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celebration, @ quiet indulgence, @ specel
moment or & quick treat, Hershey meets
@@[msumr needs for every occasion. We're

proud of Hershey's unique fm@@{tﬁ@[ﬁ] to
consumers, and our success is built on the

Hershey,is a [;@@Er{t of [ife. W[F;Fth@[r it's & family

special place Hershey holds b[m their lives.

 This commitment to provids g jovs fun endl
excitement for &Very @@@‘@5‘&@ is our guarante
thet Hershey is Happiness for Life.
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* Net income and Earnings Per Share (“EPS”) exclude the after-tax effect of net business realignment and asset impairment charges in 2006 and 2005 {referred to in this report as “from operations™). |
tion of financial performance reported in accordance with U.S. generally accepted accounting principles (“GAAP™ to financial performance excluding items affecting comparability, see page 41.

** Earmings Before Interest and Income Taxes ("EBIT"} of $1,004.2 million for 2006, compares with EBIT of $972.6 million for 2005, excluding net business realignment and asset impairment charges of 3
2006 and $19.0 million in 2005, respectively. EBIT presented in accordance with GAAP was $692.6 million for 2006 and $853.6 million for 2005,

The Company adopted Securities and Exchange Commission Staff Accounting Bulletin No. 108, Considering the Effects of Prior Misstatements When Quantifying Misstatements in Current Year Financ
("SAB No.108"), in the fourth guarter of 2008, Accordingly, EBIT, Net Income and EPS for all prior periads were adjusted to give effect to SAB No. 108.

Safe Harbor Statement

This report contains statements which are forward-locking, These staternents are made based upon current expectations which are subject to risk and uncertainty. Actual results may differ materially {
tained in the forward-looking sta'ements. Factors which could cause results 1o differ materially include, but are not limited to: sur ability to implement and generate expected ongoing annual savings fr
to transform our supply chain and advance our value-enhancing strategy: changes in raw material and other costs and selling price increases: our ability to execute our supply chain transformation with
ed timeframe in accardance with our cost estimates: the impact of future developments relatad to the recent product recall and temporary plant closure in Canada, including our ability to recover cos
for the recall and plant closure frem responsible third parties; pension cost factors, such as actuarial assumptions, market performance and employee retirement decisions; changes in eur stock price, ;
impacts on our expenses for incentive compensation, stock options and certain employee benefits; market demand for our new and existing products: changes in our business environment, including a
petitors and changes in cansumer preferences; changes in governmentat lsws and regulations, including taxes: risks and uncertainties related to our internatianal operations; and such other matters as
Company’s Annual Report on Form. 10-K for 2006.




to our fellow stgékrolders:

Beginning in 2007, |-|e/rshey implemented its value-enhancing strategy.
The fundamental components of thls strategy included driving profita

core business growth and improving operating margins.

{ i
I i
! i
f 1

, v
This strategy served our company well through 2005. Our leadership within the U.S. confectionery market exp
behind new products an’d superior retail execution. A commitment to tight cost control across the business enabled v

‘invest in our brands and selling capabilities.

This combination of growth and productivity resulted in superior financial performance. From 2000 through 2

Hershey's diluted earn;ngs per share from operations increased at a compound annual growth rate of 13.4% per year. |

. this five-year period, Hershey's' total stockholder return/mcreased by 61.2% vs. 42.2% for the S&P Food Group. Hershe

a top performer by any measure.

However, following a solid start to 2006, with gains in sales, market share and profitability, we experienced a d
balance of the year. Although' we made good progressiagainst several of our growth initiatives, our performance wasn
we've come to expect or what we're capable of delivering. We've established clear priorities for 2007 to enable Hersh
return to greatness. # !:

, ;
Business Review / ¥
For 2006, net sales increased by 2.6%. Highlights mcﬂluded growth in dark chocolate, refreshment, seasons and mternc
Growth was negatively |mpacted by Hershey's U.S. Imarketplace performance, which slowed during the second hal. aﬂ"I
required shift in our product portfolio to more- sustamable new product platforms took longer than expected. in addit
we faced stronger programming from a larger number of competitors. Impertantly, good progress was made on two o
platforms, dark chocolate and refreshment. Both are on-trend with consumers and represent great sources of proﬂtal
growth for our ciustomers 'J:

