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PART L.

ITEM 1. BUSINESS

Overview

We are a leading national distributor of natural and organic foods and related products in the United States. We believe that we are the primary
distributor of natural and organic products to a majority of our customers. We carry more than 40,000 high-quality natural and organic products,
consisting of national brand, regional brand, private label and master distribution products, in six product categories: grocery and general
merchandise, produce, perishables and frozen foods, nutritional supplements, bulk and food service products and personal care items. We serve
more than 17,000 customers, including independently owned natural products retailers, supernatural chains, which are comprised of large chains
of natural foods supermarkets, and conventional supermarkets located across the United States. Our other distribution channels include food
service, international and buying clubs. We have been the primary distributor to the largest supernatural chain in the United States, Whole Foods
Market, Inc. ( Whole Foods Market ), for more than 10 years. In October 2006, we announced a seven-year distribution agreement with Whole
Foods Market, which commenced on September 26, 2006, under which we will continue to serve as the primary U.S. distributor to Whole Foods
Market in the regions where we previously served. In January 2007, we expanded our Whole Foods Market relationship in the Southern Pacific
region of the United States. In January 2004, we entered into a five year primary distribution agreement with Wild Oats Markets, Inc. ( Wild Oats
Markets ), the second largest supernatural chain in the United States. On February 21, 2007, Whole Foods Market and Wild Oats Markets
announced that the two companies had entered into an agreement and plan of merger under which Whole Foods Market would commence an
offer to purchase all the outstanding shares of Wild Oats Markets and following the tender offer, Wild Oats Markets would merge with and into
a subsidiary of Whole Foods Market. This merger was substantially completed in August 2007 and Wild Oats Markets became a subsidiary of
Whole Foods Market. Wild Oats Markets is expected to become a wholly-owned subsidiary of Whole Foods Markets in the near future.

In recent years, our sales to existing and new customers have increased through the continued growth of the natural products industry in general,
increased market share as a result of our high-quality service and broader product selection, the acquisition of, or merger with, natural products
distributors, the expansion of our existing distribution centers, the construction of new distribution centers and the development of our own line
of natural and organic branded products. Through these efforts, we believe that we have been able to broaden our geographic penetration,
expand our customer base, enhance and diversify our product selections and increase our market share. We also own and operate 12 natural
products retail stores, located primarily in Florida, through our subsidiary, the Natural Retail Group, Inc. ( NRG ). We believe that our retail
business serves as a natural complement to our distribution business because it enables us to develop new marketing programs and improve
customer service. In addition, our subsidiary, Hershey Import Company, Inc. ( Hershey Imports ), specializes in the international importing,
roasting and packaging of nuts, seeds, dried fruits and snack items.

Since our formation, we have completed a number of acquisitions of distributors and suppliers, including Hershey Imports, Albert s

Organics, Inc. ( Albert s ), and NRG, all of which have expanded our distribution network, product selection and customer base. During fiscal
2007, we expanded our line of branded products through our acquisition of Organic Brands LLC ( Organic Brands ), as well as certain additional
product lines. Our operations are comprised of three principal divisions:

e our wholesale division, which includes our broadline distribution business, Albert s and Select Nutrition;

e our retail division, which consists of our 12 retail stores; and
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e our manufacturing division, which is comprised of Hershey Imports, and our branded product lines.
Natural Products Industry

Although most natural products are food products, including organic foods, the natural products industry encompasses a number of other
categories, including nutritional, herbal and sports supplements, toiletries and personal care items, naturally-based cosmetics,
natural/homeopathic medicines, pet products and cleaning agents. According to the June 2007 issue of The Natural Foods Merchandiser, a
leading trade publication for the natural product industry, sales revenues for all types of natural products rose to $56.8 billion in 2006, an
increase of approximately 9.7% over 2005. According to The Natural Foods Merchandiser, this increase in sales, from a total dollar perspective,
was driven primarily by growth in the following categories:

e packaged grocery and fresh produce;

e frozen and refrigerated meats, poultry and seafood;
e packaged bulk items;

e dairy products; and

e supplements.

The fastest growing categories, although not necessarily the largest dollar volume categories, in the natural and organic products industry were
fresh meat/seafood, beer/wine, personal care, and pet products.

According to The Natural Foods Merchandiser, the continuing growth trend is driven by consumer desire for healthy, tasty and low-cost
prepared food, as well as ethnic foods and specialty organic produce. More than half of American households represent mid-level organic
customers, that is, they regularly purchase organic and natural products and want to learn more about nutrition as concerns continue to mount
about health claims, food safety, irradiation and genetically modified organism issues.

Competitive Advantages
We benefit from a number of significant competitive advantages including:
Market Leader with a Nationwide Presence

We are one of the few distributors capable of serving local and regional customers as well as the rapidly growing national supernatural and
supermarket chains. We believe we have significant advantages over smaller, regional natural and organic products distributors as a result of our
ability to:

e expand marketing and customer service programs across regions;

e expand national purchasing opportunities;

e offer a broader product selection;

e consolidate systems applications among physical locations and regions;
e investin people, facilities, equipment and technology; and

e reduce geographic overlap between regions.
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We were the first organic food distribution network in the United States to earn certification by Quality Assurance International, Inc. ( QAI ). This

process involved a comprehensive review by QAI of our operating and purchasing systems and procedures. This certification comprises all of
our broadline distribution centers.
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Efficient Distributor

In addition to our volume purchasing opportunities, a critical component of our position as an efficient provider is our management of
warehouse and distribution costs. Our continued growth has created the need for expansion of existing facilities to achieve maximum operating
efficiencies and to assure adequate space for future needs. In February 2007, we announced plans to construct a new 237,000 square foot
distribution center in Ridgefield, Washington, to serve as a regional distribution hub for customers in Portland, Oregon and other Northwest
states. The distribution center is scheduled to commence operations in the second quarter of fiscal 2008. In March 2007, we entered into lease
agreement to secure warehouse space in Sarasota, Florida. The warehouse in central Florida is expected to open in the first quarter of fiscal
2008. This will reduce the geographic area served by the Atlanta, Georgia facility and is expected to contribute to lower transportation costs. We
have made significant capital expenditures and incurred considerable expenses in connection with the opening and expansion of our facilities. In
October 2005, we opened our Rocklin, California distribution center and moved our Auburn, California operations to this facility. The Rocklin
distribution center is 487,000 square feet and serves as a distribution hub for customers in California and surrounding states. The Rocklin
distribution center is the largest facility in our nationwide distribution network. In August 2005, we expanded our Midwest operations by
opening a 311,000 square foot distribution center in Greenwood, Indiana, which serves as a distribution hub for our customers in Illinois,
Indiana, Ohio and other Midwest states.

Customer Relationships

We serve more than 17,000 customers across the United States and internationally. We have developed long-standing customer relationships,
which we believe are among the strongest in our industry. We have also been the primary supplier of natural and organic products to the largest
supernatural chain in the United States, Whole Foods Market, for more than ten years.

Our average distribution service level for fiscal 2007 was approximately 98%, which we believe is the highest in our industry. Distribution
service levels refer to the percentage of items ordered by customers that are delivered by the requested delivery date, excluding manufacturers

out of stocks. We believe that our high distribution service levels are attributable to our experienced purchasing departments and sophisticated
warehousing, inventory control and distribution systems. We offer next-day delivery service to a majority of our active customers and offer
multiple deliveries each week to our largest customers. We believe that customer loyalty is dependent upon excellent customer service,
including accurate fulfillment of orders, timely product delivery, low prices and a high level of product marketing support.

