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20022
$ 2,349,650
294,548
$ 2,644,198
$ 88773
12,495
(7,466)
$ 93,802
$ 51,983
1.12
0.36
$ 457,688
1.7%
$ 9.85
$ 66,591
7,833
4,692
$ 79,116
$ 165911
1,039,271
185,892
28.5%
17,650
46,454,188

20012

$ 2,416,799
326,491
$ 2,743,290

$ 31,802
21,635
(4,735)

$ 48,702

$ (727)
(0.02)
0.36

$ 445,353
(0.2%)

$ 9.61

$ 68525
19,169

27

$ 87721
$ 112272
940,064
157,113
25.7%
17,100
46,319,696

2000

$ 2,332,908
359,183
$ 2,692,091

$ 59,146
47,478
(7,178)
99,446
$ 51,002
1.10
0.36

$ 473,005
11.5%

$ 10.23

o

$ 98,973
19,744
38
118,755
$ 138,091
1,020,684
227,940
32.1%
20,000
46,220,876

R-s 3

1999
$ 2,273,156
361,133
$ 2,634,289
$ 55,438
48,617
(7.507)
$ 96,548
$ 50,714
1.08
0.33
$ 443,683
12.3%
$ 9.55
$ 77,513
15,658
3,766
$ 96,937
$ 124,060
969,924
198,961
30.7%
19,800

46,451,240

1998

$ 2,132,223

365,184

$ 2,497,407

$ 52,126
42,070
(7,770)

§ 86,426

$ 46,772
1.00
0.32

$ 410,725
12.3%

$ 8.82

$ 75,082
20,246

145

$ 95473
$ 87,333
931,544
191,931
31.6%
20,700
46,554,591

- ¢ 1,931,212
' 378,723
$ 2,309,935

$ 45671
49,165
(9,794)

$ 85042

$ 47,731
1.02
0.32

$ 380,507
13.8%

$ 8.17

$ 86,237
28,878

184

$ 115,299
88,893
885,243
190,494
33.1%
19,700
46,599,301

1997

L19%e

$ 1,833,042

317,261

- $ 2,150,303

. $ 48459

34,684
(10,109)

_$ 73,034
$ 42,802

0.92
026
$ 346,856
13.5%

8 747

$ 83,204
35,605
- 4an
$ 123,280
$ 65,134
801,702
164,435
32.2%
20,100

46,461,290




Financial Highligl’lts

(dollars in thousands, except per share data) 2006 2005 2004+ 2003' 2002
Net Sales $3,265856 §$2964,655 $2868507  $2724739  $2644,198
Total Operating Profit 123,069 115,260 112,414 102,112 93802
Net Income 72,336 68,598 64,659 = 59,882 51,983
Net income Per Share '

Basic _ 1.53 1.45 1.39 129 a2

Diluted 152 144 138 129 a2
Dividend Per Share ‘ 0.44 0.44 040 036 036
Total Assets 1362936 1203640 1,109,097 1065022  1,039.271
tong-Term Debt — -

Including Current Portion 237,731 163,445 166,287 189,095 185,892
Shareholders’ Equity 670,517 608,942 549,710 495,265 457,688

| Book Value Per Share 14.10 12.82 11.76 1071 985
Sales Operating Profit Net Income
IN BILLIONS OF DOLLARS IN MILLIONS OF DOLLARS IN MILUONS OF DOLLARS

Earninﬁs Iper Dividends per Share Debt as a Percent Sharcholders’
Share — Diluted IN DOLLARS of Capital I:mpl()yecl Equity
IN DOLLARS N MILLIONS OF DOLLARS

S

02 03 04 05 06 D2 03 04 05 06

1 The following charges in fiscal 2004, 2003, and 2002 are included in the financial highlights:
Fiscal 2004; Net pre-tax exit and impairment charges of $384 ($238 after income tax benafits) related to severance costs,
Fiscal 2003: Net pre-tax exit and impairment charges of $580 ($360 after income tax benefits, or $0.01 per diluted share) related to asset impairments.
Fiscal 2002: Net pre-tax charges of $7.1 million ($4.4 million after income tax benefits, or $0.09 per diluted share) related to asset impairments and other exit costs.

2 53-week year.




(dollars in thousands except share and  per share data)

- . Net sales’
__ Harris Teetar
- Amerlcan & Eflrd _

‘ '7 Total Net Sales

Opera’rmg Proflt (Loss)'
Harris Teeter
American & Efird
Corporate )
Total Operatlng Prof|t

v Net [ncome (Loss)

Net Income (Loss) Per Share — Diluted

B Common Dlwdend

Shareholders’ Eqmty -
Percent Return on Beginning Equity
Book Value Per Share
Capltal Expendltures
Harris Teeter
American & Efird

N Corporate
7 Total Capltal Expendltures
Worklng Capital

Total Assets

Long-Term Debt — Including Current Portion
Long-Term Debt as a Percent of Capital Employed
Number of Employees

- Common Shares Outstanding

2006

v $ 2,922,679

343177

j $ 3,265,856

' § 127,637

1,579
(6,147)

§ 123,069

$ 72,336
1.52
0.44

s 670,517

11.9%
$ 14.10

- $ 210,336

7,626

574

$ 218,536
$ 98,119
1,362,936
237,731
26.0%
22,400
47,557,894

2005

' § 2,644,976

319,679

~ $ 2,964,655

$ 113,580
9,010
(7,330)

§ 115,260

- $ 68598

1.44
0.44

$ 608,942

12.5%
$ 12.82

$ 115,423
13,552
25
129,000
$ 13081
1,203,640
163,445
21.0%
20,400
47,488,979

LY.

20044

$ 2,572.367

296,230

$ 2,868,597

$ 104,406
13,073
{5,065}

$ 112414

$ 64,659
1.38
0.40

$ 549,710
13.1%

$ 11.76

$ 83,941

8,104
47
92,092
$ 187,97
1,109,097
166,287
23.0%
18,200
46,730,758

ot

2003

$ 2,431,632
293,107
$ 2,724,739

$ 93,622
13,624
(5,134)

$ 102,112

59,882
1.29
0.36

$ 495,265
13.1%

$ 10.71

L

$ 64,370
9,197
14
$ 73,581
$ 165,192
1,065,022
189,095
27.3%
17,500
46,223,233

1 The historical Net Sales and Operating Profit for fiscal 1996 does not include the Sales and Operating Profit of Jordan Graphics

inc. which was discontinued in fiscal 1996.

2 Operating Profit, Net Income, Net Income Per Share — Diluted and related returns include the following exit and impairment
charges and tax settlement, which have been previously disclosed in the Company’s annual reports on Form 10-K:

Fiscal 2004:
Fiscal 2003:
Fiscal 2002:

Exit and impairment charges at A&E of $384 ($238 after taxes).
Exit and impairment charges at A&E of $580 ($360 after taxes, or $0.01 per diluted share).
Exit and impairment credits at Harris Teeter of $710 (3431 after taxes, or $0.01 per diluted share)

and exit and impairment charges at A&E of $7,823 ($4,825 after taxes, or $0.10 per diluted share).

Fiscal 2001:

Exit and impairment charges at Harris Teeter of $45,035 ($27,370 after taxes, or $0.59 per diluted share), exit and

impairment charges at A&E of $2,105 ($1,285 after taxes, or $0.03 per diluted share) and a tax settlement with the

IRS for $20,000 ($0.43 per diluted share).

3 53-week year.




Letter to Qur Stiarellol(lers

Dear Slmreliol(lers:

Fiscal 2006 was another successful year for our Company in terms of sales
and earnings growtli. Qur continued success can be attributed, in many ways, to our
commitment to customer service and quality. This commitment dictates how we run
our l)usinessles, from recruiting new associates to the processes we use to evaluate
our operations and, most importantly, our customers’ satisfaction. As part of our
commitment to customer service and quality, we accelerated our growth plans for Harris
Teeter and C'Qntinuecl the transformation of American & Efird cluring this past year,
We are [ileasecl to report our fiscal 2006 results, which were:
» Net ;:'ales increased 10.29% to $3.27 billion from $2.96 billion;

» Opetating profit increased 6.8% to $123.1 million from $115.3 million;
» Net income increased 5.49% to $72.3 million from $68.6 million; and
» Earn_‘:ings per share on a diluted basis increased 5.6% to $1.52 from $1:44,

The cash proviclecl lJy these results, along with tinancing available under a new
revolving cre;aclit tacility we successtully negotiate:(l in June 2006, provide the capital
necessary to ‘continue to grow our Harris Teeter supermarlcet business and expand the
glolaal operations of American & Efird.

During tiscal 20006, Harris Teeter expanded within its existing markets through
the opening iSt sixteen new supermarkets, inclucling the six stores we acquired from
Winn-Dixiellin fiscal 2005 and completely remodeled prior to their opening. In
addition, wel:ontinue to invest in our existing store base through our comprehensive
remodeling [lrograrn. We remodeled six existing supermarkets in 2006, two of which
were expancléd in size.

Next yeali' 15 expectecl to be another signiticant year for Harris Teeter’s store
gl'Oth‘l. Currlently we plan to open twenty-two new stores, inclucling two replaccments,
. and remodel eleven supermarlzets cluring fiscal 2007. Six of the eleven stores to lje
remodeled in 2007 will be enlargecl to better serve our customers. Qur effort to

|
Thomas W Diclzsnn, ?irafrman oflfre Baaral,
President and C}n'c[ Executive Offfcer

Ruddick Corporation € Subsidiarics Annual Report 2006 1




Jo}m B.Wvudlie{, Vice President -
Finance and Chief Financial Officer

[

Frederick ] Morgantha“, 11, 'Frt‘(.l A. Jac]zson,
President — Harris Tecter Presidont — Amevican & Efr’rc!

accelerate new store openings should result in more store openings cluring the first
part of the fiscal year than we have hisiorically accomplished.

Customer service and quality are e!ssential components of the total value
proposition we offer at Harris Teeter.r\iVe focus on customer service from the very
l)egilming, as we evaluate-potential sto;re sites and recruit and train our associates.
The (]emograpllics of the surr_oun(ling ‘market for a new store are ana]yzec{ to
determine what store format and proc]uct oﬁerings will best serve the customers who
live there. We also go to extra efforts in our recruiting process to determine that any
new associate will be customer-service oriented and have the proper qua]i{:ica’cions for
their position.

Customer service means iclentil:yil‘lg new trends and anticipating our customers’
wants and needs for new items. Whether it is continuously expancling our natural
and organic {ood selection, adding |101; food bars or enhancing our fresh seafood
departments, we focus on staying ahead of our competitors in meeting our customers’
present and future needs.

Customer service also entails pm\}iding our customers with a full selection of
top-quality merchandise at reasonab]eI prices. The product o”erings fora particu]ar
Harris Teeter location are driven by the customers’ preferences in the surrounding
neighbor}'}oods. We have continued tolutilize the Harris Teeter Very Important
Customer (VIC) rewards program to help us determine those local preferences and
create superior value for our customers. Not on]y does the VIC program create
excitement througl'l specia] pricing and 1Crequent shopper rewards, it also en;l]:vles us to
gatlier information to individually m(_Trc}mn(lise cach store within our local markets.

Our attention to detail and comn‘:litment to customer service and qua]ity has
resulted in another record year for sales grow’c]‘l and operating pr.ofit at Harris Teeter.
Total sales for fiscal 2006 grew by 10.5% and our comparable store sales increased
3.20%. During fiscal 2006 we also improvecl our operating profit margin ]:iy 8 basis
points to 4.37%. These record resu[ts were achieved at the same time we accelerated
our new store opening program. |

We made substantial progress clur:ing fiscal 2006 in our transformation of

American & Efird. Ditrinig this past y'ear we focused on expancling ouf operations in

2 Ruddick Corporation & Subsidiaries Antual Report 2006 |




China, integrating the operations of our recent acquisitions and further diversifying

our procluctu lines tllroug]'lout our glol)éx] Eootprint. The stream[ining of our operations
accurred througllout the world, by completi ng the consolidation of the operations

of Ludlow Textiles Company, Inc. into our existing operations in North Carolina, and
integrating the operations of Jimei Spinning Company Limited in China with our
existing joint venture Hengmei Spinning Company, Ltd.

American & Efird is considered the second largest global supplier of industrial
sewing thread, embroidery thread and technical textiles and we intend to continue
our efforts to further diversify our product lines and build our g]ol')a] network.

Our expansion continued in Scptem]:er 2006 with the acquisition of TSP
Tovarna Sukancev in Trakov d.d. (TSP) located in Maribor, Slovenia. This acquisition
expands our non-apparel sales and production capacity in Europe, since TSP
manufactures and distributes sewing thread and trimmings for industrial marleefs,
primarily thé automotive markets of Eastern Europe.

Our e{fctgrts to further diversify our product lines and customer base led us
to our 2005}!‘acquisition of Robison-Anton Textile Co., a producer of high—quality
embroidery tl!lreacls. We are capitalizing on the Robison-Anton brand recognition
and have ini‘éliatecl a new advertising campaign to promote the sales and distribution
throughout our global network, including Mexico, Asia, Central America and Europe.

During tl‘n- past year we also continued on our strategic plan of capltal investment
in our Chinal ]cnnt venture, Huamei Thread Company Limited, which is one of the
large:t threac{ proclucer: in that raplcllv growing market. This plan continued to pay

dividends clul_'lng the vear with increases in sales of lngher value-added thread proclucts.'

A commij_tment to customer service and quality serves as a guide for us at both
Harris Teeteri}aml American & Efird. We have been successful ij adhering to this
commitment in the past and will continue to follow our belief that provicling the best
possible custo'!;mer service and quality will lead to our continued success. We thank all
of our.asscjcidlltes tl'ltoug}'lout the world for their dedication to our commitment, and

for the success we have shared in the past and expect for the future.

1‘!1()“1215 \V DiC]QSUI‘l,

Chairman of the Bnard, President and Chief Executive Officer

Ruddick Corporation & Subsidiaries Annual Repunt 20006 3
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I Harris Teeter: Committed to Customer Service and Qua]ity

[ ¢

<>Harrie Teeter
|

1 .
W |
| ' |

We are I?:omrmttecl to provldmg our customers the best variety and selection, the lnghest qualltv and

outstandmg customer service at competitive prn_cs This commitment is Ley to our success, both in the past as

well as the future

Our p]‘.'lO!‘ success has translated into future growtl-\ In a year when we have acceleratecl our new store opening

plans, we have also achieved record sales and operating profnt Both sales and operalmg proflt 1ncreasecl from fiscal

2008 to f:sLal 2006. Fiscal 2006 sales increased to $2.92 billion, an increase of 10.5%, Wl’l le operatmg proFlt
increased 12 49 to $127.6 million. We also realized a record operating p]’O{lt margln of 437% in l:h,ca] 2006.
These results, along with our continued strong comparable store sales increases of 3.2000 n"l: fiscal 2006 3.00%
in fiscal ZOQE) and 2.979% in fiscal 2004, provide the stimulus for our acceleratecl growt}]. !

During %l‘lis past yvear we successfully opened sixteen new stores, including the six stores acquired from Winn-
Disxie in 2005. The six acquired stores were completely remodeled prior to their opening to ensure they meet
the I'lig]'l stat_ldards of a Harris Teeter supermarl:et We plan to continue our accelerated new store opepings next
year with the expected opening of twenty_two supermarkets. Two of the new stores to be opf;nenl in fis%:a] 2007
will replace éxisting stores. During fiscal 2007 we also plan to increase the number of stores l)eing rml'noclelecl.
Our current[plan calls for completmg remodels on eleven sup;rmarl\ets clunng fiscal 2007, up from the six
remodels weicompleted clurmg fiscal 2006. Six of the 2007 remodel projects will result ml largu: Harns Teeter
supermarlcet__s to better serve our customers.

At Harris Teeter, our lanowle(lgeab]e staff is just the l)egilming of excellent customer service. We clevelop
store designs and product offerings bhased on the clemograp]ﬁcs of the surrouncling neighborhoods. Ou'r
prototypes b_egin with the Harris Teeter neighborllood store which is a 4-‘0,00ofsquare-foot‘supermarléet
with a full sé‘lection of dry grocery, pcrisl’lalale and prepared food items. Next is our ﬂagship‘store, which at
48,000 square feet, has expanded departments throughout for even greater vartety as well as a fully staffed
pharmacy. The top of the line is our superﬂags]ﬁp which is a 55,000- to 70,000—square—fcl)ot store thlat adds
further amenities such as in-store chcfs, hot food l)ars, pizza and pasta stations, housewares and more.

Customer service and ptocluct selection sets us apart from our competitors. We strive to offer the most
cumpletc assortment of products and services to accommodate our customers’ 1i¥esty|es. Qur private-]ii_lje] brands
and specialty programs are designed to complement the wide variety of national brand products we offer, and
give our customers options when choosing their specialty products. Qur customers toclay deéire more grganic and
specialty foods, and we have responnlcc{ l)y expanrling our Harris Tecter Naturals® produc:t line, which ifs exclusive
to Harris Tester. In addition, we continually refine and build upon our other specialty programs, inclui:ling:

Harris Teeter Fishermans Market;” which offers fresh seafood items through our weelzly Frésh Catch program;

|

|
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Harris Teeter Farmers Market® specializing in fresh pmcluce; and our evcr-popular Harris Teeter Rancher® and

Harris Teeter Reserve® which offer two top—quality gradcs of beef.

During fiscal 2006 we introduced an exciting new program for our health-conscious customers — Harris Teeter
yourwelIness®™ — designed as a guide for our customers to use when making nutritional choices. Dr. Russell H.
Greenfield, M.D., a certified physician in integratecl health and a food expert, has teamed up with us to clevelop the
Harris Teeter yourwellness™ guicles and keys. Our guides include information on common health ailments; recommend
food that shoppers can choose that may I‘lelp prevent or minimize the effects of those ailments; list delicious‘ recipes
using these foods; and educate shoppers on food salr'ety, produce variety and gri]ling tips. Harris Teeter yourwellness™
keys are identifiers that we have incorporated into our great assortment of products under our Harris Teeter Naturals®
and Harris Teeter Brand labels that serve as a quick reference to help our customers identify important attributes that
app]y to the food products t]'xey 1')uy. The Harris Teeter yourwe“m:sss'\l program is another examp[e of our commitment
to customer service and quality.

Provicling superior customer service, excellent quality perisl}al}]es, and the best variety and selection is our
goal and is what sets us apart from our competitors. Successfu”y achieving this goal will enable us to maintain

our position as a leading supermarket retailer and continue our expansion program in the future.

6 Ruddick Corporation & Subsidiarics Annual Report 2000



i
American & Efird: Committed to Customer Service and Quali’éy
. — R

AMERICAN
&EFIRD, N

|
‘l
\’ t
|

At Amcncan & EZFH'({ we take prlde 1n provu:lmg quallty producta, service and value to our customers,

emcl we continue to be focused on en}mncmg this reputation l)y expan&lng our glo]:'a] Jfoof:prm’c and cllverq{:ying

our procluct lines. We are in the midst of a transformation that is cle-lgnecl to move AEE l:rom its depen(].ence
on the U.S Irapparel 1nclus|:ry to a company that serves its giol)a] customers 1n a variety of 1nclustr1es tl-lat utilize
threads and techmca[ textiles. Toclay, our {:orelgn operations account for over half of A@’Els total sales, and our
non- apparc,[ thread and technical textile sales continue to grow.

During 2006 we1 also 1nte§ratecl the operations of Jimei Spinning Company Limited i llll China Wltl‘l our
existing joint venture| Hengmei Spmnmg Company, Ltd., located on the same Complex m Heng:hul Clty
Both operations now report under the same management structure, and the sales and operating schedules are

Coordinated_ for maximum efficiency. Elsewhere in China, we expanded our sales and distribution netlworle and
[
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non—appare] thread manuEacturing capacity at our Huamer Thread Company Limited joint venture. Chinaisa

growing market for both apparel and non-apparel products, and we plan to participate in this g[‘Othl and create
value for our customers throughout the Asian region.

In Sep‘cemljer 2006 we continued our expansfon by acquiring TSP, a manufacturer a.ncl distributor of sewing
thread and trimmings for the industrial markets of Europe. This acquisition further diversifies our non—appare]
sales, particular]y to automotive markets, and expan(ls our production capacity in Europe. TSP's location in
Centra] Europe improves our servic,e capabi]ities t]n'oughout that region and to Easte;n Europe. In the future,
we plan to expancl TEP's procluct lines l)y oﬁering A&E branded ap}l)arel‘ sewing thread pro&uc’cs, ’coge’c}'ler with
our extensive em]:)roidcry and technical textiles procluct lines.

The acquisition of Synthetic Thread Company, Inc. in 2004 provided us with an entry into the technical
texti]es market, which we previous]y referred to as the specialty engineered yarn market. Technical textiles
represent non—ap-parel yarns we supp]y to our customers in the automotive, telecommunication, wire and cable,
paper procluction and other industries. We expandecl our customer base and procluct lint; of{erings in the
tecbnical textiles arena by acquiring Ludlow Textiles Company, Inc. in 2005. During 2006 we successfully
converted a thread yarn spinning plant in the U.S. into a plant specializing in technical textiles, allowing us to
consolidate multiple operations into one. With our professional sales and technical team, we are well positioned
to provide some of the best proclucts and services to our_customers in the glo})al diversified industrial markets.

' We have also been successful in diversifying our product line through the acquisition of prison-f\nton
Textile Co. in 2006. Robison-Anton is a hig}lly recognized global brand for quality embroidery threads and we
are focused on expancling the sales and distribution of this non—apparel thread t}]roug]'lout our glol:ual network.
During 2006 we launched the Robison-Anton products through our distribution network in Mexico and are
poisec{ to expand our distribution in Asia, Central America and Europe in 2007 with the support of an
aggressive sales effort and advertising campaign.

 We recognized many years ago that to be successful in our inclustry, it was imperative to be flexible, to
participate in the global market and to expand our customer base through product diversification. By continuing
our global expansion and diversifying our product lines, we are demonstrating our commitment to providing a

‘wide range of quality -proclucts and services that create value for our customers througl'lout the world.
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As of November 24, 2006, the registrant had outstanding 47,837,217 shares of Common Stock.
DOCUMENTS INCORPORATED BY REFERENCE

]

Part [1l: Portions of the Definitive Proxy Statement to be filed with the Securities and Exchange Commission in-connection with the solicitation
of proxies for the Company’s 20|07 Annual Meeting of Shareholders to be held on February 15, 2007, are incorporated by reference into Part 111 (With
the exception of those portions which are specifically incorporated by reference i in this Form 10-K, the Proxy Statement i is not, deemed to be filed or
incorporated by reference as part of this report.) ‘ o

— e et -




oo Jtem 12,

Y

PARTI "

Item 1.
Item 1A.
Item 1B.
Item 2.
Item 3.
[tem 4.
Item 4A.

PART II
Item 5.

Item 6.
{tem 7.

Item 7A.
ftem 8.

v

Item 9.

Item QA.
Item 9B.

Item 10.
Item 11.

ltem 13, .
" Ttem 14.

PART.IV.
Item 15.

 PART.III ...

‘s R
RUDD]CK CORPORAT[ON
. AND CONSOLIDATED SUBSIDIARIES
'FORM 10-K FOR THE FISCAL_ YEAR,_E:NDED OCTOBER 1, 2006 .
TABLE OF CONTENTS
RN AR
+ s T - .; ’ ! .
‘ S ¢ v
e v T v 1] Page
. e RPN AR AR :
AR S S
Business . ................. v P R R TR SRR EEE 1
Risk Factors ....... [ S P g e . 3
Unresolved Staff Comments .. ...........c......ou.... P 7
Properties .. ............. S P 7
Legal Proceedings . ........ RIS s R 8
Submission of Matters to a Votc of Security Holders G T 3
Executive Ofﬁcers of the Reglstrant .................... ‘ ‘ e 8
Market for Registrant’s Common Equity, Related Shareholder
Matters and Issuer Purchases of Equity Securities .................... ... 9
Selected Financial Data .. .. ... oo erens e 10
Management’s Discussion and Analysas of Fmancml Condmon ' ' )
and Results of Operations . ... ... it i i e 10
Quantitative and Qualitative Disclosures about Market Rlsk ................... 24
Financial Statements and Supplementary Data.......0 .. oo 26
Changes in:and Disagreements with Accountants on Accounting
.and Financial Disclosure. ... ... ... i 56
Controls and Procedures. . ......c.. ..o oo e e 56
Other Information ... ... .ttt e e e 56
. ‘L ' . A ' . R . .
. Directors and Executive Officers of the Registrant. . .......... RETRT R o, 8T
ExecutwcCompensatlon e e 57 -
N Secunly Ownership of Cértain Bencficial Owners and o , o .o
‘Management and Related Sharcholder Matters . .............cco..... Yot 5T
Certajn Relatmnshlps and Related Transactions . ........... e a1
Principal Accountant Fccs and Services . . ... e - 58
Exhibits and Financial Statement Schedules & ............ Ll s ¥



health and beauty care, and floral. Several locations also have pharmacies. Retail supermarket operations are
supported by two company-owned distribution centers and one company-owned dairy production facility. Other
than milk and ice cream produced by the company-owned facility, Harris Teeter purchases most of the products
it sells, including its private label brands, from outside suppliers or directly from the manufacturers, Haris

Teeter’s sales constituted 89% of the. Company.s consolidated sales infiscal 2006 (89% in 2005, and 90% i
2004). . St b e Vsl g L a b e

The supermarkct mdustry is hlghly competrtrve "Harris Teeter competes wrth local, reglonal ‘and uatronal
food chains along with independent merchants. In addition to the ‘moré traditional food' stores, Harris Técter
also competes with discount retailers (including.supercenters.that ¢arry a full line ofifood items), many of which
are larger in terms.of assets-and-sales. In the past several years; considerable consolidation of competitors has
taken 'place in the supermarket industry which has reduced the. number of local. food chains and independent
merchants. Addmona]ly, some. discount supercenter operators such as Wal-Mart and Target are continuing
to expand and’ offer more itemis typlcally found in supermarket formats As a result Hdl‘rlS Teeter is lrkely to
compete with more, larger food chains in its markets Prrnctpal competltrve factors mclude store locatlon, prlce

serv1ce convemence cleanlmess product quallty and product varrety No one c'u‘s‘tomefr ot group of customers
3 15 ath '
has a materlal effect upon ‘the’ busmess of Harris Teeter Bl 00 B

[ PRSI A ol Lot nny 2 e ik s iy

PR As of October 1,. 2006, Harrls Teeter employed ~approximately+9,000 full time and.9,600 part-trme
individuals, none-of whom: were. represented by.a union..iHarris Teeter.considersiits employee relanons to. be
good. R
Amerlcan&Eflrd Inc A SR EAPVIRS FRYEY IR . .'.’.' S s Y Ot o a t o e .'
a v LIRS S T Yoo et ‘au"'t. vae L LR R VR Y

R A&E' is-a leadmg manufacturer and dlstrlbutor of' threadand technical.textiles, produced from- natural
and synthetic fibers, for worldwide industrial and consumer markets. Manufacturers of apparel, automotive
matertals home furmshmgs medlcal supphes and footw{ear rely on A&Elmdustrlal'sewmg threadto rmanufacture
therr products A&E $ prrmary products are mdustrlal sewing thread embrordery thread and technical textiles
sold through its employed sales representatwes commtssmned agents and dtstrlbutors A&E also drstrrbutes
sewing supplics manufactured by other companies. AKE Sales constitnied 11%" of the Company S consolldated
sales i in ﬁscal 2006 (11% in 2005 and 10% in 2004).

TA ma]onty of A&F’s sales are 1ndustr1al thread for use in apparel products., The apparel market is made up
of many categories servicing both genders and diverse age groups, including jeanswear, underwear, menswear,
womenswear, outerwear; intimate apparel, workwear and childrenswear. A&E also manufactures industrial
thread for use in a wide variety of non; apparel products including home furmshmgs automotive, footwear,
upholstered furmture sportrng goods caps and hats, gloves, leather products,,medleal products : and tea-bag
strings. .

rr

PR Y ¢ R . . T A RN e

.F 'Headquartered in-Mt. Holly, North Carolina, the company operated eight modern manufacturing facilities
in quth Carolina and two in Pennsylvania as of the fiscal year ended October 1, 2006. The manufacturing
facilities have been de51gned for flexibility and efficiency to accommodate changing customer product demands.
In addmon to the manufacturmg fac1l1t1es A&E operated seven dlstrlbutlon genters m the Umted States as of
Octoberl 2006 ] \‘ : . ' .

BT T S S L A O B ""‘, oo "I‘.."'--‘.r-;. AT Ty,
ASH !A&E also has wholly-owned operatrons in Canada, China, Colombia; Costa'Rica, El.Salvador, England,
Guatemala, Honduras; :Hong Kong, Nicaragua,:Italy, Mexico,” Malaysia; The Netherlands, Turkey, ‘Poland,
Potitugal and Slovenia; majority-owned: joint ventures in China (two), Dominican!Republic, Haiti and South
Africa; minority interest in ventures with ongoing operations in‘Bangladesh, Brazil'and Sri Lanka; and a 50%
ownership interest in a joint venture in China. A&E’s consolidated assets in these foreign operations total
approximately $152 million. Management expects to continue to expand foreign production and.distribution
operatilons through aeqms:tlons _]omt ventures or new start-up operatlons e
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ltem 1. Business . . o o ‘ o N T P

Ruddrck Corporatron (the “Company "Yis a holding company which, through its wholly-owned subsidiaries,
is engagcd in two primary businesses: Harris Teeter, Inc. (“Harris Teeter”) currently operates a regional chain
of supermarkets in seven southeastern states, and American & Efird, Inc, (“A&E”) manufactures and distributes

thread and technical textiles on a global basis..