Dark ch!ocolate was our fastest-growing business, as consumers responded to the news of antioxidant beneﬂt<
of course, to the great taste of Hershey’s dark chocolate. The /ce Breakers platform within refreshment has enabled H

to become the leader within the mint segment as we've delivered superior products in unique packaging.
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Richard H. Lenny
Chairman of the Board, President
and Chief Executive Officer

An area in which Hershey continues to leverage its marketplace leadership is seasons, the times of the year w
consumers specifically shop the confectionery category looking for news, variety and family enjoyment. In 2006, we |
market share within each of the key seasons. Future success within seasons requires a strong discipline of delivering
and controlling costs associated with seasonal merchandise.

The Hershey Experience, which combines our retail stores and direct marketing business, had another strong
This part of our company has the exciting challenge and opportunity to reinforce the emotional connectivity betwee
consumers and our company.

Another great example of this “connectivity” is Hershey's new Global Customer Innovation Center, which ope
fall in Hershey, PA. Individual customers from around the world will meet here and work with our teams to develop ti
products and programs in support of their own unique marketing strategies.

We acquired the Dagoba Organic Chocolate Company in October to add further scale to our U.S. premium ¢
business. Dagoba is now part of our Artisan Confections Company, which got its start with the 2005 acquisitions of S
Berger and Joseph A. Schmidt premium confectionery companies. All three of these businesses provide access to ne

consumer segments within high-growth retail and specialty outlets.




Hershey International sales and proﬁtablllty exceeded expectatlons Both Mexico and Brazil are building produ
portfollos that reflect local tastEe preferences The successful |mp|ementatlon of SAP in Mexico now gives us a busines:

system| Ithat can deliver better route-to-market capabilities andI financial discipline. Asia performed well in 2006 and, e

important, we have several pro‘mising initiatives that will enable Hershey to effectively compete within this high-potent

' Although operating margins were not at the expected levels or what's needed to fuel investment in our busine
there were areas of solid performance.|We overcame significant raw materials cost pressures through very effective k
strategies. This consistently has been alcore strength of the company and must continue. In addition, our manufacturi
Iocatio‘n:s were able to achieve their productivity goals desplte |ower production volumes. Across the company, every

did thq‘:ir part to control administrative costs, despite very tight budgets

Orgaﬁization Vitality | ‘

While busmess performance is always reviewed first, it's Hershgys 14,000 employees who determine our success. Th

commatment of your employees to delivering superior results iswithout equal. The value we place on our responsibili

the company and to each other is a true reflection of the Hershey culture.

More than 550 people ‘were promoted during the year. Based on the ever-changing needs of our business, ma
others were given new roles and responsibilities, and all of us had the opportunity to learn and grow ... a hallmark of ¢
vibrant organization. |

We created the North Americap Commercial Group by combining our U.S. and Canadian businesses. This cor
enables us to better align customer initiatives across North America and creates affordability to invest in building our

Ray Brace, who has devoted 40| years to Hershey, announced his retirement, effective in May 2007. Ray’s pass
devotion to the company and to all of its employees are legendary. We wish Ray all the best and thank him for his ma
contributions during an extraordinary career. Gregg Tanner, our:new Senior Vice President, Global Operations, joined
July. Gregg brings to Hershey a terrific|track record of accomplishments across numerous segments within the food &
We're thrilled to have Gregg leading our worldwide operations..