We carry more than 40,000 high-quality natural products, consisting of national brand, regional brand, private label and master distribution
products in six product categories: grocery and general merchandise, produce, perishables and frozen foods, nutritional supplements, bulk and
food service products and personal care items.

Experienced Management Team and Employees with Significant Equity Stake

Our management team has extensive experience in the natural products industry and has been successful in identifying, consummating and
integrating multiple acquisitions. Since 2000, we have successfully completed five acquisitions of distributors, manufacturers and suppliers and
five acquisitions of branded product lines. In addition, our executive officers and directors and their affiliates, and our Employee Stock
Ownership Trust, beneficially own in the aggregate approximately 7.4% of our common stock. Accordingly, senior management and employees
have significant incentive to continue to generate strong growth in operating results in the future.

3
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Competition

Our major national competitor is Tree of Life Distribution, Inc. (a subsidiary of Koninklijke Wessanen N.V.) ( Tree of Life ). In addition to its
natural and organic products, Tree of Life distributes specialty food products, thereby diversifying its product selection, and markets its own
private label program. Tree of Life has also earned QAI certification and has a European presence. We also compete with over 200 smaller
regional and local distributors of natural, ethnic, kosher, gourmet and other specialty foods that focus on niche or regional markets. Additionally,
we compete with national, regional and local distributors of conventional groceries and companies that distribute to their own retail facilities.

We believe that distributors in the natural products industry primarily compete on distribution service levels, product quality, depth of inventory
selection, price and quality of customer service. We believe that we currently compete effectively with respect to each of these factors.

Our retail stores compete against other natural products outlets, conventional supermarkets and specialty stores. We believe that retailers of
natural products compete principally on product quality and selection, price, customer service, knowledge of personnel and convenience of
location. We believe that we currently compete effectively with respect to each of these factors.

Growth Strategy
Our growth strategy is to maintain and enhance our position as a leading national distributor to the natural and organic products industry.

To implement our growth strategy, we intend to continue to increase our leading market share of the growing natural and organic products
industry by expanding our customer base, increasing our share of existing customers business and continuing to expand and further penetrate
new distribution territories, particularly in the Mid-Atlantic, Southern California and Florida markets. Key elements of our strategy include:

Expand Customer Base

We currently serve more than 17,000 customers as of July 28, 2007. We plan to continue expanding our coverage of the highly fragmented
natural and organic products industry by cultivating new customer relationships within the industry and by further developing other channels of
distribution, such as traditional supermarkets, mass market outlets, institutional food service providers, international, buying clubs, hotels and
gourmet stores.

Increase Market Share of Existing Customers Business

We believe that we are the primary distributor of natural and organic products to the majority of our natural products customer base. We intend
to continue seeking to become the primary supplier for a majority of our customers by offering the broadest product selection in our industry at
the most competitive prices. As a result of our efforts, in January 2007, we expanded our Whole Foods Market relationship in the Southern
Pacific region of the United States.

Continue to Expand our Branded Products Business

We have launched a number of private label or branded product lines in order to provide our customers with a broader selection of product
offerings. In fiscal 2007, our branded product revenues increased to approximately 3.3% of our overall net sales. Our intention is to further
expand our branded product revenues to represent 5% of our net sales by the end of fiscal 2008. We plan to achieve this goal through organic
growth and through brand acquisitions. We believe this initiative differentiates us from other distributors within our industry, enables us to build
long term brand equity for the Company and

4
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allows us to generate higher gross margins, as branded product revenues generally yield higher margins than do third party branded product
revenues.

Expand into Other Channels of Distribution

We believe that we will be successful in expanding into the food service channel as well as further enhancing our presence in the international
channel. We will continue to develop regional relationships and alliances with companies such as Aramark Corporation, the Compass Group
North America, and Sodexho Inc. in the food service channel and seek other alliances in the international channel.

Continue to Expand into and Penetrate New Regions of Distribution

As discussed under Competitive Advantages above, we have made significant capital expenditures and incurred considerable expenses in
connection with the construction of new or the expansion of existing distribution facilities. We will continue to selectively evaluate opportunities
to build new facilities or to acquire distributors to better serve existing markets and expand into new markets. As discussed under Increase
Market Share of Existing Customers Business, in January 2007, we expanded our Whole Foods Market relationship in the Southern Pacific
region of the United States. In March 2007, we entered into a lease agreement to secure warehouse space in Sarasota, Florida. This warehouse is
expected to open in the first quarter of fiscal 2008 and is expected to reduce our transportation expenses attributable to serving the Florida
market. We are also constructing warehouse space in Ridgefield, Washington which is scheduled to commence operations in the second quarter
of fiscal 2008. We expect the addition of this facility to alleviate the current overcapacity in our existing facilities in the northwestern United
States.

Continue to Improve Efficiency of Nationwide Distribution Network

We continually seek to improve our operating results by integrating our nationwide network utilizing the best practices within our industry and
within each of our regions, which have formed our foundation. This focus on achieving improved economies of scale in purchasing,
warehousing, transportation and general and administrative functions has led to continued improvements in our operating margin.

Continue to Provide the Leading Distribution Solution

We believe that we provide the leading distribution solution to the natural and organic products industry through our national presence, regional
responsiveness, focus on customer service and breadth of product offerings. We offer our customers a selection of inventory management,
merchandising, marketing, promotional and event management services to increase sales and enhance customer satisfaction. These marketing
services, many of which are supplier-sponsored, include monthly and thematic circular programs, in-store signage and assistance in product
display. Our high service levels, which we believe to be the highest in our industry, are attributable to our experienced purchasing departments
and our sophisticated warehousing, inventory control and distribution systems. See Technology below for more information regarding our use of
technology in our warehousing, inventory control and distribution systems. Since 2002, we have had a strategic alliance with Living Naturally,
LLC, a leading provider of marketing promotion and electronic ordering systems to the natural and organic products industry. We provide our
customers with access to Living Naturally s suite of products at preferred prices and terms. These products include an intelligent electronic
ordering system and turnkey retailer website services, which create new opportunities for our retailers to increase their inventory turns, reduce
their costs and enhance their profits.

5
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Products

Our extensive selection of high-quality natural and organic products enables us to provide a primary source of supply to a diverse base of
customers whose product needs vary significantly. We carry more than 40,000 high-quality natural and organic products, consisting of national
brand, regional brand, private label and master distribution products, in six product categories: grocery and general merchandise, produce,
perishables and frozen, nutritional supplements, bulk and food service products and personal care items. Our branded product lines address
certain needs or preferences of our customers, which are not otherwise being met by other suppliers.

We continuously evaluate potential new private branded and other products based on both existing and anticipated trends in consumer
preferences and buying patterns. Our buyers regularly attend regional and national natural, organic, specialty, ethnic and gourmet product shows
to review the latest products which are likely to be of interest to retailers and consumers. We also actively solicit suggestions for new products
from our customers. We make the majority of our new product decisions at the regional level. We believe that our decentralized purchasing
practices allow our regional buyers to react quickly to changing consumer preferences and to evaluate new products and new product categories
regionally. Additionally, many of the new products that we offer are marketed on a regional basis or in our own retail stores prior to being
offered nationally, which enables us to evaluate local consumer reaction to the products without incurring significant inventory risk.
Furthermore, by exchanging regional product sales information between our regions, we are able to make more informed and timely new
product decisions in each region.

