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Management’s Discussion and Analysis of Financial Condition and Results of Operations
Executive Overview (continued)

Channels of Distribution

Our products and services are offered to most of our customers under standard trade credit terms between 30 and 45 days and are
sold through the following distribution channels.

e Independent Contract Furniture Dealers and Licensees—Most of our product sales are made to a network of independently owned
and operated contract furniture dealerships doing business in many countries around the world. These dealers purchase our
products and distribute them to end customers. We recognize revenue on product sales through this channel once our products are
shipped and title passes to the dealer. Many of these dealers also offer furniture-related services, including product installation.

o Owned Contract Furniture Dealers-At May 31, 2008, we owned 9 contract furniture dealerships, some of which have operations in
multiple locations. The financial results of these owned dealers are included in our Consolidated Financial Statements. Product sales
to these dealerships are eliminated as inter-company transactions from our consolidated financial results. We recognize revenue on
these sales once products are shipped to the end customer and installation is substantially complete. We believe independent
ownership of contract furniture dealers is generally, the best model for a financially strong distribution network. With this in mind, our
strategy is to continue to pursue opportunities to transition our owned dealerships to independent owners. Where possible, our goal
is to involve local managers in these ownership transitions. Subsequent to the end of our fiscal year, we transitioned one owned
dealership in Texas to independent ownership status. The effect of this transaction on the company’s consolidated financial
statements is not material.

o Direct Customer Sales-We sometimes sell products and services directly to end customers without an intermediary (e.g. sales to the
U.S. federal government). In most of these instances, we contract separately with a dealership or third-party installation company to
provide sales-related services. We recognize revenue on these sales once products are shipped and installation is substantially
complete.

¢ Independent Retailers—Certain products are sold to end customers through independent retail operations. Revenue is recognized on
these sales once products are shipped and title passes to the independent retailer.

Challenges Ahead

Like all businesses, we are faced with a host of challenges and risks. We believe our core strengths and values, which provide the
foundation for our strategic direction, have us well prepared to respond to the inevitable challenges we will face in the future. While we
are confident in our direction, we acknowledge the risks specific to our business and industry. Refer to ltem 1A of our Annual Report on
Form 10-K for discussion of certain of these risk factors.

Future Avenues of Growth

We believe we are well positioned to successfully pursue our mission despite the risks and challenges we face. That is, we believe we
can continue to improve the performance of human habitats worldwide. In pursuing our mission, we have identified the following as key
avenues for our future growth.

Primary Markets-Capturing additional market share within our existing primary markets by offering superior solutions to customers
who value space as a strategic tool

Adjacent Markets—Further applying our core skills in environments such as healthcare, higher education, and residential

Developing Economies-Expanding our geographic reach in areas of the world with significant growth potential

New Markets-Developing new products and technologies that serve new markets

Industry Analysis

The Business and Institutional Furniture Manufacturer's Association (BIFMA) is the trade association for the U.S. domestic office
furniture industry. We monitor the trade statistics reported by BIFMA and consider them an indicator of industry-wide sales and order
performance. BIFMA publishes statistical data for the contract segment and the office supply segment within the U.S. furniture market.
The U.S. contract segment is primarily with large to mid-size corporations installed via a network of dealers. The office supply segment
is primarily to smaller customers via wholesalers and retailers. We primarily participate, and believe we are a leader in the contract
segment. Itis important to note that our diversification strategy lessens our dependence on the U.S. office furniture market.

We also analyze BIFMA statistical information as a benchmark comparison against the performance of our domestic U.S. business
and also to that of our competitors. The timing of large project-based business may affect comparisons to this data. Finally, BIFMA
regularly provides its members with industry forecast information, which we use internally as one of many considerations in our short
and long-range planning process.
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Management’s Discussion and Analysis of Financial Condition and Results of Operations (continued)

Discussion of Business Conditions

Our fiscal years ended May 31, 2008 and June 2, 2007 each included 52 weeks of operations. By comparison, the year ended June 3,
2006 included 53 weeks of operations. The extra week was required to bring our fiscal reporting dates in line with the actual calendar
months. We report an additional week of operations in our fiscal calendar approximately every six years for this reason.