At October 1, 2006, the Company and its submdrarres had total consolldated assets.of $l 362,936,000 and

had approximately 22,400 employees. The principal executive office of the Company is. located at 301 S. Tryon
Street, Suite 1800; Charlotte, North Carolina, 28202, .

Ruddick Corporation, whrch is mcorporated under North Caro]ma Iaw was created m 1968 through the
consohdatlon of the predecessor companles of A&E and Ruddtck Investment Company In 1969 the Company
acqurrcd Harris Teeter. Ruddick Investment Company is not classified as a scparatc operating component of the
Company duc to its limited operatlons and relative size to the consohdated group. Ruddlck Investment Company
manages venture capital holdings in a limited number of entities and has investments in variou$ independently
managed venture capital investment funds. For information regarding the Company’s investments, see the Note

entitled “Summary of Significant Accounting Policies” of the Notes to Consolidated Financial Statements in
Item 8 hereof. :

The two primary businesses of the Company, together with financial information and competitive aspects
of such businesses, are discussed separately below. For other information regarding industry segments, see
the Note entitled “Industry Segment Information™ of the Notes to Consolidated Financial Statements in Item 8
hereof s -l N ' ' : .

"\h‘) i1y,

The only forergn operanons conducted by the’ Company are through A&E Neither of the two prrmary
RS i1/ (RO 1y
busmesses would be charaeterrzed 3 seasonal _The followmg analysrs is based upon the Company ] operatmg
Iocatrons for the ﬁscal perlods and year end (m thousands)

2006 2005 2004

* Net Sales for the Fiscal Year: . T Coa

Domestic United States . ..., ... ....... S o .. $3,089.776 0 $2.796,321 $2.711,164

Foreign Countries..~ M. /. ....:........ O 176,080 168,334 157.433

B : oA "7 832658560 $2.964,655 $2,868,597

- Net Long-Lived Assets at Fiscal Year End: " A oo '
Domestic United States ... ..o eennn.. § 726,128 $ 599688 - $ 519.862°

Foreign Countrles ...... e SO T A 42,748 - . 38866, . 31,252
o G : o 5768876 .8 638,554 "$ 551,114 -

+ . R .
. " . - 4

The Company employs’ sixteen people at'its corporate headquarters including two cxecutive: ofﬁcers
who formulate and implement overall corporate objectives and policies. The Company’s employees perform
. functions in a number of areas including finance, accounting, -internal audit, risk management, reporting,
employee benefits and public and shareholder relations. . The Company assists its subsidiaries in developing
long-range goals, in strengthening management personnel and their operations and financing. Management of
each subsidiary is responsible for implementing operating policies and rcports to management of the Company.

Harris Teeter R _ - - " : ‘ . .

As of October 1, 2006, Harris Teeter operated 152 supermarkets located in North Carolina (120), Virginia
(17), South Carolina (10), Georgia (1), Tennessee (3) and Flerida (1). These supermarkets offer a full assortment
of grocerics, produce, meat and seafood, delicatessen items, bakery items, wines and non-food items such as




The domestic order backlog, believed to be'firm, as of October 1, 2006 was approximately $12,925,000
versus.$13,910,000 at the end of the preceding fiscal year. The majority of the order backlog was filled
within six weeks of the fiscal year end. ,The international order backlog as'of the end of fiscal year 2006.was
approximately $1,271,000 versus $2,642,000 at the end of the preceding fiscal year: As of October 1, 2006, A&E
had approximately'8,100 domestic and 7,700 international active customer accounts. In fiscal 2006, no single
customer accounted for more than 6% of A&E'’s total net salés; and the ten largest customers accounted for 17%
ofA&E’stotalnetsalcs. T e T L s

A&E purchases cotton from farmers and domestic cotton merchants There is presently a sufﬁcrent supply
of cotton worldwrdc and in the domestic market. Synthetlc fibers aro bought from the principal American

synthetic fiber producers for domestic operations and from the principal Asian and American synthetic fiber
producers for operatlons ln Chma There is currently an adequate supply of synthettc fiber for A&E’s global

operatrons . L .

A&E has two patents 1ssued There are no materlal lrcenses franchtses or concessions held by A&E:
Research and development expenditures were $445,000, $438,000, and $397,000 in fiscal 2006, 2005 and 2004,
respectively, none of which were sponsored by customers. Two full-time employees are currently engaged in

e nthis, actwrty.s e

The industrial sewing thread industry is highly competitive. A&E is one of the world’s largest manufacturers
of industrial sewing threads and also manufactures and distributes consumer sewing thread, embroidery thread
and technical textiles. A&E competes globally with Coats plc as well as regional producers and merchants in
various markets served by A&E. The key competitive factors are quality, service and price. A&E competes
with a number of large, well-established companies, lncludmg Coats ple; in the industrial thread, embrordery
thread and techmcal textile markets. ; ; . -

A&E and its consolidated subs1d1arres employed approx1mately 3,800 individuals worldwide as of October
1 20(}6 'None of the domestlc employees and an msrgnlﬁcant number of employees of foretgn operattons are
represented by a union. 'A&E considers ifs ‘employee relatrons to be good . C e

Avarlablelnformatron‘ ) S S P P P TEE

The Company s ]nternet ‘address is www. ruddtckcorp com The Company makes avallable frée of charge
on or through it§ websrte, our annual report on Form '10-K, quarterly reports on Form 10- Q, current reports on
Form 8- -K, and amendments to those reports filed or furnished pursuant to Section 13(a) or lS(d) of the Securmes
Exchangc Act of 1934, and beneﬁcta] ownership reports on Forms 3, 4, and 5 as soon as reasonably practicable after
electromcally fi lmg such materlal wrth or furmshmg itto, the Securrttes and Exchange Commission. ’

Item 1'A._' Risk Factors

L A * T -
This report contains certain statements that are forward-looking within the meaning of the Private
Securities Lttrgatlon Reform Act of 1995. These statements are not guarantees of future performance and involve
certam risks, uncertaintics and assumptions that are ' difficul to predict. Actual outcomes and results may differ
materlally from those expressed in, or implied by, our forward- -looking’ statements Words such as expects
antrcrpates ? “beheves " “esttmates and other similar expressrons or future or condltlona] verbs such as “will,”
“should - “would" and “could” are intended to identify such fori-ward tookmg statements Readers of this
report should not rcIy solely on the forward-looking statements and should consider all ‘uncertainties and risks
throughout this report. The statements are representative only as of the date they are made, and we undertake r no

obhgatron to update any forward-lookmg statement

W Tt . i 1 AP I

All forward-looking statements, by lhelr nature, are subject to rlsks and uncertamtres Our actual future
results ma;y differ materially from those set forth in our forward looking statements, We face risks that are
1nherent in the businesses and the market places in which Harrls Teeter and A&E operate. " The following
drscusswn sets forth certam risks and uncertamtles that we belreve could cause actual future results to drffer




materially from:expected results. .- In addition to the factors discussed bélow, othér factors that might cause our
future financial performance to vary from that described in our forward-looking statements include: (i) changes
in federal, state or local laws or regulations; (i1) cost and stability. of energy sources; (iii) cost and-availability.of
raw. materials; (V) management’sability to predict accurately the adequacy of the Company’s present liquidity to
meet future requiremients; (v) continued solvency of afiy third parities on leases the Company has guaranteed; (vi)
management’s ability.to predict the required contributions to,the;pension plans of the Company; (vji) changes‘in
labor and employee benefit costs, such as increased health care and other insurance costs; (viii) ability té recruit,
tram ,and retain effecttve employees and management in both of the Company ] SubSldlarleS, (rx) the extent and
speed of successful exécution” of strategtc tnlttattves and (x) unexpected outcomes of any legal proceedings
ansmg in the riormal’ churse of busrness of the Company Addtttonal risks and uncertamttes not presently known
to us of that welcurrently deem tmmatertal also may impajr our busmess operattons and also could cause actual
results to differ materlally from those included, contemplated or 1mplted by the forward-lookmg statements
made in this report, and the reader should not consider the above list of factors and the following discussion o
be.a ‘complete set-of all potentta] risks or uncertainties. . . oo e e

. .
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Risks Related to-Harris Teeter ... ..a-3 1 oef. - SRR '

g et - . T

The Supermarker Indust‘ry is Hrghly Competrrrve

. O I TR ‘31‘.' . il

iz The supermarket-industry is characterized: by narrow profit margins and’competes on price, location and
service. » Harris: Teeter faces increased competitive pressure in"all of its markets from. existing competitors
and from the threatened -entry by one.or more. major new competitors.-The;fiumberiand- type-of competitors
faced by Harris Teeter vary by location and include: traditional grocery rétdilers (botlﬁ"anonal;_ag_td regional),
non-traditional competitors such as “supercenters” and “club stores,” specialty supermarkets; drugf’siorcs'
dollar stores, convemence stores and restaurants; In addition, certain Harrts Teeter supermarkets also compete
with local v1deo stores f'lortsts book 'stdres and pharmacres Aggressrve supercenter expansion, increasing
fragmentatton of retail formats;’ entry ‘of non-traditional eompetttors and market consoltdatton have further

contributed to an increasingly competitive marketplace.

Additionally, increasingly competitive markets have made it difficult generally for grocery store operators
to achteve comparable store sales gains. Because sales growth has been difficult to attain, Harris Teeter’s
competttors have attempted 1 matntam market stiare through increased levels of promottonal activities and
dtscount prlcmg, creattng 2 more difficult enivironment in which to achieve consistent sales gains. Some of
Harrts Teeter s competttors have greater financial resources and could use these resources 10 take measures
which could’ adversely affect Hams Teéter's ‘competitive posmon Accordmgly, Harris Teeters busmess,
financial condition or'results of operanons “could be adversely affected by competlttve ‘factors; mcludtng product
mix and pricing changes which may be made in response to competition from existing or new ¢ competttors W

Harrrs Teeter's Expansion Plans Are Subject to.Risk . , =~ . . T Lt PR

I-larrls Teeter has spent, ‘and mtends to contmue to, spend srgmﬁcant capttal and’ management resources
on the development and 1mplementatton of expansron and renovation plans For example Harrts Teeter s new
store program for fiscal 2007 calls for 22 new store openings, including expandtng the company s Northern
Vtrgmta market. The successful 1mplementatton of Harris Teeter’s renovation and expansron ‘plans are sub_]ect
to several factors mcludmg the avarlabtltty of new, suitable locanons on reasonable commerc1al terms, or at a11
the success of néw stores mcludmg those in new markets management s abtltty to manage expansron mcludtng
the effect on sales at existing stores ‘when a new store is opened nearby, the abrllty to secire any necessary
financing; change in regional and national economic conditions; and i mcreasmg competmon or changes in the
competlttve envrronment in Harris Teeter’s markets. . S IR S i

X Harrts Teeter ] new stores may mrttally operate at a loss dependmg on factors such’as prevarlmg competttton
and market posrtton in the surrounding commumtres and the level of sales and. proﬁt margins in exrstrng stores
may not be duplicated in new stores. Pursuing a strategy of growth renovation and expatision in light of current
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highly competitive ind_ilstr},'r conditib'ng could lead i_o a fiear-term decli;ié in earnings as a result of opéning and
operating a s"ubstam'i‘al'li'limb'erféf new stores, particilarly with respect to stores in markets where Harfis Tecter
does not have a significant presence. If Harris Tecter’s expansion and renovation plans are urisuccessful, it could
adversely affect Héf}is'TeétEr;s cash flow, bﬂéi{lesé and ﬁna‘ﬁcial' condition due to the sigr{ificgnt amount of
capital and managemént rt;'si'allﬁl‘rces invested. DL el A ‘ .

' . R

Food Safety Issues Could Result in a Loss of Consumer_ébﬁﬁdence and Produét Liability Claims ,
Y I ! ' P S N AN A - . 5 vk 3o .

. Harris Teeter could be adversely affected if consumers lose confidence in the safety and quality of the food
supply chain. These concerns.could cause shoppers to avoid purchasing certain products from Harris Teeter, or
to seek alternative sources.of supply-for their.food needs, even if the basis for the concern is not valid and/or is
outside of the company’s control. Adverse publicity about these types of concerns, whether or not valid, coutd

discourage consumers from buying our, products and any lost confidence on the part of our'customers would

be difficult and costly to reestablish. As such, any issuc regarding the safety of any food items sold by Harris
Teeter, regardless of the cause, could have a substantial and adverse effect on the company’s operations.

. o M T o

Harris Teeter's Geographic Cor?c?q!ratfqp May‘fEquse it to'Rf'zgignal or Localized Downlunlis; -

Harris Teeter operates.in the. Southeastern United States, with a strong concentration in North Carolina,
Virginia.and South Carolina. As a.resuit, Harris Teeter’s business is more susceptible to,regional factors.than
the operations of more geographically diversified competitors. These-factors include, among others, changes in
the economy, weather conditions, demographics and population. Although the Southeast region hias experienced
economic:and demographic,growth over the past several years, a significant economic downturn in the region

could have a material adverse effect on Harris Tecter’s business,, financial condition or results of operations. -

TheOwnership and Development of Real Estate. May Subject Harris Teeter to Environmental Liability. . - ¢

: -“'u‘,w'\, . . . . .
Ur.xder appl:cablféi;nvitonmental laws, as an owner or developer of real estate, Harris Teefer' may be
:T:l’::::el:k(ii: r;f“cd'?t“frf ofenvironmental conditions that may be discovered and may be subject to associated
7 uding liabilities -resulting from lawsuits :brought-by private litigants) relating to Harris Teeter
supermarkets and other buildings and:the land on which those building are situated, whether the properties are
leasedor owned, and whether such environmental conditions, if in existence, were created by Harris Teetei or
by a prior owner or tenant. The discovery of contamination from hazardous or toxic substances, or the failure to
properly remediate such.contaminated property, may adversely.affect Harris Teeter’s ability to sell or rent real
property or to borrow using real property:as collateral. Liabilities or costs resulting from noncompliance with
current or future applicable environmental laws or other claims relating to environmental matters could have a

material adverse effect on Harris Teeter’s business, financial condition or results of operations. L

Risks Related to A&E . .~ »~+7 . . " . T g
4&E Opétates in d Compeiitive Global Indusiry A
" o EP Lot e T g o : g ot : ..
. - -A&E,competes on-a global basis-with a large humber of manufacturers in the highly competitive thread,
embroidery .and technical textile industries: Maintaining A&E’s competitive position may require substantial
investments: in"product development efforts, manufacturing facilities, distribution network and sales -and
marketing activities. - Competitive pressures may alse result in decreased demand for, A&E’s products or force
A&E 10 lower its:prices.. Other generally adverse economic and industry conditions, including a decline in
consumer demand for apparel products, could have a material adverse effect on A&E’s business.. )
) S e IR T R . : AR
B LT T R AR P FT R PRI : . . ) .o '

B U T T A ‘ T o o VRS




A&E may not Succeed at Integrating Its Acquisitions

In recent years, A&E has expanded its foreign production and distribution capacity by acquiring other
manufacturers entering into joint ventures or starting new Jbusinesses. Management expects A&E to continue
this acuvny and expand foreign production and distribution operations through acqu:sluons joint ventures or
new start-up operations. The process of combining these acquisitions with A&E’s existing businesses involves
risks. A&E will face challenges in consohdatmg functions, integrating organizations, procedures, operations
and product lines in a timely and efficient manner and retaining key personnel. Failure to successfully
manage and integrate acquisitions, joint ventures or new start-up businesses could lead to the potential loss
of customers, the potential loss of employees who may be vital to the new operations, the potential loss of
business opportunities or other adverse conscquences.that couldaaffect A&ESs. financial conditionand,results,ofs

e opcrauons.».Even-:fnlntegratton'ocﬁr‘s*éﬁ‘é?:?s?(fully, tailure'of future acquisitions to achieve levels of anticipated
sales. growth, profitability or productivity may.adversely impact A&E’s financial condition and results of
operations. Additionally, expansions involving foreign markets may present other complexities that may require
additional attention from members of management, The diversion of management attention and any difficulties
encountered in the transition and integration process could have a matenal adverse effect on A&E’s revenues,
level of expenses and operating results. ’

A&E Has Subsramial International Operations

[n fiscal 2006, approximately 51% of A&E’s net sales and a large portion of A&E’s production occurred
outside the United States, primarily in Europe, Latin America and Asia. A&E’s corporate strategy includes
the expansion and growth of its international business on a worldwide basis. As a result, A&E’s operations are
subject to various political, economic and other untcertainties, including risks of restrictive taxation policies,
changing political conditions and governmental regulations. A&E’s foreign operations also subjects A&E to the
risks inherent in currency translations. A&E’s global operations make it impossible to eliminate completely all
foreign currency translation risks and its impact on A&E’s financial results. .

The significant price volatility of many of A&E'’s raw materials may result in increased production costs, which
A&E may.not be able. to pass on fo its customers

<A sngmﬂcant portton :0f the raw matecrials A&E uses in manufaclurmg thread and technical textiles are
petroleum-based. The pnces for petroleum and petroleum-related products are volatite. While A&E at titnes
in the past has been able to increase product prices due to raw material increases, A&E generally. is not able
1o lmmedlately raise product prices'and may be unable to completely pass-on underlying cost increases-to its
customers "Additional raw material and encrgy cost increases that A&E is not able to ful]y pass on to customers
ortheloss of a large number of customers to.competitors as a result of price increases could have'a material
‘ddverseeffectontits business;*financial condition, results of operations or cash flows. ; '

. e,
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Other Risks T
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Qur Self-Insurance Reserves are Subject to Variability and Unpredictable External Factors- |

As discussed in more detail below in “Management’s Discussion and Analysis of Financial Condition and
Resuits of Operations—Critical Accounting Policies—Self-insurance Reserves for Workers® Compensation,
Healthcare and Generat Liability,” the Company is primarily self-insured for most U.S. workers compensation
claims, healthcare claims and general liability and automotive liability losses." Accordingly, the Company
determines the estimated reserve required for claims in cach accounting period, which requires that management
determine estimates of the costs of claims incurred and accrue for such expenses-in the period in which the
claims are incurred. The liabilities that have been recorded for these claims represent our best estimate of
the ultimate obligations for reported claims plus those incurred but not reported. Changes in legal trends and
interpretations, variability in inflation rates, changes in the nature and method of claims settlement, benefit level
changes due to changes in applicable laws, and changes in discount rates could all affect ultimate settlements of
claims or the assumptions underlying our liability estimates, which could cause a material change for our self-
insurance liability reserves and impact earnings.
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The CompanvmayIncurlncreasedPens:on Expenses o S o

~ Thé Company maintains certain retirement benef" t plans for substanttally all domesttc ful!-tlme employees
and a supplemental retirement beneﬁt plan for certain selected officers of the Company and its subsidiaries,
ieluding a gualified pension plan whnch is a non- contrlbutory, funded defined benefit plan and a non-quahﬁed

) supplemental pension plan for executrves which i is an unfunded defined benefit plan. The Company has frozen

participation and benefit accruals under the Company—sponsored defined benefit plan, effectr_ve September
30, 2005 for all participants, with certain transition benefits provided to those participants that have achieved
specified age and service levels on December 31, 2005; however, at September 30, 2006,-the Company’s pension
plans had accumulated benefit obligations in excess of the fair value of plan assets. The amount-of any inéreasé
or decrease in our required contributions to our pension plans will depend on government regulation, returns on
plan assets and actuarial assumptions regarding our future funding obligations. For more information, please
refer to “Ruddick Corporanon and Subs1d1anes Notes to Consoltdated Fmancral Statements—Employee Beneﬁt
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item 1B." Unresolved Staff Comments
None. ‘
< I". e - - . Wy ‘." PR . : l.fl":\“
Item 2. Properties ,

The executive office of the Company is located in-a leased space of a downtown offrce tower at 301 S.
Tryon Street, Suite 1800, Charlotte, North Carolina, 28202, + + ... S . boeo Lt

~Harris Teeter owns its principal offices near Charlotte, North Carolina, a 517,000 square foot distribution
facility east of Charlotte, a 913,000 square foot distribution facility in Greenshoro, North Carolina, and a 90,500
square foot datry processing plant in High Point, North Carolina, Both distribution facilities contain dry grocery
warehousning space and refr1gerated storage for perlshable goods In addition, the Greensboro facility has frozen
goods storage and a smgle p1ck famltty for health and beauty care ‘and’ other general merchandtse Harrls Teeter
operates its retail stpres pnmanly from leased properties. As’ of October 1, 2006, Harris Teeter held utle ,to the
land and bulldmgs of approx1mately 4% of its supermarkets. The remammg supermarkets are either’ leascd in
their enttrety or the building is owned and situated on leased land. In addlnon Harris Teeter holds rnterest in
properties that are under development for store sites. In future years ‘the’ proport1or1 of store development and
store ownership may increase: Harris Téeter’s supermarkets range in size from approximately 16,000 square feet
to-70,000 square feet, with-an‘average size of approximately 44,000 square fect. The following table sets forth
selected stat1stncs with respect to Harr1s Teeter stores for each of the last three fiscal years S '

STt 2006 - 0 0080 2004

Stores Open at Period End . ........ e R [P Coos2 0 14s , 138
Average Weckly Net Sales Per Store* . .. e, . .'._ e .. 8 380,8 12 $ 358, 699 $ 352,392
. Average Square Footage Per Store at Period End .............. w. . -43.845. 43, 060 L.41,971
Average Square Footage Per New Store Opened Durmg Perrod. e, 51,607 - 50,742 . 47,594

Total Square Footage at Period End . .. ........................ 6,769,245 6,243,635 .5,792,034

(TR ‘ e ‘ : o '

* ”Computed on the ba51s of aggregate sales of stores apen for a full year.

A&FE’s principal offices, eight domestic manufacturing plants and one distribution center are all owned
by A&E and are all located in North Carolina. A&E also leases two domestic manufacturing facilities in
Pennsylvama Domestic: manufacturmg and related warehouse facilities have an aggregate of 1,977, 609 square
. feet of floor space. A&E has a domestic dyelng production capacity of approximately-31,050,000 pounds per
- year, Capacities are based on 168 hours of operations per week. In addition, A&E leases six distribution centers
+ scattered throughout its domestic markets with an aggregate of 184,935 square feet of floor space.




Through consolidated subsidiaries, A&E also owns eight international manufacturing and/or distribution
facilities with an aggregate of 878,461 square fect of floor space. A&E also leases another 27 mternanonal
manufacturmg ‘and/or distribution facilities with an aggregate of 647 342 square feet of floor space The
foreign consohdated sub51dlar|es engaged in manufacturlng have a dycmg production capaelty of approxnmately
27,732,000 pounds per year. Capacmes are based on 168 hours of operatlons per week. In addmon to its
consolldated subsndlanes A&E also hds’ mmonty 1ntercsts in varrous Jomt ventures and a 50% ownershrp
interest in aJomt Venture in China." ) ‘ } o

- ) - .-.‘l.,“-,'w;r-...'. .
The Company be]reves its fac1]1t1es and those of'its operatmg subsrdrarles are adequate for |ts.current
operatlons and expected growth for the:foreseeable future. - T P ceort
L] A .o B i o ol

Item 3. Legaleceedmgs oL e ey ST B ‘ . o

The Company and its subsidiaries hre involved in various iatters from fime (0 tifhe in‘connéction with
their operations, including various lawsuits and patent and environmental matters. These matters con51dered
in the aggregate have not had, nor does the Company expect them to have, a malerlal effect on the COmpany 5
results of operations, financial position or cash flows.

’ e .. N - ey - T U . ik '
Item 4. Submission of Manters to a Vote of Security Holders - T T
Not applicable. - |

R T B s.r}u' [ [ L . . l

Item 4A. Execut.'ve Officers of the Registrant "+~ C

The following list contains the name, age,.positions and offices held and perlod served in such positions or
offices for cach of the executive off' cersqof the, Registrant.-

“Thomas W. chkson age 51, is the Chalrman of the Board of Directors, President and Chief Executivé
" Officerof the Company and has been Chairtman of the Board of Directors since March 2006 and President
and principal exccutive officer sincé February 1997, Beforé his election as President, he served as Executive
Vice President of the Company from Fcbruary 1996 to February 1997. Prior to that time, from February
1994 to February 1996 he served as President of, and from February l991 to February 1994 he served as
Executive V:ce President of, Amencan & Ef“ rd Inc. '

John B. Woodhef age 56, is the Vice Presrdent Fmance and Chict Fmancnal Off’ icer of the Company and has
been the Vice President — Finance and principal financial officer of the Company since November 1999. Prior
to that time, he served as a partner in PricewaterhouseCoopers since 1998 and a partner in Price Waterhouse
from 1985 to 1998. He served as Managing Partner of the Charlotte, North Carolina office of Price Waterhouse
.and PricewaterhouseCoopers from January of 1997 to June of 1999. He joined Price Waterhouse in 1972.

Frederick J Morgantha!] 11, age 55, was elected President of Harris Teeter on October 30, 1997 Priof to that
"time, and begmmng in October 1996, he served as Executive Vice President of Harris Tecter.: ‘He was also
Harris Teeter’s Senior Vice President of Operations from October 1995 to October 1996, Vice Presiderit of
- Operations from April 1994 to October 1995-and-Vicé Président of Sales and Drstnbunon from October ]992

- to April 1994. . W : . Fo e el

Fred A. Jackson, age 56, has been President of A&E since August 1996. Prior to that time, and begmmng '
in January 1996, he served as Exeéutive Vice President of A&E. He was also A&E’s Senior Vice President
.- Industrial Thread Sales from October 1993 to January 1996.

The executive officers of the Company and its subsidiaries are elected annually by their respective Boards
of Directors. Thomas W. Dickson is the son of R. Stuart Dickson and the nephew of Alan T. Dickson, each of
whom fre directors of the Company. Noother-executive officer has a family relanonshlp as elose as’ ﬁrst cousin

with any other executive offi icer or dlrector or nominee for director.
P

.
‘




e “"’-.""""‘(l - PART]]. : C. ’ o
, L. - - . . Ty f
[temS.  Marker for Registrant’s Common Equity, Related. Shareholder Man‘err and Issuer Purchasev aof
" Equity Securities

Information regarding the principal market for the Company’s common stock (the “Common Stock”)

number of shareholders of record, market price information per sharé of Common Stock and dividends declared
per share of Common Stock for each quarterly period in fiscal 2006 and 2005 is set forth below.

Wt MU B N G

- ¥ ~The Common Stock is listed on the New York Stock Exchang,c As of November 24, 2006, there were 5,145
holdcrs ‘of record of Common Stock.” ! e ‘ : "ot

Vi . e . S .

Ql'larterly Inférmation sl i ¥ ' (o
! o ! N First - Second Third. ‘Fourth
DR o . A fe Quarter Quarter Quarter . _ Quarter
"Fiscal 2006 - o el .. . o .
Dividend PerShare ... ... 0oL, el o s S 0. 8 01 $ 011, .8 0.1
* Market Price Per Share : : I S I T
High .o e LA ST 23.94 2475 . 2483 1.26.50
. Low..... AT, . . UL 19.28 . 20.84 2193 - .22.40

Fiscal 2005 s '

Dividend Per Share .......;..o.oo.. e S 00T 8 001 s 018 0.11
Market Pricé Per Share ) ‘ K '_" SRR Yoo SR . i o
High Dl Ty 425 T 2625 284
CLOW. e RN T 19250 1965 21.67 22.08

oyt D PR S [ ‘:"-v“" oot YLt . * .
‘The Company expects to continueipaying dividends on a quarterly basis which is at the discretion of the
Board of Directors and subject to legal and contractual requirements. Information regarding restrictions on the
ability of the Company to pay cash dividends is st forth in “*Management’s Discussion and Analysis of Financial

Condition and Results of Operatlons — Capttal Rcsources and quurdlty in ]tcm 7 hereof

Issuer, Purchases of Equity Securities- - -, .. - - - o
The following table summarizes the Company s purchascs of its cofmimon stock durmg the quarter ended
- October 1 2006 . . L A ey . :
o e - U TR v, oo v b Total'Number of: Maximum Number
L S R G de e Shares Purchased as  of Shares that May
| L Total Number ~ * Av erage Part of Publicly Yet Be Purchased
' v of Shares ' Price Paid ~ Announced Plansor  Under the Plans or
Period . Purchased per Share " Programs (1) Programs
July 3, 2006 to August 6,2006........ - 0- n.a. -0- 3,072,069
~August 7,2006 to Scptember'3;2006. Y =0- A, v st Qe - '. © 73,072,069
September 4, 2006 to October 1, 2006.. . -¢-. . na:. ... .-0: . 3,072,065
«Total ...l ‘e PRI | ,ona. .= 0- : 3,072,069 .