Suppliers

We purchase our products from approximately 4,300 suppliers. The majority of our suppliers are based in the United States, but we also source
products from suppliers throughout Europe, Asia, South America, Africa and Australia. We believe the reason natural and organic products
suppliers seek distribution of their products through us is because we provide access to a large and growing national customer base, distribute
the majority of the suppliers products and offer a wide variety of marketing programs to our customers to help sell the suppliers products.
Substantially all product categories that we distribute are available from a number of suppliers and, therefore, we are not dependent on any
single source of supply for any product category. Our largest supplier, Hain Celestial Group, Inc. ( Hain ), accounted for approximately 7.3% of
our total purchases in fiscal 2007. However, the product categories we purchase from Hain can be purchased from a number of other suppliers.
In addition, although we have exclusive distribution arrangements and vendor support programs with several suppliers, none of these suppliers
accounts for more than 10% of our total purchases. We have positioned ourselves as the largest purchaser of organically grown bulk products in
the natural and organic products industry by centralizing our purchase of nuts, seeds, grains, flours and dried foods. As a result, we are able to
negotiate purchases from suppliers on the basis of volume and other considerations that may include discounted pricing or prompt payment
discounts. Furthermore, many of our purchase arrangements include the right of return to the supplier with respect to products that we are not
able to sell in a certain period of time. We have commodity contracts with certain suppliers to purchase bulk items such as dried fruits, nuts, peas
and beans. Our outstanding commitments for the purchase of inventory were approximately $25.5 million as of July 28, 2007.

We believe we are well positioned to respond to regional and local customer preferences for natural and organic products by decentralizing the
majority of our purchasing decisions for most of our products. We believe that regional buyers are better suited to identify and to respond to
local demands and preferences. Each region is responsible for placing its own orders and can select the products that it believes will most appeal
to its customers. Each region is able to participate in our company-wide purchasing programs to the extent these programs meet the region s
supply needs. In addition, we have

6
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implemented a number of national consumer circular programs, which have resulted in incremental sales growth for our customers, suppliers
and ourselves.

Our purchasing staff works closely with suppliers to provide new and existing products. The suppliers assist in training our customer service
representatives in marketing new products, identifying industry trends and coordinating advertising and other promotions.

We maintain a comprehensive quality assurance program. All of the products we sell that are represented as organic are required to be certified
as such by an independent third-party agency. We maintain current certification affidavits on all organic commodities and produce in order to
verify the authenticity of the product. All potential suppliers of organic products are required to provide such third-party certification to us

before they are approved as a supplier. In 2003, we became the first organic food distribution network in the United States to gain organic
certification coast-to-coast. This certification covers all of our distribution centers.

Customers

We maintain long-standing customer relationships with independently owned natural products retailers, supernatural chains and supermarket
chains, and have continued to emphasize our relationships with new customers, such as national conventional supermarkets, mass market outlets
and gourmet stores, all of which are continually increasing their natural product offerings. Among our wholesale customers for fiscal 2007 were
the following:

e leading supernatural chains, representing Whole Foods Market (including Harry s Farmers Market) and Wild Oats
Markets (including Capers Community Market, Henry s Farmers Market and Sun Harvest);

e conventional supermarket chains, including Kroger, Wegman s, Haggen s, Stop and Shop, Giant, Peapod, Quality
Food Centers, Hannaford, Food Lion, Bashas , Lunds, Byerly s, Rainbow, Lowe s, Publix, Fred Meyer and United
Supermarkets; and

e mass market chains, including BJ s Wholesale Club and Costco.

Whole Foods Market accounted for approximately 28% of our net sales in fiscal 2007. In October 2006, we announced a seven-year distribution
agreement with Whole Foods Market, which commenced on September 26, 2006, under which we will continue to serve as the primary U.S.
distributor to Whole Foods Market in the regions where we previously served. In January 2007, we expanded our Whole Foods Market
relationship in the Southern Pacific region of the United States. In January 2004, we entered into a five-year primary distribution agreement with
Wild Oats Markets. Wild Oats Markets accounted for approximately 9% of our net sales in fiscal 2007.

On February 21, 2007, Whole Foods Market and Wild Oats Markets announced that the two companies had entered into an agreement and plan
of merger under which Whole Foods Market would commence an offer to purchase all the outstanding shares of Wild Oats Markets and
following the tender offer, Wild Oats Markets would merge with and into a subsidiary of Whole Foods Market. This merger was substantially
completed in August 2007and Wild Oats Markets became a subsidiary of Whole Foods Market. Wild Oats Markets is expected to become a
wholly-owned subsidiary of Whole Foods Markets in the near future. At this time, we cannot accurately estimate the impact, if any, that this
merger will have on our business, financial condition or results of operations.
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The following table lists the percentage of sales by customer type for the years ended July 28, 2007 and July 29, 2006:

Percentage of

Customer Type Net Sales

2007 2006
Independently owned natural products retailers 44 % 46 %
Supernatural chains 37 % 36 %
Conventional supermarkets 15 % 14 %
Other 4 % 4 %

Sales by channel have been adjusted to properly reflect changes in customer types resulting from a review of our customer lists. As a result of
this adjustment, sales to the independents sales channel decreased 1.0% for the year ended July 29, 2006 and sales to the supermarket sales
channel increased 0.6% for the year ended July 29, 2006.

Marketing

We have developed a variety of supplier-sponsored marketing services, which cater to a broad range of retail formats. These programs are
designed to educate consumers, profile suppliers and increase sales for retailers, the majority of which do not have the resources necessary to
conduct such marketing programs independently.

We offer multiple, monthly, regional specific, consumer circular programs featuring the logo and address of the participating retailer imprinted
on a circular advertising products, which are sold by the retailer to its customers. The four-color circulars are designed by our in-house
marketing department utilizing modern digital photography and contain detailed product descriptions and pricing information. We also offer
retailers the ability to customize our standard circulars including item selection, retail price points, and exclusive editorial content through a
sophisticated internet-based application. Additionally, each circular generally includes detailed information on selected suppliers, recipes, and
product features. The monthly circular programs are structured to pass through to the retailer the benefit of our negotiated discounts and
advertising allowances. The program also provides retailers with posters, window banners and shelf tags to coincide with each month s
promotions.

We have increased the number of national marketing programs that we offer in order to maximize our national leverage and utilize our internal
marketing resources. Our supplier-focused Most Valued Partner program helps build incremental, mutually profitable sales for vendors and us,
while fostering a sense of partnership. We also provide an information-sharing program that helps our suppliers understand their business better,
in order to generate mutually beneficial incremental sales in an efficient manner. We also offer a truck advertising program that allows our
suppliers to purchase ad space on the sides of our hundreds of trailers nationally, which we believe increases their potential consumer ad
impressions.

Other retailer initiative programs, such as a coupon booklet and separate supplement and personal care product-themed sales and educational
brochures we offer to independent retailers, allow us to explore new marketing avenues.

