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'\ oca-Cola Bottling Co. Consolidated (CCBC) i
t/ae second largest Coca-Cola bottler in the United States.
The Company is a leader in the manufacturing, marketing and dis-
tribution of soft drinks. With corporate offices in Charlotte, N.C.,
the Company does business in 11 states, primarily in the Southeast.
The Company has one of the highest per capita soft drink consump-
tion rates in the world and manages bottling territories with a
consumer base of 18 million people. Coca-Cola Bottling Co.
Consolidated is listed on the NASDAQ National Market System

under the symbol COKE.

This annual report is printed on recycled paper.



Financial Summary

Fiscal Year*

In Thousands (Except Per Share Data)

2003

2002

2001

Net sales

Gross margin

Income before income taxes
Income taxes

Net income

Basic net income per share

Diluted net income per share

$1,210,765
585,317
38,060
7,357
30,703
$3.40

$3.40

$1,198,335
579,198
38,070
15,247
22,823
$2.58

$2.56

$958,859
444,501
11,696
2,226
9,470
$1.08

$1.07

* On January 2, 2002, the Company purchased an additional interest in Piedmont Coca-Cola
Bottling Partnership (“Piedmont”) from The Coca-Cola Company, increasing the Company’s
ownership in Piedmont to more than 50 percent. Due to the increase in ownership, the results

of operations, financial position and cash flows of Piedmont have been consolidated with
those of the Company beginning in the first quarter of 2002. The Company’s investment in
Piedmont had been accounted for using the equity method for 2001 and prior years.
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Letter to Shareholders

Innovative employees bring ro life sales-boosting

ideas such as this attention-grabbing 360-degree
vending area in Opry Mills Mall
in Nashville.

|



@ espite facing significant obstacles in 2003, Coca-Cola Bottling Co. Consolidated continued to make

- fsteady progress toward our long-term goals. While sales for the year were soft, in large measure due to a
struggling economy and unprecedented cool and wet weather, the Company produced solid cash flow and finished
the year with a strong fourth quarter. Highlights of 2003 include the introduction of several new innovative

packages, recognition for our longstanding commitment to quality and the redefining of the Company’s

Mission Statement.

y
N The Company had net income of $30.7 million or $3.40 per share in 2003 compared to
$22.8 million or $2.58 per share in 2002. Our earnings for both 2003 and 2002
include certain significant items, including favorable adjustments for income tax
\ expense of approximately $8.6 million in 2003 and favorable adjustments
\\\ related to the termination of certain executive benefit plans in 2003 of
\ $.9 million and in 2002 of $2.3 million, net of tax in both years.
/ \\ Unseasonably cool and wet weather had a significant impact on
\\ sales during the spring and summer, our key selling seasons.
. Sales were also hurt in our important at-work channel due to
f. \\ a struggling economy in the Southeast and the loss of large

\\\ numbers of manufacturing jobs. In addition, during 2003,

\\
\

\ al activities with soft drinks, which led to lower sales.

several key customers opted for less aggressive promotion-

I \ However, sales during the fourth quarter rebounded

\

) strongly as both the weather and the economy

: improved, up more than 5 percent for the period.
|
L] ’ . .
- /‘ Results for the fourth quarter were significant because
/ with more normal weather, we were able to reverse the

%- ! : P | spring and summer sales slump while increasing net

£

y revenue per case.

’ There were fewer product introductions in 2003 than in
v : the previous year. While the introduction of Sprite Remix
3 resulted in jumpstarting the lemon-lime category and led to an
’ increase in overall Sprite sales, last year we didn’t have some of the
— ; blockbuster product launches — such as Vanilla Coke, diet Vanilla
k Coke, Minute Maid Lemonade and Fanta flavors — that we had in 2002.
Your Company is gaining a reputation for innovation in the Coca-Cola
system. The Fridge Pack™, the innovative new packaging for 12-pack cans, is
ot — : quickly becoming the industry standard. Coca-Cola Consolidated first introduced this
package in late 2001 and followed up in 2003 with the 12-ounce PET bottle Dasani Fridge

Pack, which has helped fuel significant growth in the important water category.




Letter to Sharebholders

We continued to innovate during 2003, introducing in several markets noteworthy new packages, including the




Innovative new packaging, including smaller packages such as the
12-ounce PET bottle Fridge Pack and the 390-milliliter PET bottle, keeps
Coca-Cola Consolidated one step ahead of our competitors.

