated int
Fab's Mohican Mills facility located in Lincolnton, North Carolina.

All of our facilities are constructed of brick, steel or concrete, an
we consider all facilities to be adequate and in good operating condition and
repair.

ITEM 3. LEGAL PROCEEDINGS.

On November 10, 2003, a class action complaint was filed against the
Company in Delaware Chancery Court. The complaint asserts claims against the
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Company and certain of its officers and directors based on the management
buy-out proposal at a price allegedly lower than the cash value and book value
of the Company's shares which was an allegedly interested transaction, the
amendment to Mr. Bitensky's employment contract discussed below in Item 7, and
the Company's failure to file a certificate of dissolution with the Delaware
Secretary of State. The complaint alleges such actions constitute violations of
defendants' fiduciary duties, as well as the provisions of the Delaware General
Corporation Law. The complaint does not seek a specific amount of damages, and
seeks to enjoin defendants from effectuating the planned management buyout. The
Company served an answer to the complaint on December 11, 2003.

On each of November 21 and November 26, 2003, additional class action
lawsuits were initiated against the Company in Delaware Chancery Court,
asserting substantially the same allegations as those described above.

The Company believes that each of the claims described above is without
merit. Further, certain of the claims described above have been rendered moot by
the withdrawal of the preliminary offer by the management-led buyout group to
acquire the Company.

By petition dated September 9, 2004, plaintiff requested that all of
its claims be dismissed because they have been rendered moot by the withdrawal
of the management buy-out and there is no current plan to effectuate a sale of
the Company's assets. Plaintiff also petitioned the Court for an award of
reasonable attorney's fees in the amount of $300,000 and attorney's expenses of
$13,794.05 (the "Fee Petition") because plaintiff's claim conferred a benefit on
the Company's public stockholders by preventing the consummation of the proposed
management buy-out and preserving the value of the public stockholders'
investment in the Company's stock. The Company opposed the petition.

On December 29, 2004 the Court of Chancery of the State of Delaware
denied the Fee Petition. The Court concluded that the Fee Petition should be
denied as plaintiff's claims either were not meritorious when filed or, to the
extent that they were, they are not yet moot.

Following that decision, plaintiff moved for summary Jjudgment on its
claims relating to the Company's alleged failure to timely file a certificate of
dissolution and seeking a declaration that the plan of dissolution (the "Plan")
is invalid for failure to require a shareholder vote before the sale of all of
the Company's assets. The motions were fully briefed and argued before the Court
on April 12, 2005. On May 2, 2005, the court issued its opinion holding that the
Plan is valid in its entirety and that the Company has not violated Delaware law
by not yet filing its certificate of dissolution. The court stated that the
Company may negotiate and agree to a sale before the certificate of dissolution
is filed, but that the sale cannot be consummated until the certificate of
dissolution has become effective. The court concluded that once the dissolution
becomes effective, Fab may consummate a sale of its assets without a shareholder
vote.

A number of other claims and lawsuits are pending against the Company.
It is impossible at this time for the Company to predict with any certainty the
outcome of such litigation. However, management is of the opinion, based upon
information presently available, that it is unlikely that any liability, would
be material in relation to the Company's consolidated financial position or
results of operations.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY-HOLDERS.

Not Applicable
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PART TII
ITEM 5. MARKET FOR COMMON EQUITY AND RELATED STOCKHOLDER MATTERS.
Fab's Common Stock is traded on the American Stock Exchange, Inc.

(ticker symbol - FIT). The table below sets forth the high and low sales prices
of the Common Stock during the past two fiscal years.

FISCAL 2004 HIGH LOW
FirsSt QUATL O . ittt it it ettt ettt ettt eeeieennnn S 6.25 $ 5.08
SECONA QUAT L ET t v vt i it e ettt ettt ettt e e S 6.60 S 3.25
Third QUATLEET . v ittt it ettt e et et ettt e eeeeeeennn S 4.50 $ 3.33
FOUFth QUATE T .t it ittt et et e ettt e ettt ettt S 4.39 S 3.74

FISCAL 2003

FirsSt QUATL e . ittt it ittt ettt ettt ettt S 9.00 $ 8.15
SECONA QUATE Tt i vt ittt ettt ettt ettt e eeeneeenns S 9.75 S 8.98
Third QUATLEET . v ittt ittt et e e et et et ettt eee e $ 11.25 S 6.70
FOUFtn QUATE T .t it ittt et ettt et ettt ettt et e s 7.50 S 4.63