Although fiscal 2008 was a year marked with several challenges and uncertainties, we once again realized many achievements. We
translated modest top-line growth into solid improvement in operating income and record earnings per share. Our relentless pursuit of
innovative solutions coupled with our strategy to diversify into new and emerging markets both at home and abroad, enabled us to grow
despite generally slowing economic activity in certain key markets. Also, our cost control efforts and the timing of cost increases for
certain inputs proved to limit our exposure to increasing costs for raw materials and fuel. Our expanded international distribution
channel and increased manufacturing presence in China contributed to another double-digit increase in sales for our non-North
American Furniture Solutions segment. Net sales outside of North America continued to increase as a percentage of our consolidated
net sales in fiscal 2008.

In addition to growing the business overseas, our North American Furniture Solutions segment posted modest growth for the year.
The acquisition of Brandrud Furniture, Inc. (Brandrud) during fiscal 2008 contributed to our double-digit sales growth to the healthcare
industry. With this acquisition, we expanded our reach into patient rooms, patient treatment areas, and public spaces.

We introduced several new products designed to reach customers in nearly all areas of our business. These new products made a
strong showing at NeoCon, the contract furniture industry’s largest tradeshow. Our newly introduced filing and storage solution, Teneo,
won “Best of Show” at NeoCon and we were named “Manufacturer of the Year” by the Office Furniture Dealers Association.

In fiscal 2008, we significantly changed our capital structure to better leverage our balance sheet. We issued $200 million of senior
unsecured private placement notes and commenced a $200 million accelerated share repurchase program (ASR). Prior to the ASR,
we repurchased approximately 2.1 million shares. As a result of the ASR, we retired an additional 5.4 million shares, bringing the full-
year repurchase count to 7.5 million shares. The ASR will be completed in September 2008 and we expect to retire approximately 2
million additional shares at that time. We also increased our borrowing capacity with a new $250 million syndicated revolving line of
credit.

During the year, we announced several initiatives to improve our operating profitability and enable greater and faster investment in
our strategic growth initiatives. We put in place a restructuring action that eliminated approximately 150 full-time positions and we
implemented cost reduction activities that boosted operating earnings toward our long-term goal of 13 percent of sales. We are pleased
with our performance for the year, and we continue to actively manage our business in a volatile macro-economic environment.

Looking forward, the general economic outlook for our industry in the U.S. is expected to be negative through calendar year 2009,
and we remain appropriately cautious as a result. BIFMA issued its most recent report in May 2008 and expects that the growth rate of
office furniture orders and shipments in the U.S. for the balance of calendar 2008 to be negative 6.5 percent and negative 9.7 percent,
respectively. For calendar 2009, BIFMA expects negative 6.3 percent for both orders and shipments compared to calendar 2008. This
downturn is primarily the result of tighter credit, pale growth in GDP, concerns over inflation and business confidence which may create
a drag on office furniture consumption. BIFMA expects that corporate profits will rebound in early 2009 and modestly boost office
furniture consumption.

Financial Results

The following is a comparison of our annual results of operations and year-over-year percentage changes for the periods indicated.

(Dollars In millions) Fiscal 2008 % Chg Fiscal 2007 % Chg Fiscal 2006
from 2007 from 2006
Net sales $2,012.1 4.9% $1,918.9 10.5% $1,737.2
Cost of sales 1,313.4 3.2% 1,273.0 9.5% 1,162.4
Gross margin 698.7 8.2% 645.9 12.4% 574.8
Operating expenses 452.1 1.0% 447.8 7.4% 4171
Operating earnings 246.6 24.5% 198.1 25.6% 157.7
Net Other expenses 16.2 45.9% 111 9.9% 10.1
Earnings before income taxes 2304 23.2% 187.0 26.7% 147.6
Income tax expense 78.2 35.1% 57.9 21.4% 417
Minority interest, net of tax (0.1) NA — NA 0.7
Net earnings $152.3 18.0% $129.1 30.1% $99.2
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