A Clear and Ambitious Mission
“To make, sell and deliver soft drinks better than anyone else.”
We would like to take this opportunity to share with you some of the
changes to the Company’s Mission Statement. The mission is ambitious
and straightforward: “To make, sell and deliver soft
drinks better than anyone else.” We believe that
who we are, what we do and how we do it are
determined by our values and that our val-
ues should honor God. We believe that by p.-l;
adhering to these values, among them r—

accountability, honesty, integrity, fai %

|
. =
respectfulness and supportiveness, we =~ = "=t

will succeed. % oy
— 1

In our Mission Statement we

have set forth specific goals for the %ﬂ'
Company: ! g—‘
* To be a great company with F ‘ gg _
great jobs and great rewards.
* To be a company known for
building great relationships. %

* To be leaders in the Coca-Cola system.

bty -
* To generate long-term growth in shareholder value. @‘
Our mission and our values guide the actions we take each day. A com- %'
pany can only be great if it has great people, and we believe our culture and rewards system
create a work environment where we can attract, motivate and retain the highest caliber employees. We
believe that building strong relationships with our own employees, customers, The Coca-Cola Company and others
with whom we do business makes us a better company.
As we look forward, we are very optimistic. We are establishing a reputation for innovation within the Coca-Cola
system, leading the industry in quality, providing great jobs for more than 5,500 outstanding employees and growing

long-term shareholder value. We are excited about the momentum we have built over the last several years and look

forward to success in 2004 and beyond.

J. Frank Harrison, III William B. Elmore
Chairman of the Board and Chief Executive Olfficer President and Chief Operating Officer



Our Business

hile Coca-Cola Bottling Co. Consolidated faced numerous obstacles in 2003, the year ended
""""""""""""""""""""""""""""""" on a decidedly optimistic note with strong sales and improved pricing in the fourth quarter. Sales
volume was affected by unusually bad weather in 2003, with the spring and summer the coolest and
wettest on record for the Southeast. That, coupled with a struggling economy that saw job losses soar

throughout our selling territories, led to an environment not conducive to sales growth.

The ‘New News’ is Still Packaging.
In 2003, The Coca-Cola Company continued to introduce new products, including Sprite Remix,
but the ‘new news’ continued to be packaging. Last year, Coca-Cola Consolidated introduced several

new innovative packages in parts of our selling territories, including the 390-

milliliter plastic recyclable bottle, the double Fridge Pack in 12-ounce cans
and the 12-ounce PET bottle Fridge Pack for carbonated soft drinks.
The 390-milliliter (13.2-ounce) bottle is part of our strategy for con-
venience stores and gives the purchaser a resealable package alternative to
the 20-ounce bottle. This sleek contour bottle meets the consumer’s desire
for a distinctive Coca-Cola package. This package is being offered in
the convenience store channel as an alternative to cans with the
added benefits of resealability and better portability, while also
offering us an opportunity to improve our profit margins.
Your Company continues to lead the industry in package
innovation by being the first to offer the double Fridge
Pack and the Fridge Pack for 12-ounce plastic bottles.
The double Fridge Pack is being manufactured by robotic
machinery designed by the Company. It is a consumer-
friendly package that easily breaks apart into two

refrigerator-ready Fridge Packs.

Innovative marketing efforts — as illustrated by this Speed Street
event in Charlotte with Dale Jarrett that leveraged our powerful
partnership with NASCAR — generate excitement about our

products and encourage customer loyalty.




The new 12-
ounce PET bot-
tle Fridge Pack

for carbonated

soft drinks

gives consumers a
resealable alternative

to the aluminum can. This

distinctive smaller contour bottle is gen-

erating significant consumer approval, especially from those looking for smaller packages.

From Conventional to Predictive

The Company is continuing to modify its distribution system. Over the last two years we have converted
a large percentage of our sales in small grocery stores, convenience stores and drug stores from the conven-
tional route sales model to a pre-sell or predictive selling method. Under the conventional system, a route
salesperson was responsible for determining a customer’s needs at each stop and filling that order from
inventory on the truck. But, with the pre-sell method, sales personnel either visit or call a customer to deter-
mine exactly what the customer needs, so that each order can be custom-built and loaded on the delivery
truck. This predictive sales method has been widely used by other bottlers for years, but given the rural
nature of much of our selling territories we deemed it inappropriate for our business in the past. However, as
our product line expands and the technology to predict sales patterns improves, we believe this will be a
more effective method for our business. Over the last several years we have added significant numbers of

new product and package combina-

- b L, . : .
4 : 3 B, . ] _ tions. The predictive nature of pre-sell
\ i [ {?’ F e '
| \ B . ¥ S o has enabled us to add these new prod-
I % -
p— . -I-'. . .
e ucts while also reducing sales center
THe A L inventories.
- s We have also made our sales and
' * distribution centers more efficient by

consolidating operations. In the last

=l S

mm@m' i

three years, we have reduced the
number of distribution centers from

71 to 56, creating a more streamlined

and efficient distribution network.



Innovative brands such as Sprite
Remix, which has been one of our most
successful product launches this year,
help drive our success and illustrate the

importance of our strong partnership

with The Coca-Cola Company.

Key Relationships

g Our most important rela-

tionship is with our employees.