At April 22, 2005, there were approximately 737 holders of record of
Common Stock. On May 30, 2002, the Company's Board of Directors declared an
initial ligquidating distribution of $10.00 per share, which was paid on June 24,
2002, with a record date of June 10, 2002. Accordingly, $52,380,000 was paid on
June 24, 2002. On August 1, 2003, the Company's Board of Directors declared a
second liquidating distribution of $4.00 per share, which was paid on August 22,
2003, with a record date of August 11, 2003. Accordingly, $20,860,000 was paid
on August 22, 2003. On February 18, 2004 the Company's Board of Directors
declared a third liquidating distribution of $3.00 per share, which was paid on
March 10, 2004 with a record date of February 28, 2004. Accordingly, $15,645,000
was paid on March 10, 2004.

On March 15, 2005, the Company received a letter from the American
Stock Exchange ("AMEX") that it is not in compliance with continued listing
standards as set forth in Section 1101 of the AMEX Company Guide as a result of
the Company's failure to file its annual report on Form 10-K for the fiscal year
ended November 27, 2004 and that trading of the Company's common stock would be
halted as a result thereof. On March 15, 2005, AMEX halted trading of the
Company's common stock. AMEX further advised the Company that it would initiate
proceedings to delist the Company's common stock from the AMEX on April 14,
2005, if the Company was not then in compliance with all AMEX continued listing
standards or the AMEX determined that the Company had made reasonable
demonstration of its ability to regain compliance with such listing standards.
AMEX requested that the Company submit a plan by March 25, 2005, advising AMEX
what actions the Company will take to regain compliance with all AMEX continued
listing standards.

10
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On March 24, 2005, the Company notified the AMEX that the preparation
of its financial statements for the fiscal year ended November 27, 2004 will be
complete within the next two weeks. On April 14, 2005, the Company asked for an
additional two weeks extension. Accordingly, Fab believes once this 10-K is
filed and its 10-Q for the quarter ended February 26, 2005 is filed it will be
in compliance with the AMEX requirements in this respect.

On April 11, 2005, the Company filed a form 12b-25 indicating that it
would not be able to timely file it's 10-Q for the first quarter ended February
26, 2005.

The Company has terminated all of its stock option plans and as a
result there are no options outstanding or available for grant.

(8)

ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA.
(in thousands, except for share and per share data)

AS AT OR FOR THE FISCAL YE

NOVEMBER 30, 2003 NOVEMBER NOVEMBER
THRU NOVEMBER 26, 2004 29, 2003 30, 2002
Net Sales $49, 660 $51,173 $62,965
Income (loss) before taxes on (107) (1,545) 3,010
income (2) (5)
Net income (loss) (2) (72) (1,370) 1,970
Earnings (loss) per share: (5)
Basic
Diluted (.01) (.26) .38
(.01) (.26) .38
Total assets (6) (7) —— 57,783 80,937
Long-term debt - - -
Redeemable Common Stock —— —— 7,000
Stockholders' equity (6) (7) —— 48, 637 64,279
Book value - 9.38 12.33
per share (3) (7)
Cash dividends per share (4) 3.00 4.00 10.00
Weighted average number of
shares outstanding:
Basic 5,215,031 5,226,902 5,222,812
Diluted 5,215,031 5,226,902 5,222,812
Net assets in liquidation: (7) NOVEMBER 27, 2004
Cash and cash equivalents and
investment securities $19,894,000
Accounts receivable 7,057,000
Property, plant and equipment 6,082,000
Other assets 4,551,000
Total assets 37,584,000

11
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Total liabilities 20,597,000

Net assets in liquidation $16,987,000

(9)

ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA (CONT.)

(1) Fifty-three week period.

(2) Fiscal year ended December 1, 2001 amounts include asset impairment and
restructuring charges of $14,530,000.

(3) Computed by dividing stockholders' equity by the number of shares
outstanding at year-end.

(4) Fiscal years ended November 27, 2004, November 29, 2003 and November 30,
2002 cash dividends represent liquidating dividends.

(5) Fiscal year ended November 30, 2002 includes litigation settlement of
$750,000 and fiscal year ended November 29, 2003 includes $685,000 in
asset impairment charges and $1,659,000 in charges resulting from the
amended employment agreement between the Company and Mr. Bitensky. Fiscal
year ended November 27, 2004 includes $615,000 in asset impairment
charges and environmental costs of $226,000.