T L D, e oy

(1y In February 1996, the Company anhounced the' adoptlon “of a stock buyback program, authorizing, at
management’s discretion, the Company to purchase and retire up to 4,639,989 shares, 10% of the then-

" "outstanding shates of the Company’s common stock, for the’ purposé of ‘preventing dilution as a result

of the operation of the Company’s comprehensive stock option and awards plans. The stock purchases

are effected from time to time pursuant to this authorization. As of October 1, 2006, the Company had




Netsales ... ol e 83,265,856 $2,964,655 $2,868,597 $2,724,739 $2,644,198
Total operating profit ................. 123,069 115,260 112,414 102,112 93,802
Netincome ......................... 72,336 68,598 64,659 ,, .59,882 51,983
Net income per share X ‘ ‘ 4 ‘ o "y
o oguwBasic. . e fevoniere e e O X § *__“l 45 1.39 --1.29 1.12
viDifuted L0l R 1.52 1.44 1.38 1.29 1.12
Dividend pershare. ... ................ 0.44 0.44 0.40 036  : .036
Totalassets. . ............... e 1,362,936. 1,203,640 1,109,097 1,065,022, '1,039;271
Long-term debt -- including . o .
e ocurrentportion. .. ... . ... ... ... 237,731 163,445 166,287 189,095 185,892
Sharcholders™equity ............... e 670,517 608,942 549,710 495,265 457 688
Book value pershare.................. 14.10 12.82 11.76 1071 . 9385

purchased 1,567,920 shares under this authorization, including 395,000 shares purchased during the first
quarter of fiscal 2006. No shares were purchased under this authorization during the quarter ended October
. 1,-20006. The stock purchase plan has no set expiration or termination date. . -

'Y '-t"} oot

For information regarding the Company’s equity compensanon plans see lteri 12 hereof
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Item'6:, -.~Selected-Financial;Data (doliars in thousands, except per share data) - ' T

‘e . + ‘ o . .
Vaen o - [ w ot ~, P . [

. ' oL 2006 . 2005 - . ., 20040 2003 @ .00z

Note: The Company’s fiscal year ends on the Sunday nearest to September 30. Fiscal years 2006, 2005, 2003
and 2002 includes the 52 weeks ended October 1, 2006, October 2, 2005, September 28, 2003 and September 29
2002 Fiscal year 2004 mcludes the 53 weeks ended October 3, 2004. '

(l) Reference is made to Item 7, “Management s Dlscusswn and Analysis of Financial Condition and Results
- of Operations — Results -of Operations — Exit and Impairment Costs” which descrlbes certain ¢xit and
o 1mpa1rment costs as_follows: v ‘ ot oo S S 4,

. Frscal 2004 - Net pre-tax charges of $384, 000 ($238 000 after tax benef1ts) related 10 severance costs
paid in connection with the closing of a manufacturing plant.

(2) During fiscal 2003 the Company recorded net pre-tax charges of $580,000 ($36l);000 after income ‘tax
beneﬁts or $0. 01 per dtluted share) related to asset |mpa|rments

RV S o e b
3 Durmg fiscal 2002 the Company recorded net pre-tax charges of $7l million ($4.4 million after:income
tax benefits, or $0.09 per diluted share} related to assct impairments and other exit costs. The net pre-tax
charges were comprised of $7.8 miltion of pre-tax exit and impairment charges related to the consolidation
* of two industrial thread dyeing and finishing operations at A&E and $710,000 of credits related to favorable
., experience of actual charges lncurred compared to costs or1g1nally estimated and recorded in fiscal 2001
| for the sale of 26 Harrrs Teeter stores. .

'\ re et . -
R f

- 4
ltem-7.~ - l(Managemerrt’s_ Discussion and Alnpl_'ysis of Financial Condition and Results of Operations.

" This Management’s Discussion and Analysis of Financial Condition*and Results of Operatioris includes
forward-looking statements. We have based these forward-looking statements on our current plans, expectations
and beliefs about future events. In light of the risks, uncertainties and assumptions discussed under Item 1A.
“Risk Factors” of this Annual Report on Form 10-K and other factors discussed in this section, there are risks
that our actual expenence will differ materlally from the expectations and behefs reflected in the forward-
look_mg statements in this section and throughout this report. For more rqformzrtmn regarding whz_n constitutes
a forward-looking statement, please refer to Item 1A, “Risk Factors” .

§ L - * e N . . .
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Overview W <L c

The Company operates prima'lrily in two business ségm‘ents: retail grocery (including the real estate and
store d'evélopment activities of the company) - Harris Teeter, and industria! thiead (textile primarily), including
technical textiles and embroidery thread — American & Efird. Harris Teeter operates a regional chain of
supermarkets in the Southeastern United States. American & Efird manufactures and distributes sewing thread
for the apparel and other markets, technical textiles and embroidery thread throughout their global operations.

The Company evaluates the performance of its two busmesses utilizing various-measures which are based on
operating profit. ., . - SRR L _—

" During fiscal 2006, Harris Tecter’s market environment continued to be highly competitive, charactenzcd
by competmon from other supcrmarkcts as well as other retailers such as discount retailers, supcrccnters club
and warehouse stores and drug stores. Generally, the markets in the southeastern Unitéd States continued to
expcnence new store Operiing activity and aggressive feature pricing by competltors In response, Harris Teeter
uuhzes information gathered from various sources inchiding its Very Important Customer (“VIC”) loyalty card
program and works with suppllers to deliver effective retail pricing and targeted promotional spending programs
that drive’ customer traffic and create value for Harris Teeter customers. In addition, Harris Teeter differentiates
itself from its competltors with its product assortment, variety and focus on customer service. These efforts have
resulted in overall gains in market share within Harris Teeter’s primary markets. As previously disclosed, Harris
Teeter has accelerated its new store opening program that was initiated in fiscal 2005 with the purchase of six
stores from Winn-Dixie. The accelerated new store activity has utilized the Company’s-excess cash, required
borrowings under the Company’s line of credit facility and resulted in higher pre-opening costs for fiscal 2006.
During fiscal 2006 Harris Teeter opened 16 new stores, which includes the 6 stores acquired from Winn-Dixie
in the fourth quarter of fiscal 2005. By comparison, during fiscal 2005 and. fiscal 2004 the company opened 10
new stores and 7 new stores, respectively.

Business conditions for A&E’s customers in the textile and apparel industry remain challenging in the
Americas due to the continued shift of apparel sourcing outside the Americas. Additionally, A&E continues
to face increased operating costs and highly competitive pricing in its markets. In response, A&E has focused
on strategic initiatives that enhance its global footprint and diversify its product lines. A&E has continued to
make good progress towards the integration of the strategic investments made in late fiscal 2004 and fiscal
2005, A&E also continues to make progress in China by expanding its sales and distribution capabilities to
take advantage of the manufacturing capacity that has been acquired over the last few years. Sales of premium
apparel and non-apparel threads continue to increase in China along with A&FE’s expanding customer base in
this key market. During fiscal 2006, A&E expandéd its global operations by acqurrmg TSP Tovarna Sukancev in
Trakov d.d. (“TSP") TSP’ manufactures and distributes sewmg thread and trimmings for the industrial markets
of Europe partxcular]y the automotwe markets of Eastern Europe TSP is located in Slovenia and had sales
of approximately $8 million in calcndar 2005. In addition, A&E obtaincd a majority ownership in two joint
ventures in South 'Africa during fiscal 2006. In support of A&E’s expanided non-apparel product tines in the
United States, the company completed the conversion of one of‘ its fac111tlcs from apparel thread production to
technical textile producuon during fiscal 2006.

Results of,Operations

Rental Costs Incurred d:}rr'ﬁg a Construction Period * -~ .

On October 6 2005 the FASB 1ssucd Staff Position (“FSP”) FAS 13-1; “Accountmg for Rental Costs
Incurred durmg a Construction Period:™> The FSP generally appllcs to leases of land or pad leases including
“cold dark shells” where the Company assumes responsibility for store and site construction. Harris Teeter’s
construction petiod typically extends -for six to nine months: Under this FSP, rental costs that are incurred
during the -construction period shall be fecognized as rental cxpense, Prior to the beginning of the second
quarter of fiscal 2006, the Company capitalized such costs during the construction period. As requ1red by the
new guidance, the Company has ceased capltahzatlon of constructron perlod rents effective January 2 2006

i
' N T
h ! A - -
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Although the guidance permits retrospective application to prior periods, the Company did not restate prior
periods due to the relatively small percentage of land leases in those periods. Constructron period rent of $4.6
million was requ1red to be expensed asa non—cash charge durmg the SCC()l'ld through ‘fourth quartcrs of ﬁscal

. t
2006 . L, \ .‘.,n' . L e . iy p“ 1. "n‘ Ve ) e

Lease Accoummg Correctton e e b g . o

On February 7, 2005, the Ofﬁce of the Chief Accounlant of the Securities and Exchange. Commlssron
issued a letter to the American Institute of Certified Public Accountants expressing its views regarding ‘certain
operalmg lease-related accounting issues and their application under generally accepted accounting principles
in, the United, States (“GAAP") In light of this letter, the Company s management initiated a review of i its lease

accountmg and determined that its then-current method of accountmg for rent hohdays requrred a revision to

: -"-the Company s'accounting:policies: Htstoncally, the Company recogmzed lease expense when the:storc,opencd. -

on a level basis over the term.of the lease. The Company now levels the lease expense  from the dafe it takes

possessrop and control” of the property The extended period includes the  pre- openmg constructlon or ﬁxturmg
activity period that is consrdered as the rent hol1days Lease expense mcurred durmg the construction pertod
was prev1ously ‘capitalized as part of the store constructlon costs until the second quarter of f~ scal 2006 (tefer to
dtscussron above)

llt>"|\.‘ L

‘As a result of this change, the Company recorded-a’ non—cash cumulative charge of $2.9 million ($1.8
million after tax-benefits) in the second quarter of fiscal 2005. The adjustment did not impact historical net cash
flows nor the timing of the payments under the related leases. Theé revised lease accounting policy did not have a
material effect on diluted earnings per share. Prior.years’ financial statements were not restated since-the impact
of this issue was immaterial to the Company's previously reported financial position, results of operations and
cash flows. T

v P o

. : 4
ot - ' 1 o ' -1

ExrlandlmpatrmentCosts L e T, e

The results of operations for fiscal year 2004-included pre-tax charges of $384 000 ($238 000 after tax
benefits) related to severance costs paid in connectlon with the closmg of* A&E s thread yarn spmmng plant in

!

Maiden, North Carollna : ' T
CansolidatedOverview st T T K L R A R

‘ " The followmg table sets forth the operatmg proﬁt components by each of the Company s busmess segments
and for the holdmg company (“Corporate™) for the 52 weeks ended October 1 2006 (ﬁscal 2006) 52 weeks
ended October 2, 2005 (fiscal 2005), and 53 weeks ended Oetober 3, 2004 (fiscal 2004) The table also sets forth
each of the segment’s net sales as a percent to total net sales, the net mcome components as a percem 'to total net
sales and the percentage mcrease or decrease of such cornponents over the prlor year, (tn thousands)

P S “ P o boend S Y B AL T ;'.’ [ LI

* Fiseal 2006 Flscal 2005 -, . Fiseal 2004 -, o o (Dec)
% to % to « Yate 06vs 05vs
Total Total o Jotal--. 05 . 04 -
Net Sales )
Harris Teeter. . ........ $2,922,679 895 $2,644976. 892 $2,572.367%-'-89.7. ©10.5 28’
_ American & Efird...... . _ 343,177 . 105 . 319,679 10.8 . 296,230 103, 74 79
' Total . .. CEEE Sl $3,265,.856 100. 0 $2 964 655, 100.0 $2!868;597 100.0 10 2 ) 3.‘3:-
y R N T AREIR S%to s %t L ‘; ",
e Come e, o Net i Neto gy e Net g
- e Sales» i peo Sa]es Wi b o Sales
GrossProﬁt o . e T g g AR o
.Harris Teeter. ......... $ '897, 637 27 49 $ 787 847 26 57 $ 755 92l 2635 139 , 42
American & Efird. .. . .. 74285 227 78, 218 * 2,64 77 580 271 (5.0) 0.8

Total ............. 971,922 29.76 866,065 29.21 833,501 29.06 122 39

12




hetaRT ot T ab Y Fiseal 2006 "' .- Fiscal 2005 : 1o+ Fiseal 2004 1 ' orync (Dec)

oy IE A e T e . v B Yt S e g ‘- Y] u:
S B T TSI I I 1 SRR Net '« Hnu 0 o Net” 06vs 05vs 0
PR T P . Sales - P vSaless -+ wu Sales 05., 04
SG&A Exgpenses S S U . x e ' T T T PO T )
vHarris Teeterito. % ...+ ¢« «"770,000. 23.58* 674,267 22.74... 651 ,515 122.71-.% l4 2 3.5
American & Efird. ... .. 72706 222 ¢ 69208 234 .+ 64,1235-0224 51N 7.9
. Corporate ............ . - 6147 019 7330 025 _ 5065 0.18,(}6.1)144.7
Total ............. 848,853 2599 750,805 2533 720,703 .25.13; 13.1,. 4.2
Exit & Impairment Charges: . v ., L sl
s Amcncan&Eﬁrd..,.., o= - . — — . 384001 v
Operating Proﬁt(Loss) Tt S T e L PR RO
Harris Teeter.......... 127,637 © "3.91 < 113,580" '3.83 104406 7 "3.64" 124 g8
American & Efird. . .. ., 1,579 0.05 9,010  0.30 13,073 046 (82.5) (31.1)
Corporate . ........... (6,147) (0.19) (71,330) (0.25) " " (5.065) (0.18)' (16.1) 447"
: ..,'Total.....'..z-...?;.. - 123,069, - 3.77 +a- 115,260 388 112,414 -392f,.68r.1 2.5
OtherExpense ne]t. .,‘.If....Z 9672 030 7702 :'026 250 0.39 256 “G15),
Income Tax Expense...... 41,061 126  38960° 131. ~ 36505 ! 27 54, 61
Net Income. . ............ § 72336 221 S 68598 231 'S 64,659 226 54 61°

g X . T e

eort Consohdated sales increases of 10.2% in fiscal 2006 and 3.3% in ﬁscal 2005 when compared to prior years
resulted from sales improvements at both’ operating subsidiaries. Over the past several years, A&E has pursued
a global expansion strategy along with the'diversification of théir product lines. These efforts have resulted’in
both foreign and domestic_sales_increases. Foreign sales for fiscal 2006 represented 5.4% of the consolidated
siles of the Comipahy, comipared to 5.7% ‘for fiscal 2005 and 5.5% for fiscal 2004, Refer to thé’discussion
of segmentsoperations under. the ‘captions “Harris\Teeter, Retail Grocery:Segment” and “American’&.Efird;
Industrial Thread Segment” for a further analysis of the segment operating results. el anatinans

Gross proﬁt as a percent to sales increased for fiscal 2006 and fiscal 2005 as a result of 1mproved gross
prof' t margms at Harrrs Teeter.’ The gross margin 1mprovements at Harrrs Teeter were offset, m part, by a
£ross profit margm declmes at A&E from ﬁscal 20(}5 to fiscal 2006 and fiscal 2004 to fi scal 2005 Refer to the
dlscussmn of segment operations under the captlons “Harrls Teeter Retarl Grocery Segment and “Amerlcan &
Eﬁrd Industnal Thread Segment” for a further analysrs of the segment operatmg results

L T A
" Sellmg, general & admmrstratrve.(.“SG&A”) expenses as a percent to sales’in. ﬁscal‘ 2006 increased as
a result of increased operating costs at both subsidiaries. The increased operating costs .at .the subsidiaries
wereroffset; in part, by lower operating expensesat Corporate. Corporate SG&A expenses for'fiscal!2006
included income of $2.2 million for life insurance proceeds and a pre-tax charge of $1.5 million related.to new
Supplemental Executive Retirement Plans approved by the Company’s Board of Directors in connection with the
retirement of Alan T. Dickson and R. Stuart Dickson from their positions of Chairman-of the‘Board of Directors
and Chairman of the Executive Comimittee of the Board of Directors, respectively. SG&A expenses as a percent
to sales:in fiscal 2005 increased as a result of increased operating cost§ at both subsidiaries and Corporate. The
increase,in Corporate expenses for fiscal 2005 reflects increased benefit costs and an.increase in operating costs
associatéd with the corporate aircraft primarily driven by higher fuel costs. In addition, Corporate-expensés
for fiscal'2004 were offset by $1.2'million of income related to tife insurance proceeds. Refer to the discussion
of segment operations under the caption “Harris Teeter, Retail Grocery Segment” and “American'& Efird,
ngustriel_'_lfhread Segment” for a further aualysis of the segment opereting]results._

.
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Other expense, net includes interest expense, interest income, investment gains and losses, and minority
interest. Net interest expense (interest expense less interest income) for fiscal 2006 increased over fiscal 2005
by $3.4 million as a resuit of increased borrowings under the Company’s credit facility, and lower interest
income due to the utilization of the Company’s temporary investment portfolio, Net interest expense for fiscal
2005 declined from fiscal 2004 as a result of additional interest income earned on surplus cash and temporary
investments. Fiscal 2006 and fiscal 2005 include investment gains of $4.0 million and $2.2 million, respectively
related to the sale of a real estate investments held by Corporate. .. ..

1.

Thc effective' Consolidated mcome fax rate remained relatlvely consistent at 36.2% for fi scal 2006 and
fiscal 2005 and 36.1% for fiscal 2004,

Net income after income taxes in fiscal 2006 was $72.3 million, or $1.52 per diluted share, as compared
to $68.6 million, or $1.44 per diluted share in fiscal 2005 and $64.7 million, or $1.38 per diluted share in fiscal
2004. As discussed in the “Exit and Impairment Costs” section above, fiscal 2004 included a pre-tax exit and
impairment charge of $384,000 ($238,000 after income tax benefits).

.
i

Harris Teeter, Retail Grocery Segment .

The following table sets forth the consolidated operating profit components for the Company’s Harris
Teeter supermarket subsidiary for the 52 weeks ended October 1, 2006 (fiscal 2006), 52 weeks ended October
2, 2005 (fiscal 2005), and 53 weeks ended October 3, 2004 (fiscal 2004), The table also sets forth the percent to

sales and the percentage increase or decrease over the prior year (in thousands):

Fiscal 2006 Fiscal 2005 Fiscal 2004 % Inc. (Dec.)
% to % to P % to 06 vs 05 vs
. SR .. _Sales _Sales . . . . Sales 05, 04

NetSales............ . $2,922,679 .100.00 $2,644,976 100.00 $2,572,367 10000 105 . 28
Costof Sales. ... -....... - .2,025,042  .69.29 1,857,129.  70.21 1,816,446 70.61 . 9.0 2.2
Gross Profit. .. ..... ... 897,637 30.71 787,847 29.79 755,92 2939 139 42
SG&A Expenses. ...... 770,000  26.34 674,267 - 25.50 651,515 2533 142 35
Operating Profit . ...... $ 127,637 437 $ 113,580 429 3 ;104,406 4.06 .124 : 388

Sales increased 10.5% in fiscal 2006 over fiscal 2005 and 2.8% for the 52 weeks of fiscal 2005 ‘when
compared to the 53 weeks of fiscal 2004 as a result of new store activity and comparable store sales gains. On
a comparable week basis (reducing fiscal 2004 sales for the first week of the annual period), sales increased
by 4.7% in fiscal 2005 over fiscal 2004. During fiscal 2006 the company opened 16 new stores (three of which
were replacements and 6 of ‘which were acquired from Winn-Dixic in fiscal 2005) and closed or divested 9
stores. During fiscal 2005 the company opened 10 new stores (7 of which were opened in the fourth quarter)
and closed 3 stores, and during fiscal 2004 the company opened 7 new stores (two of which were replacements)
and closed 9 stores. The company did not open any replacement stores in 2005. The increase in sales from new
stores exceeded the loss of sales from closed stores by $199.4 million in fiscal 2006, $55.5 million in fiscal
2005.and $i5.8 million in fiscal 2004. Harris Teeter sold and discontinued its milk route delivery business in
January 2005, reducing net sales by $8.3 million in fiscal 2005. Comparable store sales (see definition below)
increased 3.20% ($81.8 million) for fiscal 2006 as compared to increases of 3.00% (3$73.5 million) for fiscal 2005
and 2.97% ($71.3 million) fot fiscal 2004. Comparable store sales continue to be negatively impacted by the
company’s strategy of opening additional stores in its core markets that have proximity to several existing stores.
Management expects these close proximity stores, and any similar new additions in the foreseeable future, to
have a strategic benefit of enabling Harris Teeter to capture sales and cxpand market share as the markets it
serves continue to grow. . : A : S

Harris Tecter considers its re’;;orting of comparable store sales growth to be effective’in detérmining core
sales growth in times of changes in the number of stores in operation, their locations and their sizes. While
there is no standard industry definition of “comparable store sales,” Harris Teeter has been consistently applying
the following definition. Comparable store sales are computed using corresponding calendar weeks to account
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for the occasional extra week included in a fiscal year. A'new store must be in operation for 14 months before it
enters into the calculation of comparable store sales. A closed store is removed from the calculation in the month
in which its closure is announced. - A’ new store opening within an approximate two-mile radius of an existing
store with the intention of closing the:existing store is included as a replacement store in the comparable store
sales measurement as if it were the same store, but only if; in fact, the existing store is concurrently closéd. Sales
increases resulting from existing comparable stores that are expanded in size are included in the calculations of
comparablé store sales. Comparable’store sales for fiscal 2005 was computed.on a 52-week basis.by subtracting
one week of sales from the fiscal 2004 period while comparable store sales for fiscal 2004 was- computed on a

53-week basis by adding an additional week of sales to the fiscal 2003 period.

Gross profit as a percent to sales for fiscal 2006 and 2005 continued to 1mpro‘ve as a result of Harris Teet'er’s
effective retail pricing, product differentiation;" targetcd promoticnal spending programs and improvements in
its private label programs. Additional improvements were also reallzed in ﬁscal 2005 from volume increases and
increased productmty in the datry productton facility. d o Ca L

SG&A expenses as a percent 0 sales for ﬁscal 2006 mcreased from ﬂscal 2005 and flsca] 2004 prlmartly
asa result of mcreased new store pre openmg costs along wnh requlred reservcs and other Costs assocrated
with store closmgs and other expenses incurred in connection with the 2005 Winn-Dixie store acquisition. Pre-
Opening costs consist of pre-opening rent, labor and associated fringe benefits and recruiting and relocations
costs incurred prior to a new store opening and amounted:to $15.8 million (0.54% of sales) in fiscal 2006, $3.3
million (0.13% of sales) in fiscal 2005 and $0.7 million (0.03% of sales) in fiscal 2004, Costs associated with
the 2005 Winn-Dixie store acquisition amounted to $2.3 million (0.08% of sales) in fiscal 2006 and $1.6 million
(0.06% of sales) in fiscal 2005:: The sales gains along with continued emphasis on operational efficiencies have
provided the leverage to offset the incremental costs associated with the company’s new store, development
program and increased uttltttes store supply costs (driven by petroleum based cost mcreases), bank card fees
and fuel costs. SG&A expense for f scal 2005 lncluded a charge of $2. 9 million (0.11% to sales) for a lease
accounting correction recorded i in the second quarter that related to rent hohdays Refer to “Lease Accountmg
Correction” above and “Deferred Rent” undeéf the Notes to Consolidated Financial Statements included in Item
8 hereof for.a description of rent holidays. SG&A expenses for. fiscal 2004 included a $1.7 million charge (0.07%
to sales) related to leaschold improvements that were written off in the third quarter associated with a lease that

was terminated and renegotiated with the landlord. R 3 |
F]

The tmprovements m operanng proflt as a percent to sales in each of ﬁscai 2006 and ﬁScal 2005 resulted
from the sales and cost elemcnts descrlbed above The company continues to concentrate on its core markets
which management believes have greater potenttal for improved returns on investment in the foresceable future.
The company had 152 stores in operation at October 1, 2006, compared to 145 stores at October 2, 2005 and 138
stores at Octobcr 3, 2004. | l
Dotre R DL UL I P VN L
Amertcan & Efird, Indusrrtal Thread Segment . U ' ! vty

The followmg table sets forth the consolldated operatlng profit componems for the Company’s American
& Eﬁrd textlle subsrdrary for the 52 weeks ended October 1, 2006 (f" scal 2006), 52 weeks ended October 2, 2005
(fi scal 2005), and 53 weeks ended’ October 3 2004 (fiscal 2004) The table also sets forth the percent to, sales

and the percentage mcrease or decrease over the prior year (m thousands) -
" Fiseal 2006 ' Fiscal 2005 Fiscal 2004 % Inc. (Dec)
O N N Y """:"‘"""%'to . B ‘% tor %to -06vs 05vs
oo, T '2-"-.:1 St TSales - . ' - Sales "' . - Sales 05 . 04 "5
Net Sales % ... . 5020 U $343;177 - 100:00 $319;679 100.00 $296230 10000 "<7.4 - .7.9%
Cost of Sales. . . .. VMaodt e 681892 - 78.35 <. 241,461 7553 218,650 73.81 114 104
Gross Profit. .. .1ty NOUEE -*’7’_4;285 20650+ 78,218 - 24.47 77,580 26,19 '°(5.0) © 08"
SG&A Expenses ...... ‘. Pt Y72,706" 2119 69,208 " 21:65 - 64,123 2165 5.1 7.9
Exit & Impairment Charges | ' »/ ' —_ee i Tl — 384 013 -
Operating Profit .. ........ 3 1579 046 § 9,010 2.82 § 13,073 441 (82.5) (31.1)
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r ., Sales increased 7.4% for fiscal 2006 as compared to fiscal 2005 as a result of domestic sales increases
of- 10.4% and foreign sales increases of 4.6%. Sales increases resulted from the expansion of A&E’s global
operations through recent acquisitions including, Jimei Spinning Company, TSP and obtaining a majority
ownership interest in two joint ventures in South Africa. The 7.9%.sales increase in fiscal 2005 as compared to
fiscal 2004 was driven by domestic sales increases of 9.0% and foreign sales increases of 6.9%.-On a comparable
number of weeks basis (reducing fiscal 2004 sales by the average weeklyssales for the fourth quarter of fiscal
2004), domestic sales increased 11.2% and forcign sales increased 9.1%. Domestic sales growth in fiscal 2005
was attributed to the acquisition of the businesses of Robison-Anton Textile Co..in the fourth quarter of fiscal
2003, Ludlow Textiles Company, Inc. in the second quarter of fiscal 2005 and Synthetic Thread Company, Inc.
in the fourth quarter of flscal 2004

- Foreign sales -for flscal 2006 aceoumed for approxrmately 51% of total- A&E sales as: compared to
approx1mately 53% it fiscal 2005 and fiscal 2004.- Foreign sales continue to be a significant factor of total A&E
sales as a result of the shifting global production of its customers and A&Efggt_ﬁ_tégy of increasing its presence
in such global markets. Management recognizcs that a major challenge facing A&E is the geographic shift of its
customer base and, as a result, the company will continue to pursuc business acquisitions that will dwersrfy rts

product lines and build upon its global footprmt by way of joint ventures and other investments.
t f

.Gross proflt as a percent to sales decreased in flseal 2006 from fiscal 2005 and fiscal 2004 pnmarrly
as a result of weak manufacturing operating schedules for apparel related thread products.in the Americas,
costs incurred to integrate acquired businesses and $559,000. of severance costs recorded in fiscal 2006 for a
voluntary early retirement program that was offered to certain U.8. associates. Management continues to focus
on optimizing costs and manufacturing capacmes through the integration of acqulred business in its domestic
and foreign operations. ‘

SG&A cxpenses as a perceit to sales in fiscal 2006 decreased from fiscal 2005 and fiscal 2004 as a
result of the leverage created through sales gains that apply agamsl fixed costs. SG&A expenses for fiscal 2006
mcluded $294,000 of severance costs for thc vo]untary ear]y reurement program drscussed above.

The decrease in A&E’s operating proﬁt for fi scal 2006 as compared to flscal 2005 was driven by an
operating loss in the U.S. operations primarily as a result of the impact on gross profit discussed above. Operating
profit for A&E’s foreign operations improved in fiscal 2006 from fiscal 2005. - A&E’s operating profit in the
both the U.S. market and its foreign operatrons declined in fiscal 2005 as compared to fiscal 2004 primarily
as a result of the lmpact on gross profit dlsCUSSed above! Foreign operations contributed approximately 52% of
A&E’s operating profit'in ﬁscal 2005 as compared to approxrmately 40% m fiscal 2004

Outlook” S

Harris Teecter’s improvement in operating performance over the last several years and financial position
provides the flexibility to expand its store development program that includes new and replacement stores along
with the remodeling and expansion of existing stores. Harris Teeter plans to open 22 new stores (2 of which
will be replacements for existing stores) during fiscal 2007, The new store openmg program for fiscal 2007 is
expected to result in a 15.6% increase in'retail square footage as "compared to an § A% increise in fiscal 2006.
The annual number of new store openings planned for fiscal year 2008 ‘and after are expectcd to"be similar
to that of fiscal 2007. The Company routinely evaluates its existing store opcratrons in regards to its overall
business strategy and from time to trme wrll close or divest oldcr or underperforming stores.

Harris Teeter’s new store program for flscal 2007 calls for expanding the company’s Northern Virginia
market, including the addition of two stores in the District of Columbia and one in each of Delaware and Maryland.
By comparison to prior years, the company’s new store opening schedule for 2007 is more heavily weighted
towards openings earlier in the year with 9 stores scheduled:to open in the first half of 2007 as compared to 4
stores that opened in the first half of 2006, Real estate development by its nature is both unpredictable and subject
to external factors including weather, construction schedules and costs. Any change in the amount and timing of
new store development would impact the expected capital expenditures and anticipated opening schedule.