Our newly articulated Mission

Statement sets the ambitious

goal to make, sell and deliver
soft drinks better than
anyone else. We could not

y i = AA ), )
f attempt to achieve that

: goal without the best
employees in the business.
The Company’s relation-
ship with The Coca-Cola
Company and other Coca-Cola
bottlers is critical to our success.
\ i . Those relationships are strong,
! -"" Ij J - - with a renewed sense of partner-
T ) “!';:,‘4 -j;g ship and cooperation. The ~ Coca-

¥ A

P = y 7.2 S

EXg t, Cola Company has embraced

[ : innovation in products and packag-
ing and is taking significant steps to
help its bottler system meet new con-
sumer demands.

Over the last several years we have
been working more closely with other
Coca-Cola bottlers to coordinate produc-

tion, purchasing and customer manage-

ment. Last year was the first full year for



Our Business

the Coca-Cola Bottlers’ Sales and Services Company (CCBSS),
a purchasing cooperative that should enable us to achieve signifi-

cant savings in the procurement of packaging and raw materials.

7y
Challenges and Opportunities A
Several years ago we reached some key conclusions that 4/)'-
we believe are fundamental to our future. These include: 4 /
that dramatic productivity gains were imperative, that cap- . . ;.
ital spending levels needed to be significantly reduced and |

made more strategic, that we needed to decrease leverage
to improve the financial health of the Company and,
because we are in the demand fulfillment business, we
must focus on making, selling and delivering soft drinks.
Through process change and streamlining our opera-
tions, we improved our supply chain productivity by

25 percent. After a period of accelerated growth and accom-

panying high levels of capital spending, volume growth in
the soft drink industry has been relatively flat for the last
three years. At the same time, we have added more than
200 product and package combinations, requiring us to
make significant productivity gains. By consolidating \ P
sales centers and adjusting our selling functions, we
have been able to introduce these large numbers of

packages and products while reducing sales center

In 2003, for the third year in a row, we were
presented with The Coca-Cola Company’s

20072
Presidents Award for Quality Excellence in FIRST PLACE

A BOTTLING CO, CONSOLIDRTEL

recognition of our commitment to quality

-

a’uring the previous year.



Our Business

inventories. Our capital expenditures have been reduced by approximately 50 percent from two A
Y oy

years ago and we have repaid more than $200 million in debt over the last four years. These y- b
Al

strategic steps have prepared us to meet the challenges of an evolving refreshment beverage
environment.

While carbonated soft drinks still comprise the largest segment of our business, water, /% .
juices, sports drinks and other noncarbonated refreshment beverages are becoming AT et 1
o : - : W o i i}
increasingly important categories. Dasani continues to be an important brand for us S E- & g P g |
in the growing water category. However, it is not growing at the skyrocketing levels
of the previous two to three years. With strong support

from The Coca-Cola Company, POWERade is

leading the sports drink category in growth.
Minute Maid lemonade and juice drinks
continue to show solid growth rates. A
The soft drink industry has /‘ a ,:;'
been unfairly criticized by activist {J/
groups and some in the media as
a cause of the increasing problem
of obesity, with our presence in
schools receiving the most atten-
tion. Obesity is indeed an issue,
but a complex one with many
causes, including overeating,
increased television viewing,
lack of physical activity and a gen-
erally sedentary lifestyle. Singling out
any one food or beverage for blame is sim-
plistic and defies common sense. To address the

school issue, Coca-Cola Consolidated and the

One of our latest packaging
innovations is the Double Fridge
Pack, just one of the new packages
developed since we introduced the
hugely successful Fridge Pack.

10



entire Coca-Cola system have embraced a set of model guidelines to ensure that schools provide a wide

variety of refreshment beverages, including juices and water, in compliance with all state, federal and local
laws and regulations.

With this national focus on diet and exercise, we are very optimistic about the diet category. Without
question, the Coca-Cola brand portfolio in the diet segment is vastly superior to all competitors. Diet Coke
had solid growth in 2003, and we believe the addition of diet Coke with Lime to the already strong brand
line-up of diet Cherry Coke, diet Vanilla Coke, Tab, Fresca and diet Sprite will produce solid sales growth
in 2004 and beyond.

11



Our Mission

To make, sell and deliver soft drinks
better than anyone else.

Our Values honor God:

* Accountability * Morality

* Consistency * Optimism

* Courage and Conviction * Respectfulness

* Discipline * Supportiveness
* Honesty and Integrity * Trustworthiness

Our Actions reflect our Values and support our Mission:

We will ...

* Be open and honest in everything we do.

* Do what we say we are going to do.

* Be committed to teamwork.

* Be focused on quality, service and excellence in all we do.

* Have clear objectives, measure results and celebrate success.

* Ensure that fellow employees always receive support, encouragement and respect.
* Be committed to continual development of ourselves and others.

* Compete vigorously and fairly in the marketplace.

* Not tolerate politically motivated behavior.

* Make decisions based on facts in the long-term best interest of the business.
e Strive for win/win solutions in all our dealings with others.

* Have a bias for action.

* Relentlessly focus on timely execution.

* Exhibit a positive attitude.

Our Goals:

We will strive to...
* Be a great company with great jobs and great rewards.
* Be a company known for building great relationships.
* Be leaders in the Coca-Cola system.