We keep current with the latest trends in the industry. Periodically, we conduct focus group sessions with certain key retailers and suppliers in
order to ascertain their needs and allow us to better service them. We also:

e offer in-store signage and promotional materials, including shopping bags and end-cap displays;
e provide assistance with planning and setting up product displays;

e provide shelf tags for products;

12
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e provide assistance with store layout designs;

e provide product data information such as best seller lists, store usage reports and easy-to-use product catalogs;
and

e maintain a website domain for retailers to access various individual retailer specific reports and product
information.

Distribution

We have carefully chosen the sites for our distribution centers to provide direct access to our regional markets. This proximity allows us to
reduce our transportation costs relative to our competitors that seek to service these customers from locations that are often hundreds of miles
away. We believe that we incur lower inbound freight expense than our regional competitors, because our national presence allows us to buy full
and partial truckloads of products. Whenever possible, we backhaul between our distribution centers and satellite staging facilities using our own
trucks. Additionally, we generally can redistribute overstocks and inventory imbalances between distribution centers, which helps us ensure
products are sold prior to their expiration date and more appropriately balance inventories.

Products are delivered to our distribution centers primarily by our fleet of leased trucks, contract carriers and the suppliers themselves. We lease
our trucks from national leasing companies such as Ryder Truck Leasing and Penske Truck Leasing, which in some cases maintain facilities on
our premises for the maintenance and service of these vehicles. Other trucks are leased from regional firms that offer competitive services.

We ship certain orders for supplements or for items that are destined for areas outside of regular delivery routes through United Parcel Service
and other independent carriers. Deliveries to areas outside the continental United States are shipped by ocean-going containers on a weekly
basis.

Technology

We have made a significant investment in distribution, financial, information and warehouse management systems. We continually evaluate and
upgrade our management information systems at our regional operations based on the best practices in the distribution industry in order to make
the systems more efficient, cost effective and responsive to customer needs. These systems include functionality in radio frequency inventory
control, pick-to-light systems, computer-assisted order processing and slot locator/retrieval assignment systems. At the receiving docks,
warehouse associates attach computer-generated, preprinted locator tags to inbound products. These tags contain the expiration date, locations,
quantity, lot number and other information in bar code format. Customer returns are processed by scanning the UPC bar codes. We also employ
a management information system that enables us to lower our inbound transportation costs by making optimum use of our own fleet of trucks
or by consolidating deliveries into full truckloads. Orders from multiple suppliers and multiple distribution centers are consolidated into single
truckloads for efficient use of available vehicle capacity and return-haul trips. In addition, we utilize route efficiency software that assists us in
developing the most efficient routes for our trucks.

Retail Operations

Our subsidiary, NRG, currently owns and operates 12 natural product retail stores located in Florida, Maryland and Massachusetts. We believe
our retail stores have a number of advantages over their competitors, including our financial strength and marketing expertise, the purchasing
power resulting from group purchasing by stores within NRG and the breadth of our product selection.

9
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We believe that we benefit from certain advantages in acting as a distributor to our retail stores, including our ability to:
e control the purchases made by these stores;

e expand the number of high-growth, high-margin product categories, such as produce and prepared foods, within
these stores; and

e keep current with the demands of and trends in the retail marketplace, which enables us to better anticipate and
serve the needs of our wholesale customers.

Additionally, as the primary natural products distributor to our retail locations, we realize significant economies of scale and operating and
buying efficiencies. As an operator of retail stores, we also have the ability to test market select products prior to offering them nationally. We
can then evaluate consumer reaction to the product without incurring significant inventory risk. We also are able to test new marketing and
promotional programs within our stores prior to offering them to our broader customer base.

Employees

As of July 28, 2007, we had approximately 4,800 full and part-time employees. An aggregate of approximately 7% of our total employees, or
approximately 322 of the employees at our Auburn, Washington, lowa City, lowa and Edison, New Jersey facilities, are covered by collective
bargaining agreements. The Edison, New Jersey, Auburn, Washington, and Iowa City, lowa agreements expire in June 2008, February 2009 and
July 2009, respectively. We have never experienced a work stoppage by our unionized employees and we believe that our relations with our
employees are good.

Available Information

Our internet address is http://www.unfi.com. The contents of our website are not part of this Annual Report on Form 10-K, and our internet
address is included in this document as an inactive textual reference only. We make our Annual Reports on Form 10-K, Quarterly Reports on
Form 10-Q, Current Reports on Form 8-K and all amendments to those reports available free of charge through our website as soon as
reasonably practicable after we file such reports with, or furnish such reports to, the Securities and Exchange Commission.

We have adopted a code of conduct and ethics for certain employees pursuant to Section 406 of the Sarbanes-Oxley Act of 2002. A copy of our
code of conduct and ethics is posted on our website, and is available free of charge by writing to United Natural Foods, Inc., 260 Lake Road,
Dayville, CT 06241, Attn: Investor Relations.

ITEM1A. RISK FACTORS

Our business, financial condition and results of operations are subject to various risks and uncertainties, including those described below and
elsewhere in this Annual Report on Form 10-K. This section discusses factors that, individually or in the aggregate, we think could cause our
actual results to differ materially from expected and historical results. Our business, financial condition or results of operations could be
materially adversely affected by any of these risks.

We note these factors for investors as permitted by the Private Securities Litigation Reform Act of 1995. You should understand that it is not
possible to predict or identify all such factors. Consequently, you should not consider the following to be a complete discussion of all potential
risks or uncertainties. See Item 7, Management s Discussion and Analysis of Financial Condition and Results of Operations Forward-Looking
Statements.
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We depend heavily on our principal customers

Our ability to maintain close, mutually beneficial relationships with our two largest customers, Whole Foods Market and Wild Oats Markets, is
an important element to our continued growth. In October 2006, we announced a seven-year distribution agreement with Whole Foods Market,
which commenced on September 26, 2006, under which we will continue to serve as the primary U.S. distributor to Whole Foods Market in the
regions where we previously served. In January 2007, we expanded our Whole Foods Market relationship in the Southern Pacific region of the
United States. Whole Foods Market accounted for approximately 28% of our net sales in fiscal 2007. In January 2004, we entered into a
five-year primary distribution agreement with Wild Oats Markets. We had previously served as primary distributor for Wild Oats Markets
through August 2002. Wild Oats Markets accounted for approximately 9% of our net sales in fiscal 2007. As a result of this concentration of our
customer base, the loss or cancellation of business from either of these customers, including from increased distribution to their own facilities or
the merger of these companies, could materially and adversely affect our business, financial condition or results of operations.

As discussed above under Business Overview, Whole Foods Market and Wild Oats Markets announced on February 21, 2007 that the two
companies had entered into a merger agreement. This merger was substantially completed in August 2007 and Wild Oats Markets became a
subsidiary of Whole Foods Market. Wild Oats Markets is expected to become a wholly-owned subsidiary of Whole Foods Market in the near
future. On a combined basis, Whole Foods Market and Wild Oats Markets accounted for approximately 37% or our net sales in fiscal 2007.
Whole Foods Market has announced that it will be selling all thirty-five of Wild Oats Markets Henry s and Sun Harvest store locations to a
subsidiary of Smart & Final Inc. following the closing of its merger with Wild Oats Markets. Sales to Henry s and Sun Harvest stores comprised
approximately 20% of our business with Wild Oats Markets in fiscal 2007. Excluding our sales to Henry s and Sun Harvest stores, sales to
Whole Foods Market and Wild Oats Markets accounted for approximately 34.5% of our net sales in fiscal 2007. At this time, we cannot
accurately estimate the impact, if any, that the merger of Whole Foods Market and Wild Oats Markets will have on our business, financial
condition or results of operations.