'




.. The consistent execution' of productivity initiatives implemented, at under-performing.stores, .controls
over -waste, implementation. of .operating efficiencies that will offset the: continued -rising: costs for health
care:and bank card fees, and effective merchandising strategies- will.dictate the pace at which Harris Teeteris
margi_nscould_ improve. Promotional costs to drive sales:in.the presently intense competitive environment coujd
negatively impact operating margins and net income in future periods. The intense.competitive environment for-
supermarkets is expected to contmue m the foreseeable future

- e gl T S VI A
A&E has been able to increase sales and dtverSIfy its customer base, product mix and geographrcal locations
through acquisitions and joint venture agreements completed in recent years. In addition, A&E continues to

increase its;investment.in China,to, support the rapidly-growing apparcl productions in Asia. A&E will- find.

it difficult to generate significant,improvements.in profitability in the absence of:a more favorable .economic
climate. A&E management remains focused on integrating-the operations of.acquired businesses, dtverstfymg
its product lines and growing these product lines throughout its global supply.chain.. As part of the.integration of
previously.acquired businesses, A&E plans to consolidate the operations of one of-their manufacturing facilities
in Pennsylvania,into their North Carolina operations.-Management currently:expects to.incur,iin fiscal 2007,

severance and 1mpa1rment costs of approximately $400,000 related tothisplan. « .. v . o oah

Ruddrck Corporatlon management is'cautious in ifs expectanons for fi scal 2007 glven the complex factors
currently |mpactmg sales and ‘costs at both subsidiaries. Further operatmg lmprovement will be’ dependent on the
Company 5 ablllty to offset mcreased health care “anid pre opemng ‘costs wrth addmonal operatmg efﬁcrenctes
and to effectlvely execute theé Company s strateglc expansmn plans ne

ATt Ve . o el
Capital Resources and Li'quidity' Co o S ) T 1: T ' Ml;
: P R i

The Company is a holding company which, through its wholly-owned operating subsrdtarles . Harris
Teeter and A&E is engaged in the prtmary businesses‘of retall grocery and the manufacturing and dlStrlbUthl‘l
of’ mdustrtal thread, technical fextiles and embroidery’ thread respectwely The Company has no matertal
mdependent operations, nor material assets, other than the' investmenits in its operating subsidiaries, as well
as investments in certain fixed assets, short term cash equwalents and life i insurance contracts to support
corporate-wide operations and benefit programs. The'Conipany provides a variety of services to its subsidiaries
and is dependent upon income and upstream dividends from its operating subsidiaries. - There are no restrictions
on, the subsrdtary dividends, which have: historically been determined as a percentage of: net income of each

subsidiary...'s v . oo, v LU S T SO PR S I T

o

"The’ Company s’ pnnc1pal source “of llquldtty has 'béen, cash generated from operatmg actlvmes and
_borrowmgs avarlable under the Company s revolvmg credtt facﬂtty As of October 1, 2006 the Company had
current'liquidity {cash, cash equivalents and temporary mvestments) 0f$29.2 mlllton compared to $62.1 rmllron
at Qctaber 2, 2005. During fiscal 2606, the net cash provided by operating activitics was $159.7 million,

compared to $146.4 million during fiscal 2005 and $135.2 million during fiscal 2004. Investing activities during
fiscal 2006 required net cash of $229. 2 mtllton compared to $134.5 million durmg fiscal 2005 and $111.4 million
durmg fiscal 2004 [ncreased capttal spendtng and purchases of other investments during fiscal 2006 was offset
by the quurdatlon of $12.9 million of temporary mvestments and was financed by cash provrded by opefating
activities along with'borrowings under the Company 5 revolvmg line of credit. Fmancmg activity includes $20.9
million for the payment of dividends in ﬁscal 2006 compared to $20.8 mllllon in ﬁscal 2005 and SlS 6 million
in fiscal 2004. B - A

During fiscal 2006, consolidated capital expenditures totaled $218. 5 million Harris Teeter capital
expenditurés were $210.3 million in fiscal 2006 compared to $115.4 million in fiscal 2005 and $83. 9 ml]]lOl’l in
fiscal 2004. In addition to the capital expenditures, Harris Teeter has recognized opportumtles to mvest m ‘the
developrnent of certain of i 1ts new stores. During f fiscal 2006 Harris Teeter inveésted a 'net of $16.7 million ($3l 3
‘million additional investments less $14.6 million received from‘sales of property investments and partnershtp
distributicns) for such.investmeénts. A&E's capital expenditures were $7.6 million durmg fiscal 2006 compared
to $13.6 million in fiscal 2005 and $8.1 million in fiscal 2004. Fiscat 2007 consolidated capital expenditures
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are planned to‘total apptoximately $225 million;, consisting of $214 for Harris-Teeter and $11 million for A&E.
Harris Teeter anticipates that its'capital for new store growth and:store femodels will be applied in its existing
markets in fiscal 2007-as.well"as the foreseeable future. A&E-expects to target further expansion of global
operations.:Such capital investment is expected to be'financed by 1nternally generated funds liquid assets and

¢

'borrowmgsunder the Company’s revolving line of credit. .4l oo T L

"On June 7, 2006, the Company and seven banks entered 'in't{) ‘a revo'l'v!{n'g!*l'ine~of credit that pt’ovides for
financing up to-$350 million, with an optional increase of up to $100 million with the consent of the lenders,
thréughtits termination date on June 7, 2011 The new revolving line of credit replaced a previously existing
-$200 million ¢redit facility datéd October 28, 2005 and. includes two annual extension options of one year each
if granted by the banks.:The amount which may be borrowed from time to time and the interest rate on any
outstanding borrowings are each dependent on'aléverage factor. The leverage factor is based on a ratio of rent-
adjusted consolidated funded: debt-divided by-earnings before interest? taxes, depreciation, . amortization®and

opérating rents, as set forth in-the credit agreement. The more significant of the financial covenants which the

Company must meet during the term of the credit agreement include & maximum leverage ratio and a minimum
fixed charge coverage ratio. As of October 1, 2006, the Company-was in compliance with all financial covenants
of the credit agreement and $80.8 million of borrowmgs were outstanding under this facility. Issued letters of
credit reduce the amount available for borrowings under the credit agreement and amounted to $26.3 miltlion
as of October 1, 2006 In addition to the $242.9 million of borrowmgs avallable under the line of credit as of
October 1, 2006, the Company has the capacity to borrow up to an aggregate amount of $38.5 million from two
major U.S. life insurance companies utilizing certain insurance assets as collateral. In the normal course of
business, the Company will continue to evaluate other financing opportunities, based on the Company’s needs
and market conditions.

Covenants in certam of the Company s long-term debt agreements limit the total mdebtedness that the
Company may incur. Management believes that the limit on mdebtcdness does not 31gn1ﬁcantly restnct the
Company s ability to meet future l1qu1d1ty requtrements

Contractual Obllgatmns and Commerclal Commltments _ .

- i. The- Company -has assumed.various financial obligations and” comm1tments in the normal course of
its operations and.-financing activities. Financial obligations are considéred to represent known future cash
payments that the Company is requnred to make under existing contractual arrangements, such as debt and lease
agreements. Management expects that cash provided by operatlons and other sources of liquidity, such as the
'Company 5 revolvmg credit tacility, will be sufﬁc1ent to meet these obhgatlons on a short and long-term basis.
The followmg table represents the scheduled matur1t1es of the Company s eontractual obhgattons as of October
1, 2006 (1n thousands) C o ) . ‘ L

.
. R . - Lo I .
o Lt o L .. PN . C et

Less than _ _ More than §

‘Uﬁ' o o v ' o " Total i Year -3 Years ) 3 SYears Years
Long—Term Debt® ... ... ..o, 8§, 222477 $..9288 § 16312 § 96057 S 100,820
Operating Leases we, e, :l 416,828 . 80,292 173 409 178,398., 984,729
Capital Lease Obllgatlons “) P LA P 15,254 .- 174 .. 419 506 14,155
_Purchase Obligations — Fixed Asscts. . ....... i 73,468 69,643 3,825 T T —

' Purehase Obllganons - " . ‘ '

*Inventory......... U, : T899 1,899 T~ T _—
Puichase Obligations — s N [
~ Service Conitracts/Other .. ... L0l T T 10487 5067 1 3985 14350 T -
Other @' e T 10,6000 1,620, 3,148 3208 . 11,624

_ Total _Contraetual Casl_l Obligati‘ons. . I 1 760 013 $ 167,983 $201 098 $ 279 604 51,111,328

- . - CEE - - s ’, . r I *
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(1) 'For'a more detailed- description of the obligations refer 10 the Notes entitled “Leases” and “Long-Term
- "Debt” of the Notes to Consohdated Fmanmal Statements in Ttem 8 hereof. SR A

(2) Represents, the mlmmum rents payablc and includes lcases associated with closed stores. The obhgauons
related to the c]osed storé leases arc discussed below. Amounts are not offsct by expected sublease income

and do not mclude varlous conttngent habllmes assoctatcd with 3551gncd leases as dlscusscd below.

(3) Represents the projected cash payments associated with certain deferred compensation contracts. The net
"~ present-value of these obligations is recorded by the Company and mcludcd with other long-term liabilities
" in the Company s consolidated balance sheets. - '

In Connectlon with the closing of certam store locatlons Harris Tecter has assigned leases to several other -
merchants ‘with recourse. These leases expirc over the next 16 years, and the future minimum lease payments
of approximately $75.7 million, in the aggregate, over that future period have been assumed by thesc merchants.
In the hlghly unlikely event, in management s opinion based on the current operations and Cl’Cdlt worthingss of
the ass1gnees that all such contingent obltganons would be payable by Harris Teeter, the approxtmate Jaggregate
amounts due by year would be as follows: $9.3 million in fiscal 2007 (29 stores) $8.9 million i in ﬁscal 2008 (28
stores), $8. 3 million in fiscal 2009 (27 stores), $7.4 million in fiscal 2010 (22 stores), $6 9 million i in fiscal 2011
(17 stores) and $34.9 million in aggregate durmg all remaining years thercafter.

The Company utilizes various standby lettcrs of crcdlt and bonds as requtred from time 1o nme by certain
programs, most significantly for self-insured programs such as workers compensation and various casua]ty
insurance. These letters of credit and bonds do_ not represent additional obligations of the Company since
the underlytng liabjlities are recorded as insurance rescrves and lncluded with other current ]1ab1]1t1cs on the
Company’ 8, ‘consolidated balance sheets. In addition, thc Company occasionally utilizes documcntary letters of
credit for the purchase of merchandise i m the normal course of business. Issued and outstandmg letters of credit
totaled $26.3 million at October 1, 2006.

Off Balance Sheet Arrangements

The- Company is not a party to any off-balance shcet arrangements that have, or are reasonably likely to
haves a curtent or future material effect on the Company’s financial condition, results of operations or cash
flows., , o ot

Crltleal Accountmg Policies

-.¢ -The.preparation of financial statements in conformity w1th generally accepted accounting prmc1ples
requires management to make estimates and assumptions about future events that affect the reported amounts
of assets, liabilitics, revenues and expenses and the disclosures of contingent assets and liabilities. Future events
and their effects cannot be determined with absolute certainty. Therefore, management’s determination of
estimates and judgments aboutithe carrying values of asscts and liabilities requires the exercise of judgment in
the selection-and application of assumptions based on various factors including historical experience, current
and expected cconomic conditions and other factots believed to be rcasonable under the circumstances. ‘Actual
results could differ from those estimates. The Company constantly reviews the relevant, significant factors and
makes adjustments where the facts and circumstances dictate S -

Management has identified the following accounting pohcnes as the most crmcai in the preparation of the
Company’s fmanc]a] statements because they involve the most dlfflcult subjective or complex judgments about
the effect of matters that are mherently uncertain.

Vendor Rebales‘ Credrts and Promotional Allowances

Cons:stent with standard practices in the retail industry, Harris Teeter receives allowances from vendors
through a varicty of programs and arrangements. Given the highly promotional nature of the retail supermarket
industry, the allowances are generally intended to defray the costs of promotion, advertising and selling the

19 -




vendor's products. Examples of such arrangements include; but are not limited to, promotional, markdown and
rebate allowances; cooperative advertising, funds; volume allowances; store-opening discounts and support;

and slottmg, stocking and display allowances. The amount of such allowances may be determmed on the basis
of (1) a ﬁxed dollar amount ncgollatcd with* the vendor, (2) an amount per unit purchascd or as a percentage

of total purchases from the vendor or (3) amounts based ofi sales lo the customcr number of stores, in-store
displays or advertising. The proper récognition and timing of accountmg for these items are &gmﬂcant to the
reporting of the results of operations of the Company.- ‘The'Company applies the authoritative guidance of SEC
Staff Accounting Bulletin No. 101 (“SAB No. 10I")} — Revenue,Recognition in Financial Statements, Emerging
Tssues Task Force Issuc No. 02-16 (“EITF 02-16") — Accounting by a Customer (Including a Reseller) for Certain
Considerations Received from a Vendor, and other authoritative gu:dance as appropriate. Under SAB No. 101,
Févenue recognition requires the prerequisite completlon of the earnings process and its realizatior or assurance
of reahzablllty Vendor rebates, credits and other promotlonal allowances that relate to Harris Teeter’s buylng
and merchandlsmg activities, lnCludlng lump sum paymcnts associated with long-term contracts, are recorded
as a componierit of cost of sales as they are earncd the recognition of which is determined in accordance with the

underlying agreement with the vendor, the authontatlve guidance and completlon of the earning process Portlons
of vendor allowanccs that are refundable to the vendor, in whole or in part, by the nature of the provisions of the
contraci are deferred from recognition until rcallzatlon is rcasonably assurcd

Harris Teeter’s practices are in accordancc WIth EITF 02-16 and are based on the premise that the
accountmg for these vendor allowances should follow' the CCOI]OITIIC substance ‘of the underlymg transactions,
which is evidenced by the agreement with the vendor as long as thc allowancc is d\stmgmqhable “from the
merchandise’ purchase Consistent with this premise, Harris Teeter rccogmzes ‘allowances wheh the purpos¢
for which the vendor funds were mtended and committed to be used has beén fulfilled and a cost has been
mcurred by the retailer. Thus, it is the Company’s policy to recognize the vendor allowance consistent Wwith
the'timing of the recognition of the expense that the allowance is intended to teimburse and to determine the
accounting classification consistent with the economic substance of the underlymg transaction. Where the
Company provides an identifiable benefit or service to the vendor apart from the purchase of merchandise,
that transaction is recorded separately For example, co-operative advertising allowances are accounted for as
a reduction of advertising expense in the period in which the advertising cost is incurred. If the advertising
allowance exceeds the cost of advertising, then the excess is recorded against the cost of sales in the period in

which the related expense is recognized.

There are numerous types of rebates and allowances in the retail industry. The Company’s accounting
practices with regard to some of the more typical arrangements are discussed as follows. Vendor allowances
for price markdowns are credited to-the cost of sales during the period in which the related markdown was
taken and charged to the cost of sales. Slotting and stocking allowances received from a vendor to ensure that
its products are carried or to introduce a new product at the Company’s stores are recorded as a reduction of
cost of sales over the period covered by the agreement. with the vendor based on the estimated inventory turns
of the merchandise to which the allowance applies. Display allowances are recognized as a reduction of cost
of sales in the period earned in accordance with the vendor agreement based on the estimated inventory turns
of. the merchandise to which the allowance applies. Volume rebates by the vendor in the form of a reduction of
the purchase price of the merchandise.reduce the cost of sales when the related merchandise is sold. Generally,
volume rebates under a structured purchase program with allowances awarded based on the level of purchases
are recognized, when realization is assured, as a reduction in the cost of sales in the appropriate monthly period
based on the actual level of purchascs in the perlod relative to the total’ purchase commltmcnt and adjusted for
thé estimated inventory turns of the merchandise. Some of thicse typical vendor rebate, credit and promotlonal
allowance arrangements require that the Company make assumptions and judgments regarding, for example,
the likelihood of attaining specified levels of purchases or sel]mg spemﬁed volumes of products, the durat1on
of carrying a specified product and the estimation of inventory turns!” The Company constantly reviews the
relevant, significant factors and makes adjustments where the facts and circumstances dictate. :
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Inventory Valuation : o s . - .

4

The inventories of the Company’s operatmg subsidiaries are valued at ‘thé lower of cost or market with the
cost of substanna[ly all domestlc U.S, inventories being determined usmg the last-in, first-out (LIFQ) method
Forelgn inventories and hmlted categorles of domestlc mventortes are va!ued on the weighted average . ‘and
on the first -in, first-out (FIFO) cost methods LIFO assumes ‘that the last costs i are the ones that should be
used to measure ‘the cost of goods sold Ieavmg the earlier costs residing in the cndmg mventory valuation.

The Company uses the “link chain” method of computmg dollar value LIFO Whereby the base year Vﬁlllﬁs of
begmnmg aind endmg mventorles are determmed usmg a cumulative price index. The Company generates an
estinitated internal index to “link” currént costs to'the original costs of the base years in which the company
adopted 'LIFO. The Company s determinatiori of the LIFO index is driven by the change in current year costs
as well as the change in inventory quantities on hand. Under the LIFO valuation method at Harris Teeter, all
retail store inventories are initially stated at estimated cost as.calcilated by.the Retail Inventory Method (RIM).
Under RiM, the valuation ‘of inventories-at cost and the reésulting gross ‘margins are. calculated by applying
a calculated cost-to-retail ratio to'the retail-value of inventories. RIM is an averaging method that has been
widely used in the retail industry due to its practicality. Inherent in the'RIM calculation are certain significant
management judgments and estimates, including markups, markdowns, 16st inventory (shrinkage) percentages
“and the purity and similarity of inventory sub-categories as to their relative inventory turns, gross margins and
on hand quantities. These judgments and estimates significantly impact the'ending inventory valuation at cost
as well as gross margin, Management believes that the Company’s RIM provides an inventory valuation which
reasonably approximates cost and results in carrying the inventory at the lower of cost or market Managemcm
does not.believe that the likelihood is significant that materially: higher LIFO reserves are- rcqunrcd given its
current expectations of on-hand inventory quantities and costs.» -+ .. e

The proper valuation of inventory also requtres management to estrmate the net realizable value of the
Company’s obsolete and slow-moving inventory at the ‘eind of each per:od Managcment bases its net realizable
values upon many factors including historical recovery rates, the aging of inventories on hand, the inventory
movement of specific products and the current economic conditions. When management has determined inventory
to be obsolete or slow moving, the inventory is reduced to its net realizable value by recording an obsolescence
reserve! Given the Company’s experiences in selling.obsolete and slow-moving inventory, management believes
that the amounts of the obsolescence reserves to.the carrying values.of its.inventories are materially adequate.

1+ .. With regard to the-proper valuations of. inventories, management reviews its judgments, assumptions and
othertrelevant mgmﬁcant factors on a routine basis and makes adjustments where the facts and circumstances
.dlctate CTTen Do T L : N LA
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Self-insurance Reserves for Workers’ Compensation, Healthcare and General Liability. .~ .

OO (1T A T N TR VAN & SRR TIYY - N oo

o1 The.Company is primarily self-insured for most U.S. workers”compensation claims,healthcare claims and
generaliliability and automotive liability.losses. The Company has purchased insurance coverages in order to
establish certain limits to its exposure on a per claim basis. . . .« ; . ,

R

" Actual U.S. workers’ compcnsatron clalms and general lrablllty and automotive habrirty losses are reported
to the Company by third party administrators. The third party administrators also report initial estimates of
related loss reserves.. The open claims and initial loss reserves are subjected to-examination by the Company’s
risk management.and accounting management utilizing.a consistent methodology which involves various
assumptions, Judgment and other factors.. Such factors include but are not limited to the probability of séttlement,
the amount at which settlement can be achieved;.the probable duration of the claim, the cost development pattern
of the claim and the applicable cost development factor. The Company determines the éstimated reserve required
for' UJ.8. worker compeénsation:claims ‘in each accounting period. This requires that management determine
estimates of the costs of claims incurred and accrie for such .expenses in.the period in which the claims are
incurred.. Management estimates-the ultimate cost-for claims'incurred based on actual claims, reviewed for the
status and probabilities associated with potential settlement and then adjusts them by development factors from
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published insurance industry sources. In fiscal 2005, the Company began measuring the liabilities associated
with claims for workers’ compensation, general liability and automotive liability at Harris Teeter through the
use of actuarial methods performed by an independent third party to proyect an estlmate of ultimate cost for
clairs incurred, The estiniated cost for claims incurred are drscounted to present Values using a discount Tate
representing a return on hrgh quality fixed income securities with an average maturity equal to the average
payout of the related liability. Harris Teeter liabilities rcprescnt approxtmately 94% of the total Company self-
insurance rescerves for workers compensation, general liability and automotive liability claims. The Company
constamly reviews the relevant, srgmﬁcam factors and makes adjustments where the facts and c1rcumstances
dictate. Management'ddes not believe the likelihood is srgmflcant that existing worker compénsation clains,
general liability clalms and automotwe liability claims will be settled for matenally hrgher amounts, than those
accrued

PRt
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The Varlety Of healthcare plans.available to employces are primarily self—msured although somc locations
have insured health maintenance ‘organization plans. The Company records an accrual for the” estimated
amount of selftinsured healthcare claims incurred by all participants but not yet-reported (IBNR) by applying
a development factor to the reported claims amount. The Company engages the assistance from a third-party
actuary to determine an appropriate developmicnt factor to apply against its reported claims. The most significant
factors which impact the determination of the required accrual are the historical pattern of the timeliness of
claims processing, changes in the nature or types of benefit plans, changes in the plan benefit designs, employer-
employee cost sharing factors, and medical trénids and inflation. These reserves are recorded based on historical
experience and industry trends, which are continually monitored; and accruals are adjusted when warranted by
changes in facts and circumstances. The Company believes that the total healthcare cost accruals are reasonable
and adequate to cover future payments on pre-existing claims. . ' LT : . I

¥

Impairment of Long—hved Assets ana’ Closed Store Obhgattons . .
- The Company -assesses.its long-lived asscts-for possible rmparrment whenever events or changes ‘in
circumstances indicate the carrying value of an asset may not be recoverable! Recoverability is measured by a
comparison of the carrying amount to the net non-discounted cash flows expected to be generated by the asset.
An impairment.loss is recognized for any excess of. net book-value over the estimated fair value of the asset

impaired. . The fair value is.cstimated based on expected future cash flows. o )

The value of property and equipment associated with closed stores and facilities is adjusted to reflect
recoverable values based on the Company’s prior history of disposing of similar assets and current economic
conditions. Management continually reviews its fair value estimates and records impairment charges for assets

held for sale when management determincs, based on new information which it belteves to be reliable, that such
charges are appropriate. - I | .

The results of impairment tests are subject to management’s estimates and assumptions of projected cash
flows and operating results. The Company believes that, based on current conditions, materiaily different
reported results are not likely to result from long-lived asset impairments. However, a change in assumptions
or market conditions could result in a change in estrmated future cash flows and the hkchhood of materrally
different reported rcsults )

i o : . L .

The Company records liabilities for closed stores that are under long-term ]ease dgreements. The liability
represents an estimaté of the present value of the remainingnon-cancelable lease payments after. the anticipated
closing date, net of estimdted subtenant income. The closed store-liabilities usually are paid over the lease
terms associated with the closed stores, unless settled earlier. Harris Teeter management estimates the subtenant
income and future cash flows based on its historical experience and knowledge of (1) the.market in which the
store is located, (2) the results.of its previous efforts to-dispose of similar assets and (3) the current economic
conditions. The actual cost of disposition for these leases is-affected by specific real estate markets, inflation
rates and general economic conditions and may differ significantly. from those assumed and estimated.
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Store closings generally are compicted within one year after the decision to close. Adjustments to closed
store liabilities primarily relate to changes in subtenants and actual costs differing from original estimates,

Adjustmenls are made for changes in estimates in the period in which the, change becomes known. Any excess
store closmg liability remaining upon settlement of the obligation is reversed to income in the period that such
settlement is determined. The Company constantly reviews the relevant significant factors used in ns cstimates
and makes adyustrnents where the facts and circumstances dictate.

Relrrement P!am and Post Relrremeni Benefit Plans

The Company maintains certain retirement benefit plans for substantlally all domestic full-tlme employees
and supplemental reurement benefit plans for certain seletted directors and officers of the Company and 1ts

subsrdlarles Employees in forcign subsidiaries part1c1pate to varying degrees in local pension plans, which,

in the aggregate are not significant. The quallfled pensron plan is a non- contnbulory, funded defined beneﬁr
pian, while the non-qualified supplemcmal reurement benefit plans are unfunded, defined bencf‘ t plans. The
Company s current fundmb policy for its quallﬁed pension plan is 10 contrrbute annually the amount requ1red by
regulatory authormes to meet minimum funding reqmremems and an amount to increase the fundmg ratios over
future years to,a level determmed by its actuarles to be effectwe m reducmg the volatility of contrlbutlons e

- The Company has certain deferred compensation arrangements which allow or allowed in prior years its
directors, officers and sclected key management personnel to forego the receipt-of earned compensation for
specrﬁed periods of time. The Company may also, from time to time, make discretionary annual contributions
mto the Director Deferral Plan ‘on behaif of its outside drrectors These plans are unfunded except for a
dlrectors compensatron deferral plan and a ﬂexrble deferral plan for executwcs which ut111ze a rabb1 trust to
hold assets desrgnatcd to pay the respectwe llabrlrtres For further disclosures regarding the Company s pension
and deferred compensation plans, see the Note entltled “Employee Benef:t Plans” of the Notes o Consohdated
Fmancral Statements in Item 8 hereof.

The Company maintains a post-retirement healthcare plan for retirees whose sum of age and years of
service equal at least 75 at retirement. The plan continues coverage from early retirement date until the carlier
date of eligibility for Medicare or any other employer’s medical plan. The Company requ1res that the retiree pay
the estlmated full cost of the coverage. The Company also provides a $5, 000 post -retirement mortality benefit
to a small number of retlrees under a prior plan The 0bl1gat10ns and expenses associated with cach of these
benefit plans are not matenal

o0

;

N ' i | -

The determination of the Company s obligation and expense for pension, deferred compensation and other
post-retirement benefits is dependent on certain assumptions sclected by management and used by the Company
and its'actuaries in calculating such amounts. . The more significant of those assumptions applicable to the
qualified pension plan include the discount rate, the expected long-term rate of return on plan assets, the rates
of increase in future compensation and the rates of future employee turnover. Those assumptions also apply to
determinations of the obligations and expense of the following plans, except as noted: (1) supplemental pension
—no funded assets to be measured, and (2) deferred compensation arrangement and post-retirement mortality
benefit — no funded assets to be measured and no depeéndency on future rates of compensation or turnover.

In accordance with generally accepted accounting principles, actual results that differ from management’s
assumptions are accumulated and amortized.over future periods and; therefore, generally affect the Company’s
recognized expense and recorded obligation in such future periods.” While management believes that its
selections of values for the various assumptions are appropriate, significant differences in actual experience or
significant changes in the assumptions may materially affect pension and other post-retirement obligations and
future expense.
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Recent Accounting Standards . S

" In December 2004, the FASB issued Statement No: 153, “Exchange of Nonmonetary Assets.” Thrs
statement amends AFB Oprmon No 29, “Aceountmg for Nonmonetary Trahsactiofis,” to eliminate the exceptron
for nonmionetary exchanges of similar productive assets and replaces it wrth a general' exeeptton for exchanges
of nonmonctary assets that’do not have commereral substance. A nonmonetary exchange has commercial
substance if the future cash flows of the entity are expected to change significantly as a result ‘of the exchange.
This statement became effective for the Company’s 2006 fiscal-year-beginning October, 3, 2005. The.adopttonm

of this new standard did not have a stgmﬁcam 1mpact on the Company s financial position, results ofoperatlons
or cash flows. ... - . S Lo . v

" On October 6 2005, the FASB issued Staff Posrtlon (“FSP”) FAS 13-1, “Accountmg for Rental Cosis
Incurred durmg a Constructton Period.”” The new guldance generally applles to leases of land or pad leases
meludmg “cold dark shells” where the Company assumes responsrblllty for store and site constructlon The
construction perrod typically exténds for six to nine months Under IhlS FSP ‘rental costs “that aré incurred
durmg the construction perlod shall be recogmzed as rental expense Prror to the’ begmmng of the second
quar(e? of fiséal 2006, the Company capitalized such costs durmg the constructlon perlod As requrred by the
new guidance, the Company has ceased capitalization of constructton period rents effective January 2, 2006 -

Although the statement permits retrospective application to.prior periods, the Company did not restate prlor
periods due to the relatively small percentage of land leascs in those periods. . . . -« . -

In June 2006, the FASB issued Interpretation ‘(“FIN™) No 48, “Accountrng for Uneertamty in [ncome
Taxes—an mterpretatlon of FASB Statement No.'109.” This Interpretatron prcscrrbes a recogmtlon threshold
and measurement attribute for ‘the financial statement recogmtlon and [measurement ‘of a tax posmon taken
or expected to be taken in a tax return and provrdes gutdance on derecogmtlon classrfrcatlon interest and
penalties, accounting in interim periods, disclosure, and transition’ This Interpretatlon becomes effectrve for
the Company beginning in the first quarter of fiscal 2008, The Company has not finalized its assessment of the
potential impact of adopting this Interpretation, but currently it is not expected to have a material effect on the
Company’s financial position, results of operations or cash flows. < :

In September 2006, the FASB issued’ Statement No. 158, “Employers Accounting for Defined Benef" t
Pension and Other Postretirement Plans.” This statement is an amendment of other FASB Statements and
requirés an employer to recognize the overfunded or underfunded status of a def"med benefit postretiremerit
plan as an asset or liability in its statement of financial position and to recognize changes in that funded status
in the year in which the changes occur through comprehensiveincome. This new standard becomes effective
for the. Company as of the end-of its 2007 fiscal year ending September 30, 2007. Based on the Company’s
initial assessment and the actuarial valuation as of October I, 2006, the adoption of the new standard would
effectively increase pension liabilities by $45.8 .million, reduce shareholders’ equity (increase accumulated
other comprehensive income (loss)) by-$29.4 million, increase deferred tax benefits by $18.9 million and reduce
intangible assets by $2.5 million. - - o o .- oL e

Item TA. Quantitative and Qualitative Disclosures about Market Risk - .. "o

The Company is subject to interest rate risk on its fixed interest rate.debt obligations. Generally, the fair
value of debt with.a fixed interest rate will increase as intérest rates fali, and-the fair value will decrease as
interest rates rise. As of October 1, 2006, the Company had no significant foretgn exchange exposure and no
significant outstandmg derivative transactions. .-

' . . . \
\ . . Lo K ' YT
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The table below presents principal cash flows and related weighted average interest rates by expected
maturity dates for the Company’s significant fixed interest rate debt obligations ($135.7 million of Senior Notes
due at various dates through 2017): SE e e

R PR U SR p
1007 0408 2009 010 2011 Thereafter Total Fair Value

Fixed rate debt obligations. ., .. (87,143, $7,143 . 87,143 $7,143 7,142 §100.000, $I35714  §153.215

¥

Weighted average interest rate. . 6.48%  648%  6.48%  6.48%  648% 7.64%  7.33%

For a more detail description of fair value, refer to the Note entitled “Financial Instruments” of the Notes
to Consolidated Financial Statements in ltem 8 hereof. . . . . .,

T N R L, 4
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders . o | t:rr, o

Ruddrck Corporatron o : ' o "
Lo . , [ T

" We have audited the accompanymg consolrdated balance sheets of Ruddlck Corporanon and' Subsrdranes

(the Company) as of October 1, 2006 and October 2, 2005, and the related consolidated statements of income,

shareholders’ equity and comprehensive income; and cash flows for each of theyears in the three-year period’
ended October. 1, 2006. Our audits also included the financial statement schedule “valuation’and qualifying
accounts and reserves” for each of the years in the three-year period ended October-1, 2006. These consolidated
financial statements and financial statement schedule are.the responsibility of the Company’s management.
Our responsibility is to express an opinion on these consolidated financial statements and. financial statement -
schedule based on our audrts

. . H . - ’
e o, ' ' )

1 We conducted our audns in accordance with the standards of the Pubhc Company Accounting Oversight:
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit-includes examining, on a
test basis, evidence supporting the amounts and disclosures in the. financial statements. An audit also includes-
assessing the accounting principles used and significant estimates made by management, as well-as.evaluating -
the overall financial statement presentation. We belleve that our audits provide a reasonable basis for our -
opinion.