* Generate long-term growth in shareholder value.
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Management’s Discussion and Analysis of Financial Condition
and Results of Operations

The following Management’s Discussion and
Analysis of Financial Condition and Results of
Operations (“M,D&A”) should be read in
conjunction with the Company’s financial
statements and the accompanying footnotes.

M,D&A includes the following sections:

*  Our Business—a general description of the
Company’s business.

Overview—a summary of key information
concerning the financial results for 2003
and changes from 2002.

Discussion of Critical Accounting
Policies—a discussion of accounting policies
that are most important to the portrayal of
the Company’s financial condition and
results of operations and require critical
judgments and estimates.

Results of Operations—an analysis of the
Company’s results of operations for the
three years presented in the financial
statements.

Financial Condition—an analysis of the
Company’s financial condition as of the end
of the last two years presented in the
financial statements.

Liquidity and Capital Resources—an
analysis of capital resources, sources and
uses of cash, investing and financing
activities, off-balance sheet arrangements,
contractual obligations and interest rate

hedging.

Cautionary Information Regarding
Forward-Looking Statements—cautionary
information about forward-looking
statements and a description of certain risks

and uncertainties that could cause the
Company’s actual results to differ materially
from the Company’s historical results or the
Company’s current expectations about future
periods.

Our Business

Coca-Cola Bottling Co. Consolidated (the
“Company”) produces, markets and distributes
carbonated and noncarbonated beverages, primarily
products of The Coca-Cola Company, which
include some of the most recognized and popular
beverage brands in the world. The Company is
currently the second largest bottler of products of
The Coca-Cola Company in the United States,
operating in eleven states primarily in the Southeast.
The Company also distributes several other beverage
brands. The Company’s product offerings include
carbonated soft drinks, bottled water, teas, juices,
isotonics and energy drinks. The Company had net
sales of over $1.2 billion in 2003.

Overview

The following overview provides a summary of key
information concerning the Company’s financial
results for fiscal year 2003 and changes from fiscal
year 2002.

Net Income

The Company reported net income of $30.7 million
or $3.40 per basic share in 2003 compared with net
income of $22.8 million or $2.58 per basic share in
2002. Lower interest expense and minority interest
expense in 2003 offset a $9.9 million decline in
income from operations, resulting in income before
income taxes in 2003 of $38.1 million, unchanged
from 2002. Significant favorable income tax expense
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

adjustments in 2003 led to an effective tax rate of
199% in 2003 versus 40% in 2002.

Significant Items Which Impacted Net Income
2003

Net income in 2003 was favorably impacted by

$.9 million as a result of changes in certain benefit
programs. The Company also recorded several
adjustments, primarily resulting from a reduction in
the valuation allowance for the Company’s deferred
tax assets as a result of the completion of a state tax
audit and a reorganization of the Company’s

subsidiaries, which reduced income tax expense by
$8.6 million.

2002

Net income in 2002 was favorably impacted by the
reversal of an accrual of $2.3 million related to a
retirement benefit payable to J. Frank Harrison, Jr.,
the former Chairman of the Board of Directors of
the Company, who passed away in November 2002.
As a partial offset, net income was reduced by
approximately $1.3 million due to the termination

of two interest rate hedging agreements in the fourth

quarter.

Operations

Net sales and gross margin increased by
approximately 1% in 2003 compared to the prior
year. Bottle/can volume decreased by approximately
2% while average revenue per case increased by
2.1%. The decline in bottle/can volume resulted

primarily from:

» The introduction of fewer new brands and
packages in 2003 than in 2002;

Certain large customers promoting the
Company’s products less aggressively;

Difficult economic conditions in certain
portions of the Company’s territories; and

Unusually cool and wet weather during key
holiday periods and summer months.

The soft drink industry has seen a rapid increase in
the number of brand and package combinations
over the past few years as a result of changing
consumer tastes combined with slowing industry-
wide volume growth rates.

Average revenue per case increased in 2003 as the
Company focused on maintaining gross margins
while offsetting increases in raw material costs. The
Company anticipates further selling price increases
in 2004 in order to offset a significant projected
increase in the cost of aluminum cans and to
maintain its gross margins.

Selling, general and administrative (“S,G&A”)
expenses increased only 3.8% in 2003 compared to
the prior year despite significant increases in pension
expense, fuel costs and property and casualty
insurance costs. Over the last two years, the
Company has converted the majority of its
distribution system from a conventional sales
method to a pre-sell method in which sales
personnel either visit or call a customer to determine
the customer’s requirements for their order. This
pre-sell method has enabled the Company to add a
significant number of new product and package
combinations and provides the capacity to add
additional product offerings in the future. In
addition, the Company closed four sales distribution
centers in 2003 as part of a multi-year effort to
reduce overall costs and improve productivity. The
combination of fewer sales distribution centers and
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the use of the pre-sell sales method will enable the
Company to make its distribution network more
efficient over time.

Income from operations in 2003 declined by
$9.9 million or 10.6% compared to 2002 as modest
increases in net sales and gross margin were not

sufficient to offset higher S,G&A expenses.