We sell products under purchase orders, and we generally have no agreements with or commitments from our customers for the purchase of
products. We cannot assure you that our customers will maintain or increase their sales volumes or orders for the products supplied by us or that
we will be able to maintain or add to our existing customer base.

Our profit margins may decrease due to consolidation in the grocery industry

The grocery distribution industry generally is characterized by relatively high volume with relatively low profit margins. The continuing
consolidation of retailers in the natural products industry and the growth of supernatural chains may reduce our profit margins in the future as
more customers qualify for greater volume discounts, and we experience pricing pressures from both ends of the supply chain.

Our acquisitive nature may adversely affect our business

We continually evaluate opportunities to acquire other companies. We believe that there are risks related to acquiring companies, including
overpaying for acquisitions, losing key employees of acquired companies and failing to achieve potential synergies. Additionally, our business
could be adversely affected if we are unable to integrate our acquisitions and mergers.
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A significant portion of our historical growth has been achieved through acquisitions of or mergers with other distributors of natural products.
Successful integration of mergers is critical to our future operating and financial performance. Integration requires, among other things:

maintaining the customer base;

optimizing of delivery routes;

e coordinating administrative, distribution and finance functions; and

integrating management information systems and personnel.

The integration process has and could divert the attention of management and any difficulties or problems encountered in the transition process
could have a material adverse effect on our business, financial condition or results of operations. In addition, the process of combining
companies has and could cause the interruption of, or a loss of momentum in, the activities of the respective businesses, which could have an
adverse effect on their combined operations. We cannot assure you that we will realize any of the anticipated benefits of mergers.

We may have difficulty in managing our growth

The growth in the size of our business and operations has placed and is expected to continue to place a significant strain on our management.
Our future growth is limited in part by the size and location of our distribution centers. We cannot assure you that we will be able to successfully
expand our existing distribution facilities or open new distribution facilities in new or existing markets to facilitate growth. In addition, our
growth strategy to expand our market presence includes possible additional acquisitions. To the extent our future growth includes acquisitions,
we cannot assure you that we will successfully identify suitable acquisition candidates, consummate and integrate such potential acquisitions or
expand into new markets. Our ability to compete effectively and to manage future growth, if any, will depend on our ability to continue to
implement and improve operational, financial and management information systems on a timely basis and to expand, train, motivate and manage
our work force. We cannot assure you that our personnel, systems, procedures and controls will be adequate to support our operations. Our
inability to manage our growth effectively could have a material adverse effect on our business, financial condition or results of operations. Our
focus on growth may temporarily redirect resources previously focused on reducing product cost, resulting in lower gross profits in relation to
sales.

We have significant competition from a variety of sources

We operate in competitive markets, and our future success will be largely dependent on our ability to provide quality products and services at
competitive prices. Our competition comes from a variety of sources, including other distributors of natural products as well as specialty grocery
and mass market grocery distributors. We cannot assure you that mass market grocery distributors will not increase their emphasis on natural
products and more directly compete with us or that new competitors will not enter the market. These distributors may have been in business
longer than we have, may have substantially greater financial and other resources than we have and may be better established in their markets.
We cannot assure you that our current or potential competitors will not provide services comparable or superior to those provided by us or adapt
more quickly than we do to evolving industry trends or changing market requirements. It is also possible that alliances among competitors may
develop and rapidly acquire significant market share or that certain of our customers will increase distribution to their own retail facilities.
Increased competition may result in price reductions, reduced gross margins and loss of market share, any of which could materially adversely
affect our business, financial condition or results of operations. We cannot assure you that we will be able to compete effectively against current
and future competitors.
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Our operations are sensitive to economic downturns

The grocery industry is also sensitive to national and regional economic conditions and the demand for our products may be adversely affected
from time to time by economic downturns. In addition, our operating results are particularly sensitive to, and may be materially adversely
affected by:

e difficulties with the collectibility of accounts receivable;
e difficulties with inventory control;
e competitive pricing pressures; and

e unexpected increases in fuel or other transportation-related costs.

We cannot assure you that one or more of such factors will not materially adversely affect our business, financial condition or results of
operations.

Increased fuel costs may adversely affect our results of operations

Increased fuel costs may have a negative impact on our results of operations. The high cost of diesel fuel can also increase the price we pay for

products as well as the costs we incur to deliver products to our customers. These factors, in turn, may negatively impact our net sales, margins,
operating expenses and operating results. To manage this risk, we may periodically enter into heating oil derivative contracts to hedge a portion
of our projected diesel fuel requirements. Heating crude oil prices have a highly correlated relationship to fuel prices, making these derivatives

effective in offsetting changes in the cost of diesel fuel. We do not enter into fuel hedge contracts for speculative purposes.

Our operating results are subject to significant fluctuations

Our net sales and operating results may vary significantly from period to period due to:

e demand for natural products;

e changes in our operating expenses, including fuel and insurance;

e management s ability to execute our business and growth strategies;

e changes in customer preferences and demands for natural products, including levels of enthusiasm for health,
fitness and environmental issues;

e fluctuation of natural product prices due to competitive pressures;
e personnel changes;

e supply shortages;

e general economic conditions;

e lack of an adequate supply of high-quality agricultural products due to poor growing conditions, natural disasters
or otherwise;

e volatility in prices of high-quality agricultural products resulting from poor growing conditions, natural disasters
or otherwise; and
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o future acquisitions, particularly in periods immediately following the consummation of such acquisition
transactions while the operations of the acquired businesses are being integrated into our operations.

Due to the foregoing factors, we believe that period-to-period comparisons of our operating results may not necessarily be meaningful and that
such comparisons cannot be relied upon as indicators of future performance.
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Access to capital and the cost of that capital

We have an amended and restated secured revolving credit facility, with available credit under it of $250 million at an interest rate of LIBOR
plus 0.75% maturing on March 31, 2008. As of July 28, 2007, our borrowing base, based on accounts receivable and inventory levels, was $250
million, with remaining availability of $117.9 million. We are currently investigating options for renewing or negotiating our amended and
restated credit facility in fiscal 2008, but cannot guarantee that we will be able to do so on terms acceptable to us. In April 2003, we executed a
term loan agreement in the principal amount of $30 million secured by the real property that was released in accordance with an amendment to
the loan and security agreement related to the amended and restated credit facility. The $30 million term loan was repayable over seven years
based on a fifteen-year amortization schedule. Interest on the term loan accrues at LIBOR plus 1.50%. In December 2003, we amended this term
loan agreement by increasing the principal amount from $30 million to $40 million under the existing terms and conditions. In July 2005, we
amended the term loan agreement, which further increased the principal amount from $40 million to a maximum of up to $75 million. The
amended term loan accrues interest at LIBOR plus 1.00%, and is repayable over seven years based on a fifteen-year amortization schedule, with
all other terms and conditions remaining unchanged. As of July 28, 2007, $66.3 million was outstanding under the term loan agreement.

In order to maintain our profit margins, we rely on strategic investment buying initiatives, such as discounted bulk purchases, which require
spending significant amounts of working capital. In the event that our cost of capital increases or our ability to borrow funds or raise equity
capital is limited, we could suffer reduced profit margins and be unable to grow our business organically or through acquisitions, which could
have a material adverse effect on our business, financial condition or results of operations.