In January 2007, we announced Dave West's appomtment as Executive Vice President, Chief Operating Offic

In Daves nearly six years with ‘I-Iershey,‘ he's delivered superior results in the areas of strategic planning and sales, and

recently as CFO. Dave's experience and stellar performance make him well-suited for this new role.

|



Corporate Governance
Your board of directors continued to strengthen its governance practices in 2006. Ongoing monitoring of governanc
practices ensures that our governance principles and all committee charters reflect the appropriate enhancements.
maintain awareness of our code of ethical business conduct through communication and a certification program for «
and directors. In 2006, we added a new ethics training program. Our corporate governance principles, board commif
ters and code of ethical business conduct are available in the Investor Relations section of our website at www.hersk

The board strengthened Hershey's capital structure by: 1} increasing the dividend by 10% (the 32nd consecuti
increase); 2) completing a $563 million share repurchase; and 3) restructuring debt to take advantage of attractive lor
interest rates.

An extensive review and subsequent approval of the company’s strategic plan and succession plan were com
June. Both are being implemented and should serve our stockholders well in 2007 and beyond. The board complete
annual assessment as part of its good governance practices. This is performed for the board as a whole, its three ind
committees and for each director. The strong results reflect a very effective and aligned board.

Hershey’s stock performance was poor, reflecting the company’s overall results in 2006. Over the long term,
remains solid. Provided below is the change in total stockholder return (stock price appreciation plus dividends paid

one-year and five-year periods.

Total Stockholder R

2006 2
Hershey -8.1
S&P Fooed Group 16.5
15 Company Peer Group 183
S&P 500 15.8

Global Citizenship
The Hershey Company is regarded as a good corporate citizen. This reflects our unique relationship to the Milton H:
School, our largest stockholder, which nurtures and educates children in social and financial need.

It also'recognizes our continuing efforts to improve the quality of life, both in our tocal communities and more
During 2006, we contributed nearly $20 million in cash and product to over 250 charitable and community organizat



‘More than 400,000 boys and girls in 3,000 communities across the U.S. and Canada participated in our Hers/
Track and Field Games, which celebrates its 30th year in 2007 C;)ur partnership with USA Track & Field helped promc
games and turther increase awareness of the importance of youth fitness.
The International Foundatlon foir Education & Self-Help éompleted the first year of a Hershey-funded prograr
focused;on teacher training in Ghana arlrd the Ivory Coast. Through the World Cocoa Foundation, we joined with othe
membér companies to fund a program that will help 150,000 West African cocoa farmers improve their incomes and

productlwty over the next five years.

A Loo;k Ahead ...
One oflt'he best parts about the future,jin addition to the excitement of its uncertainty, is that we can create it. This is

what your company intends toido.

|We ve established three clear imperatives to deliver superior performance over the long term. We call this E*:
1) enhqnce our relevance; 2) extend our, reach; and 3) enable our growth.

Enhance our relevance| Hershey has the leadership pesition within the very attractive U.S. confectionery mar
However, the marketplace is hlghly competltlve and consumer and customer expectations are both changing and incr
rapidly. We must and will respond accordlngly Through a cornbmatlon of product news, meaningful consumer beneflt‘
innovative programming, we're significantly increasing mvestment in our iconic brands (Reese’s, Hershey's Kisses and H
and behrnd our growth platforrr'ms primarily dark and premium chocolate, and refreshment.

Our core brands have strong marketplace positions and clearly respond to news and programming. A great ex
of this is the extensive support we have underway for the 100th anniversary of the Hershey's Kisses brand. The invest
new platforms reflects their relevance with consumers while buuldlng upon our recent success.

|Extend our reach Wlthm the U‘S the opportunities to |everage our immense scale within high-growth custor
classes| of trade remain very attractwe This will require flexible programming and dynamic retail coverage to capitalize
ever- changlng retail landscape. In addition, the ubiquity of the confectionery category provides attractive growth pote
alternative channels such as home improvement, consumer eiectronlcs and housewares.

Although we're fortunate to have the leadership posrtlon in the very attractive U.S. confectionery market, ther
emerging global markets where Iong-ter!'n growth rates offer significant potential. In addition, global markets offer Her

access to lower costs of production. Taking a disciplined approach to global expansion, we're focused on markets sucl




Mexico, China and India, as well as on selected markets in South America. By developing regionally relevant product
establishing a cost-effective route-to-market, we believe that Hershey can build a strong foundation for growth.