(6) The consolidated financial statements for the years ended November 29,
2003, November 30, 2002, December 1, 2001 and December 2, 2000 have been
restated to correct an error relating to the fact that the Company has
not depreciated certain improvements to it's land, mainly consisting of
two parking lots constructed in 1984 and 1989 with a cost totaling
approximately $292,000.

(7) Due to the uncertainty as to whether the Company will be sold prior to
May 30, 2005, the Company and its accountants BDO Siedman, LLP have
determined that it is more appropriate to present the Company's financial
statements on a liquidation basis. Therefore, we changed our basis of
accounting to the liquidation basis as of November 27, 2004. Under the
liquidation basis of accounting, assets are stated at their estimated
realizable value and liabilities at their anticipated settlement amounts.

(10)
ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS

OF OPERATIONS.

The domestic textile industry has been negatively affected by a flow of low cost
foreign imports and market conditions since 1998.

The Company's Board of Directors adopted resolutions dated March 1, 2002, which
authorized, subject to stockholders approval, the sale of the Company's business
pursuant to a Plan of Liquidation and Dissolution (the "Plan"). The Company's
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stockholders approved the Plan at the Company's annual meeting on May 30, 2002.

The Company engaged the investment banking firm of McFarland Dewey & Co., LLC in
November 2002 to assist it with the sale of the Company's business. McFarland
Dewey contacted over 80 potential acquirers during the course of this
eighteen-month process. On October 14, 2003, the Company announced that it had
yet to receive any bona-fide offers to acquire the business as a going concern.
Following that announcement, on October 23, 2003, the Company received a
preliminary offer from a management-led buyout group to acquire the business, as
a going concern, for $3.75 per share. The Company subsequently announced on
November 14, 2003, that a stockholder filed a lawsuit, naming as defendants, the
Company and each of its directors, seeking class—action certification,
preliminary and permanent injunctions against the proposed management-led
buyout, and unspecified damages. The preliminary offer from the management-led
buyout group was subsequently withdrawn.

The Company continued the auction process following the withdrawal of the
management-led buyout group's preliminary offer. On March 10, 2004, the Company
paid a $3.00 per share liquidating distribution. Following this ligquidating
distribution, the auction process resulted in the Company receiving three
non-binding initial indications of interest from unaffiliated third parties, at
prices ranging from $1.50 per share to $2.25 per share and a non-binding initial
indication of interest from SSJJJ, at a price of $2.83 per share. A Special
Committee of the Company's Board of Directors, comprised solely of independent
directors, was formed to evaluate SSJJJ's preliminary indication of interest.
After further discussions between the Special Committee and SSJJJd, SSJJJd
indicated that it may be willing make a binding offer of $2.80 per share to
purchase the Company's business as a going concern. SSJJJ informed the Special
Committee on August 9, 2004, that it would not be making a binding offer at that
time to purchase the Company's business. On August 11, 2004, the Company
announced that it suspended its formal auction process because it failed to
receive a binding offer to purchase the Company's business as a going concern.

The Company announced on March 9, 2005 that it had received a preliminary
non-binding indication of interest from SSJJJ Manufacturing Co., Inc., an
acquisition vehicle owned by several members of the Company's management,
including Steven Myers, the Company's President and Chief Operating Officer
("SSJJJ"), to acquire the business, as a going concern, at a price of $2.80 per
share. A Special Committee of the Company's Board of Directors, comprised solely
of independent directors, 1is currently evaluating SSJJJ's preliminary
non-binding indication of interest.

Under the Plan, if the Company's business is not sold prior to May 30, 2005, the
Company will be required to transfer its assets and liabilities to a liquidating
trust for the benefit of the Company's stockholders. If the Company's assets and
liabilities are transferred to a liquidating trust on May 30, 2005, the
Company's stock transfer books will close and its common stock will be delisted
from trading on the AMEX effective on the close of business on May 30, 2005.
Thereafter, certificates representing shares of Company common stock will not be
assignable or transferable on the books of the Company, except by will,
intestate succession or by operation of law. Thus, at such time, it will no
longer be possible for the Company's stockholders to publicly trade the
Company's stock and the proportionate interests of all of the Company's
stockholders will be fixed on the basis of their respective stock holdings at
the close of business on May 30, 2005.

After such date, any distributions made by the Company will be made solely to
the stockholders of record at the close of business on May 30, 2005, except as
may be necessary to reflect subsequent transfers recorded on the Company's books
from any transfers by will, intestate succession or by operation of law. The
interests in any liquidating trust will not be transferable.
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There can be no assurance that the Company will be able to sell its business as
a going concern, that the Company will be able to liquidate all of its assets
prior to May 30, 2005, or that the sale of its business and assets will generate
proceeds to the stockholders in an amount equal to or greater than the market
price of its stock or the liquidation value of its assets.