+ In-our opinion, the consolldated financial statements referred to above present falrly, in all material.
respects the financial position of the Company as of October 1, 2006 and October 2, 2005, and the results of its
operations and its cash flows for.each of the years in the three-year period ended.October 1, 2006,.in conformity
with U.S. generally accepted accounting principles. Also in our opinion, the related financial statement schedule;
when considered in relation to the basic consolidated financial statements taken as a whole, presents fairly, in
all- material respects, the information set forth therein for each of the years in the three-year period ended

Ocloberl 2006. . oo

As discussed in the Summary of Significant Accountmg Policies, the Company adopted Statemeént of”
Financial Accounting Standards No. 123 (revised 2004), “Share-Based Payment” effective October 3, 2003,
and Financial Accounting Standards Board Staff Position 13-1, “Accounting for Rental Costs Incurred During a
Construction Period” effective January 2, 2006.

We also have audited, in aécordance with the standards of the Pubhc Company Accoummg Oversight
Board (United States), the effectiveness of the Company’s internal control over financial reporting as of
October 1, 2006, based on criteria established- in Internal Control—-Integrated Framework issued by the
Committec of Spensoring, Organizations of the Treadway Commission (COSO), and our report dated December
6,2006 expressed an unquallﬁcd opmlon on management s assessment of, and the effective operation of internal
control over financial reportmg :

KPMGLLP
Charlotte 'North ‘Gharolina’ ' ’

r ‘-'4 [ . LI R S

December6 2006 e
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders
Ruddick Corporation:

ta . +
v L

We have audited management’s assessment, included in the accompanying “Management’s Aﬁn'ual Report
on Internal Contrel Over Financial Reporting,” that Ruddick Corporation and subsidiaries (the Company)
maintained effective internal control over financial reporting as of October 1, 2006, based on criteria established in
Internal Control-—Integratéd Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (COSO). The Company’s management is responsible for maintaining cffective internal control over
financial reporting and for its assessment of the effectiveness of internal control-over financial reporting, Our
responsibility is to express an opinion on management’s assessment and an opinion on the effectiveness of the
Company’s internal control over financial reporting based on our audit. ..

We conducted our audit in accordance with the standards of the Public Compaiiy'Ac'coﬁniing Ov;arSi'ght
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether effective internal control over financial reporting was maintained in all‘material respects. Our
audit included obtaining an understanding of intcrnal control over financial reporting, evaluating management’s
assessment, testing and evaluating the design and operating effectiveness of internal control, and performing
such other procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion. .

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes
in accordance with generally accepted accounting principles. A company’s internal control over financial
reporting includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable
detail, accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide
reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements
in accordance with generally accepted accounting principles, and that receipts and expenditures of the company-
are being made only in accordance with authorizations of management and dircctors of the company; and (3)
provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectivencss to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate, '

In our opinion, management’s assessment that the Company maintained effective internal control over
financial reporting as of October 1, 2006, is fairly stated, in all material respects, based on criteria established in
Internal Control—Integrated Framework issued by the COSO. Also, in our opinion, the Company maintained, in
all material respects, effective internal control over financial reporting as of October 1,.2006, based on criteria
established in Internal Control—Integrated Framework issued by the COSO.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated balance sheets of Ruddick Corporation and subsidiaries as of October 1, 2006,
and October 2, 2005, and the related consolidated statements of income, shareholders’ equity and comprchensive
income, and cash flows for cach of the years in the threc-year period ended October 1, 2006, and our report dated
December 6, 2006 expresscd an unqualificd opinion on those consolidated financial statements. We also have
audited the financial statement schedule “valuation and qualifying accounts and reserves” for each of the years
in the three-year period ended October 1, 2006 and expressed our opinion that the related financial statement
schedulc, when considered in relation to the basic consolidated financial statements taken as a whole, presents
fairly, in all material respects, the information set forth therein.

KPMG LLP
Charlotte, North Carolina
December 6, 2006
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CONSOLIDATED BALANCE SHEETS

RUDDICK CORPORATION AND SUBSIDIARIES -

(dollars in thousands)

ASSETS . o
Current-Assets - )
. Cash and Cash Equlvalents .......... e
Temporarylnvestments R e A
' Accounts Reccivable, Net of Allowance For Doubtful :
Accounts of $3,719 and $4,131 52 ..o L. SO
Refundable Income Taxes ..................... S
Inventories ........0.......0 P
““Net Current Deferred fncome Tax Beneﬁts .........................
Prepaid Expenses and Other Current Assets . . .. e
.+, Total Current Assets . ........ e e e
Property . o '
Jland ool e e e
) Bulldmgs and Improvements . .. ...... .. ... oo
Machinery and Equipment. .. ... il

©" Leasehold Improvements .
-Total, at Cost

- Accumulated Depreciation and Amortization . ......................
Property, Net. . .. ... ... .. ... ... .. ... ... [ :

[nvestments .........
Goodwill ..........
Intangible Assets
Other Long-Term Assets

Total Assets .. .......

LIABILITIES AND SHAREHOLDERS’ EQUITY
Current Liabilities

Notes Payable. .. ... e e e e e e
Current Portion of Long-Term Debt. . ...............o oot
Accounts Payable. . . ... ... .
Federal and State Income Taxes. ..ot .. e
Accrued Compensation .. ..., ...ttt it
Other Current Liabilities .. .............. .

Total Current Liabilities . ... ... oo i iiii i,
Long-Term Debt. . ... e e
Net Long-Term Deferred Income Tax Liabilities . ........... P
Pension Liabilities . . .......................... R
Other Long-Term Liabilities . .+.......... e
Minority Tnterest . .. .. oot et e e s
CommltmentsandContmgenCIes........................., .........

Shareholders” Equity
Common Stock, no par value - Shares OQutstanding:

2006 — 47,557,894, 2005 — 47.488.979. ... ... .. ... e Lo

Retained Eamings

. Accumulated Other Comprehensive Income (Loss),

Net of Income Taxes
Total Shareholders’ Equity

Total Liabilities and Sharehelders’ Equity ... . .. BT e

u

' ey

See Notes to Consollclatecl Fmanc1al Statements
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frorT 4
R
1 L.
Octoher 1, QOctober 2,
2006 2005
$ 29188 $ 49,185

12,929

78.184
6,412 . _—
265,703 . 247397
11,181 . 1775
24,379 22544
425.445. . 422,014
27,802 27,025
193,666 190,733
796,591 737,057
425,143 -331,293
1,443,202 © 1,286,108
719217 688.354
723,985 597,754
106,942 85,190
“ 8169 8,169
32,678 1 31,637
65,717 58,876
- $1.362.936 $1,203.640
$10,262 $10,666
9,462 8,325
186,521 164,989
— 5,086
47434 42,753
73,647 59,384
327326 291,203
228,269 155,120
10,430 12,201
50,745 66,798
68,724 63,395
6,925 5,981
70,729 70,558
' 634,422 582,953
(34:634) (44,569)
670,517 608.942
'$ 1,362,936 $ 1,203,640
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STATEMENTS OF CONSOLIDATED INCOME v s ; L T R N
RUDDICK CORPORATION AND SUBSIDIARIES " =% *¢'#t" ot M A
(dollars in thousands, except per share data) W B T
FA ! oot .
v © 52 Weeks 52 Weeks 53 Weeks
Ended Ended Ended .
October 1, October 2, October’3, -
_ 2006 2005 2004
NetSales......... O R $3,265,856  $2,964,655  $2,868,597

CostofSales .. ..ot eree. 2,203,934 2,098,590

. 2,035,096

Selling, General and Administrative Expenses . ........... 848,853 L. 750,805 . . 720,703
Exit and Impairment Charges . ............ . .covvuvro., . —_ B — ., 2384
Operating Profit . ................ ... ... .. ... ... ... 123,069 115,260 . 112,414
Interest Expense. . ..ivovvve ... E I Po14,125% 12,950 n 12,938
Interest INCOME .. ... v vuuneeee st (630) 5 (2812)7 " (2271)
Investment (Gains) Losses. ............... ... oot (4,447) (3,388)-7 - (981)
Minority THETESt . . .. ocoe v veeiiiaeaeeeeiinn, 624 952 1,564
Income Before Taxes............. il - 13,397 0 107,558 10‘1'?‘]164"‘ '
Income Tax EXPENSe . .. «. .o eveeranreeninennanennr 41,061 . 38960 36,505
NetIncome ........... ... iieiimiiiiiiaaay, - $ 72,336 $ 68598 .. 8 64,659
Net Income Per Share; : . R
Basic ....... FES SO ‘$ "153 T % 145§ 1.39
Diluted. . ... P $ 152 % 144 $ 138
Weighted Average'Number of Shares of Common ‘ o
. Stock Outstanding: ) ] )
Basic............. A 47,233 47,206 . 46,489
Diluted........ ... .o 47,687 47,730 46,851
s .
Y o . T
' X v
R gt T ot
' " J . I
o Sy .
RS . _.—.'.‘-i"-‘ " See Notes to Consolidated Financial Stafements '
o Sy
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STATEMENTS OF CONSOLIDATED SHAREHOLDERS’ EQUITY AND COM PR EHENSIVE INCOME
RUDDICK CORPORATION AND SUBSIDIARIES ‘

(dollars in thousands, except share and per share amounts)

Balance at September 28,2003............ _

EXCI‘CISE of stock options, including tax"
benefits of R

Dlrectol's stock plan .............. % *
U o e

Dmdends ($0 40ashare)........... .. : N

Foreign currency translation ad}uatment (nct
,oftaxof S0}

Minimum pension liability adjustment
(net of tax benefit of $513) ., ..., ..., ..

Balance at October 3, 2004

Exerc‘lse of stock options, including tax .

Benefits of $1, 399
Directors’ stock plan .~ .................
Restricted Stock Awards ... ..............

............

Net earnings...... e L
Dividends (SO 44 a shnre) .................. I

Foreign currency 1ranslanon adjustment {net

oftaxof 852y . .. ... ... o i

Minimum pension liability adjustment
{net'of tax benefit of $2,157). ... .. WD

Balance at October 2, 2005 .. ..... ... Lot

Exercise of stock options, including tax, |

" benefits of S L L .
Dlrectors stock plan ..... e . "
Sharg Based Compcnsatlon. . ' R

Sﬁages effectively purchased and retired for
withholding taxes ...................

Shares purchased and retired. ... .. ... et
Netearmings ..o oo it iiinaneennnns

Dividends (3044 ashare). ................

Foreign currency translation adjustment (net
Yooftaxof 216) ..l
Minimum pension liability adjustment

(nelof'taxof$5668)...._......1....“.
Balance at October 1, 2006 .......... ..
P ] ’
: .'-. .’" ' N
e B
- F. * ) A

+

Accumulated
... Common Stock Other Total
*  Shares © Common Retained  Comprehensive  Sharcholders” Comprehensive
(No Pnr Value) Stock Earnings  Income (Loss) Equity Inceme (Loss)
A a R S . LA
46, 223 233 s47749 Baddaas T s(aigre) U osagsdes
¥ *1 éﬁ*“ g . .
..507:,525&3 " 8.897 tr— "8,897
il S(12) — S (12)
— — 64,659 — 64.659" | $64.659
o Lert o a L
— —  {18,606) - {18,606)
. - . L |
_ - _ 1301 1,301 1301
- b L3t i {1794) {1,794)° {1,794y
46,730,758 56,634 535,188 42,112)  * 549710 $64.166
684911 12976 — - 12,976
- E - - . T4,
73,310 924 — 924 ,
— — 68,598 — 68.598 $68,598
— —  (20833): — (20,833) . v
— - — 486 7T T 486 . 4%6.
— — — (2.943) v (2,943) *{2,943)
47488979 70558 582,053 (44,569) ' - 608,942 $66,141
. I B : .
313,814 5,507 - — — 5,597
- 2 - e 2 {
153,692 2,545 — — 2,545 .
i
(3.591) (74) — — (74) "
(395,000) (7,899 — - (7.899) -~ '
— — 72,336 — 72,336, ., $72.336 .
—_ —  (20867) — . (20,867). - -
— — — 1,361 _ 1301 1,301
— _ _ 8634 8634 . ' 863
47,557,894 $70.729  $634.422 $(34,634) §670.517 .$82.271
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STATEMENTS OF CONSOLIDATED CASH FLOWS .
RUDDICK CORPORATION AND SUBS!DIAR]ES
(dollars in thousands)

b oredmerg

PR S S EEE

CASH FLOW FROM OPERATING ACTIVITIES: |~

Net Income
Non-Cash Items Included in Net Income:
Depreciation and Amortization
Deferred Taxes
Net (Gam) Loss on Sale of Property . .
Impatrmcnt "Losses
Share-Based Compensation
Other, Net

Changes in Operating Accounts Providing (Utilizing) Cash:

;Accounts Receivable ...... e -
Inventories '
Other Current Assets
Accounts Payable
Other Current Liabilities
Other Long-Term Operating Accounts
Other, Net. . . . .. R e

Net Cash Provided by Operating Activities
INVESTING ACTIVITIES: -

Capital Expenditures
Purchase of Other Investments

Acquired Favorable Leases .. ........c.....et :

Cash Proceeds from Sale of Property and Partnershlp

Distributions. ............. ... .. ... ... ...

Proceeds from Sale of Temporary Investments
Purchase of Temporary Investments
Company-Owned Life Insurance, Net
Other, Net, . oo e i e e

Net Cash Used in Investing Activitics

FINANCING ACTIVITIES:
Net (Payments on)} Proceeds from Short-Term

Debt Borrowings
Net Proceeds from Revolver Borrowings
Proceeds from Long-Term Borrowings. ...........
Paymcms on Long-Term Debt
Dividends Paid..."......... L
Proceeds from Stock Issued
Share-Based Compensation Tax Benefits
Purchase and Retirement of Common Stock
Other, Net. . ... e
Net Cash Provided by (Used in) Financing Activities
{Decrease) Increase in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Year. . ..
Cash and Cash Equivalents at End of Year

Lt

e o A .
. “ fs TR Lo
" 52 Weeks 52 Weeks 53 Weeks
Ended Ended Ended
e ' %" Qctober 1, October 2, October 3,
’ 2006 2005 2004
.......... $ 72336, $ 68,598. 5. 64,659
.......... 88,910 77,856 . 77415,
e, (8,353) (9,528) (4,736).
.......... (1,811) (2,300) 1,009
.......... 2603 7, 2,500 2,174
.......... 241 0 o4 oo
.......... e 067 irthey @6 eae
.......... . {7, 804) (8.177) (—3;68])‘
.......... (15,840) (16,541) (16’:7‘5&‘)
.......... (1,717) © 71-(1,253) 27y
....... 20,520 - 19,688 122
.......... 7.045 8,740 6,639
.......... (1,689) 8291 - 7918
.......... 1,000 200 100. o
......... 159,738 146,384 ~ 135,186
......... (218,536) . . (129,000 (92,092)
.......... ) @7.771) (53,532) (31,416) -
.......... (1,695) (15,340) _ — .
.......... 28,477 20,049 . 12,903
......... 16,859 131,549, 119,606 .
.......... (3,930) (84,007) (121 735)
.......... 191 {4,162) (610)
........... 2797 " (68) 2,248 -
.......... (229,202) (134,511) . (111,396)
n "~
.......... (812)" 6,892 (79 .
.......... 80,800 ! — 9
.......... 2,639 " - " 449
.......... 9447y (8,242) (31,417)
........... - (20,867) (20,833)  -(18,606)
.......... 4,683 11,577 8,254 ,
.......... 914 1,399 643 -
.......... (7,899) — —
.......... (544) (60) 323
.......... 49467 (9,267) (40,433) -
.......... (19,997) 2,606 (16,643)
.......... 49185 46,579 63,222
.......... § 29088 '$§ 49185 § 46.579

See Notes to Consolidated Financial Statements
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RUDDICK CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS | ..,

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - P PP

Principles of Consolidation TR L

The accompanying consolidated financial statements mclude the accounts of Ruddick Corporation and
subsidiaries, including its wholly owned operating companies, Harris Teeter, inc. and American & Eflrd Inc.,

collectively referred to herein as the Company. All material intercompany amounts have been eliminated. To
the extent that-non-affiliated partics held minority equity investments in Jornt ventures of the Company, such
investments are classified'as minority. interest.- . . : ’ e .o ‘

The Company revrews lts mvestments in entmes to determine tf such “entities are deemed to be varlable
1nterest entltles (VIE s) as defmed by F[N 46 and FIN 46- R. The Company will consdlidate those VIE s in
which the Company is the prrmary benefrcrary ‘of the enttty As of}%he fiscal year cnded on Octobcr I, 2006 thc
Company concluded that it does not have any VIE s that requ1red consolldatron

st s

Fiscal Year

) The Company s flscal year ends on 1 the Sunday nearest to September 30. However the Company s Harris
Teeter subsrdrary s fiscal perlods end’ on the Tuesday following the Company s flsca] perlod end. Fiscal years
2006 and 2005 mclude the 52 weeks ended October 1 2{)'06 (October 3, 2006 for Harrls Teeter) and October 2‘
2005 (October 4, 2005 for Hams Teeter) respectlvely Fiscal 3 year 2004 1ncludes 53 weeks and ended on October
3 2004 (October 5, 2004 for Harrls Teeter)

o~ ot " .
e TR T A | . !

. Co cU [E T B o
Use of Esnmates _ '

- ey, b ’ AR 'y . - .
The preparatlon of financial statements in conformity with generally accepted accounting principles
requires management to make estlmatcs and assumpnons that affect the reported amounts of asscts and lrabrhtres
and dlsclosure of contmgent assets and lrabrlrtles atthe date of the financial statemcnts and the rcported amounts

of revemsres and cxpenses durmg the rcportrng perlod Actual amounts could drffer from those estlmatcs

+ .

4, R
e

Cash and Cash Equrvalenfs

# For. purposes of the statements of consohdated cash flows, the Company considers all highly liquid cash
1nvestments purchased. Wlth a maturity of three months or less to be cash equwalents ' Lo
P cos . ] 1

i [ . PRSI AN ST T Ca (. cab

Temporarylnvertménrs e O S S S IR C e e

The Company has hlstorrcally mvested in varlous mumcrpal and tax- exempt bonds and, other srmrlar
investments in order to enhance its return on cash balances, The Company selects specrﬁc investments based
on certain criteria, which include, but are not limited to, suitable liquidity and credit quality requirements. The
carrying amount of temporary investments are recorded at their amortlzed costs which approximates thelr fair
market values.. 0. oot a0y o T T .

Inventories

The Company’s inventories are valued at the lower of cost or, market with the cost of substantially all
domestic U.S. inventories being determined using the last-in, first-out (LIFO) method. Foreign inventories and
limited categorics of domestic inventories are valued on the weighted average and on the first-in, first-out (FIFO)
cost methods. Under the LIFQ valuation method at Harris Teeter, all retail store inventories are initially stated
at estimated cost as calculated by the Retail Inventory Method (RIM). Under RIM, the valuation of inventories
at cost and the resulting gross margins are calculated by applying a calculated cost-to-retail ratio to the retail
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RUDDICK CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (continued)

value of inventories. LIFO indices are developed approximately one month prior to year end except for inventory

held at Harris Teeter’s distribution facilities which are developed at year end. The annual LIFO measurement is
achieved by applying the indices to the actual inventory on hand as of year ends w1 i vbsstnomioiin sl at. s

Vena’or Rebates, Credits and Promotional Allowances

1 - L)

Consistent with standard practices in the retail industry, Harris Tceter receives allowances from vendors
through a variety of programs and arrangements. These allowances are generally intended to defray the costs
of promotion, advertising and selling the vendor’s products. Vendor rebates, credits and other promotional
allowances that relate to Harris Teeter’s buymg and merchandlsmg activities, including lump-sum payments
associated with long-term contracts, are recorded asa component of costof sales as they are earned, the recognition
of which is determined in accordance with the underlymg agreement with the vendor, the authoritative guidance
and completion of the earning process. Portions of vendor allowances that are refurldablc to the vendor, in
whole or in part, by the nature of the provisions of the contract are deferred from recognition until realization is
reasonably assured.

Harris Teeter recognizes allowances when the purpose for which the vendor funds were intended and
committed to be used has been fulfilled and a cost has been incurred by the retailer. Thus, it is the Company’s
policy to recognize the vendor allowance consistent with the timing of the recogmtlon of the expense that the
allowance is intended to reimburse and to determine the accounting classification corisistent w:th the economlc
substance of the underlying transaction. Where the Company provides an 1dent1flable benefit or service to
the vendor apart from the purchase of merchandise, that transaction is recorded separatcly For example, co-
operative advertising allowances are accounted for as a reduction of advertising expense in the period in which
the advertising cost is incurred. If the advertising allowance exceeds the cost of advertising, then the excess is
recorded against the cost of sales in the period in which the related expense is recognized.

Vendor allowances for price markdowns are credited to the cost of sales during the period in which the
related markdown was taken and charged to the cost of sales. Slotting ail_d stocking allowances received from a
vendor to ensure that its products are carried or to introduce a new product at the Company’s stores are recorded
as a reduction of cost of sales over the period covered by the agreement with the vendor based on the estimated
inventory turns of the merchandisc to which the allowance applies. Display allowances arc recognized as a
reduction of cost of sales in the period earned in accordance with the vendor agreement. Volume rebates by
the vendor in the form of a reduction of the purchase price of the merchandise reduce the cost of sales when the
related merchandise is sold. Generally, volume rebates under a structured purchase program with allowances
awarded based on the level of purchases are recognized, when realization is assured, as a reduction in the cost of
sales in the appropriate monthly period based on the actual level of purchases in the period relative to the total
purchase commitment and adjusted for the estimated inventory turns of the merchandise.

Property and Deprecranon

Property is recorded at cost and is depreciated, using principally the stralght -line method over the following
useful lives:

Land improvements ....................... - 10-40 years
Buildings. .. ... e o 1540 years- * - o
Machinery and equipment . .. .... e et " 3-15 years . o

.
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RUDDICK CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (continued)

. - Leasehold improvements are depreciated over the lesser of the estimated useful life or the remaining term
of the lease. ‘Assets under capital-leases are amortized on a straight-line basis over the lesser of the estimated
useful life or the lease term. Maintenance and repairs are charged against income when incurred. Expenditures
for major renewals, replacements and betterments are added to property. The cost and the related accumulated
depreciation of assets retired are eliminated from the accounts with gains or losses on disposal being added to
or deducted from income. Property categories include $72,765,000 and $25,276,000 of accumulated costs for
construction in progress at October 1, 2006 and October 2, 2005, respectlvcly

Impairment of Long-hved Assets and Closed Store Obltganons

’

In accordance with Statement of Financial Accounting Standards (“SFAS”) No. 144 “Impairment of Long-
Lived Assets,” the-Company assesses its long-lived assets for possible impairment whenever events or changes
in circumstances indicate the carrying value of an asset may not be recoverable.: Recoverability is measured by
a comparison of the carrying amount to the net non-discounted cash flows expected to'be-generated by the asset.
An impairment loss is recognized for any excess of net book value over the estimated fair value of the asset
impaired, and recorded as an offset to the asset value. The fair value is estimated based on expected future cash
flows or third party valuations, if available. L

The value "of property and equipment associated with closed storés and -facilities is adjusted to reflect
recoverable values based on the. Company’s prior history of disposing of similar assets and current economic
conditions. Management continually reviews its fair value estimates and records impairment charges for assets
held for sale when management determines, based on new information which it believes to be reliable, that such
charges are appropriate. ot

The.Cornpany records liabilities for closed stores that are under long-term lease agreements. The liability
représents an estimate of the present value of the remaining non-cancelable lease payments after the anticipated
closing date, net of estimated subtenant income. The closed store liabilities usually are -paid over the lease
terms associated with the closed stores, unless settled earlier. Harris Teeter management estimates the subtenant
income and future cash flows based on its historical experience and knowledge of (1) the market in which the
store is located, (2) the results of its previous ¢fforts to dispose of similar assets’and (3} the current economic
conditions.

Investments .

The Company’s Harris Teeter subsidiary invests in certain real estate development projects, with a managing
partner or partners, in which Harris Teeter either operates or plans to-operate a supermarket. American & Efird
has investments in various non-consolidated foreign entities in which they hold a minority interest and a 50%
ownership interest in a joint venture in China. These investments, depending on the state of development,
are accounted for either under the cquity method of accounting or at cost. In prior years-the Company. made
equity investments in and loans to a number of emerging growth companiés, primarily through invéstments in
certain venture capital funds. Real estate and other investments are carried at thé lower of cost or market and
are periodically reviewed for potential impairment in accordance SFAS No. 144 “Impairment of Long-Lived
Assets.”

Goodwill and Other Intangibles _ : ‘ v . .- . o,

In accordance with SFAS No. 142, “Goodwill and Other Intangtble A‘ssets” goodwﬂl and certain other
intangibles with indefinitc lives are no longer amortized, but instead are tested for 1mpaxrmcnt at least annually,
or More frequently if mrcumstances mdlcate a potemlal tmpalrmcm Imtangible assels w1th ﬁmte measurablc
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RUDDICK.CORPORATION AND SUBSIDIARIES
NOTES . TO CONSOLIDATED FINANCIAL STATEMENTS —— (continued)

lives continue to.be amortized over their respective useful lives until they reach their estimated residual values,
and are reviewed for impairment in accordance with SFAS No. 144 “Accountmg for the lmpalrment or Disposal
of Long-Lived Assets.” .« .n .« . L el T et B SRR

V 2 ' Sty N R e - . .
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- '"ae{f-'lnsurance'-‘ e AL Y LTI Ty e v T e
.

" The Company is sell- msurecl for most U. S workers compensauon claims, healthcare clalms and gcncral
Hability and automotive liability losses. Thé Company has purchascd insurance Lovcrage in order to estabiish
certain limits to its exposure on a per claim basis, The Company determines the estimated reserve required for
U.S. worker compensation claims, general liability and automotive llablllty by first analyzmg the costs of claims
incurred and then adjusts such estimates by development factors from published insurance industry sources. In
fiscal, 2005, the Company began m¢asuring the cost associated with workers’ compensation claims, and general
liability and automotive liability losses at Harris. Teeter based upon-a third-party actuary’s projection.of the
ultimate cost'for claims incurred... The estimated total expected costs of claims includes an estimate for claims
incurred but not reported (IBNR) and is discounted to present values using a discount rate representing a return

on-high-gqiality fixed income securities with an average maturity.cqual to-the average payout of the rclated
liability. . .

. The Company records an accrual for the estimated amount of self-insured healthcare IBNR claims. These
reserves are.recorded based.on historical experience and industry trénds, which are contmually monitored, and
accruals are adjusted when warranted by changes in facts and.circumstances. z

.