Here's a perfect example. We recently announced a joint venture with Lotte, the leading Asian food and conf
company. This relationship will enable us to manufacture confectionery products in China for the greater China marl
subsequent distribution to other Asian markets. Alliances with well-established partners in specific regions are one v
which Hershey can achieve its goals while lowering the investment and risk profile,

Across the globe, consumers are benefiting from and capitalizing on the explosive growth in new technologie
“new world” provides exciting opportunities for Hershey to reach its consumers in ways never before experienced. V
over the Internet or via personal devices such as cell phones, we must reach our consumers in ways that work for th
if challenging or unfamiliar to us.

Enable our growth In order to accomplish the above, a sustained level of investment broadly across our con
and customer initiatives is required. Over the past several years, we've been able to increase operating margins to fu
necassary investment. As we look to the future, we must take the appropriate actions to ensure margin expansion.

Another key enabler is superior organizational capabilities. This includes better and more actionable informat
disciplined processes that both reflect new realities and let go of the past, and a leadership team that acts decisively
and courageously.

E’is not a slogan; it's a new way of life for our company. All E* imperatives must work together to ensure that
achieve consistent marketplace and financial performance over the long term.

Superior-performing companies deliver superior value propositions to their consumers and customers. Hersh
done so in the past, and we will continue to do what's necessary across our portfolio, business system and organizati
ensure that we exceed these great expectations.

Thank you for your continued support and belief in The Hershey Company. We take neither for granted, and

Jud.,

Richard H. Lenny
Chairman of the Board, President and Chief Executive

continue to earn both.
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Our core brands, including Hershey's, Reese’s and Hershey's Kisses, are th
foundation of our success. Our investment in these brands ensures that -
continue to deliver the excitement and growth that consumers, customer
stockholders expect from Hershey.

The launch of Reese’s Crispy Crunchy in 2006 illustrates how we
growth by leveraging our core brands. Reese’s Crispy Crunchy delivers th
salty-sweet benefit consumers love in the highly profitable, single-serve f
And Reese’s Crispy Crunchy is playing an important role in building ls)
|eaders|1ip in the King Size segment.

Kissables provides a single-serve presence for the iconic Hershey
brand. Consumers also love our new Hershey's Kisses Chocolate Truffle.
year, we kicked off the 100th anniversary of Hershey's Kisses, which will f
much more news, advertising and exciting new products in 2007.

2006 was the year of dark chocolate. Consumers became more .
the benefits of antioxidants and increasingly interested in bold flavors, re
in explosive growth in the category. Hershey is uniquely positioned to co
winning with dark chocolate. Speciaf Dark is the leading branded dark ch
in the United States and was our fastest-growing brand in 2006.




"l T N

Hershey's Extra Dark shows how we apply our great brands and our
chocolate expertise to meet cons:umer needs and expand our business. Hershey’s
Extra Dark offers bolder tastes and perfectly complements Special D(!:rk. In

{ '
less than a year, Hershey's Extra Dark became the third most popular brand in
. |

the segrment. . I
The launch of Cacao Reserve by Hershey's gave us an exciting line in the
profitable premium segment. Cacao Reserve lets consumers enjoy ext;raordinary
chocolate that is both affordable 'de accessible. For customers, Cacao Reserve
offers increased profitability. Our Java, Santa Domingo, Arriba and Sdo Tome’

|
bars allow consumers to appreciate the different tastes of high-quality cocoa from

individual growing countries. l |

Dagoba Organic Chocolate, acquired in 2006, positions Hershey as a key
player within the on-trend organic: market. !As with our previous acquisl;itions of
Scharffen Berger and Joseph Schmidt, Dagoba extends our reach to consumers
seeking a superior chocolate experience.

Hershey's core brands and partnerships with global and key regional
customers are central to our disciblined approach to building our gfob:al business.
We're focused on high-potential e}nerging markets such as China and India, and
select markets in South America. Our global innovation capabilities enable us to
make brands relevant to local and regional markets. In China, for example, we intro-
duced Hershey's Green Tea bar, specially formulated to appeal to |chl consumers.
We're also delivering Reese’s to int;ernational markets with new flavors!like almond

and hazelnut, giving this $1 billion brand ne\‘v relevance to global consumers.