Interest expense decreased by $7.2 million or 14.7%
in 2003 primarily due to lower average interest rates.
Minority interest expense declined by $2.7 million
in 2003 due to the purchase by the Company of an
additional interest in Piedmont Coca-Cola Bottling
Partnership (“Piedmont”) in March 2003.

Financial Condition

Over the past several years, the Company has been
focused on decreasing financial leverage primarily by
reducing its outstanding debt and capital lease
obligations. During 2003, debt and capital lease

obligations declined by $5.5 million despite the

purchase of an additional interest in Piedmont in
March 2003 for $53.5 million.

Another key performance indicator the Company
uses to monitor its financial health is the ratio of
income from operations divided by interest expense,
which improved from 1.90 in 2002 to 1.99 in 2003.
The improvement in this ratio resulted primarily
from lower debt balances and a reduction in interest
rates. The Company anticipates further reduction in
debt and capital lease obligations in 2004.

Basis of Presentation

The statements of operations, statements of cash
flows and the consolidated balance sheets for the
years ending December 28, 2003 and December 29,
2002 include the consolidated operations of the

Company and its majority owned subsidiaries
including Piedmont. Minority interest consists of
The Coca-Cola Company’s interest in Piedmont,
which was 22.674% for the last three quarters of
2003, 45.349% for the first quarter of 2003 and all
0f 2002 and 50% in 2001 and prior years. Due to
the increase in the Company’s ownership in
Piedmont resulting from the additional interest
purchased on January 2, 2002, the results of
operations, financial position and cash flows of
Piedmont have been consolidated with those of the
Company beginning in the first quarter of 2002.
The Company’s investment in Piedmont had been
accounted for using the equity method for 2001 and
prior years. Generally accepted accounting principles
require that results for 2001 be presented on an
historical basis with the Company’s investment in
Piedmont accounted for under the equity method of
accounting. Management’s discussion and analysis
for 2002 compared to 2001 compares actual 2002
results to pro forma 2001 results assuming that
Piedmont had been consolidated in 2001.

Significant Events of Prior Years

On June 1, 1994, the Company executed a
management agreement with South Atlantic
Canners, Inc. (“SAC”), a manufacturing cooperative
located in Bishopville, South Carolina. The
cooperative consists solely of Coca-Cola bottlers.
SAC produces bottle and can product for its
members. The Company is a member of the
cooperative and receives a fee for managing the day-
to-day operations of SAC pursuant to a ten-year
management agreement. This management
agreement expires in May 2004. The Company
anticipates negotiating a new agreement with SAC
on terms substantially comparable to the current
arrangement.
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On July 2, 1993, the Company and The Coca-Cola
Company formed Piedmont to distribute and
market soft drink products of The Coca-Cola
Company and other third party licensors, primarily
in certain portions of North Carolina and South
Carolina. The Company provides a portion of the
soft drink products to Piedmont and receives a fee
for managing the business of Piedmont pursuant to
a management agreement. The Company and The
Coca-Cola Company, through their respective
subsidiaries, each beneficially owned a 50% interest
in Piedmont at December 30, 2001. As discussed
below, the Company has increased its ownership
interest in Piedmont since December 30, 2001 to
77.326% and The Coca-Cola Company’s ownership
in Piedmont has been reduced to 22.674%.

Acquisitions

On January 2, 2002, the Company purchased an
additional 4.651% interest in Piedmont from The

Coca-Cola Company for $10.0 million, increasing

the Company’s ownership in Piedmont to 54.651%.
On March 28, 2003, the Company purchased an
additional 22.675% interest in Piedmont from

The Coca-Cola Company for $53.5 million. This
transaction in 2003 increased the Company’s
ownership interest in Piedmont to 77.326%. The
Company recorded $19.7 million of franchise rights
and $5.2 million related to customer relationships in
connection with these acquisitions of additional
interests in Piedmont.

As of December 28, 2003, The Coca-Cola
Company owned 27.4% of the Company’s
outstanding Common Stock and Class B Common
Stock on a combined basis and had a 22.674%
interest in Piedmont.

New Accounting Pronouncements

In November 2002, the Emerging Issues Task Force
(“EITF”) reached a consensus on Issue No. 02-16,
“Accounting by a Customer (Including a Reseller)
for Certain Consideration Received from a Vendor”
(“EITF 02-16”), addressing the recognition and
income statement classification of various
considerations given by a vendor to a customer.
Among its requirements, the consensus requires that
certain cash consideration received by a customer
from a vendor is presumed to be a reduction of the
price of the vendor’s products, and therefore should
be characterized as a reduction of cost of sales when
recognized in the customer’s income statement,
unless certain criteria are met. EITF 02-16 was
effective for the first quarter of 2003. Previously, the
Company classified marketing funding support
received from The Coca-Cola Company and other
beverage companies as an adjustment to net sales. In
accordance with EITF 02-16, the Company began
classifying marketing funding support as a reduction
of cost of sales in the first quarter 2003. The
application of EITF 02-16 did not have a significant
impact on results of operations. Prior year amounts
have been reclassified to conform to the current year
presentation.