De_‘ﬁerred Rent

1711#The:Company recognizes rent holidays, including the periodiof time the Company has access prior to the
k- storejopening, which typically includes construction and fixturing activity, and rent escalations on a straight-
' line basis over the term of the lease. The deferred rent amount is included. in Other Long-Term Liabilities on
the.Company’s Consolidated Balance Sheets. In accordance with Financial Accounting Standards Board Staff
Position 13-1, “Accounting for. Rental Costs Incurred during a Construction Period,” the Company began
expensing construction'period rent as incurred as of the beginning of the second quarter of fiscal 2006. -

Derivatives

The Company does not enter into derivative financial instruments for trading purposes. Derivative
instruments (including certain derivative instruments embedded in other contracts) entered into in the normal
course of business were not s:gmﬁcant durmg any of the periods.presented., . .. . :

' P ‘i Lh et " B A 3. L T oo

RevenueRecognrnon L AL el o P
4 R

The Company recogmzes revenue from retail opcratlons at thc pomt of sale to its. customers and’ from

manufacturmg opcratlons at lhc pomt of shlpment to its customers based on sh1ppmg tcrms

[FES

' E Yo
w P oL AL P L : L

Cost of Sales

The major components of cost of sales in the retail supermarket segment are (a) the cost of products sold
determined under the Retail Inventory Method (see “Inventories” above) reduced by purchase cash discounts
and vendor purchase allowances and rebates, (b) the cost of various sales promotional activities reduced by
vcnﬁor promotlonal allowances and rcduced by cooperanve advemsmg allowanccs'to the extent an advertising
allowance exceeds lhc cost of the advemsmg, (©) the cost of product y waste including, but not limited to, physical
wasté and theft (d) the cost of product distribution, including warehousmg, freight and delivery, and (¢) any




RUDDICK CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (continued)

charges, or credits, associated with LIFO reserves and reserves for obsolete and slow moving inventories:
Addrtronally, the costs of productron of product sold by the dairy operatron to outsiders are included in cost of
sales in the pertod in Wthh the sales are recogntzecl m revenues WL ) , .

The major components of cost of sales in the textile manufacturing' and distribution segment are (a) the
materials and supplies, labor costs and overhead costs associated with the manufactured products sold, (b) the
purchased cost of products bought for resale, (c) any charges, or credits, associated with LIFO reserves and
reserves for obsolete and slow moving inventories, (d) the freight costs incurred to deliver the products to the
customer from the point of sa]e and (e) all other costs, required to be ClaSSIfled as cost of sales under authorttatwe

accountmg pronouncemcnts. . | .

g . [ : . - .
P O B e 4 ity RO A R sty

Sellmg. General and’Admmts!ranve Expenses o ‘ al e e

The major components of selling, general and adrnmrstrauvc expenses in the retail supermarket'segment
are (a) the costs associated with store operations, including store labor and training, fringe benefits and incentive
compensation, supplies and maintenance, regional and district management and store support, store rent and
other occupancy costs, property management and similar costs, (b) advertising costs, (c) shipping and handling
costs, excludlng frelght warchousmg and dlstrrbutton costs, (d) merchandlsmg and purchasmg department
staffing, supphcs and assocrated costs, (g) customer servrce and support and’ (f) the costs of marntamrng general
and admmlstranve support functlons 1nclud|ng, but not hmlted 1o, personnel admlntstratton ﬁnance and
'accountmg, treasury, credit, information systems, marketmg, and envrronmental health and safety, based on
appropriate classification under generally accepted accounting principles. _ Lo .-

PO B

The major components of selling, general and admtmstratrve expenses in the textrle manufacturrng
and dtstrlbutlon segr‘ncnt are (a) the; costs of mamtammg a, sales force including compensanon mcemwe
compensatron beneflts office and occupancy COsts, travel and a11 other costs of the sales forcc (b) shlppmg and
handrhng costs, excludlng frelght () the costs of advertrsmg, customer service, sales support and other srmllar
costs and (d) the costs of mamtarmng gencral and admtmstratwe support functlons mc]udmg, but not llmlted
to, personnel admmtstranon fmance and accountrng, treasury, credit, mformatlon systems trarnlng, markehng,
an’d envrronmental health and safety, to the extent that such’ overhead act1v1t1cs are not allocable to mdrrect

‘ manufacturmg costs m cost of sales under generally acccpted accountmg prmcrples o
' ;a . )

. The major components’of selling; general and administrative.expenses in the corporate segment are (a)
thc costs associated with a portion of compensation and benefits of holding company employees and (b) certam
other costs that are not related to the operatmg companies. - . o oo : o

e ':n ot gt w N . -l.{u"" B LU

Advertising Coe O S

Costs incurred to produce media advertising are expensed in the period in which the advertising first
takes place. All other advertising costs are also expensed when incurred. Cooperatrve advertrsrng income
from-vendors is recorded in-the period in which the related expense is incurred-and amounted to $1,745,000,
$1,464,000 and'$1.440,000 in fiscal 2006, 2005-and 2004, respectively.-Net advertising expénses of $23,311,000;
$22,906,000, and $22,731,000 were included in the Company ] rcsults of operatlons for fiscal 2006, 2005 and
2004, respectively. - .00 o v L oo UL DT .

‘,‘ i,
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Foreign Currency. " oo . o .t

Assets and liabilitiesof foreign Opérations (1f apphcable) are translatcd at ‘the currem exchange rates as of
the end of the accounting period, and revenues and expenses are trarislated using average exchange rates. The
resulting transation adjustments are net of income taxes and accumulated as a component of other comprehensive
income in shareholders equlty N T . . L .

IncomeTaxes " et . , o e

" The Company arid its subsidiaries file a consolidated federal income tax retufn. Tax credits are recorded
as a reduction of income taxes in the years in which they are generated. Deferred tax liabilities or assets at the
end of each period are determined using the tax rate expected to be in effect when taxes are actually paid or
recovered. Accordingly, income tax expense will increase or decrease’in the saine pefiod in which'a change
in tax rates is enacted. A valuation allowance is established for deferred tax assets for which realization is not
reasonably assured. S : : , s e

Earnings Per Share ("EPS") -

Basic EPS is based on the weighted average outstanding common shéres. Diluted EPS is based on
the weighted average outstanding common shares adjusted by the dilutive effect of potential common stock
equivalents resulting from the operation of the Company’s comprehensive stock option and award‘s_‘ plans.
Stock Options and Stock Awards '

The Company adopted SFAS 123R as of the beginning of the first qua?tcr of fiscal 2006 utilizing the
modified prospective method which requires fair-value accounting for all share- based payments to employces
for new awards and previously granted awards that were not vested as of the adopnon date. The Company
prewously measured compensation expense using the intrifisic value method of accounting prescribed under
APB 25 as permitted by SFAS 123'and SFAS No. 148, “Accounting for Stock-Based Compensation — Transition
and Disclosure.” Under the intrinsic value mcthod compensation expense was measured and recorded as the
excess, if any, of the market value at the date of grant over the exercise price. Since the exercise price of the stock
options were equal to the market price at the date of grant, expense has only been recorded for restricted stock
awards in prior years. In accordance with the modified-prospective method of transition, results for-prior years
have not been restated to reflect this change. Compensation expense for.stock awards are based on the average
of the high and low trading price on the grant date or the date performance targets are achieved. Stock awards
are expensed ratably over their vesting period, resulting in more expense in the early years. Income tax benefits
attributable to stock options exercised are credited to capital stock. -
Other Comprehenswe Income ‘ . . ’

Other comprehcnswe income refers to revenues, expenses, gains and losses ‘that are not mcludcd in
net'earnings but-rather are recorded directly. in shareholders’ equity. - The accumulated components of other
comprehensive income,. net of taxes.at October 1,-2006 were accumulated net losses for additional minimum
pension liability of $36,408,000 and accumulated net gains for foreign currency translation adjustments of
$1,774.000.

Reclassifications

To conform with classifications adopted in the current year, the financial statements for the prior year
reflect certain reclassifications, which have no effect on net income.




RUDDICK CORPORATION AND SUBSIDIARIES.
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New Accoummg Standards o YT e e

. In.June 2006, the FASB lssued Interpretation (“FIN™) No. 48, “Accoummg for-Uncertainty in Income
Taxcs——an interpretation of FASB Statement No. 109" This Interpretation prescribes a recognition threshold:

and measurement attribute for the financial statement recognition and measurement of a tax position taken

or expected o be taken'in a tax return, and provides guidance on derecognition, classification, interest and
penaltics, accounting in interim periods, disclosure,.and.transition. This Interpretation becomes effective for
the Company beginning in the first quarter of fiscal 2008. The Company has not finalized its assessment of the
potential impact of adopting this Interpretation, but currently it is not expected to have a material;effect on the
Company’s financial posmon results of operations or cash flows.

In September 2006, thc FASB issued Statement No. 158, “Employers Accountmg for Defmed Benefit
Pension and Other Postretirement Plans.” This statement is an amendment of other FASB Statements and
requires an employer to recognize the overfunded or underfunded status of a defined benefit postretlrement
plan as an asset or Hability in its statement of financial position and to recognize changes in that funded status
in the yearin which the changes occur through comprehensive income. This new standard becomes effective
for the Company as of the end of its 2007 fiscal year ending September 30, 2007. Based on-the Company’s
initial assessment and the actuarial valuation as of October 1, 2006, the adoption of the new. standard would
effectively -increasc pension liabilities by $45.8 million, reduce shareholders® equity- (increase accumulated
~ other comprehenswe income (loss)) by $29 4 m11110n mcrease deferred tax benefi ts by $18.9 mllllon and reduce
mtanglble assets by $2 5 mlllmn , e .

INVENTORIES

Inventories are valued at the lower of cost or market with the cdst of substantially all dorhestic U.S.
invéntories being determined using the last-in, first-out (LIFO)-method.' The LIFO cost of such inventories was
$20,514,000 and $18,267,000 less than the first-in, first-out (FIFO) cost method at October 1, 2006.and October
2, 2005, respectively..Foreign inventories and limited categories of domestic inventories, totaling $66;186,000 for’
fiscal 2006 and $61,767,000 for fiscal 2005;rar¢ valued on the weighted average and on the FIFO cost methods:
At QOctober 1, 2006 (October 2,.2005) the value of finished goods inventory was $234,492,000 {5218;216,000),
work in progress was $7,443,000 ($7,251,000) and raw materials and supplies were $23,768,000 ($21,930,000).

XY . Yoo .t Lote A Lo LR S

COMPANY OWNED LIFE INSURANCE o ) \ .

The Company has purchased life insurance pohcnes to fund its obllgatlons undef certain beneﬁt plans for
ofﬁccrs, key employees and directors. The cash surrender value of these policies is recorded net of policy loans
- and included with other long-term assets in the Company’s consolidated balance sheets. The cash value of the
Company’s life insurance policies were $47,950,000 at October 1, 2006 and’ $48 138,000°at:October 2; 2005,and’

no pollcy lpans were outstanding at, e:ther date.

S 'o'-""} . .... [ e ¢ RIS B
' ’ [(*Y] L ® ‘(‘;' TToeev o o ‘ Lo T ot LIS Lt

GoopwiLL =~ = ¢ ’ ' '
Goodwill is recorded by the Company’s American & Efird textile subsidiary. ln accordance with SFAS
No. 142, “Goodwill and Other Intangible Assets,” the Company conducts an annual review during .the firstf
fiscal quarter to determing if there exits any impairment ¢ of goodwnll Based on thcse revrews, lhere has been no
goodwrll 1mpa1rment charge requnrcd in the pI'lOl‘ three ﬁscal years
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RUDDICK CORPORATION AND SUBSIDIARIES
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INTANGIBLE ASSETS o

The carrying amount of intangible assets at October 1, 2006 and October 2, 2005 was as follows (m
thousands):

‘ - ) A | 2006 2005

Non-Amortizing Intangibles — Pension related intangible assets
HarrisTeeter....................................‘ ....... 3 441, $ 463,
American & Efird. ..., .ol LT T sy
Corporate . ......... ..., PR . ‘1,946 C 2322 ¢

Total non-amortizing intangibles ... ... ... .. ., e ... 2472 2,840

'Amortlzmg Intanglbles o | : | ) .
Acquired favorable opcratmg leases ............. . . L 17,034 15,340
Customer lists, . ......coirn i, e 5,681 4,961
Land use rights — foreign operations . ................0...... 4,057 4,042
Noncompetc agreements. ... ..., e 4,285 3,517
Trademarks, licensesandother ... ... ... ... ... ... ... ... 2,500 | 2,007

Total amortizing intangibles . ... .. e L. 33,557 29,867

Accumulated amortization .. ... ... ... . (3.351) (1,070

Total amortizing intangibles, net of accumulated amortization. .. ... 30,206 28,797

Total intangible assets, net of accurl?ulated amortization. . ......... $32,678 $ 31,637

Amortizing intangibles for favorable acquired operating leases are recorded at Harris Tecter. - All other
amortizing assets are recorded by American & Efird: Amortization expense for intangibles was $1,409,000,
$732,000 and $216,000 in fiscal years 2006, 2005, and 2004, respectively. Amortizing intangibles have
remaining useful lives from three years to 50 years. - Projected amortization expense for existing intangible
assets is: $2,621,000, $2,598,000, $2,515,000, $2 259,000 and $1,817,000 for fiscal years 2007, 2008, 2009, 2010

and 2011, respectively. oo , . \

Acquired favorable operating leases resulted from the acquisition of six Winn-Dixie stores in the fourth
quarter of fiscal 2005 and one scparate store acquisition in the fourth quarter of fiscal 2006, The purchase price
of the acquired stores has been allocated to the assets acquired based upon estimates of their fair value at the date
of acqursmon which are subject to change. . : o

IMPAIRMENT AND EXIT COSTS

During the first half of fiscal 2004, the Company recorded pre-tax charges of $384,000 ($238,000 after tax
benefits) related to severance costs paid in connection with the closing of A&E’s thread yarn spinning plant in
Maiden, North Carolina.

LEASES -

" The Company lcases certain equipment under agreements expiring during the next 6 years. Harris Teeter
leases most of its stores under leases that expire during the next 26 years. It is expected that such leases will be
renewed by exercising options or replaced by leases of other properties. Most store leases provide for additional
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RUDDICK CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (continued)

rentals based on sales, and certain store facilities are sublet under leases expiring during.the next- 16 years.

Certain leases also contain rent esca!atxon clauses (step rents) that require additional rental amounts in the later
years of the term. .

1

~:Rent expense for the fiscal years was as follows (m thousands) : AL e
e o 2006 s 2004, -
. - . Minimum, net of sublease income . ........... v - $579,281 - $68,907 1 $64,369 ¢
I Contmgent .......... e e 1,471 1,249« 1204: . v
T Total .. ..... e e P ... 380,752 $70 156 - $65,573 -

N e . ‘ oy ]

- Future minimum- lease commitments (excludmg leases assigned - see below) and total. minimum sublease
rental income.to be feceived under non-cancelable subleases at October 1, 2006 were as follows (in thousands):

' 'll s . Operalting ' . . - .C:,ipit_al
o . Leases ° Subleases “* Leases
2007 .. P PR $ 80292 $ (2,586) § 2,586
L2008 il ERU U RN " 84,532 (2,291 2,610
2009 -0t 88,877 © © (2.079) - 2,607 "
2000, . SR 90319 (1,942) | 2,622
201 88,079 (1,681 ° 2,637
Lateryears .......... ... .. . i, e 984,729 - . (5873) - 39,185
Total minimum lease obhgatlons (receivables) .. .. ceee O $l,4161828 $(16 452) | 522477
Amount’ represcmmg mterest .................... P R (36,993)
Present value of net minimum obligation (included with long-term debt) ........... .. $15254

In' connection with the closing of certain store locations, Harris Tecter has:assigned leases to other

merchants with recourse. These leases expire over the next 16 years and the future mlmmum lease payments
totalmg $75 686,000 -over this‘period have been assumed by these merchants,

LONG-TERM‘DEBT » ' . . ' "
Long-term debt at Octobér 1, 2006 and October 2, 2005 was as follows (in thousands): ’
2006 2005 .
6.48% Senior Note due £7,143 annually through Aprll 2000 ... $ 35714 " $ 42,857
7.72% Senior Note duc April, 2017. .. ... ... ... .. e oo T 50,000 50,000
© 7.55% Senior Note due July, 2017............... I U *50,000 50,000
' Ré;volviﬁg Line of Credit,'variable interest .". ... ... I, e 80,800 ‘ -
Capital lease obligations. . . ...........oovuriiriinaenn... ; 15254 - 15322
Other obligations .. ... .. ... ... . 5,963 5,266
Total ................... U S SR 237,731 163,445
o ' Lcss current pottion. ... .. e e R o 9,462 ' 8,325
Total long- term debt .......... U e e ’v .. $228,269 " $‘155,l20

41




B

RUDDICK CORPORATION AND SUBSIDIARIES
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«1 . Long-term debt maturities (including capital lcase obligations)'in each of the next five fiscal years are as
follows: 2007 =.39,462,000;2008 - $8,096,000;:2009 - § 8,634,000; 2010 - $ 8,090,000; 2011 - $ 88,473,000!

On June 7, 2006, the Company and seven banks entered into a revolving line of credit that provides for
financing up to $350 million, with an optional increase of up to $100 million with the consent of the lenders,
through its termmatlon date on June 7, 2011. The new revolving line of credit replaced a previously existing
$200 million cfedit facility dated October 28, 2005 and includes two annual extension options of one year each
if granted by the banks. The amount which may be borrowed from time to time and the interest rate on any
outstanding borrowings-are each dependent on a leverage factor. The leverage factor is based on a ratio of rent-
adjusted consolidated funded debt divided by earnings before interest, taxes, depreciation, amortization and
operating rents, as set forth in the credit agreement. The more significant of the financial covenants which the
Company must meet during the term.of the credit agreement include a maximum leverage ratio and a minimum
fixed charge coverage ratio. As of October 1, 2006, the Company was in compliance with all financial covenants
of the credit agréement. The Company is charged a variable commitment fee based on the unused balance net of
trade and standby letters of credit which were $26,325,000 at Qctober 1, 2006. The commitment fee rate based
*on the'net unused’ balance was 0: 120%, 0.225% and 0.225% for ﬁscal 2006, 2005 and 2004, respectively.

Total interest expense on debt ancl capital lease obhganons was $14 125 000 $12,950,000 and $12,938,000
for fiscal 2006, 2005-and 2004, respectively.

FINANCIAL INSTRUMENTS

Financial instruments which potentially subject the Company to concentration of credit risk: consist
principally of cash equivalents.and receivables. The Company limits the amount of credit exposure to
each individual financial institution and places its temporary cash into 1nvestments of hlgh credlt _quality.
Concentrations of credit risk with respect to rece:vables are limited due to thelr dxspersmn across various
companies and geographies. :

. The carrying amounts for certain of the Company’s financial instruments, including cash. and cash
equivalents, accounts and notes receivable, accounts payable and other accrued liabilities approximate fair value
because of their short maturities. The fair value of variable interest debt is equal to its carrying amount. The
estimated fair value of the Company’s significant fixed interest debt obligations ($135.7 million of Senior Notes
due at various dates through 2017) outstanding as of October 1, 2006 was $153,215,000 as compared' to-its
carrying amount of $135,714,000. This estimated fair value is computed based on borrowmg rates currently
available to the Company fot loans with similar terms and maturities.

CAPITALSTOCK .

The capital stock of the Company authorized at Octobcr 1 2006 was 75,000,000 sharcs of no par value Common
Stock, 4,000,000 shares of Preference Stock (non-cumulative voting $0.56 convertible, $10 liquidation value), and
1,000,000 shares of Additional Preferred Stock. No shares of Preference Stock or Additional Preferred Stock were
issued or outstanding at October I, 2006 ‘

1 L)

One preferred share purchase nght is attached to each outstandmg share of common stock, which rights
expire on November 16, 2010. Each right entitles the holder to purchase one one-hundredth of a share of a new
Series A Junior Participating Additional Preferred Stock for $60. The rights will become exercisable only under
certain circumstances related to a person or group acquiring or offering to acqunrc a substantial portion of the
Company’s common stock. If certain additional events then occur, each right would entitle the rightholder to
acquire common stock of the Company, or in some cases of an acquiring entity, having a value equal to twice
the exercise price. Under certain circumstances the Board of Directors may extinguish the rights by exchanging
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one share of common stock or an equivalent security for each’ qualifying right or may redeem each rightat'a
price of $0.0!. There are 600,000 shares of Series A Junior Parttc:patmg Additional Preferred Stock rcserved for
issuance upon cxercise of the rights, o, . vt ;

* The Board of Directors adopted a stock buyback program in 1996, authorizing, at management’s discretion,
the Company to-purchase and retire'up to 10% of the then outstanding shares of the Company’s common-stock
for the purpose of preventing dilution as a result of the operation:of the Company’s comprehiensive stock option
and awards plans. During fiscal 2006, the.Company purchased and retired 395,000 shares at a'total cost of

$7,899,000, or.an average price of $20.00 per share pursuant to this plan There were no stock purchases during
fiscal 2005 or 2004, TR S s b » Y b

P R T [ YL AT B AR . L U T B

STOCK OPTIONS AND STOCK AWARDS [ Pl LT A N T

At October 1. 2006, the Company has 1993, 1995, 1997, 2000'and 2002 equity incentive plass. which wére
approved by the Company’s shareholders andauthorized the issuance of 5,500,000-shares of common stock.
Under certain stock option plans, the Company has granted incentive stock options'to employees or.nonqualified
stock ‘options toremployees and- outsiderdirectors. The Company’s” incentive stock options generally become
excrcisable in-installments'of 20% per year at'each of'the-first through fifthianniversaries from-grant date and
expire seven years from grant date and nonqualified stock options expire ten years from grant date. Historically
and pursuant to the terms of certain plans, the Company grants a single, one-time nonqualified stock optien of
10,000 shares, generally vested immediately, to each of its outside directors at the time of theirinitial election
to the Board. Under each of the stock option plans; the.exercise price of each stock option.shall be no less than
the market price of the Company’s stock on the date:of grant; and an‘option’s maximum'term is ten years. At the
discretion of the Company, under certain plans a stock appreciation right may be granted and‘exercised in lieu of
the exercise of the related option (which is then forfeited). Certain of the plans also allow the Company to grant
stock awards such as restricted stock. Under the plans, as of October 1, 2006 the Company may grant addtttonal
options or stock awards for the purchase of 1,699,000 shares. St e

ey
Beginning in November 2004, the Board of Directors began’ approvmg stock awards in lieu of stock
options. Historically these awards were apportioned 50% as a fixed award of restrteted stock (restricted from
sale or transfer until vestmg over a five-year period of continued employment) and 50% as performance based
awards, based on the attainment of certain performance targets for the ensuing fiscal year. If the fiscal year
performance targets are met, the performance-based shares are subsequent]y issued as fixed restricted shares
and vest over four years of continued employment. SRR U I A S T RN Y =

In December 2004 'the FASB ‘issued 'SFAS No' 123R, “Share Based Paymcnt” (“SFAS I23R”) as a
replacement to SFAS No. 123, “Accounting for Stock-Based Compensatlon” (“SFAS 123”). SFAS' 123R
supersedes APB No. 25, “Accounting for Stock Issued to Employees™ (“APB 25"} and related. interpretations,
which allowed companies to use the intrinsic method of valuing share-based payment transactions. SFAS 123R
requires all share- based payments to employees including grants of employee stock opttons 1o be recogmzcd in
the financial statements based on the fatr—value method as defined in SFA'S 123, ~' "

1

The Company adopted-SFAS 123R as of the beginning of the first quarter of fiscal 2006 uttltzmg the
modified prospective method which requires fair-value accounting for all share-based _payments to employees

_for new awards and previously, granted awards that were not vested as of the adoptton date. The Company

previously measured compensation expense using the intrinsic value method of accounting prescrtbed under
APB 25 as permitted-by SFAS 123 and SFAS No. 148, “Accounting for Stock-Based Compensation — Transition
and Disclosuré?™" Under the-intrinsi¢ value method, compénsation expense was measured and recorded as the

éxcess, if any, of the market value atthe date of grant-over the exercise price. Since the exercvse prtce of the stock
. n S ) ot "“"'. IETRRSEI) PR R [P L P Lt 'a i .
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options were equal to the market price at the date of grant, expense has only been recorded for restricted stock

awards in prior years. In accordance with the modified prospective method of transition, results for.prior years
have not been restated to reflect this change. . & IS .

In connection with the adoption of SFAS 123R, additional compensation cost of $645,000 was recorded
during fiscal 2006 related to stock options that were not fully vested at the beginning of the fiscal year. The related
tax dediction was $251,000, resulting in a net reduction to net income of $394,000. Due.to the insignificant
impact on net income, the adoption of SFAS 123R had no impact on-basic and diluted earnings per share, and
there was no significant impact on cash flow from continuing operations, cash flow from. financing activities
or cash flow from investing activities. The fair value of the stock options was estimated at the date of grant
using the Black-Scholes option pricing model. The Company used historical data to estimate the expected life,
volatility and expected forfeitures of the stock option value. The risk-frec rate was based on the U.S. Treasury
rate in effect at the time of grant. No new options have been 1ssued in fiscal 2005 or fiscal 2006.

As prev1ously dlscussed no compensation cost was recogmzed in fiscal 2005 or fiscal 2004 for the stock
options granted in fiscal 2004 and prior years. Had compensation cost been determined based on the fair value
at the grant date consistent with.the provisions of SFAS 123, the Company’s pro forma-net'income and basic and
diluted net income per share would have been as follows (in thousands, except per share data):

2005, . 2004

Net Income - as reported . ........ e . .. $68,598 . $64,659
Deduct: Total stock-based employee compensation expense o
determined under the fair value based method, - R
cnet ol taXeS . .. e e DR - (647) (1,136)
Net Income - proforma . ........ P b $67,951 $63,523
' ) . R T
Net Income Per Share - , . X .
Basic —asreported L ...l 3 145 § 139
o -proforma ... 144 1.37
Diluted - asrteporied ....... e e PP 1 O
-pro forma ... .. PRSI e REUOURE " . 136

A summary of the status of the Company’s stock awards as of October ‘I; 2006 and October 2, 2005,
changes during the periods ending on those dates and weighted average. grant- date fair value (WAGFYV) is
presented below (shares in thousands)

,-'4. PRI

- Stock Awards b R = October 1,2006 -~ October 2; 2005’
, T 7 'hares  WAGFV  Shares WAGFY
' Non-vested at beginning of period. . .. Craeaa e . 116 - 8 22'.4!7 . '_— S —
Granted................ e 233 20.21 150 $ 22.47
Vested....0.......... e [UURURT oo (18 2206 - — o
 Forfeited . :...0 ... ... SRR O s (34 247
Non-vested at end ofpcrlod ........ 325 12092 116 2247

The stock awards are. bemg expensed ratably over the cmployees five-year rcqu:snte service perlod in
accordance with the graded vesting schedule; resulting in more expense being recognized in the carly years.
Compensation expense related to restricted awards amounted to $1,901,000 and $924,000 for fiscal 2006 and
fiscal 20035, respectively. The remaining unamortized expense as of October 1, 2006 is $4,003,000, with a
weighted average recognition period of 2.15 years.
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A summary of the status of the Company’s equity incentive plans as of October 1, 2006, October 2, 2005,

and October 3, 2004, changes during the years ending on those dates and related weighted average exercise price
is presented below (shares in thousands):

A ’

e, : SRR 2006 2005 T 2004

- i ' " tr Shares Price Shares Price Shares Price
Outstanding at beginhing of year.» . . -... 1,584  $1578 2329 '$1623 2279  $16.07

+, Granted. . ... e e e — — — — 622 16.89

Exerc:sed. e e peeeeeee (339) 1547 (719) 1749 (530) . 1633
Forfelled ........ T o) L 1584 (66) - 1625 42). 16.18
Expired ... e (19 1907 _ — - - —
Outstanding atend of year ... PR 1179 1582 1,544 1578 2,329 16,23
Options exercisable at vearend ......... 611 15.59 632 15.86 972 1708 "

SAAT A

The welghted average fair value at date of grant for options granted during fiscal 2004 was $4.00 per
option. The fair value of options at date of grant was estimated using the Black-Scholes model with the following
weighted average assumptmns Expected life — 5.4 years; Risk-free mterest rate — 3. 25%, Volatility — 27.63%;
and, Dividend yield — 2.33%. -

The total intrinsic value of stock options exercised during the fiscal 2006, fiscal 2005 and fiscal 2004
was 52, 589 000, $3,926, 000 and $1,904,000, respectively. The total cash received from these exercises for the
exercise pr1ce and related tax deductions is included in the Statements of Consolldatcd Shareholders Equity and
Comprehenswe ]ncome The Company has historically issued new shares to sat1sfy the stock optmn exercises.