Sy
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Ice Breakers shows how we leverage our brands and innovation capabilit
meet consumer needs and drive profitable growth in the refreshment ca
lce Breakers is _ti1e top-selling mint franchise in the United States, experie
growth in retail takeaway and market sAhar'e over the past three years. /ce
Assorted Sours is the top-selling mint item. -

In 2006, we leveraged the success of this franchise through the i
of Ice Breakers Sours gum, bringing the magic and great taste of the mint
to the gum category. Ice Breakers Sours gum gives consumers yet anotl
refreshment option, making it the perfect complement to our Sot
The product also offers a great opportunity to capture incremental grow
high-margin intense gum segment.

Our refreshment platform provides the opportunity for global e»
as well. We successfully introduced lce Breakers mints in Mexico in 2006
see the potential for using fce Breakers to deliver the refreshment benef
emerging markets in the future.

The refreshment segment also provides Hershey with an exciting
to build our York brand in the higher-margin, single-serve refreshment ca

created York mints in 2006 — indulgent mints dipped in chocolate with a




offered in an elegant embossed tin. This ne\!w product also illustrates our success in
leveraging partnerships with customers to drive trial and increase sales. York mints
will be available at beverage stations in convenience stores, extending 'our presence
in these high-traffic locations. We're also wciﬁrking with customers on'inl-store
promotions featuring York mints pl'aced with coffee drinks. ‘:

Such customer collaboration effort? took a major step forward in 2006
with the opening of our Global Custorlner Innovation Ce_n!:er in
Hershey, Pennsylvania. The new Center provides an exciting destination for strategy
sessions, brand building and the development of customer-driven pfoérams. Qur
customers are now able to see, touch, taste' and experience our Iate'stibenefit-
driven product innovations, global|brands, chocolate and cocoa technology, and

merchandising strategies. ;
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Substantial snacks represent a profitable, fast-growing area, and our sing|
leadership, selling capabilities and strong partnerships with customers giy
important advantages in this segment.

Hershey entered the substantial snacks market in 2006 with the
brownies and soft cookies under the Reese’s and Hershey's brands. These
products offer consumers the ultimate in indulgent snacks, fe
delicious Hershey's milk chocolate and Reese’s peanut butter.

We further leveraged our Hershey's, Reese’s and Heath brands w
cookies, giving consumers a unique taste experience - and real chocolate

Consumers love Hershey's indulgent nut snacks, and we followec
success of our Really Nuts line with the launch of Hershey'’s Milk Chocol:
Almonds and Macadamia Nuts, and Hershey's Special Dark Chocolate Cq
Almonds and Macadamia Nuts.

In Brazil, the success of Hershey's cereal bars shows how our exg

single-serve snacks can generate growth in global markets.
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Snacks offering wellne§s benefits ‘;‘epresen:t one of the fastest-growing segments in
the $65 billion-plus snack market, and Hershey is leveraging its brands:to meet
these needs and drive category gr}owth.

Our portion control snacks got off I’co a fast start with caloriele-éonscious
consumers in 2006. Hershey's 100 Ca[orr’e'lline and our 60 Calorie Stiéks provide
indulgent snacks in a variety of flavors - all featuring delicious chocolate. In addition,
we launched Hershey's and Reese"s Snacksters, a line of 100-calorie sallty-sweet
lunchbox snacks. Hershey's great flavors in |t:cmw:,snit:_ant, portion-controlled packaging
proved a winning combination. | |

Studies continue to indica;te the health benefits of flavanol an!tioxidants.