(11)

Due to the uncertainty as to whether the Company will be sold prior to May 30,
2005, the Company and its accountants, BDO Siedman, LLP, have determined that it
is more appropriate to present the Company's financial statements on a
liquidation basis. Therefore, we changed our basis of accounting to the
liquidation basis as of November 27, 2004. Under the liquidation basis of
accounting, assets are stated at their estimated net realizable value and
liabilities are stated at their anticipated settlement amounts. Included in the
liabilities, we accrued approximately $11.6 million in costs and expenses of
liquidation representing the Company's estimate of the costs to be incurred
during actual liquidation. There can be no assurance that actual liquidation
costs and expenses will be equal to the Company's estimated liquidation costs
and expenses.

The amount of distributions ultimately available to be made to shareholders upon
the final liquidation of the Company may differ from the "net assets in
liquidation" recorded in the accompanying statements of Net Assets in
Liquidation as a result of future changes in settlement of liabilities and
obligations and actual costs of liquidation.

The accompanying statements of operations, shareholders' equity and cash flows
for the period November 30, 2003 to November 26, 2004 (fiscal 2004) and for each
of the years in the two year period ended November 29, 2003 and November 30,
2002 have been presented as a going concern basis comparable to prior periods.

At November 27, 2004, the following represent the Company's estimated costs and
expenses of liquidation:

Compensation and benefits $ 6,191,000

Defined benefit pension plan 2,033,000

Legal, audit and tax service 1,250,000

Insurance 450,000

Other costs, including property taxes, utilities, maintenance,

repairs, stationery supplies, postage and security 1,665,000
TOTAL $11,589,000

CRITICAL ACCOUNTING ESTIMATES

Our critical accounting estimates are those which we believe require
our most significant Jjudgments about the effect of matters that are inherently
uncertain. A discussion of our critical accounting estimates, the underlying
judgments and uncertainties used to make them and the likelihood that materially
different estimates would be reported under different conditions or using
different assumptions, is set forth below:

Uncertainties

Under the liquidation basis of accounting, assets are stated at their
estimated net realizable value and liabilities are stated at their anticipated
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settlement amounts which approximates the $16,987,000 net orderly liquidation
value. Included in the liabilities, we accrued approximately $11.6 million in
costs of liquidation representing the estimate of the costs to be incurred
during liquidation, however, actual costs could vary from those estimates.
Distributions ultimately made to the shareholders upon liquidation will differ
from the "net assets in liquidation" recorded in the accompanying statements of
Net Assets in Liquidation as a result of future changes in settlement of
liabilities and obligations and final costs of ligquidation.

Accruals and Contingencies

We periodically assess the potential liabilities related to any
lawsuits or claims brought against us, as well as for other known unasserted
claims, including environmental, legal and tax matters. While it is typically
very difficult to determine the timing and ultimate outcome of these matters, we
use our best judgment to determine if it is probable that we will incur an
expense related to the settlement or final adjudication of such matters and
whether a reasonable estimation of such probable loss, if any, can be made. In
assessing probable losses, we make estimates of the amount of insurance
recoveries, if any. We accrue a liability when we believe a loss is probable and
the amount of the loss can be reasonably estimated, in accordance with the
provisions of SFAS No. 5, "Accounting for Contingencies," as amended. See Note 9
in the accompanying financial statements for additional information concerning
our contingencies.

(12)

The Company maintains a non-contributory defined benefit pension plan
(Fab Industries, Inc. Hourly Employees' Retirement Plan) which covers
substantially all hourly employees. The Plan provided benefits based on the
participants' years of service.

An estimate of the liability associated with terminating the plan for
underfunding of the hourly plan would be approximately $2.0 million. This will
be assessed by the Pension Benefit Guarantee Corporation. This has been included
in the estimated costs of liquidation. The Company plans to terminate the
non-contributory defined benefit pension plan and distribute the lump sum
payment to it's participant on transfer of the Company to the liquidating trust.

Given the inherent uncertainty related to the eventual outcome of these
matters and potential insurance recoveries, it is possible that all or some of
these matters may be resolved for amounts materially different from any
provisions or disclosures that we may have made with respect to their
resolution. In addition as new information becomes available, we may need to
reassess the amount of probable liability that needs to be accrued related to
our contingencies. All such revisions in our estimates could materially impact
our results of operations and financial position.