In January 2003, the Financial Accounting
Standards Board (“FASB”) issued Financial
Interpretation No. 46 (revised December 2003),
“Consolidation of Variable Interest Entities”

(“FIN 467). This interpretation addresses
consolidation by business enterprises of variable
interest entities with certain defined characteristics.
Application of FIN 46 is required in the Company’s
financial statements for interests in variable interest
entities that are considered to be special-purpose

entities for the year ended December 28, 2003. The
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Company has determined that it does not have any
arrangements or relationships with special-purpose
entities. Application of FIN 46 for all other types of
variable interest entities is required for the Company
effective March 28, 2004. The Company anticipates
that application of FIN 46 will not have a significant
impact on its financial statements at this time.

In December 2003, the FASB issued Statement
No. 132 (revised 2003), “Employers” Disclosures
About Pensions and Other Postretirement Benefits,”
that requires additional financial statement
disclosures for defined benefit plans. This revised
statement replaces existing FASB disclosure
requirements for defined benefit plans. The revised
standard requires more disclosure about plan assets,
benefit obligations, cash flows, benefit costs and
other relevant information. The Company has
adopted these disclosure provisions beginning with
its 2003 year-end financial reporting.

Discussion of Critical Accounting Policies

In the ordinary course of business, the Company has
made a number of estimates and assumptions
relating to the reporting of results of operations and
financial position in the preparation of its financial
statements in conformity with accounting principles
generally accepted in the United States of America.
Actual results could differ significantly from those
estimates under different assumptions and
conditions. The Company believes that the
following discussion addresses the Company’s most
critical accounting policies, which are those that are
most important to the portrayal of the Company’s
financial condition and results of operations and
require management’s most difficult, subjective and
complex judgments, often as a result of the need to
make estimates about the effect of matters that are
inherently uncertain.

The Company has not made changes in any critical
accounting policies during 2003. The Company
changed its estimate relating to the realizability of
certain income tax assets during the second quarter
and third quarter of 2003 as discussed below. Any
significant changes in critical accounting policies
and estimates are discussed with the Audit
Committee of the Board of Directors of the

Company during the quarter in which a change is

contemplated and prior to making any change.

Allowance for Doubtful Accounts

The Company evaluates the collectibility of its trade
accounts receivable based on a number of factors. In
circumstances where the Company becomes aware
of a specific customer’s inability to meet its financial
obligations to the Company, a specific reserve for
bad debts is estimated and recorded which reduces
the recognized receivable to the estimated amount
the Company believes will ultimately be collected.
In addition to specific customer identification of
potential bad debts, bad debt charges are recorded
based on the Company’s recent past loss history and
an overall assessment of past due trade accounts
receivable outstanding.

The Company’s review of potential bad debts
considers the specific industry a particular customer
operates in, such as supermarket retailers,
convenience stores and mass merchandise retailers,
and the general economic conditions that currently
exist in that specific industry. The Company then
considers the effects of concentration of credit risk
in a specific industry and for specific customers
within that industry.
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Property, Plant and Equipment

Property, plant and equipment is recorded at cost
and is depreciated on a straight-line basis over the
estimated useful lives of such assets. Changes in
circumstances such as technological advances,
changes to the Company’s business model or
changes in the Company’s capital strategy could
result in the actual useful lives differing from the
Company’s current estimates. Factors such as
changes in the planned use of manufacturing
equipment, vending equipment, transportation
equipment, warehouse facilities or software could
also result in shortened useful lives. In those cases
where the Company determines that the useful life
of property, plant and equipment should be
shortened, the Company would depreciate the net
book value in excess of the estimated salvage value
over its revised remaining useful life.

The Company evaluates long-lived assets and certain
identifiable intangibles for impairment whenever
events or changes in circumstances indicate that the
carrying amount of an asset may not be recoverable.
When undiscounted future cash flows will not be
sufficient to recover an asset’s carrying amount, the
asset is written down to its fair value and the
Company recognizes an impairment loss.

Franchise Rights

The Company considers franchise rights with The
Coca-Cola Company and other franchisers to be
indefinite lived because the agreements are perpetual
or, in situations where agreements are not perpetual,
the Company anticipates the agreements will
continue to be renewed upon expiration. The cost of
renewals is minimal and the Company has not had
any renewals denied. The Company considers
franchise rights as indefinite lived intangible assets

under Statement of Financial Accounting Standards
No. 142, “Goodwill and Other Intangible Assets,”
(“SFAS No. 142”) and therefore, does not amortize
the value of such assets. Instead, franchise rights are
tested at least annually for impairment.

Impairment Testing of Franchise Rights and
Goodwill

The only intangible assets the Company classifies as
indefinite lived are franchise rights and goodwill.
SFAS No. 142 requires testing of intangible assets
with indefinite lives and goodwill for impairment at
least annually. The Company completed its annual
impairment test for 2003 in the third quarter.