As the leader in dark chocolate, Hershey is well-positioned to \(\/in with
consumers seeking these benefits. In general, the higher the cocoa content of

a chocolate product, the mare flavanols it contains and the greater the antioxidant

potential. A wide range of Hershey products, from Hershey’s Cocoa and Special
Dark, to Hershey's Extra Dark andlSchurffen Berger, just to name a fev;, provides
antioxidant benefits to consumers. :

PayDay Pro shows how delivering health and well-being benefits - in this
case the energy of peanuts and the benefit- of protein - can be used tc:> drive
growth, The introduction of PayDé:y Pro Tr:-LiI Mix is helping build PayDay into a
$100 million brand. : |

We established the Hershey Centelr for Health and Nutrition to further
our efforts in these areas. The Center will direct cutting-edge scientific research to
develop products and technologie:s that provide consumers with healt;h benefits in

the areas of heart health, weight management and mental and physicaal energy.

| | ‘
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Hershey is committed to making a differenc
the communities where we live, work and d
business. This commitment dates from the
earliest years of our company and is a vital
both of our heritage and of who we are tod
We're proud of our unique legacy and our
heritage of giving back to the community. W
volunteer actively, give generously and worl
make a difference where it's most needed.

Our founder, Milton S. Hershey, left his entire personal fortune to fund a
for disadvantaged children. Today, the Milton Hershey School Trust contr
of The Hershey Company's voting shares and is our largest stockholder. }
1,400 disadvantaged boys and girls attending the Milton Hershey School,
as more than 8,000 graduates of the school, are direct beneficiaries of o
business success.

We are actively working to improve the lives of the millions of sm
farmers who grow cocoa around the world. This includes our support for
Cocoa Foundation programs which are teaching farmers how to grow cox
profitably in West Africa, Asia and the Americas. It also includes our part
in ‘industry efforts to ensure that cocoa is grown with responsible labor p
And it involves our partnership with the International Foundation for Edu
Self-Help, which is using a grant from The Hershey Company to improve
skills in Ghana and the Ivory Coast.

Each year, Hershey provides direct financial support to hundreds
community organizations, including the American Red Cross, UNICEF, th
and the Partnership for a Drug-Free America. We're proud of our strong |
ships with organizations that work in minority communities, such as the N

and the Urban League.
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l—lersheys annual United Way Campaugns are a highlight of our work in the community. We've raised millions of dollars th,
employee pledges and company matching funds. Our United Way Campalgns provide support for hundreds of agencies and'org:
in the commumhes where our employees live and work. |

l:or more than a decade, our employees have volunteered and raised funds for the Children’s Miracle Network, a non-pr
orgamzahon dedicated to raising funds for children’s hospitals across North America.

l—Iershey places a major emphasis on the well-being of children, and we are an active supporter of educatlon
The company gives $100,000 annually to the United Negro College Fund, providing scholarships that help minority studentsin C
Dennsylvama achieve their career and educational goals. Hershey actlvely supports dozens of organizations dedicated to childrer
including the New York Society fol' the Dre»!fentlon of Cruelty to Children and the Boys and Girls Club.

For 30 years, we have sponsored Hershey's Track and Field Games, introducing more than 10 million children in 3,000
communities across the U.S. and Canada to the fun and rewards of phlysical fitness. Hershey recently partnered with USA Track «
to promote the Games and increase awareness of the importance of ylouth fitness. The partnership with USA Track & Field also |
the Her'shey’s, Track and Field Ganlwes with slome of its most accomplished alumni, including Olympic Gold Medalists Menique He
and Joanna Hayes.

lSome of Hershey's iconic brands turned pink in 2006 to support the Young Survival Coalition, a non-profit metwork of br
cancer slurvwors: and supporters, alncl the company made a $250,000 donatlon to the group. We also sponsored the Tour de Pin}
a three-l:lay bicycle ride designed to raise money, awareness and hope for young women affected by breast cancer.

From emphasizing recyclirlg to reducing emissions to supporting programs that protect the tropical
ecosystem The Hershey Company promotes practices that protect the environment and conserve resources. In Pennsylvani
we recycle more than 90 percent bf our waste through our own recycllng center. We also reduce waste by investing in bulk ingre
systems that minimize packaging.

lWe ve found ways to use the water|left over from condensmg milk and continue to invest in equipment to reduce emissit
for example, by adding scrubbnngmqumeqt to facilities in the United States and converting a wood-burning boiler to natural ga:

Our emphasis on the environment is part of an expanded commitment to sustainability across our company, as we work

ensure lhat our business practices meet the needs of today while er;lsoring that future generations have the ability to meet the n

of tomorrow. l
t
|
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|
consolidated stateqnents ofi income

In thousands of dollars except per share amounts

\
\
i
For the years ended December :',il,
\
1
|
!