We are subject to significant governmental regulation

Our business is highly regulated at the federal, state and local levels and our products and distribution operations require various licenses,
permits and approvals. In particular:

e our products are subject to inspection by the U.S. Food and Drug Administration;

e our warehouse and distribution facilities are subject to inspection by the U.S. Department of Agriculture and state
health authorities; and

e the U.S. Department of Transportation and the U.S. Federal Highway Administration regulate our trucking
operations.

The loss or revocation of any existing licenses, permits or approvals or the failure to obtain any additional licenses, permits or approvals in new
jurisdictions where we intend to do business could have a material adverse effect on our business, financial condition or results of operations.

We are dependent on a number of key executives

Management of our business is substantially dependent upon the services of Richard Antonelli (Executive Vice President, Chief Operating
Officer and President of Distribution), Daniel V. Atwood (Executive Vice President, Chief Marketing Officer, and President of United Natural
Brands), Michael D. Beaudry (President of the Eastern Region), Thomas A. Dziki (Vice President of Sustainable Development), Michael S.
Funk (President and Chief Executive Officer), Gary A. Glenn (Vice President of Information Technology), Randle Lindberg (President of the
Western Region), Mark E. Shamber (Vice President, Chief Financial Officer and Treasurer), and other key management employees. Loss of the
services of any officers or any other key management employee could have a material adverse effect on our business, financial condition or
results of operations.
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Union-organizing activities could cause labor relations difficulties

As of July 28, 2007, we had approximately 4,800 full and part-time employees. An aggregate of approximately 7% of our total employees, or
approximately 322 of the employees at our Auburn, Washington, lowa City, lowa and Edison, New Jersey facilities, are covered by collective
bargaining agreements. The Edison, New Jersey, Auburn, Washington, and Iowa City, lowa agreements expire in June 2008, February 2009 and
July 2009, respectively. We have in the past been the focus of union-organizing efforts. As we increase our employee base and broaden our
distribution operations to new geographic markets, our increased visibility could result in increased or expanded union-organizing efforts.
Although we have not experienced a work stoppage to date, if additional employees were to unionize or we are not successful in reaching
agreement with these employees, we could be subject to work stoppages and increases in labor costs, either of which could materially adversely
affect our business, financial condition or results of operations.

ITEM 1B. UNRESOLVED STAFF COMMENTS
Not applicable.
ITEM 2. PROPERTIES

We maintained eighteen distribution centers at fiscal year end which were utilized by our wholesale division. These facilities, including offsite
storage space, consisted of an aggregate of approximately 3.3 million square feet of space, which represents the largest capacity of any
distributor in the natural and organic products industry.

Set forth below for each of our distribution facilities is its location and the date when our lease will expire for those distribution facilities that we
do not own.

Location Lease Expiration
Atlanta, Georgia Owned
Auburn, California Owned(2)
Auburn, Washington March 2009
Aurora, Colorado January 2013
Bridgeport, New Jersey Owned
Chesterfield, New Hampshire Owned
Dayville, Connecticut Owned
Fontana, California February 2012
Greenwood, Indiana Owned
Iowa City, Iowa Owned
Mounds View, Minnesota November 2011
New Oxford, Pennsylvania Owned
Philadelphia, Pennsylvania January 2014
Rocklin, California Owned
Sarasota, Florida July 2017
Vernon, California Owned
White Springs, Florida September 2007(1)
Winter Haven, Florida October 2007(1)
(1) Our leases in White Springs, Florida and Winter Haven, Florida will terminate in fiscal 2008 in conjunction

with the opening of our Sarasota, Florida facility.

) In the year ended July 28, 2007, we reached a decision to sell our remaining facility in Auburn, California.
Operations previously conducted in Auburn, California have been transferred to our Rocklin, California facility.
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We rent facilities to operate twelve retail stores in Florida, Maryland and Massachusetts with various lease expiration dates. We also rent a
processing and manufacturing facility in Edison, New Jersey with a lease expiration date of March 31, 2010.

We lease office space in Santa Cruz, California, Danielson, Connecticut, and Uniondale, New York. Our leases have been entered into upon
terms that we believe to be reasonable and customary. We own office space in Dayville, CT.

We also lease a warehouse facility in Minneapolis, Minnesota. Our operations were moved to this facility from our Mounds View, Minnesota
facility in October 2005. The lease for the Minneapolis facility will expire in November 2016.

We lease offsite storage space in Seattle, Washington and Ontario, California. Our lease in Seattle, Washington expires in October 2007 and will
continue month-to-month until the opening of our Ridgefield, Washington facility.

We own land in Ridgefield, Washington on which we are constructing a distribution facility.
ITEM 3. LEGAL PROCEEDINGS

From time to time, we are involved in routine litigation that arises in the ordinary course of our business. There are no pending material legal
proceedings to which we are a party or to which our property is subject.

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

There were no matters submitted to a vote of the security holders, through the solicitation of proxies or otherwise, during the fourth quarter of
the fiscal year ended July 28, 2007.

Executive Officers of the Registrant

Our executive officers are elected on an annual basis and serve at the discretion of our Board of Directors. Our executive officers and their ages
as of September 20, 2007 are listed below:

Name Age Position

Richard Antonelli 50 Executive Vice President, Chief Operating Officer, President of Distribution and
Director

Daniel V. Atwood 49 Executive Vice President, Chief Marketing Officer, President of United Natural Brands
and Secretary

Michael Beaudry 43 President of the Eastern Region

Thomas A. Dziki 46 Vice President of Sustainable Development

Michael S. Funk 53 President and Chief Executive Officer

Gary A. Glenn 56 Vice President of Information Technology

Randle Lindberg 56 President of the Western Region

Mark E. Shamber 38 Vice President, Chief Financial Officer and Treasurer

Richard Antonelli has served as a member of the Board of Directors since December 2003 and as Executive Vice
President, Chief Operating Officer and President of Distribution since December 2005. Mr. Antonelli served as our
President of United Distribution from October 2004 until December 2005, President of our Western Region from
January 2004 to October 2004 and as President of our Eastern
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Region from September 2002 to December 2003. Mr. Antonelli served as president of Fairfield Farm Kitchens, a Massachusetts-based custom
food manufacturer from August 2001 until August 2002. Mr. Antonelli served as Director of Sales for us, and our predecessor company,
Cornucopia Natural Foods, Inc., from 1985 until July 2001.

Daniel V. Atwood has served as our Executive Vice President, Chief Marketing Officer and President of United Natural
Brands since December 2005 and as our Secretary since January 1998. Mr. Atwood served as our Senior Vice
President of Marketing from October 2002 until December 2005 and National Vice President of Marketing from
April 2001 until October 2002. Mr. Atwood served on our Board of Directors from November 1996 until

December 1997 and served on the Board of Directors of our predecessor company, Cornucopia Natural Foods, from
August 1988 until October. Mr. Atwood served as President of our subsidiary, NRG, from August 1995 until

March 2001.

Michael Beaudry has served as President of the Eastern Region since January 2006. Mr. Beaudry served as our Vice
President of Distribution from August 2003 until January 2006, Vice President of Operations, Eastern Region, from
December 2002 until August 2003, as our Director of Operations from December 2001 until December 2002 and as
the Warehouse/Operations Manager of our Dayville, Connecticut facility from December 1999 until December 2001.
Prior to joining us, Mr. Beaudry held various management positions at Target Corporation.