We maintain an accrual for workers compensation, which is classified as
other current liabilities in our consolidated balance sheets. We determine the
adequacy of the accrual by periodically evaluating our historical experience and
trends related to workers compensation claims and payments, information provided
to us by our insurance broker and industry experience and trends. If such
information indicates that our accrual is overstated or understated, we will
adjust the assumptions utilized in our methodologies and reduce or provide for
additional accruals as appropriate.

Bad Debt

We maintain allowances for doubtful accounts for estimated losses
resulting from the inability of our customers to make required payments. If the
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financial condition of our customers were to deteriorate, resulting in an
impairment of their ability to make payments, additional allowances may be
required.

Revenue Recognition

The Company recognizes its revenue upon shipment of related goods.
Shipping terms are FOB shipping point pursuant to the Company's sales
agreements. Risk of loss transfers to the Company's customers at the time the
goods are transferred to a common carrier, per the Company's sales agreements.
The acceptance of goods by customers is not subject to inspection. Allowances
for estimated returns are provided when sales are recorded.

Impairment of Long-lived Assets

Whenever events or circumstances indicate that the carrying values of
long-lived assets (including property, plant and equipment) may be impaired, we
perform an analysis to determine the recoverability of the asset's carrying
value. The carrying value of the asset includes the original purchase price (net
of depreciation) plus the value of all capital improvements (net of
depreciation). If the analysis indicates that the carrying value is not
recoverable from future cash flows, we write down the asset to its estimated
fair value and recognize an impairment loss. The estimated fair value is based
on what we estimate the current sale price of the asset to be based on
comparable sales information or other estimates of the asset's value. Any
impairment losses we recognize are recorded as operating expenses. In 2001, we
recognized $13.2 million of impairment losses. We did not recognize any
impairment losses in 2002. In 2004 and 2003, the Company reviewed assets held
for sale and determined an additional impairment charge of $615,000 and
$685,000, respectively, was required.

We make estimates of the undiscounted cash flows from the expected
future operations of the asset. In projecting the expected future operations of
the asset, we base our estimates on future budgeted earnings before interest
expense, income taxes, depreciation and amortization, or EBITDA, and use growth
assumptions to project these amounts out over the expected life of the
underlying asset. If actual conditions differ from those in our assumptions, the
actual results of each asset's actual future operations could be significantly
different from the estimated results we used in our analysis. Our operating
results are also subject to the risks set forth under "Summary of Accounting
Policies - Risk and Uncertainties."

(13)

Results of Operations
NOVEMBER 30, 2003 THRU NOVEMBER 26, 2004 (FISCAL 2004) COMPARED TO FISCAL 2003

Net sales for the fiscal 2004 were $49,660,000 as compared to
$51,173,000 in fiscal 2003, a decrease of 3.0 %$. The domestic textile industry
has been negatively affected by a flow of low cost foreign imports and market
conditions since 1998. Apparel external sales for fiscal 2004 were $37.3
million, compared to $39.1 million in fiscal 2003, a decrease of $1.8 million or
4.6%. Home Fashion and Accessories external sales for fiscal 2004 were $4.5
million compared to $4.2 million in fiscal 2003, an increase of $0.3 million or
7.1%. Other external sales for fiscal 2004 were $7.9 million, compared to $7.8
million in fiscal 2003, an increase of $0.1 million or 1.3%. The decreases in
the apparel segment were caused substantially by lower volume due to continued
weakness in the domestic textile industry and market conditions and increased
foreign competition. There was a slight increase in the home fashions and
accessories and other segments.
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Gross margins as a percentage of sales increased to 9.9% from 8.3% in
the similar 2003 period. For fiscal 2004, an increase in LIFO reserves of
$314,000 was recorded. This was due to higher FIFO prices. For fiscal 2003, LIFO
inventory reserves decreased $607,000, due to lower average FIFO cost levels.
Additionally, gross margin has increased as a result of a decrease in
depreciation expense of $309,000 for fiscal 2004 compared to the prior
comparable period. This decrease in depreciation expense is a result of the sale
of fixed assets and fixed assets that have been fully depreciated over the past
year. Reductions in costs due to employee terminations and related expenses in
our production facilities also aided gross profit in fiscal 2004. Management is
hopeful that future gross margins will show an improvement over the current
year's performance due to an expected reduction in costs due to employee
terminations and related expenses in fiscal 2004 and a decrease in expected
depreciation as a result of a reduction in capital expenditures over the last
few years and assets which will become fully depreciated in 2005, tempered,
however, by the continuing deterioration in domestic textil