The followmg table summanzes optlons outstanding and options ¢xercisable as of October 1, 2006, and
the related we1ghted average rcmammg comractual life (years) and welghted average exercise price (shares in
thousands): ° ! e ‘ . . e

L . ¥ ’ 'y

Options Qutstanding Options Exercisable
_f ' - Shares Remaining Shares
Option Price per Share Qutstanding Life Price. . Exercisable Price
$11.50 to- §15.58 ..... e . 350 32 $13.72 202 $13.23
1558 to 1682 ... .. e 280 3.0 T 15.89 . 189 15.92
16.83 to 2028............ 549 .42 7.2 - 220 17.48
$11.50 to "320.28 ..... ' RERERE © 1179 36 15.82 - 611 15.59

INCOME TAXES' - -
The provision for income taxes consisted of the following (in thousands):

“ e .o v, 2006 . 2 2005 - 2004

CURRENT
Federal i ........... ...t e $40,842 $ 40,160 $31.928
State and other-. ..~ tv L 8,572 -, .8.328 9,313

49,414 48,488 41,241
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e PR TOMEL N doge 2008 T " 2004
“ DEFERRED* """ « = ‘o e e e T iy T v n
Federal . ... ..o 5906) ' '@, 618) "(2,609)
.- State and other .................. e {2,447) {(910) (2,127)
_ T A (8,353) (9,528) (4,736)
‘Provi;doﬁ for income taxes....... ;.'.: ..... . SLo 841061 $38960 $365505

" Income from foreign operations before income taxes in fiscal 2006, 2005 and 2004 was'$4'030'000,

$3,998,000 and $4,724,000, respectively. Income taxes provided for income from foreign operattoné in-fiscal
2006, 2005 and 2004 was $422,000, 5826, 000 and $1, 576 000, respectively, mcludmg the mmonty mtcrcst in
such taxes. o e

income as follows (in thousands):

Yo

lncome tax expense dlffered from an am0unt computed by applying the statutory tax rates to' pre-tax

'
[

\ 2006 2005 ~ 2004
incomc tax on prc tax mcome at the statutory .. N ,( ‘. ‘ ‘ . .
fedcral rate of 35%. e 539,689 . §$37,645  $35407 .
Increase (dccrcasc) attributable to: R R S
State and other income taxes, nct of federal '
‘income tax benefit ...%.. ... L S.ooo.iooc 4888y ‘3105 ’ "'4L663
-Employee $fock Ownershtp Plan (ESOP) A A T, 127) (1 21 l) (l 40_43 !
- Company- Owned Life ]nsurancc. R A SUREEA (1 720 (1 235) (l 388)
"' Otlier items, net . ... . G Tl 66sy 656" (173) -
lncome tAX EXPENse. .. .. ..ot w Fen e oven . L $41,061 - 838,960 o+ 836,505

. +
Y N ) e ; ey I ' . P J”l PR S R ’1' ! """

The tax effects of temporary differences giving rise to the Company’s consolidated deferred tax assets and

liabilities at October 1, 2006 and Oc¢tober 2, 2005 are as follows (in thousands);

ER . o LAt e
S T ST T 2006 " 2005
Defetred Tax Assets: '™ RS LT Aova et
. Employee benefits™ ;... .... O R - $25393 $ 27,105
S Reserves not currently deductlble ....... v 13,162 113,646
: Vendor allowances . ....... .......... PRV 5,869 . - 15,887 .
Rent.obligations.. . .. ........ e et 18,133 . 13,179, , ..
Other......coovvnnnn.n. 3,816 3,531
Total deferred tax assets ...........ciivinvrnrnn, $ 66,373 $ 63,348
Deferred Tax Liabilities: U et s et
Property, plant and equipment . .. ...... ... ... ... £(51,533)  $(52,100)
_ Undistributed earnings on foreign subsidiaries . . . . . (3,686) (2,658)
Inventories .. ...... ... ... .. .o (7,520) 6,168
© o Other.:i:..iiii i, e R (2,883) (2,848)
' Total deferred-tax llabllltles ....................... 3(65,622) - $(63,774)"

L W Ty
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As of October 1, 2006, the Company had approximately $8,775,000 of state and $3,615,000 of foreign
cumulative net operating loss carryforwards, respectively. The state net operating losses will begin to expire
in fiscal 2027 and the foreign net operating losses will begin to expire in fiscal 2007. A valuation allowance of
$739,000 and §2,361,000 is included with net long-term deferred income taxes as of October 1, 2006 and Qgtpber

2, 2003, respectively. The allowance was developed based upon the uncertainty of the realization of certain state
and foreign deferred tax assets related to net operating losses and other foreign tax items. Although realization
is not assured for the remaining deferred tax asscts, it is considered more likely than not thc defcrred tax assets
will bc realized through future taxable carnings or alternative tax strateglcs ’ ’

Undistributed earnings of the Company’s foreign sub51dlar1es amount to approx1mately $21 1, mllllon at
October 1, 2006. Of those earnings, approximately $11.6 million are considered to be indefinitely rcmvcsted
and accordingly, no provision for U.S. federal and state income taxes is required to be provided thereon..If those
earnings were distributed, the Company would be subject to U.S. federal taxes and withholding taxes payable to
the various foreign countries of approximately $4.2 million (less any applicable U.S. foreign tax crédits).. J

Dividends of $6.4 million wére distributed during fiscal 2005 to take advantage of the tein'poi'ant'y tax
benefit of a dividend received deduction on the repatriation of cash dividends from forelgn subsidiaries under the
American Jobs Creation Act of 2004: A dividend reccived deduction of $5.5 million was recogmzed as ‘part of
the fiscal 2005 tax provision calculation. Income tax had not been previously provided on'the majority of these
undistributed foreign earnings paid as dividends since they were considered permanently mvested and thus
required no tax provision. The fiscal year 2005 net 1mpact of prov1dmg tax on the foreign earnmgs and recewmg
'the d1v1dend received deductlon was not SIgmﬁcant '

E - T cho#

INDUSTRYSEGMENTINFORMATION Lo . S T

The Company operates prlmanly in two businesses: retall grocery (mcludmg the real estate and store
development activities of the Company) - Harris Teeter and industrial thread (textile primarily), including technical
textiles and embroidery thread - American & Efird. Harris Teeter operates a regional chain’of supermiarkets in the
southeastern United States. American & Efird manufactures and distributes sewing thread for the apparel and
other markets technical textiles and embroidery thread throughout their global operauons The Company evaluates
performance of its two businesses utilizing various measures which are based on operatmg profit.

Summarized financial mformatlon for fiscal 2006, 2005 and 2004 is as follows (in mll]lons)

* . . . . . .
. : " R g

{ndustrial Retail

‘. o . . * Thread ‘Grocery’  Corporate(l) ° Consolidated )
006 - v
Net Sales .............................. $3432  $29227 $3,2659
GrossProfit. . ...... ..o . i 74.3 8976 .« 7+ - © o G719,
Operalmg Profit (Loss) ............. P 1.6 1276, 3 (6.1) L1231
. Assets Employed at Year End, el 29710 980l T 857 ! 3629 |
’ Dcprccnlatlon and Amortlzatlon B A 696 L 2 - 88, 9
Capital Expenditures ........ ... oo L6 2103, 0 0 6 - 2!8 5
; . R o . Se el n,.'
t ; ) v - ' y
'l 1 ) . ‘ ¥ it v a,
| v ' . , ' o "
r )
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RUDDICK CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (continued)

.o Industrial Retail
i . IR : . © Thread Grocery Corperate (1) +.Consolidated
NetSales...........0ccoiveriinien.: . '$3197° $26450° - ¢ 1 $2,9647
Gross Profit. . .. . .. S R T 78.2 787.9 ’ . 866.1
Operating Profit (Loss). . ... .. . e 9.0 L1136 $.07.3) © 1153
Assets Employed at Year End. . . ... R 2860 7938 123.8 C1,2036
Depreciation and Amortization .. .......... 16.9 506 14 779

‘Capital Expenditures ............ ¢ ..., L

1367 TTIIS4 T I e 290

2004 _ o W
NetSales............ O R PN $296.2 $2,5724 $2,868.6
Gross Profit. .. ....... ... . g 77.6 7559 . 8335
Operating Profit (Loss). .. ................ 104.4 $ 6. 1124
© Assets Employed at YearEnd. ... .......... . 2651 6946 - 1494 1,109.1 .
, Depreciation and Amortization . . e 17.5 585 14 774
Capital Expenditures ........... e . + 839 01 92.1

(D. Cérporatc Operating Profit (Losé) includes.a portion of compensation and benefits of. hoiding company

employees and certain other costs that are not related to the operating companies.

Operating profit of

the operating companies include all direct expenses and the common expenses incurred by the holding
company on behalf of its operating subsidiaries. Corporate Assets Employed include property, equipment,
cash and investment assets, and net cash surrendcr value of Company owned life insurance.

. Geographlc information for the Company s fiscal years is based on the operalmg locations whcre the items

were produced or distributed as follows (in thousands):

Net Revenues — Domestic United States . .. .. s '

Net Revenues —Foreign . ... ... ... ... ... ..

Net Long-Lived Assets — Domestic United States. . .
Net Long-Lived Assets — Foreign. . ..............

‘

EMPLOYEE BENEFIT PLANS

2006 C08° T 2004
$3,089,776  $2,796321  $2,711,164

176,080 168,334 157,433
$3,265856  $2,964,655 $2,868,597
$ 726,128 $ 599,688 $ 519,862

42,748 18,866 31,252
$ 768876 $ 638554 $ 551,114

O

The Company maintains certain retirement benefit plans for substantially ail domestic full-time employees
and supplemental retirement benefit plans for certain selected officers of the Company and its subsidiaries.
There is a qualified pension plan which is a non-contributory, funded defined benefit plan and a non-qualified
supplemental pension plan for executives which is an unfunded, defined benefit plan. The Company’s Board of
Directors approved changes to the Company’s retirement plans which generally became effective on Octaber
1, 2005. Changes included the freezing of participation and benefit accruals under the Company-sponsored
defined benefit plan effective September 30, 2005 for all participants, with certain transition benefits provided
to those participants that have achieved specified age and service levels on December 31, 2005. Other changes
included the freezing of participation in and the cessation of Company contributions after December 31, 2005,
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‘bencﬁl plans’ funded status and amounts recognized in the Company’s consolidiited batarice sheets at. Octaber.l

: unfundcd supplemcntal plan) Gin thousands)

RUDDICK CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (continued)

to the Company’s Employee Stock Ownership Plan (“ESOP”). In addition, enhancements were made to the’
Company's defined contribution plan that includes additional Company contributions to individual employee
accounts. As a result of these changes, participants in the ESOP as of September 30, 2005 became fully vested

. in their ESOP account balances. The Company belicves that the changes will result in better predictability of

expenses.in future years as well as result in expense reductions compared to what is expccted to occur under the .
plans before the changes. ‘ e '

Substantially all domestic full-time employees of the Company and its subsidiaries participated in a non-

contributory defined benefit pension plan prior to October 1, 2005, depending upon meeting eligibility criteria.
Employces in foreign subsidiaries participate to varying degrees in local pension plans, which, in the aggregate,

‘are'not significant. The Company also has an unfunded non- quallﬁed supplemental executive retirement p‘.an

for certain officers. Employce fetiréméni benefits under the various plans are“a function of both the” years il ) ﬁ
service and compensation for a specified period of time before retirement. The. Company’s current funding

" policy for'its qualified pension plan is to contribute annually the amount required by regulatory authorities to

meet minimum fundmg, requirements and an amount to increase the funding ratios over future yedrs to a level
determmed by 1ts actuanes to;be effective in reducmg the volatlllty of contnbunons

he Company liSEs Septcmber 30" as the measurement datc for its Company sponsored defined benefit
pensmn plan. The followm;, tableTsctsHorth Detetiatige: m,bcncﬁt obligation and plan assets, as well as the defined

R ——

2006 and October 2, 2005 for the Company—spousorcd dct‘ ned bcm.m pension’ plans (both funded pensmn and

Pension Plan R Supplementa] Plan

_ 2006 2005 2006 2005
Change in benefit obligation; o
Benefit obligation at the beginning of year . . . .. $282356 §250,671 $ 29814 § 26,205
Service cost ... ...... e e 1,562 11,473 880 703
Interest cost ©........... U 15,514 14,557 1,604 1,470
Planchange ........... ... ... ... ... .... 317 — (348) —
Actuarial (Gain)loss ... o .. L L., (5,783) 18,936 244 2,729
Curtailment (gain)/loss .................... — (3,975) T — —
Special Termination Beneﬁts ............... 514 . — —_ —
Benefits paid. ... .. ... e (9,080) (9,306) (1,275)  .(1,293)
Pension benefit obligation at end of year. . . . 285,400 282.356 30,919 ' 29814
Change in plan assets;
Fair value of asscts at the beginning of year . . .. 202,601 - 174,558 — —_
Actual return on plan assets................. 14,541 18,880 — —
Employer contribution . .. .................. 15,000 20,000 1,275 1,293
Benefits paid. ... ....... e " (9,080) (9.306) (1,275) (1,293)
Non-investment eXpenses. . ..........c.ooeen.. (1,857) (1,531 — —
~ Fair value of assets atend of year. ... .. .. 221,205 202,601 . - — _‘_l -
Funded Status . . .. .......oouneeeneian.. . (64,195)  (79,755)  (30,919)  (29,814)
Unrecognized net actuanial foss . . ............ © 95,427 106,190 10,085 - 10,592
Unrecognized prior service ¢ost. . ............ 947 828 1,524 2,012
Prepaid (accrued) benefitcost .................. $ 32,179 $ 27263  $(19,310) $(17.210)
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'RUDDICK CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (continued)

we om0 e o PensionPlan ' Supplemental Plan
e T T 006 T 20080 20060 ' 2005
-7 Amounts recognized in the Consolldatcd Balance T BT TR

+i. “Sheets consist oft ' " e E ' o
11 %" Accrued benefit liability. [ .. .. oL .".'~. R "$ (28,145) '3 (45,763) $(21,169) " $(21,035) - -
Intangible pensionasset.................... 947 828 1,525 2,012 *
v+ :  Accumulated other comprehensive income . -,. 59377 . 72,198, - 334, 1813
Netamoumrecogmzed...1...- ........ . 0§ 32,179 § 27, 263 $(19'310)' $(17 210) "

. The Company’ s pension plans had accumulated benefit obhgauons in excess of the fair value of plan
_assets Selected mformanon concernmg these plans;is a follows (m thousands):

R G L T g 'ﬁd*“‘ .},ér:..k:a’l e ool
e e e e o o : ’ " Pension Plan o Supplemental Plan ' |
e I T T et e b e ) b — = 2§t 2006~ - L2008 o —
= b Tl e e - B 200,300 $282 356. $30 219 | .8$29, 814
AcCUMUIALET DENCTIT OO Zation e e _ :.3‘?4"531350“248%55“2:1‘:*69”2.1-015.”
Falrvalueofplanassets“.'.'.‘...;‘.’. 221,205 2()2601 - —

‘A minimum pensmn |lablllly adjustmenl 1s reqmred when ‘the accumulatcd Beneﬁt obl1gat10n excecds |
the falr value of plan assets and accrued pension llabllmes This adjustment also requires the elimination of !
any previously recorded pension assets, The minimum liability adjustment, fess allowable intangible assets,
net of tax benefit, is reported as a component of other comprehensive income ‘and included in the Statements of
a Consolidated Shareholders’ Equity and Comprehensive [ncome.
B ' “Net penodlc pcnsmn cxpcnsc for defined benefit plans for fiscal 2006, 2005 and 2004 included the - | _ . s
followmg componcnts (m thousands) .

.l’ensi'uu Plan

- e 2006 2005 2004
SEIVICE COS. « v v vv ettt v v e e e oo an e ianna e $ 1,562 $11,473 $10947
Interestcost.'. .......... couun. S e 15,514 .. 14,557 = 13,260
Expected return on p]an assets ........................... (16,019) - (14,896) . (13,229)
Amortization of prior servicecost ... .......... ... .. 198 215 215
Recognized net actuarial loss. .. ... .. e 8,316 9,098 - 7,056
Net periodic pension cxpcnsc ....... P R EEERRRERRRETY 3 9571 §20447 818249
N Supplemental l"lan

2006 " 2005 2004 |

Service cost.......... ‘ . Ry $ 880 $ '_103‘ $ 481 !

Interestcost............... A A 1,605 - 1,470 1,329 |

Amortization of PIIOT SEFVICE COSL. . o\ et eeeeeann 139 137 133 |

Recognized net actuarial loss. . . . . . . . e 752 558 337 |

Net periodic pension cxpenise. . . ......... e © $3,376 ' 32,868 $2,280 !
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RUDDICK CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (continucd)
Net periodic pension expense for defined benefit plans is determined using assumptions as of the beginning

of each year. The projected benefit obligation and related funded status arc determined-using assumptions as of
the end of each year The following table summarizes the assumpuons utilized: :

‘ © 2006 wos T a0 T
Weighted Average Discount Rate
“ (both Plans) ~EndofYear................... 5.75% 5.50% 5.75%
Rate of Increase in Future Payroll Costs: . o
Pension Plan.’ ...............cccevveennn. 3.0%-80%" 4.0%-8.0%* 3.5%-4.0%
_Supplemcma]Plan..3....'...........:.;.... - 6.0% © 6.0% o 6.0% ¢
Ass'urr}ed Long-Term Rate of Return on Assets ' -
(Pension Planonly) ............. ... ... .. 8.25% - 8.25% - 8.25%

* Rate variés by age, higher rates arg associated with lower aged participants. o

Dlscount rates arc based on the expected timing and amounts of the expected employer pald benefits and
are established by referénce to the Moody’s AA Corporate Bond annualized yicld with durations sirnilar to the
pension liabilities. Expected long term return on plan assets is estimated by asset class and is generally based
on historical returns, volatilities and risk premiums. Based upon the plan’s asset allocatlon composne return
percentiles are developed upon which the plan’s expected long-term is based. e

The supplcmental planis unfunded with benefit paymcnts being made from the Company s general assets.
Asscts of the pensnon plan ar¢ invested in dlrectcd trusts. Assets in the dtrectcd trusts as of thc fi scal year end
were ‘invested as follows: * - ! -

R [ P o [
; ; . . I . B

Asset Class . ) L ., o . v 22006, o 2008 ’
Fixedincome.................... e e o 300% 36.3%
Large cap domestic equities. ... ....0............] . 300 328
Small cap domcstic equities. . .. .. :. .. ..... DI L 11.3 a 11.0
Iiternational equities ............ D S R S U LLoe'70 L4 63
Tactical asset allocation fund . /... ... ... .. i . 127 10
Alternative Investments —Real Estate. . ............................. o 37 —
Alternative Investments —Hedge Funds . ........ . ... ... . ... . .... .46 —
Guaranteed investment contracts. . .. ..... T 0.7 0.8
Cash equivalents. . ... T R AT o4 S 1.8
T 100% _100%

‘ lnvestments in the pensnon trust are overseen by the Retirement Plan Committee which i is made up of
officers of the company and directors.. The plan assets are split into two segments: the Strateglc Allocation
segment over which the Committee retains rcspon51bll:ty for directing ahd monitoring asset allocatlon and the
Tactical Allocation ségment which is'directed by an adv1sor selectcd by the'Committee. " ° r

¥ i
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RUDDICK CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (continued)

. 1:’'The: Company -+has; developed an.Investment Policy Statement based on.the need to- satisfy: the long-
term liabilities-of the Company's pension plan. . The:Company-sceksito maximize return with reasonable and
prudent levels of risk. Risk management is accomplished throughrdiversificationi@crosstassettclaSsesimultiplc meswimmemes
investment manager portfolios and both general and portfolio-specific investment guidelines. Asset guidelines
for the Strateglc Allocation segment are as follows:

1 i

P oo v Minimum ’ Maximum

Asset Clss ) C 7 Exposure  Target Exposure

lnvestment grade fixed income and cash equivalents. . .. ...... 30.0%  40.0%  50.0%

Domestlc equities: ............. e e e 250 . 400 550
Largecapvalue .............. e e fming o 30, .' ‘ 9.0 __2.0.0
Largecapgrowth .......... e e 3.0 . 9 0 200
Largecapcore . ... .. ... ... .. i 3.0 10,0 20.0
Small cap value ........ e PR e o 00 60 L 120 ¥
Smallcap growth .................. EEERRERRTES peeeee 00060120

Internatlonal equities: .. ........ e 5.0 , 10 0 15.0
Intematlonalgrowth......;:.;'...;....'..._...' ........... ! 0.0 N .‘ 50 . 10.0

.. International value . .............. e e e .00 - 50 100

Alternative Investments: . ........ e [P . 00 10.0 200
Real Estate ............. P N X .50 10.0
HedgeFunds..._ ..... AP 00" 50 100

Managcrs are expected to generate a total return consnstem with thelr phllosophy, offer protectxon in down
markets and achieve a rate of return which ranks in the top 40% of a universe of similarly managcd portfollos
and outperforms a target index, net of expenses, over rolling three year periods.

The Investment Policy Statement contains the following guidelines: ‘
—  Categorical restrictions such as limiting the average weighted duration of fixed.income investments,

. . limiting the aggregate amount of American Depository Receipts (ADRs), no direct foreign currency
speculation, limited foreign exchange contracts, and limiting the use of derivatives;

— Portfolio restrictions that address such things as investment restrictions, proxy votmg, and brokerage
arrangements and : ‘ - AR

o

— " Assetclass restrlctlons thataddress such thmgs assin gle securlty or Sector concentratlon capltahzatlon
limits and minimum quality standards.

Smce the Company s supplemental plan is unfunded, the contributions to this plan is equal to the benefit
payments made durmg the year. The Company expects to contribute $7.5 million for the pcnsxon plan and
approx1mately $1.3million for the supplcmcntal plan‘during fiscal 2007

l“ N .
The following bencﬁt payments which reflect expected future serv:cc as appropnate are expected to be
paid by the Company’s defined benefit pension plans (in thousands):

Pension Supplemental
Plan Plan
200 e e $ 9,616 $1,290
2008 e e 10,359 1,277
2009 11,132 1,263
2000, 11,949 1,246
200L . 12,808 1,227
Years 2012-2016. . .. ... 77,811 9,013




_ RUDDICK CORPORATION ‘AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (continued)

The Company continues to maintain an ESOP even though participation has beeh frozen and the'Company
has ceased any further contributions as previously discussed. Under the ESOP the Company provided cash
contributions, as defermined by the Board of Directors, to a trust for the purpose of purchasing shares of the
Company’s common stock on the open market. Such contributions were based on the Company’s net income for
the fiscal éar as a percéntage of average shareholders’ cquity. The total amount contributed was comprised of

a base contribution of 1.5% of participants’ eligible compensation and an additional contribution of up to 3.5%
of eligible compensation. At October 1, 2006, approximately 14% of the Company’s common shares outstanding
were owned by employees as parttc1pants in the ESOP. The Company s final contnbutmn Jto thig _plan was made
in December 2005

! ! LA ey
The Company also Sponsors the Ruddick Retirement and Savings Plan ‘which is a defi ned contrlbuuon
retirement plan that was authonzed for the purpose of providing retirement benefits for employees of the
Company.' ;The Ruddick Renrement and Savings Plan is a salary deferral plan pursuant to Section 401(k) of
the Internal Revenue Code. The Company provides a matching contribution based on.the amount of eligible
compensation contributed by the associate. As previously mentioned, the Company implemented enhancements
to this plar‘{,t’o include additional contributions to individual, accounts based on age and years of servige.

The Company has certain deferred compensation arrangements which allow, or allowed in prior years,
its directors, officers and selected key management personnel to forego the receipt of earned compensation for
specified perlods of time. These arrangements include (1) a directors™ compensation deferral pldny funded in
a rabbi trist, the bendfit and payment under such plan being made in'thie' Company’s common stock that has
historically been purchased on the open market, (2) a key management deferral plan, unfunded, the benefit
liability ‘under such plan determined on the basis of the performance of selected market investment indices,
and (3);other compensatlon deferral arrangements, unfunded and only available to directors and .sclect key
management in prior years the beneﬁt Hability for wh1ch is determmed based on fixed rates of i interest.

AOS Mt

In prior years the Companys texttle subs1dmry mamtamed a proﬁ sharing plan, the Amencan and
Efird, Inc. Employees” Profit Sharing Plan (the A&E Plan) for most of its domestic employees American &
Efird provtded discretionary cash contributions, as determined by its management : and board based.on annual
prof"ttabtltty measures, to a trust for the benefit of the participants, who may elect to withdraw such benefit at any
time. On-March 1, 2005, the AE Plan merged with the Ruddick Retirement and Savmgs Plan.

R TP

Expenses under the defined. contribution as weli as the ESQP, proﬁt sharmg, deferred compensatlon and

other plans, were as- follows (in thousands): i e
. _ . C 2006 . 2005 2004
I T A LT T Y S PR e T — .
. .Defined contribution .. ... e BN ooy 316,864 $2,443 | §2,222 ey,

ESOP. ... — 8,156 8,717
Profit sharing andother . ................ ... wopot 3159 0 20H . 1,569, - A,

L S O L T L U Y S O Y R £ I B

,:sl' t”-‘.-i" A T A ‘u‘ ! Lot f a ". " : ' H I " | I W Y LT S L I

' t { o t v 1,
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RUDDICK CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (continued)

COMPUTATION OF EARNINGS PER SHARE (EPS)

The following table dctalls the' computanon of EPS for flscal 2006 2005 and 2004 (m thousands except
per sharc data)

n ” o

= - I L .

‘ , . . 2008 2005, 2004

Basic EPS: IR S : T PR
"7 " Netincome . ................ . S 872336 $68.598 ' $64,659 .
' Weighted average common shares outstandlng. e 47233 47206 ° 46,489

Basic EPS
Dihited EPS:

$ 153 § 145 § 139

'$72336  $68.508  $64.659
47233 47206 46489

. 454 524 362
Weighted average common shares outstanding. . .. .. ... . 47,687 47,730 46851
Diluted EPS. . ... U e P $ 152 % 144 § 138
Calculation of 'potential common share equivalents: o ‘ ) '
Options to purchase potential common shares . ........ 1,354 1,788 . 2,007
Weighted shares outstanding — stock awards .......... 204 65 —
Potential common shares assumed purchased. . ........ (1,104) --  (1,329) (1,645) .
Potential cormmon share equivalents. . ... .. PP 454 524 - 362
Calculation of potential common shares assumed purchased with potcntlal PTOCceds |
“Potential proceeds from exercise of optxons to - ' '
purchase common shares. . .......0....... Lo (822,557 $29,457 $31,482

v

Weighted unamortized expense—sltock awards ........ ‘ 2,937 1,177 —
T 825494 330,634 $31482

Common stock pnce used under the treasury
stock method". . ... .. e e -5 2309 52305 - § 19.14

Potential common shares assumed purchased. ......... - 1,104 1,329 - 1,645

Outstanding options to purchase shares excluded from potential common gharc cquivalents (option price
exceeded the average market price during the period) amounted to 512,000 shares for the fiscal 2004.

COMMITMENTS AND CONTINGENCIES RN P

The Company is involved in various lawsuits and environmental and patent matters arising in the normal
course of business. Management believes that such matters will not have a material effect on the financial
condition or results of operations of the Company.

See “Leases” above in this [tem 8 for additional commitments and contingencies.
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- RUDDICK CORPORATION AND SUBSIDIARIES .
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (continued)

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION R
1 The following table sets.forth seIcctcd cash payments and non-cash activity for fiscal 2006, 2005 and 2004

(m thousands): - ) e AL . N
A ‘ . ] 2006 2005 ' 2004

l Cas_hpaic'i.during‘theyear'for:" o o e o T

CUTRMETESt . e S L $16486 . $13,078 $12,727. .

¢ INCOME TAXES . . s .\ v v vtve et eneenss s i seo .+ 60,536 43,580 . +39,962 .
Non-cash activity: S T U L
Assets Acquired under Capltal Leases et o 4385 - '8;383-.- x

.