2006 2005
Net Sales $4,944,230 $4,819,827 $
Costs and Expenses:
Cost of sales 3,076,718 2,956,682
Seil:ihg, marketing and adminis’frative 860,378 912,986
Business realignment and asset impairments, net 14,576 96,537
Total costs and expenses | | 3,951,672 3,966,205
Income before Interest and Income Taxes 992,558 853,622
Intérest expense, net 116,056 87,985
Income before Income Taxes 876,502 765,637
Provision for income taxes : 317,441 277,090
Net Income | | ! $ 559,061 $ 488,547 4
Net Income Per Share — Basic — (I‘:omrnon Stock I $ 2.44 $ 2.05 &
Net Income Per Share — Basic — élass B Cgmmon Stock $ 2.19 $ 1.85 3
Net Income Per Share — Diluted | | $ 2.34 $ 1.97 4
Cash Dividends Paid Per Share: |
Common Stock : $ 1.030 $ .$300 4
Class B Common Stock | 925 .8400

The notes to consolidated financial statements are an mtEgral part of these statements.

For complete consolidated financial statemerlﬂs refer to the Company's 2006 Annual Report on Form 10-K.




consolidated balance sheets

In thousands of dollars

December 3, 2006
Assets
Current Assets:
Cash and cash equivalents $ 97141
Accounts receivable—trade 522,673
Inventories 648,820
Deferred income taxes 61,360
Prepaid expenses and other 87,818
Total current assets 1,417,812
Property, Plant and Equipment, Net 1,651,300
Goaodwill 501,955
OCther Intangibles 140,314
Other Assets 446,184
Total assets $4,157,565
Liabilities and Stockholders’ Equity
Current Liabilities:
Accounts payable $ 155,517
Accrued liabilities 454,023
Accrued income taxes -
Short-term debt 655,233
Current portion of long-term debt 188,765
Total current liabilities 1,453,538
Long-Term Debt 1,248,128
Other Long-Term Liabilities 486,473
Deferred Income Taxes 286,003
Total liabilities 3,474,142
Cornmitments and Contingencies —
Stockholders’ Equity:
Preferred Stock, shares issued: none in 2006 and 2005 -
Common Stock, shares issued: 299,085,666 in 2006 and 299,083,246 in 2005 299,085
Class B Common Stock, shares issued: 40,816,078 in 2004 and 60,818,478 in 2005 60,816
Additional paid-in capital 298,243
Unearned ESOP compensation -
Retained earnings 3,965,415
Treasury—Common Stock shares, at cost: 129,638,183 in 2006 and 119,377,690 in 2005 (3.801,947)
Accumulated other comprehensive loss {138,189)
Total stockholders’ equity 683,423
Total liabilities and stackholders' equity $4,157,565

The notes to consclidated financial statements are an integral part of these balance sheets.

For complete consolidated financial statements, refer to the Company's 2006 Annual Report on Form 10-K.
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consolidated statements of cash flows