Thomas A. Dziki has served as Vice President of Sustainable Development since March 2007. Mr. Dziki served as our
National Vice President of Real Estate and Construction from August 2006 until March 2007, President of Hershey
Imports and Select Nutrition from December 2004 until August 2006, Corporate Vice President of Special Projects
from December 2003 to November 2004 and as our Manager of Special Projects from May 2002 to December 2003.
Prior to joining us, Mr. Dziki served as a private consultant to our company, our subsidiaries, Hershey Imports, NRG,
and Albert s Organics, and our predecessor company, Cornucopia Natural Foods, Inc., from 1995 to May 2002.

Michael S. Funk has served as our President and Chief Executive Officer since October 2005 and as a member of our
Board of Directors since February 1996. Mr. Funk served as Chair of the Board of Directors from January 2003 to
December 2003 and as Vice Chair of the Board of Directors from February 1996 to December 2002. Mr. Funk
previously served as our Chief Executive Officer from December 1999 to December 2002 and as our President from
October 1996 to December 1999. Mr. Funk served as our Executive Vice President from February 1996 until
October 1996. Since its inception in July 1976 until April 2001, Mr. Funk served as President of Mountain People s
Warehouse.

Gary A. Glenn has served as our Vice President of Information Technology since April 2004. Mr. Glenn served as our
Vice President IT East Region from February 2003 until April 2004, as Director IT East Region from May 2002 until
February 2003, and as Assistant Director IT East Region from February 2000 until May 2002. Prior to joining our
company, Mr. Glenn served in various information technology and management positions at Blue Cross Blue Shield
of Florida, Gulf Life Insurance Co., American General Life and Accident, and Keane, Inc.

Randle Lindberg has served as our President of the Western Region since January 2006. From 1972 through
January 2006, Mr. Lindberg served in various positions of increasing responsibility up to and including President and
Chief Executive Officer of Nature s Best, Inc.

Mark E. Shamber has served as Vice President, Chief Financial Officer and Treasurer since October 2006. Mr. Shamber
previously served as our Vice President, Chief Accounting Officer and Acting Chief Financial Officer and Treasurer
from January 2006 until October 2006, as Vice President and Corporate Controller from August 2005 to October 2006
and as our Corporate Controller from June 2003 until August 2005. From February 1995 until June 2003,

Mr. Shamber served in various positions of increasing responsibility up to and including senior manager within the
assurance and advisory business systems practice at the international accounting firm of Ernst & Young LLP.
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PART II.

ITEM 5. MARKET FOR THE REGISTRANT S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

Our common stock is traded on the Nasdaq Stock Market® under the symbol UNFI.  Our common stock began trading on the
Nasdaq Stock Market® on November 1, 1996. The following table sets forth, for the fiscal periods indicated, the high
and low sale prices per share of our common stock on the Nasdaq Stock Market®:

Fiscal 2006 High Low

First Quarter $ 3600 $ 2750
Second Quarter 31.74 24.60
Third Quarter 35.88 29.97
Fourth Quarter 35.04 29.05
Fiscal 2007

First Quarter $ 3491 $ 2870
Second Quarter 38.40 31.17
Third Quarter 35.05 28.10
Fourth Quarter 31.87 26.10
Fiscal 2008

First Quarter (through September 20, 2007) $ 3333 $ 24.10

On September 20, 2007, we had approximately 90 stockholders of record. The number of record holders may not be representative of the
number of beneficial holders of our common stock because depositories, brokers or other nominees hold many shares.

We have never declared or paid any cash dividends on our capital stock. We anticipate that all of our earnings in the foreseeable future will be
retained to finance the continued growth and development of our business and we have no current intention to pay cash dividends. Our future
dividend policy will depend on our earnings, capital requirements and financial condition, requirements of the financing agreements to which we
are then a party and other factors considered relevant by our Board of Directors. Our existing revolving credit facility prohibits the declaration or
payment of cash dividends to our stockholders without the written consent of the administrative agent under the facility during the term of the
credit agreement and until all of our obligations under the credit agreement have been met.
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ITEM 6.

SELECTED CONSOLIDATED FINANCIAL DATA

The selected consolidated financial data presented below are derived from our consolidated financial statements, which have been audited by
KPMG LLP, our independent registered public accounting firm. Certain prior year amounts have been reclassified to conform to the current
year s presentation. The historical results are not necessarily indicative of results to be expected for any future period. The following selected
consolidated financial data should be read in conjunction with and is qualified by reference to Item 7. Management s Discussion and Analysis of
Financial Condition and Results of Operations and our Consolidated Financial Statements and Notes thereto included elsewhere in this Annual
Report on Form 10-K. All share and per share amounts included in the following consolidated financial data have been retroactively adjusted to
reflect our two-for-one stock split, effective April 20, 2004.

Consolidated Statement of Income Data:

Net sales

Cost of sales

Gross profit

Operating expenses

Impairment on assets held for sale
Restructuring and asset impairment charges
Total operating expenses
Operating income

Other expense (income):

Interest expense

Interest income

Other, net

Total other expense

Income before income taxes
Provision for income taxes

Net income

Per share data Basic:

Net income

Weighted average basic shares of
common stock

Per share data Diluted:

Net income

Weighted average diluted shares of common
stock

Consolidated Balance Sheet Data:

Working capital

Total assets

Total long term debt and capital leases
Total stockholders equity
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July 28, July 29,

2007 2006

(In thousands, except per share data)
$ 2,754,280 $ 2433594
2,244,702 1,967,684
509,578 465,910
415,337 385,982
756

416,093 385,982
93,485 79,928
12,089 11,210

975 297

156 (381

11,270 10,532
82,215 69,396
32,062 26,119

$ 50,153 $ 43,277
$ 1.18 $ 1.04
42,445 41,682

$ 117 $ 1.02
42,786 42,304
July 28, July 29,
2007 2006
(In thousands)
$ 216,518 $ 182,931
800,898 704,551
65,067 59,716
426,795 363,474

July 31,
2005

$ 2,059,568
1,664,523
395,045
322,345

170
322,515
72,530

6,568

(243

(847

5,478
67,052
25,480

$ 41,572

$ 1.02
40,639

$ 1.00
41,607

July 31,

2005

$ 119,385
651,258

64,871
295,519

July 31,
2004

$ 1,669,952
1,339,496
330,456
271,972

271,972
58,484

7,265

(151 )
(1,066 )
6,048

52,436

20,450

$ 31,986

$ 081
39,471

$ 078
41,025

July 31,

2004

$ 109,225
508,767

44,115
234,929

July 31,
2003

$ 1,379,893
1,099,704
280,189
237,247

2,126
239,373
40,816

7,795

(241 )
(145 )
7,409

33,407

13,187

$ 20,220

$ 053
38,471

$ 051
39,454

July 31,
2003

$ 64,299
430,099

39,119
187,563
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ITEM 7. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

The following discussion and analysis should be read in conjunction with our consolidated financial statements and the notes thereto
appearing elsewhere in this Annual Report on Form 10-K.