For the annual impairment analysis of franchise
rights, the fair value for the Company’s acquired
franchise rights is estimated using a multi-period
excess earnings approach. This approach involves
projecting future earnings, discounting those
estimated earnings using an appropriate discount
rate and subtracting a contributory charge for net
working capital, property, plant and equipment,
assembled workforce and customer relationships to
arrive at excess earnings attributable to franchise
rights. The present value of the excess earnings
attributable to franchise rights is their estimated fair
value and is compared to the carrying value on an
aggregate basis. Based on this analysis, there was no

impairment of our recorded franchise rights in 2003.

The projection of earnings includes a number of
assumptions such as projected net sales, cost of sales,
operating expenses and income taxes. Changes in the
assumptions required to estimate the present value
of the excess earnings attributable to franchise rights
could materially impact the fair value estimate.

For the annual impairment analysis of goodwill, the
Company develops an estimated fair value for the
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enterprise using an average of three different
approaches:

» Market value, using the Company’s stock
price plus outstanding debt and minority
interest;

Discounted cash flow analysis; and

Multiple of earnings before interest, taxes,
depreciation and amortization based upon
relevant industry data.

The estimated fair value of the enterprise is then
compared to the Company’s carrying amount
including goodwill. If the estimated fair value of the
Company exceeds its carrying amount, goodwill will
be considered not impaired and the second step of
the SFAS No. 142 impairment test will not be
necessary. If the carrying amount including goodwill
exceeds its estimated fair value, the second step of
the impairment test will be performed to measure
the amount of the impairment, if any. Based on this
analysis, there was no impairment of our recorded
goodwill in 2003. The discounted cash flow analysis
includes a number of assumptions such as projected
sales volume, net sales, cost of sales and operating
expenses. Changes in these assumptions could
materially impact the fair value estimate of the
enterprise.

Deferred Tax Assets

The Company records a valuation allowance to
reduce the carrying value of its deferred tax assets to
an amount that is more likely than not to be
realized. While the Company has considered future
taxable income and prudent and feasible tax
planning strategies in assessing the need for the
valuation allowance, should the Company determine

that it would not be able to realize all or part of its
net deferred tax assets in the future, an adjustment
to the valuation allowance would be charged to
income in the period in which such determination
was made. A reduction in the valuation allowance
and corresponding adjustment to income may be
required if the likelihood of realizing existing
deferred tax assets were to increase. The Company
regularly reviews the realizability of deferred tax
assets and initiates a review when significant changes
in the Company’s business occur.

The Company’s valuation allowance of

$16.8 million at December 28, 2003 relates
principally to state net operating loss carryforwards.
During the second and third quarters of 2003, the
Company adjusted its valuation allowance related to
certain deferred tax assets. During the second
quarter of 2003, the Company reduced its valuation
allowance upon the completion of a state income tax
audit which resulted in a favorable adjustment to
income tax expense of $3.1 million. During the
third quarter of 2003, in conjunction with a
reorganization of certain of the Company’s
subsidiaries and corresponding assessment of the
Company’s ability to utilize certain state net
operating loss carryforwards, the Company reduced
its valuation allowance related to such carryforwards.
This reduction in the valuation allowance reduced
income tax expense by $6.5 million in the third
quarter.

Pension and Postretirement Benefits Obligations

The Company sponsors pension plans covering
substantially all full-time nonunion employees who
meet eligibility requirements. Several statistical and
other factors, which attempt to anticipate future

events, are used in calculating the expense and
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liability related to the plans. These factors include
assumptions about the discount rate, expected
return on plan assets, employee turnover, age at
retirement and rate of future compensation increases
as determined by the Company, within certain
guidelines. In addition, the Company’s actuarial
consultants also use subjective factors such as
withdrawal and mortality rates to estimate the
projected benefit obligation. The actuarial
assumptions used by the Company may differ
materially from actual results due to changing
market and economic conditions, higher or lower
withdrawal rates or longer or shorter life spans of
participants. These differences may result in a
significant impact to the amount of net periodic
pension cost recorded by the Company in future
periods. In 2003, the discount rate used in
determining the actuarial present value of the
projected benefit obligation for the Company’s
nonunion pension plans decreased to 6.25% from
7.00% in 2002 due to declining interest rates for
long-term corporate bonds, which serve as the
benchmark for determination of the discount rate.
The discount rate assumption is generally the
estimate which can have the most significant impact
on net periodic pension cost and the projected
benefit obligation for these nonunion pension plans.
The Company determines an appropriate discount
rate annually based on the annual yield on long-term
corporate bonds as of the measurement date.