In thousands of dollars

For the.years ended December 31, | 2006 2005
Cash Flows Provided from (Used by) Operating Activities
Netlincome $ 559,061 $ 488547
Adjustments to reconcile net income to net cash provided from operations:
Depreciation and amortization 199,911 218,032
Stock-based compensation expense, net of tax of $14.524, $19716
and $16,399, respectively 25,598 34,449
Excess tax benefits from exercise of stock options {9.275) {20,1864)
Deferred income taxes 4,173 71,038
Business realignment |n|t|atlves‘, net of tax of $4,070 and $44.975, respectwely 7.573 74,021
Contributions to pension plans (23,570) (277.492)
Chadnges in assets and liabilities, net of effects from business
acquisitions and divestitures: |
Accounts receivable—trade (14,919) (130,663)
Inventories : ‘ {12,461) (60,062)
Accounts payable | (13,173) 14,715
Other assets and liabilities } | 275 47,363
Net Cash Provided from Operatlng Activities 723,193 461,762
Cash Flows Provided from (Used by) lnvestmg Activities
Capital additions (183,496) (181,069)
Capitalized software additions (15,016) (13,236)
Business acquisitions ‘ (17,000} {47,074)
Proceeds from divestitures _ - 2,713
Net Cash (Used by) Investing Activities \ {215,512) (238,666)
Cash Flows Provided from {Used bly) Financing Activities
Net change in short-term borro'wings {163,826) 475,582
Long-term borrowings ! 496,728 248,318
Repayment of long-term debt {234) (278,236)
Cash dividends paid | (235,129) (221,235)
Exercise of stock options 37,111 81,632
Excess tax benefits from exercise of stock options 9,275 20,186
Repurchase of Common Stock| (621,648) (536,997)
Net Cash (Used by) Financing Activities | (477.723) (210,750)
Increase (decrease) in Cash and Cash Equwalents 29,958 12,346
Cash and Cash Equivalents as of January 1 ‘ 67,183 54,837
Cash and Cash Equivalents as of Decemberff,‘l $ 97,141 $ 67,183
Interest Paid ‘| $ 105,250 $ 88077
Income Taxes Paid ! , 325,451 206,704

T ‘
The notes to consolidated financial statements are an integral part bf these statements.

For camplete consolidated financial statements, refer to the Comp‘any's 2006 Annual Raport on Form 10-K. *
' |
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reconciliation of items atfecting comparability

In millions of dollars except per share amounts

For the years ended December 3,

Net income in accordance with GAAP
ltems affecting comparability after tax:
Businass realignment and asset
impairment charges {credits)
included in cost of sales
Businass realignment eharges
included in selling, marketing and
administrative expense
Costs to explore the sale of the
Company included in
selling, marketing and
administrative expense
Business realignment and asset
impairments, net
Gain on sale of business
Tax provision adjustment
Cumulative effect of accounting change
Elimination of amortization
of goodwill and other
intangible assets

2001

Per Share -
Diluted

$200.4 $ .73

3.8 A1

140.1 51
{1.1) -

135 .05

2002

Per Share -
Diluted

$393.9

0e

17.4

$1.43

.01

.04

.06

2003

Per Share -
Diluted

$439.2

1.3

14.2
(5.7)

14

$1.66

05

2004

Per Share -
Diluted

$574.6

(.02) -

.03

(61.1)

$2.24

2005

Per Share -
Diluted

$488.5

13.4

$1.97

.05

$55

Income excluding items
affecting comparability

$384.7 $1.40

$426.3

$1.54

$456.4

$1.72

$513.5

$2.00

$562.4

$2.27

$56

Increase vs.
prior yr.

10.0%

Increase vs.
prior yr.

11.7%

Increase vs.
prior yr.

16.3%

Increase vs.
prior yr.

13.5%

Increase
prior

2001 - 2¢
CA

For complete consolidated financial statements, refer to the Company's 2006 Annual Report on Form 10-K.

Note: The Company adepted Securities and Exchange Commission Staff Accaunting Bulletin No. 108, Considering the Effects of Prior Misstatements When Quantifying Misstatements in Current Yec
Statements ("SAB No.108"), in the fourth quarter of 2006. Accordingly, net income and income per share-diluted for all prior perieds were adjusted to give effect to SAB No. 108. The recanciliation a
incom2 measures excluding items affecting corparability, in addition to net income determined in accordance with U.S. generally accepted accounting principles ("GAAP"). These non-GAAP financi:
ara usad in evaluating results of operations for internal purposes and are not intended to replace the presentaticn of financial results in accordance with GAAP. Rather, the Company believes exclusi

items provides additional information teinvestars to facilitate the comparison of past and present operations.
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