Forward-Looking Statements

This Annual Report on Form 10-K and the documents incorporated by reference in this Annual Report on Form 10-K contain forward-looking

statements that involve substantial risks and uncertainties. In some cases you can identify these statements by forward-looking words such as
anticipate,  believe, could, estimate, expect, intend, may, should, will, and would, or similar words. You should read statemen

words carefully because they discuss future expectations, contain projections of future results of operations or of financial position or state other
forward-looking information. The important factors listed under Part I. Item IA. Risk Factors, as well as any cautionary language in this Annual

Report on Form 10-K, provide examples of risks, uncertainties and events that may cause our actual results to differ materially from the

expectations described in these forward-looking statements. You should be aware that the occurrence of the events described under Risk Factors

and elsewhere in this Annual Report on Form 10-K could have an adverse effect on our business, results of operations and financial position.

Any forward-looking statements in this Annual Report on Form 10-K and the documents incorporated by reference in this Annual Report on
Form 10-K are not guarantees of future performance, and actual results, developments and business decisions may differ from those envisaged
by such forward-looking statements, possibly materially. We do not undertake to update any information in the foregoing reports until the
effective date of our future reports required by applicable laws. Any projections of future results of operations should not be construed in any
manner as a guarantee that such results will in fact occur. These projections are subject to change and could differ materially from final reported
results. We may from time to time update these publicly announced projections, but we are not obligated to do so.

Overview

We are a leading national distributor of natural and organic foods and related products in the United States. In recent years, our sales to existing
and new customers have increased through the continued growth of the natural and organic products industry in general, increased market share
as a result of our high-quality service and our increasingly broader product selection, and the acquisition of, or merger with, natural products
distributors, the expansion of our existing distribution centers, the construction of new distribution centers and the development of our own line
of natural and organic branded products. Through these efforts, we believe that we have been able to broaden our geographic penetration,
expand our customer base, enhance and diversify our product selections and increase our market share. We also own and operate 12 retail
natural products stores, located primarily in Florida, through our subsidiary, NRG. We believe that our retail business serves as a natural
complement to our distribution business because it enables us to develop new marketing programs and improve customer service. In addition,
our subsidiary, Hershey Imports, specializes in the international importing, roasting and packaging of nuts, seeds, dried fruits and snack items.
Our operations are comprised of three principal divisions:

e our wholesale division, which includes our broadline distribution business, Albert s and Select Nutrition;
e our retail division, which consists of our 12 retail stores; and
e our manufacturing division, which is comprised of Hershey Imports and our branded product lines.
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In order to maintain our market leadership and improve our operating efficiencies, we seek to continually:
e expand our marketing and customer service programs across regions;

e expand our national purchasing opportunities;

e offer a broader product selection;

e consolidate systems applications among physical locations and regions;

e increase our investment in people, facilities, equipment and technology;

e integrate administrative and accounting functions; and

reduce geographic overlap between regions.

Our continued growth has created the need for expansion of existing facilities to achieve maximum operating efficiencies and to assure adequate
space for future needs. In February 2007, we announced plans to construct a new 237,000 square foot distribution center in Ridgefield,
Washington, to serve as a regional distribution hub for customers in Portland, Oregon and other Northwest states. The distribution center is
scheduled to commence operations in the second quarter of fiscal 2008. In March 2007, we entered into a lease agreement to rent warehouse
space in central Florida. The warehouse in central Florida is expected to open in the first quarter of fiscal 2008. This will reduce the geographic
area served by the Atlanta, Georgia facility and is expected to contribute to lower transportation costs. We have made significant capital
expenditures and incurred considerable expenses in connection with the opening and expansion of our facilities. In October 2005, we opened our
Rocklin, California distribution center and moved our Auburn, California operations to this facility. The Rocklin distribution center is 487,000
square feet and serves as a distribution hub for customers in northern California and surrounding states. The Rocklin distribution center is the
largest facility in our nationwide distribution network. In August 2005, we expanded our Midwest operations by opening a 311,000 square foot
distribution center in Greenwood, Indiana, which serves as a distribution hub for our customers in Illinois, Indiana, Ohio and other Midwest
states.

We expect the efficiencies created by opening the Greenwood facility and by relocating from two facilities in Auburn, California into the
Rocklin distribution center to continue to lower operating expenses relative to sales over the long-term. Including the opening of the Greenwood
and Rocklin facilities, we have added approximately 1,500,000 square feet to our distribution centers since fiscal 2002, representing a 79%
increase in our distribution capacity. Our current capacity utilization is approximately 77%.

Our net sales consist primarily of sales of natural and organic products to retailers adjusted for customer volume discounts, returns and
allowances. Net sales also consist of amounts due to us from customers for shipping and handling and fuel surcharges. The principal components
of our cost of sales include the amounts paid to manufacturers and growers for product sold, plus the cost of transportation necessary to bring the
product to our distribution facilities. Cost of sales also includes amounts incurred by us for inbound transportation costs, depreciation for
manufacturing equipment at our manufacturing subsidiary, Hershey Imports, and consideration received from suppliers in connection with the
purchase or promotion of the suppliers products. Our gross margin may not be comparable to other similar companies within our industry that
may include all costs related to their distribution network in their costs of sales rather than as operating expenses. We include purchasing and
outbound transportation expenses within our operating expenses rather than in our cost of sales. Total operating expenses include salaries and
wages, employee benefits (including payments under our Employee Stock Ownership Plan), warehousing and delivery, selling, occupancy,
insurance, administrative, depreciation and amortization expense. Other expenses (income) include interest on our outstanding indebtedness,
interest income and miscellaneous income and expenses.
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On February 21, 2007, Whole Foods Market and Wild Oats Markets announced that the two companies had entered into an agreement and plan
of merger under which Whole Foods Market would commence an offer to purchase all the outstanding shares of Wild Oats Markets and
following the tender offer, Wild Oats Markets would merge with and into a subsidiary of Whole Foods Market. This merger was substantially
completed in August 2007 and Wild Oats Markets became a subsidiary of Whole Foods Market. Wild Oats Markets is expected to become a
wholly-owned subsidiary of Whole Foods Market in the near future. As discussed below, sales to Wild Oats Markets accounted for
approximately 9% and 10% of our net sales for the years ended July 28, 2007 and July 29, 2006, respectively. Sales to Whole Foods Market
accounted for approximately 28% and 26% of our net sales for the years ended July 28, 2007 and July 29, 2006, respectively. At this time, we
cannot accurately estimate the impact, if any, that this merger will have on our business, financial condition or results of operations.

Critical Accounting Policies

The preparation of our consolidated financial statements requires us to make estimates and judgments that affect the reported amounts of assets,
liabilities, revenues and expenses, and related disclosure of contingent assets and liabilities. The Securities and Exchange Commission has
defined critical accounting policies as those that are both most important to the portrayal of our financial condition and results and require our
most difficult, complex or subjective judgments or estimates. Based on this definition, we believe our critical accounting policies include the
following: (i) determining our allowance for doubtful accounts, (ii) determining our reserves for the self-insured portions of our workers
compensation and automobile liabilities and (iii) valuing goodwill and intangible assets. For all financial statement periods presented, there have
been no material modifications to the application of these critical accounting policies.

Allowance for doubtful accounts

We analyze customer creditworthiness, accounts receivable balances, payment history, payment terms and historical bad debt levels when
evaluating the adequacy of our allowance for doubtful accounts. In instances where a reserve has been recorded for a particular customer, future
sales to the customer are conducted using either cash-on-delivery terms, or the account is closely monitored so that as agree