A .25% increase or decrease in the discount rate
assumption at the beginning of 2003 would have
impacted the projected benefit obligation and net
periodic pension cost as follows:

In Thousands

25%

Increase

.25%

Impact on Decrease

Projected benefit
obligation at
December 28, 2003

Net periodic
pension cost in 2003

$(6,371) $6,797

(930) 989

The weighted average expected long-term rate of
return of plan assets was reduced from 9.0% for
2002 to 8.0% for determination of 2003 pension
expense. This rate reflects an estimate of long-term
future returns for the pension plan assets. This
estimate is primarily a function of the asset classes
(equities versus fixed income) in which the pension
plan assets are invested and the analysis of past
performance of these asset classes over a long period
of time. This analysis includes expected long-term
inflation and the risk premiums associated with
equity and fixed income investments.

The Company sponsors a postretirement health care
plan for employees meeting specified qualifying
criteria. Several statistical and other factors, which
attempt to anticipate future events, are used in
calculating the net periodic postretirement benefit
cost and postretirement benefit obligation for this
plan. These factors include assumptions about the
discount rate and the expected growth rate for the
cost of health care benefits. In addition, the
Company’s actuarial consultants also use subjective
factors such as withdrawal and mortality rates to
estimate the projected liability under this plan. The
actuarial assumptions used by the Company may
differ materially from actual results due to changing

market and economic conditions, higher or lower

withdrawal rates or longer or shorter life spans of
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participants. In 2003, the discount rate used in the
actuarial estimates for the Company’s postretirement
health care plan decreased to 6.00% from 6.75% in
2002 due to declining interest rates for long-term
corporate bonds.

The discount rate assumption, the annual health
care cost trend and the ultimate trend rate for health
care costs are key estimates which can have a
significant impact on the net periodic postretirement
benefit cost and postretirement obligation in future
periods. The Company annually determines the
health care cost trend based on recent actual medical
trend experience and projected experience for the
following year.

A .25% increase or decrease in the discount rate
assumption at the beginning of 2003 would have

impacted the projected benefit obligation and net

periodic postretirement benefit cost as follows:

In Thousands

25%

Increase

25%

Impact on Decrease

Postretirement
benefit obligation at
December 28, 2003

Net periodic
postretirement
benefit cost in 2003

$(1,246) $1,306

(113) 119

A 1% increase or decrease in the annual health care
cost trend for 2003 would have impacted the
postretirement benefit obligation and net periodic
postretirement benefit cost as follows:

In Thousands

1% 1%

Impact on Increase Decrease

Postretirement
benefit obligation at
December 28, 2003

Net periodic
postretirement
benefit cost in 2003 523

$5,857 $(5,122)

(456)

On December 8, 2003, the Medicare Prescription
Drug, Improvement and Modernization Act of 2003
(the “Act”) was enacted. The Act introduces a
prescription drug benefit under Medicare as well as a
federal subsidy to sponsors of retiree health care
benefit plans. The postretirement benefit obligation
as of December 28, 2003 and the net periodic
postretirement benefit cost in 2003 do not reflect
the effects of the Act since enactment occurred after
the Company’s postretirement plan measurement
date of September 30, 2003. The Company has not
determined what, if any, impact the Act will have on
the Company’s costs for future postretirement
benefits.

Results of Operations
2003 COMPARED TO 2002
Net Income

The Company reported net income of $30.7 million
or $3.40 per basic share for fiscal year 2003
compared with net income of $22.8 million or
$2.58 per basic share for fiscal year 2002. Significant
items which impacted net income during 2003 and
2002 are discussed in the “Overview” section.
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Net Sales and Gross Margin

The Company’s net sales increased approximately
1% in 2003 compared to 2002. This increase in net
sales reflected growth in average revenue per case
and contract sales, which more than offset an
approximate 2% decline in bottle/can volume. For
2003, average revenue per case increased by 2.1%
compared to 2002. Some of the factors contributing
to the decline in bottle/can volume in 2003 are
discussed below:

» While 2002 saw the introduction of
numerous new brands and packages, there
were not as many new product

introductions during 2003. Brand and

package introductions during 2003
included Sprite Remix, 12-ounce PET
bottles in Fridge Pack™ for future
consumption channels and a 390 ml PET
bottle package for immediate consumption
channels. New brands and packages in 2002
included Vanilla Coke, diet Vanilla Coke,
diet Cherry Coke, Fanta flavors, the Dasani
Fridge Pack™, Minute Maid Lemonade,
Minute Maid Pink Lemonade and the full
rollout of Fridge Pack™ cans in all of the
Company’s territories. New brands and
packages usually stimulate consumer
demand resulting in increased sales. The
short-term increase in sales from new
brands and packages generally exceeds
sustained growth as evidenced during 2003.

Some of the Company’s largest customers
are chain grocery stores. During 2003,
certain chain grocery store customers were
less aggressive in their promotion of the
Company’s products resulting in volume
declines for those customers. The Company

believes that some of the volume declines in
these chains are offset by higher volume in
other retail outlets that more aggressively
promoted the Company’s products.

General economic conditions also impacted
the Company’s results during 2003. Higher
unemployment levels, particularly in certain
areas of North Carolina, negatively
impacted the Company’s sales channel that
includes manufacturing plants, where
volume for the year declined.

Operating results for 2003 were also
adversely affected by unusually cool and
wet w