QUARTERLY INFORMATION (UNAUDITED)

ALY N
¢ The Company s stock is hsted and traded on the New York Stock Exchange The followmg table sets forth
certain financial information, the high and low sales prlces and d1v1dends declared for the common stock for the

periods indicated (in millions, except per-share data): o I Pooe
" * | - First ‘ Seco'nd . i;il‘hird' R Fourtl;-' Fiécalla'
A - e coaed Ql'ni‘riér'- Quarter ' Quarter 'Quarter'  Year b
2006 eratin Re ult ‘ . ' : - . : . COME
, " . , -y A S TR T stV
Net Sales . . .. .. s 7967 $ 8007 $ 8302 '§ 8383 $32659 .
. Gross Profit - e e T P 2308, 24le6. 2471 .2524 . ;9719 .
... NetIncome ......... S s 169 1970 178 . 179 . T23..
Net Income Per Share: ., A I R R . L
l UBSIC. ;s e e e 036_ 0.42 038 - 038 153
, . Diuted.l.......... e U7 036 0 037 037 TLs2
.,Dlv1dendPerShare...,..‘......f...; ....... S 01_1 Lo 0.1 ‘ Coar ,.044
Market Price Per Share:” ~ o o S T .
High . oot 2394 2475 2483 2650 ' 2650
Low........ Locedlloaion 1928 2084 0 2193 2240 1928
‘ 2005 Operating Result - o ' T AR L
; Net, Sales ...... PO $7269 $ 7355 S$.7498 - $.752.5 $2,9647
Gross Profit ....... .. e - 2092 2195, 2200 2174, 866.]
Net Income............ R . 166 188 178 154 68.6
" Net Income Per Share: = o o o :
) Basic........ SUNTTR TR S 035 0 040 . 038 033, 145,
' Diluted .. ......0... 0Ll 035 7,039 037 032 .44 "
" Dividend Per Share . . ... e P co0n Tonl e . ol 044
Market Price Per Share: ' L
HIBh oo 2253 24257 2625% 2824 2824
wLOW. s e it 1925 (19.65 ¥1U21670 1 2208 1925
Cert : R RIS 2 T 0 e T
. \ T !z- oo : - Tty
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Item 9. Changes in and Disagreements' with:Accoiintants on Acconriting and Financial Disclosure

None T A L S B AL CIT I ST A
Item 9A.  Controls andProcedures!f SRR T SV T PRI A EET T R A R A A £
SR oy e e ‘h'-"'.-"":‘ Bt

s ().~ ‘Evalustion of”disclosure controls- andsprocedures::-As".of Octoberil; 12006.an evaliationzof the -,
effectiveness of the Company’s disclosure controls and procedures {as defined in Rule 13a-15(e),andsl5d15(e) = e
promu]gated under the Securmes Exchange Act of 1934, as amended (the “Exchange Act™)) was performed R
under the-supervision and with thé participation of the Company’s management, including the Chief Executive
Officer and Chief Financial Officer. Based on that cvaluation, the Company’§-Chiéf Executive Officer and
Chief Financial Officer have concluded that the Company’s disclosure controls and procedures'dre effective
to ensufé that information required to be disclosed by the Company in its reports that it files or subrnits under
the Exchange Act is recorded, processed, summarized and reported within the time perlods specrf" ed in the
Securities Exchange Commission rules and forms. : TR A P

(b) Management’s annual report on internal control .over financial. renortmg Management of the

Company is responsible for establishing and maintaining adequate internal control over financial reportmg
~ (as defined in Rule 13a-15(f) and 15d-15(f) promulgatéd-under the Exchange Act). The Company” stinternal
control over financial reporting is a process desigried to provide reasonable assurance regarding the reliability
of financial reporting and the preparation of financial statements for external purposes - maaceordancehwnh*
generally accepted Aaccounting prmc1pies The Company’s internal control over financial reporting. mc!ude
those policies and procedures that (i) pertain to the maintenance of records that, in reasonable detail, "acclirately- .
and fairly reflect the transactions and dispositions of the assets of the Company; (ii) provrde reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statemeénts in accordancc
with genera]]y accepted accounting principles, and that receipts and expenditures of the Company are being
made ‘only in accordance with authorizations of managemcnt and directors of the Company; and (iii) provide
reasonable assurance regarding prevention or timely detection of unauthorized acqulsmon usc"br'dlsposrtlon of
the Company’s assets that could have a material effect on the financial statements. . o7 - - "eo0e

Because of 1ts inhcrent 11m1tat10ns internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any cvaluation of effectiveness to future periods are subject to ‘the risk that -
controls inay become inadequate because of chatiges in conditions, or that the dcbree of comphance with the -

policies or procedures may deterlorate ! . |

Management assessed the effectlveness of. the Company’s internal control over fmam:lal reporting
as of October 1, 2006, based on the framework set forth by the Committee of Sponsormg Orgamzanons of _ ‘
the Treadway Commission (COSO) in Internal Contro!-[niegrafed Framework. Based -on’ that -assessment, Zﬁt‘
management concluded’ that; as of October' 1, 2006, the Company’s internal control over ﬁnancral reportmg is e
effective based on- the critefia established in Imerna[ Control-Integrated Framework. A

‘ -

(c)", Attestation report of the. remstered pubhc accounting firm.” Management’s assessment m" the
effectiveness of the Company's internal control over financial reporting as of October 1, 2006, has been audited
by KPMG, LLP, an independent registered pubhc accounting firm. Their report, which appears m liem 8,
Fmancral Statement and Supplementary Data included herein, expresses unqualified 6pinioris on management s,
- assessrnent and on the effectiveness of the Company’s internal control over ﬁnanc:alircpgrtmg as of October 1,
2006. AT

(d) hangcs in mternal comrol over financial reporting. Durmg the Company’s fourth fi scal quarter of

2006, there has been no change in the Company’s internal controls over financial reportmg that has materially
affected, or is reasonably likely to materially affect, the Company’s intcrnal controls over financial reporting.

Item 9B. Orther Information

None
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l‘tém"l"() Dtrectors and Executive Oﬂ' icers of the Regtstrant ' ‘ * ol wtiva B ‘
. 19 it e O ot
. For information regarding exccutlve offlcers refer to “Executlve Officers of the Reg,lstrant” in Item 4A-
hereof, Other information required by this item is incorporated herein by reference to the sections entitled
“Election of Directors,” “Corporate Governance Matters” and “Section 16(a) Beneficial Ownership Reporting .

Compliance” in the Company’s Proxy Statement to be filed with the Securitics and Exchange Commission with
respect to the Company’s 2007 Annual Meeting of Shareholders (the “2007 Proxy Statement”). .

Code of Ethrcs and.Code of Business Conducf and Ethics

The Company has adopted a written Code of Ethics. {the “Code of Ethics”) that applies to our Chairman -
of the Board, President and Chief Executive Officer, Vice President-Finance and Chief Financial Officer and
our Vice President and Treasurer. The Company has also adopted a Code of Business Conduct and Ethics
(the “Code of Conduct”) that applies to all employees, officers and directors of the Company as well as any
subsidiary company officers that are executive officers of the Company. Each of our operating subsidiaries
maintains a code of ethics tailored to their businesses. The Code of Ethics and Code of Conduct are available on
the Company’s website, www.ruddickeorp.com, under the “Corporate Governance” caption, and print copies are
available to any shareholder that requests a copy. Any such requests should be directed to: Ruddick Corporation,
301 South Tryon Street, Suite 1800, Charlotte, North Carolina 28202, Attention: Corporate Secretary. Any
amendments to the Code of Ethics or Code of Conduct, or any waivers of the Code of Ethics, Jor any waiver of
the Code of Conduct for directors or executive officers, will be disclosed on the Company’s website promptly
followmg the date of such amendment or waiver. Information on the Company’s wcb51te however, does not
form a part of this Form 10- K

-

Corpordte Gavernance Guidelines and Committee Charters

In ‘furtherance of its tongstanding goal of providing effectlve govemance of the C ompanys business
and affairs for the benefit of shareholders, the Board of Directors of the Company has approved Corporate
" Governance Guidelines. The Guidelines contain general principles regarding the functions of the Company’s
Board of Directors. The Guidelines are available on the Company’s website referenced above and print copies
are available to any shareholder that requests a copy. In addition, committee charters for the Company’s Audit
Committee, Compensation Committee and Corporate Governance and Nominating Committee are also included
on the Company’s website and print copics are available to any shareholder that requests a copy in accordance
with the procedures set forth above.

Item 11.  Executive Compensation
'The information required by this item is incorporated herein by refererice to the sections entitled “Eleg:tidn
of Directors -Directors’ Fees and Attendance” and “Executive Compenéation” in the 2007 Proxy Statement.

Item 12. . Security Ownershlp of Cermm Benef cial Owners and Management and Related Shareholder
Matrers

The information required by this item is inc.orpdrated herein by reference to the sections entitled *Principal
- Shareholders,” “Election of Directors-Beneficial Ownership of Company Stock™ and “Eqmty Compensation Plan
Information” in the 2007 Proxy Statement.

ltem 13..  Certain Relatmnshlps and Related Tran caction’s.

The information required by this item is incorporated herem by reference to the section entltled “Certain
Relationships and Related Transactions” in the 2007 Proxy Statement.

5
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Item 14. Prmapal Accountant Fees and Services
The mformahon required by this item is 1nc0rporated herem by reference to thc sectlon entltled “Selecnon
of Independent Publlc Accountants” m the 2007 Proxy Statement '
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Item 15'

PART 1V

Exhibits and F, inanc.-'al Statement Schedules

@ The following documents are filed as part of this report - Page

(1);,

.,

- (3
e

Exhibit
Number

H )
Fmancral Statements

Report of Independent Registered Public Accounting Firm - . : 27
Consolidated Balance Sheets, October 1, 2006 and October 2, 2005 S 29

Statements of Consolidated lncome for the fiscal years ended . i _
Octoberl 2006, Oetober2 2005, and October3 2004 ‘ o © 30

Statements of Consolidated Shareholders’ Equity and Comprehensive lncome

for the fiscal years ended October 1, 2006, October 2, 2005 .
and October 3, 2004 . o 31

Statements ‘of Consolidated Cash Flows for the fi scal yéars ended Co
October I} 2006, October2 2005, and October3 2004 ' e o 32

Notes to Consolldated F1nancral Statements ' 33

Fmancral Statement Schedules: The following report and ﬁnanc1al ‘
statement schedules are ﬁled herew1th ] - . .

Schedule I — Valuation and Qualifying Accounts and Reserves- -~ =~ = ¢ S-1

All other schedules arc omitted as the required information is K
inapplicable or the information is presented in the consolidated | = o
financial statements or related notes thereto. ;"

Index to Exhibits: The following exhibits are filed with this report g
ot, as noted, mcorporated by reference herem " ; v

o

Description of Exhibit- s o o

A

3.1%

3.2

Restated Articles of‘Incdrporation of the Company, dated December 14, "20.00 incorporated herein
by reference to Exhibit 3.1 of the registrant’s Annual Report on Form 10-K for the fiscal year ended
October 1, 20(}0 (Commrssron File No. 1-6905). - . .

Amended and Restated By!aws of the Company, meorporeted nerein by rcferenee to Exhibit 3.2 of
the registrant’s Quarterly Report on Form 10-Q for the quarter\y penod ended December 29, 2002

+* - {Commission File No. 1- 6905) ' . '

4.1*

Credit Agrcement for up to an aggregate of $100, {)00 000 entered into as of May 14 2002 by and
between the Company and each of Branch Banking and Trust Company and RBC Centura Bank as
lenders:and Wachovia Bank, National Association as lender and administrative agent, - incorporated

"~ herein by reference to Exhibit 4.1 of the registrant’s Quarterly Report on Form 10- Q for the quarterly

period ended March 31, 2002 (Commission File No: 1-6905). : ’ -

$50,000,000 6.48% Scries A Senior Notes due March 1, 2011 and $50,000,000 Private Shelf: Facility
dated March 1, 11996 between Ruddick Corporation and The Prudential Insurance'Company of
America, incorporated herein by reference to Exhibit 4.1 of the registrant’s Quarterly Report on Form
10-Q for the quarterly period ended March 31, 1996 (Commission File No. 1-6905).
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44%  Credit Agreement for up to ‘an aggregate of $200,000,000 dated October,28,,2005,,among, Ruddick ummisemmsingy

Exhibit
Number Description of Exhibit

Wty v \ Towgct !3;. T
4.3* $50,000,000 7.55% Senior Serics B Notes due July 15, 2017 and $50 000 000 772% Series B Senior
R Notes due April 15, 2017 under the Note Purchase and Private Shelf Agreement‘dated April 15; 1997

between Ruddick Corporation and The Prudential Insurance Company of America, incorporated
herein by reference to Exhibit 4.3 of the registrant’s Annual Report on Form 10-K for the fiscal year
perioed ended September 28, 1997 (Commission File No. 1-6905). - ny o

P

Corporation, as Borrower, Wachovia Bank, National Association, Branch Banking and Trust Company,
Regions Bank and RBC Centura Bank as Lenders, and Wachovia Bank, National Agssociation, as
administrative agent for the Lenders, incorporated heréin by reference to Exhibit 10.1 of the reglstrant s
Current Report on Form 8-K-dated October 28, 2005 (Commrssron File No. 1-6905). .

4.5% Credit Agreement, dated June 7 2006, among Rudd:ck Corporatron as Borrower Wachovra Bank, |
National Association, Branch Banking and Trust Company, Regrons Bank RBC Centura Bank of ;
America, N.A., Harris N.A. and JPMorgan Chase Bank, N.A. as Lenders-and Wachovia Bank, National :

A Association, as administrative agent for the Lenders, incorporated herein by reference to.Exhibit 10.1
of the registrant’s Current Report on Form 8-K dated June 7, 2006 (Commrssron File No. 1-6905).

The Company has other long-term debt but has not ﬁled thc mstruments ev:dencmg such debt as
part of Exhibit 4 as none of such instruments authorize’ the issuance of debt exceedmg 10 percent of
the total consolidated asscts of the Company. The Company agrees to furnish a copy of each such
agreement to the Commission upon request. ‘ Coel b

10.1* Description of Incentive Compensation Plans, incorporated herein by reference to Exhibit 10.1 of the
registrant’s Annual Report on Form; 10-K for the fiscal year ended September 29 1996 (Commission
No. 1-6905).** : e

10.2* Supplemental Executive  Retirement ‘Plan of Ruddick Corporation, as amended and restated,
incorporated herein by reference to Exhibit 10.3 of the registrant’s Annual Report on Form 10-K for
the fiscal year ended September 30, 1990 (Commission File No. 1-6905).**

10.3* Resolutions adopted by the Board of Directors of the Company and the Plan’s Administrative
Committee with respect to benefits payable under the Company’s Supplemental Executive Retirement
Plan to Alan T. Dickson and R. Stuart Dickson, incorporated herein by reference to Exhibit,10.3 ofithe
~ registrant’s Annual Report on Form 10-K for the fiscal year ended September 29 1991 (Commlssron
' ¢ File No. 1-6905)%%  © v Pl . -

CALT L LT A 1 VALY I AN T LTI L A 4 N /A o

104*  Deferred Compensation Plan for Key Employees of Ruddick Corporatlon and sub51dlar1es as amended
and restated, 1ncorporated herem by reference to Exhibit 10.5 of the reglstrant ] Annual Report on
Form 10- K for the ﬁscal year ended September 30, 1990 (Commlssmn Flle No 1- 6905) a

Lot
A . Loty

10.5* 1993 lncemwe Stock Opnon and Stock Apprecranon R:ghts Plan mcorporated herein by reference to
Exhibit 10.7 of the registrant’s Annual Report on Form 10-K for the f15ca1 year ended Oct_ober 3, l993

X3 Sy oy,

(Commlssron Frle No.'1- 6905)** } et o f :

AT i . X ! FEPEERICIPEI % N T RS A B T o U Canbp L
10 6%.~ .Description of the Ruddick Corporation Long Term Key Management Incentive Program mcorporated
- p+ 7wy herein by reference to'Exhibit 10.7,of the registrant’s. Annual Report on Form 10-K for; the fiscal year

ended September 29, 1991 (Commission File No. 1-6905).%* . = . ¢

f';rl

10.7%. | *:Ruddick. Corporation :Irrevocable, Trust for, the Benefit of Participants.in the Long--Term Key

- -, . Management Incentive Program, incorporated herein by reference to Exhibit 10.9 of the registrant’s

o+ Annual Report on: Form.10-K for the fiscal year ended September 30, 1990 (Commrssron File No.
1 6905)** P YRR . . . :J‘ o [N 1)
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Exhibit ek 1
Number * Description of Exhibit va i P ekt el

10.8*.- ; Rights Agreément dated November. 16; 2000 by.and between the:Company and.First:-Union National
t . - u Bank, incorporated herein by referénceto Exhibit.10.9 of the registrant’s Annual:Report on'Form 10-K
for the fiscal year ended October 1, 2000 (Commission File No. 1-6905). LYY

10.9* » Ruddick CorporationSenior. ‘Officers- Insurance ' Program  Plan: Documentr:and'» Simimary ¢ Plah
*+ ...\ Description, incorporated herein by reference to ExHhibit :10.10 of the iregistrant’s :Annual :Report on
Form 10 K for the ﬁscal year, ended September 27,1992 (Commlssmn Ftle No l 6905) SR

Lol . n',.u_a "a : PRFQRTH L
,10.10"' Ruddrck Corporatlon 1995 Comprehenswe-Stock Option. Plan (the “199_5 Plan”),fmcorporated herein
by reference to Exhibit 10.1.of the registrant’s Quarterly Report on Form'10-Q for the quarterly period

, ended June 30 1996 (Commtssnon F11e No 16905) ** .
CTTIES S I T YRy COrrRE o annue ey ) bt oL

10.11% +- Ruddtck Corporatlon 1997 Comprehenswe Stock Option and Award Plari (the 1997 Plan"), incorporated
herein by referénce to-Exhibit.10.1. of the registrant’s Quarterly Report on Form 10-Q forthe quarterly
period ended December 28, 1997 (Commlsswn Flle No. 1- 6905) **

PR LR I N" T ‘14"3 ot ""
10.12*  Ruddick Corporation Director Deferral Plan, mcorporated herem by reference o Exhlblt lO 2 of the
repistrant’s Quarterly Report on Form 10-Q for the quarterly pertod ehdéd March! 29,1998 (Commtssnon
File No. 1-6905).** fPad e A ol bt s P L e qun Ty te SR

10.13%,+4Ruddick Corporation Senior Officers Insurance.Prograi,.incorporated herein by referencé'to Exhibit
10.3 of the registrant’s Quarterly Report on Form«10-Q'for the quarterly, period ended March 29, 1998
(Commlssmn File No I- 6905) ** -

EOTER O KRR I AL AN DS LA NET SRR P 5 SN ERTE A 0D ARRITI RPN IRt -5
10.14*  Ruddick. CorporattonJ.ZOOO Comprehenswe +Stock Option..andy Award Plan-(thei-“2000 Plan™),

L mcorporated herem hy reference to Exhibit 10.1 of the, regtstrant s Quarterly Report on Form 10-Q for
ad? Lthe Quartérly period ended April T, 2001 (Commlssmn Flle No. 156003 s ' nrsert 19 72

(R T P e SR SR TR 4 mlnsel
10.15*  Description of ret1rement arrangement between the Company and each of Alan T chkson and R. Stuart
" Dickson effective May 1, 2002, 1neorp0rated herem by reference to Exhlblt 10. l of the’ reglstrant 3
Quarterly Report on Form 10-Q for the quarterly perlod énded Tuhe 30 2002 (Commlsswn File No.
1-6905).** s ———

ST

10.16*  Ruddick Corporation Flexible Deferral Plan, incorporated herein by reference to Exhlblt 10. 22 of the
registrant’s Annual Réport on Formi10<K for the'fiscal year:ended. September.2%,:2002: (Commission

File No. 1-6905).** _
",’J'!Iu_ ’1¢;I‘J|1l-- :,‘¢,r41, u;",‘,_,;:".” B

10.17*  Ruddick Corporation 2002 Comprehensive Stock Option and Award Plan (the 32002 Plan),
incorporated herein by reference to Exhibit 10.1 of the Registrant’s Quarterly Report on Form 10- Q
for the quarterly period ended March 30, 2003 (Commission File No. 1- 6905) A L

bt et Inanid
10.18*  Form of Ruddick Corporation Non-Employee Director Nonqualtf‘ied Stock Optton Agreé'nltent for

use in connection with the 1995 Plan, 1997 Plan, 2000 Plan and 2002 Plan, meorporated herein by
reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K dated November 17, 2004
{Commission File No. 1-6905).**

10.19*  Form of Ruddick Corporation Incentive Stock Option Award Agreement for use in connection with the
" 1995 Plan, 1997 Plan, 2000 Plan and 2002 Plan, incorporated herein by reference to Exhibit 10.2 to the
Company’s Current Report on Form 8-K dated November 17, 2004 {Commission File No. 1-6905).**

10.20*  Form of Ruddick Corporation Nonqualified Stock Option Agreement for use in connection with the
1995 Plan, 1997 Plan, 2000 Plan and 2002 Plan, incorporated herein by reference to Exhibit 10.3 to the
Company’s Current Report on Form 8-K dated November 17, 2004 (Commission File No. 1-6905).**

10.21*  Form of Ruddick Corporation Restricted Stock Award Agreement for use in connection with the 1997
Plan, 2000 Plan and 2002 Plan, incorporated herein by reference to Exhibit 10.4 to the Company’s
Current Report on Form 8-K dated November 17, 2004 (Commission File No. 1-6905).**
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Exhibit
Number Description of Exhibit

10.22*  Summary of Executive Bonus Plan, incorporated by reference to Exhrblt 10.26 of the registrant’s
| . : Annual Report on Form 10-K for the fiscal year ended October 3, 2004 (Commission File No. 1-
6905).¢*

10.23* Ruddick Corporation Director Deferral Plan, incorporated.herein by reference to Exhibit 10.1 of the
registrant’s Current Report on Form 8-K dated February 16, 2006 . (Commission File No.-1-6905).**

10.24* Ruddick Corporation SupplementalExeCut.ive Retirement Plan fof the benefit of Alan T. Dickson
+ ... effective March 31, 2006, incorporated herein by reference to Exhibit. 10.] of the registrant’s Current
* + . Report on Form 8-K dated March 31,2006 (Commission File No. 1-6905).**

110.25*  Ruddick Corporation Supplemental Executive Retirément Plan for the benefit of R. Stuart Dickson

4= effectivé' March 3],,2006;.incorporated herein:by reference to Exliibit 10:2:0f :the” reg:strant s Current

ha’*', N 7Report o Formi8-K. dated" March 3k 2006 (Commrssron Frle No.til- 6905) X

A€ L bt
10.26+ Summary of Non- Employee Director Compensatlon e Hht
2+ 'Llst of Subsrdlarres of the Company t .: ‘ r‘
23+ Consent of Independent Registered Public Accounting Firm.

31.1+ - Certification of Chief Executive Officer pursuant to Rule 13a-14(a)/15d-14(a) of the Securities Exchange
< Act of 1934, as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

3i.2+  Certification of Chief Financial Officer pursuant to Rule 13a-14(a)/ 15d—14(a) of the Securities Exchange
Act of 1934, as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. =~ . .

321+  Certification of Chief Executive Offloer pursuant to 18 U. S. C Sectlon 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002.

32.3%  Certification of Chi_ef Financial Officer pursuant fo 18 US.C. Section 1350, as adopted pursuant to
Section 906 of the Sarb_anes-O)Eley Act of 2002.

¥ Incorporated by reference , . . . ,
* Indrcates management oontract or compensatory plan réquired to be ﬁled as an Exhibit. - . |
+  Indicates exhibits filed herewith and follow the signature pages. o
(b) Exhibis =~ T S | '
" See(a)(3) above.

! (c) Financial Statement Scheclules - -
| See @ () above ' ' o

v ' ‘ : : . e U . Le

62




SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

RUDDICK CORPORATION
(Registrant)

By:/s/f THOMAS W. DICKSON
Thomas W. Dickson,
Chairman of the Board, President and
Chief Executive Officer

Dated: December 6, 2006

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the Registrant and in the capacities and on the dates indicated:

Name
/s/ THOMAS W. DICKSON

Thomas W. Dickson

s/ JOHN B. WOODLIEF

John B. Wooedlief

/s/ RONALD H. VOLGER

Ronald H. Volger
/s/ JOHN R. BELK

John R. Belk
/s/ EDWIN B. BORDEN, JR.

Edwin B. Borden, Ir.
/s{ JOHN P. DERHAM CATO

John P. Detham Cato
fs/ ALAN T. DICKSON

Alan T. Dickson
G/ R: STUART DICKSON

@{ggsmft Dickson
MES E. S. HYNES

. James E. 5. Hynes

/s/ ROBERT H. SPILMAN, JR.

Robert H. Spilman, Jr.
fsf HAROLD C. STOWE

Harold C. Stowe
/5! 1SATAH TIDWELL

Isaiah Tidwell

Title
Chairman of the Board , President

and Chief Executive Officer and
Director (Principal Executive
Officer)

Vice President — Finance and
Chief Financial Officer (Principal
Financial Officer)

Vice President and Treasurer
(Principal Accounting Officer)

‘[‘)'i'(elcpor o Mneeniva s rein
Director
Director
Director
Director

Director

Director

Director
Director

Director

Date
December 6, 2006

December 6, 2006

December 6, 2006
December 6, 2006 |
Dec.ember 6, 2006
December 6, 2006
December 6, 2006
December 6, 2006
December 6, 2006
December 6, 2006

December 6, 2006

" Deériber 6,2006

December 6, 2006

December 6, 2006
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SCHEDULE 1

RUDDICK CORPORATION AND SUBSIDIARIES

VALUATION AND QUALIFYING ACCOUNTS AND RESERVES
For the Fiscal Years Ended : :
October 3, 2004, October 2, 2005

and Qctober 1, 2006 (in thousands)

COLUMN A " 'COLUMN B COLUMNC COLUMND COLUMNE

ADDITIONS . .
BALANCEAT CHARGEDTO BALANCE
BEGINNING OF COSTS AND AT END
DESCRIPTION . FISCAL YEAR: EXPENSES DEDUCTIONS OF PERIOD

Fiscal Year Ended October 3, 2004:
Reserves deducted from assets

to which they apply - ‘
Allowance For Doubtful Accounts.. . . $3,962 - §_0953 $1,745¢% $3,170°
Reserves ForExitCosts . . ............... $ 368 $ — $ 230 $ 138
Fiscal Year Ended October 2, 2(]05:
Reserves deducted from assets
to which they apply - .
Allowance For Doubtful Accounts . .. $3gl70 $1,741 S 780%* $4.131
Reserves For Exit Costs. . . ...... SR $ 138 s — $ 138 $  —
Fiscal Year Ended October 1, 2006: '
Reserves deducted from assets ..
to which they apply - O L T SN ) .
Allowance For Doubtful Accounts . , S 34,131 . § 731 $1,143* $3,719

* Represents accounts receivable balances written off as uncolleciible, less recoveries.
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I)il’eCtOl’S R. Stuart Dickson Bnilcy W Patricle
Former Chairman of the President
{;’I‘"f' Bcll:[ Excoutive Committec Bissell Patrick, LLC
resident an Ruddick Co tion R .
Chiof Operating Officor peTane Robert H. Spl!l’ll-‘lll,Jl’.
Belb, Inc. Thomas W. Dickson President and CEQ
Edwin B. Borden | Chairman of the Board, Basselt Furriture Industries, Inc.
dwin B. Horden, Je President and CEQ
Former President and CEQ Ruddich Corponation Harold C. Stowe
The Borden JWgnufadurfng Acting Dean of the
Company James BE.8. Hynes Watl College of Business
John P Derl C Former Chairman Coastal Carolina Universtty;
ohin 12 Derham Cato { the Board Former President and CEQ
gresijent‘,l %I'Eiom"n of the ?‘Iync:, Isj.r Canal Holdings, LLaC
vard and CE
The Cato Corporation Anna Spanglcr Nelson Isaiah Tidwell
Chairman Former Georgia Wealth

Alan T, Diclson
Former Chairman of the Board
Ruddick Corporation

C.D. Sp:mg]er Construction Co.

Directors and Officers

Management Director and
Executive Vice President

Wachovia Bank, N.A.

Shareholder Information

Corporate Address
301 8. Tryon St.
Suite 1800
Chatlotte, NC 28202
704-372-5404

Subsidiaries

HaRrRIS TEETER, INC.
701 Crestdale Road
Matthews, NC 28105
704-844-3100

AMERICAN & ErrDp, INC.
| P.O. Bax 507
| 22 American Street
Mount Ho"y, NC 28120
T04-827-4311

General Counsel
Helms ﬁ’lu“iss E'}’ Wichcr, PLLC
Cl’larlottc, NC

Independent Public Accountants
KPMG LLP
C]‘lar]otte, NC

New York Stock Excllange

{NYSE) Listing

Common stock symbol: RDK

The most recent certifications by our
Chief Executive Officer and Chief
Financial Officer pursuant to Section
302 of the Sarbanes-Oxley Act of 2002
are filed as exhibits to our Form 10-K for
the fiscal year ended October 1, 2006.
Ruddicl: Corporation has also submitted
to the NYSE its most recent annual
certification by its Chief Executive
Officer confirming that the Company has
complied with the NYSE corporate
governance standards.

Stock Transfer Agent and Registrar
American Stock Transfer

& Trust Company
Broo]e]yn, NY

Shares Outstanc[ing

As of October 1, 2006, Ruddick

had approximately 47.6 million shares
outstanding.

Dividends

1t has been Ruddick's practice to pay
apprnximately 30% of net income in
dividends. Regular quarterly dividends

are usually paid at the first of January,
April, July and October.

Dividend Reinvestment and

Stock Purchase Plan

Ruddick Corporation maintains a
Dividend Reinvestment and Stock
Purchase Plan for shareholders of
record. Information on this plan may be
obtained by Calling Ruddick
Corporation at 704-372-5404.

Employee Stock Ownersllip Plan
Ruddick has an Employee Stock
Owncrship Plan (ESOP), which was
established in 1976. At fiscal year end,
approximately 149 of Ruddick's
common Sl’larcs were Owned IJ)’
associates as participants in the ESOP.

Executive Officers

Thomas W. Dickson
C]]airﬂ‘ﬂn 0[ tl'le Bﬂﬂr(.l,
President and CEQ

John B. Woodlief
Vice President — Finance and

Chief Financial Officer

Frederick ). Morganthall, 11
President — Harris Teeter

Fred A, Jackson
President — American & Efird

Annual Meeting

The Annual Meeting of the
Shareholders of Ruddick Corporation
will be held in the Auditorium,

12th Floor, Two Wachovia Center,
301 S.Tryon Street, Charlotte, NC,
on Fel’)mar.y 15, 2007, at 10:00 a.m.
Sharcholders are cordially invited

to attend.

Annual Reports Including

Form 10-K

Additional copies of the Company's
Annual Report, including the Form
10-K, are availahle without charge
upon written request or by telep‘none.

Written requests may be directed to:
Investor Relations Department
Ruddick Corporation

301 S.Tryon St., Suite 1800
C}larlot‘te, NC 28202

Telephone inquiries may he

directed to 704-372-5404.

Closmgi Stock I)I‘ICL
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Ruddick Corporation

Harris Teeter + American & Efird

Ruddick Corporation is a holding company with two primary cperating subsidiaries -
Harris Teeter, a leading regional supermarket chain, and American & Efird, one of the world's largest globa! manufacturers
and distributors of industrial sewing thread, embroidery thread and technical textiles.

301 5. Tryon Street, Suite 1800, Charlotte, NC 28202 = 704.372.5404 » www.ruddickcorp.com




