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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q
(Mark One)

x QUARTERLY REPORT PURSUANT TO SECTION 13 or 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the quarterly period ended December 25, 2010

or

¨ TRANSITION REPORT PURSUANT OF SECTION 13 or 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from              to              

Commission File Number: 001-33268

CENTRAL GARDEN & PET COMPANY

Delaware 68-0275553
(State or other jurisdiction

of incorporation or organization)

(I.R.S. Employer

Identification No.)
1340 Treat Blvd., Suite 600, Walnut Creek, California 94597

(Address of principle executive offices)

(925) 948-4000
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(Registrant�s telephone number, including area code)

(Former name, former address and former fiscal year, if changed since last report)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.    x  Yes     ¨  No

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§ 232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files).    ¨  Yes    ¨  No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See definition of �large accelerated filer,� �accelerated filer� and �smaller reporting company� in Rule 12b-2 of the Exchange Act. (Check
one):

Large accelerated filer ¨ Accelerated filer x
Non-accelerated filer ¨ Smaller reporting company ¨
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).    ¨  Yes    x  No

Indicate the number of shares outstanding of each of the issuer�s classes of common stock, as of the latest practicable date.

Common Stock Outstanding as of January 31, 2011 15,424,855
Class A Common Stock Outstanding as of January 31, 2011 42,037,132
Class B Stock Outstanding as of January 31, 2011 1,652,262
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This Form 10-Q includes �forward-looking statements.� Forward-looking statements include statements concerning our plans, objectives, goals,
strategies, future events, future revenues or performance, capital expenditures, plans or intentions relating to acquisitions, our competitive
strengths and weaknesses, our business strategy, our ability to pass through grain and other raw material price increases and the trends we
anticipate in the industries and economies in which we operate and other information that is not historical information. When used in this
Form 10-Q, the words �estimates,� �expects,� �anticipates,� �projects,� �plans,� �intends,� �believes� and, variations of such words or similar expressions are
intended to identify forward-looking statements. All forward-looking statements are based upon our current expectations and various
assumptions. Our expectations, beliefs and projections are expressed in good faith, and we believe there is a reasonable basis for them, but we
cannot assure you that our expectations, beliefs and projections will be realized.

There are a number of risks and uncertainties that could cause our actual results to differ materially from the forward-looking statements
contained in this Form 10-Q. Important factors that could cause our actual results to differ materially from the forward-looking statements we
make in this Form 10-Q are set forth in our Form 10-K for the fiscal year ended September 25, 2010 including the factors described in the
section entitled �Risk Factors.� If any of these risks or uncertainties materialize, or if any of our underlying assumptions are incorrect, our actual
results may differ significantly from the results that we express in or imply by any of our forward-looking statements. We do not undertake any
obligation to revise these forward-looking statements to reflect future events or circumstances. Presently known risk factors include, but are not
limited to, the following factors:

� seasonality and fluctuations in our operating results and cash flow;

� fluctuations in market prices for seeds and grains and other raw materials;

� declines in consumer spending during economic downturns;
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� inflation, deflation and other adverse macro-economic conditions;

� supply shortages in small animals and pet birds;

� adverse weather conditions;
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� fluctuations in energy prices, fuel and related petrochemical costs;

� access to and cost of additional capital

� dependence on a few customers for a significant portion of our business;

� consolidation trends in the retail industry;

� uncertainty about new product innovations and marketing programs;

� competition in our industries;

� risks associated with our acquisition strategy;

� dependence upon our key executive officers;

� implementation of a new enterprise resource planning information technology system;

� potential environmental liabilities;

� risk associated with international sourcing;

� litigation and product liability claims;

� the voting power associated with our Class B stock; and

� potential dilution from issuance of authorized shares.

3
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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements
CENTRAL GARDEN & PET COMPANY

CONDENSED CONSOLIDATED BALANCE SHEETS

(in thousands, except share and per share amounts)

Unaudited

December 26,
2009

December 25,
2010

(See Note 1)

September 25,
2010

ASSETS
Current assets:
Cash and cash equivalents $ 91,791 $ 75,317 $ 91,460
Short term investments �  15,320 15,320
Accounts receivable (less allowance for doubtful accounts of $17,890, $18,727 and
$21,564) 128,991 130,618 192,422
Inventories 327,403 341,621 285,964
Prepaid expenses and other 48,023 52,610 42,733

Total current assets 596,208 615,486 627,899

Land, buildings, improvements and equipment�net 162,336 165,959 165,281
Goodwill 207,749 208,348 207,319
Other intangible assets�net 102,236 85,768 86,798
Deferred income taxes and other assets 53,448 37,419 43,587

Total $ 1,121,977 $ 1,112,980 $ 1,130,884

LIABILITIES AND EQUITY
Current liabilities:
Accounts payable $ 117,635 $ 115,651 $ 112,611
Accrued expenses 83,091 84,931 81,418
Current portion of long-term debt 3,256 147 165

Total current liabilities 203,982 200,729 194,194

Long-term debt 404,007 400,141 400,106
Other long-term obligations 4,405 4,462 4,441

Equity:
Common stock, $.01 par value: 17,125,695, 15,733,655 and 16,258,704 shares outstanding
at December 26, 2009, December 25, 2010 and September 25, 2010 171 157 163
Class A common stock, $.01 par value: 45,745,191, 42,920,466 and 43,696,426 shares
outstanding at December 26, 2009, December 25, 2010 and September 25, 2010 458 429 437
Class B stock, $.01 par value: 1,652,262 shares outstanding 16 16 16
Additional paid-in capital 505,568 473,412 483,817
Accumulated earnings 2,309 33,053 45,319
Accumulated other comprehensive income 1,101 720 944
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Total Central Garden & Pet Company shareholders� equity 509,623 507,787 530,696
Noncontrolling interest (40) (139) 1,447

Total equity 509,583 507,648 532,143

Total $ 1,121,977 $ 1,112,980 $ 1,130,884

See notes to condensed consolidated financial statements.
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CENTRAL GARDEN & PET COMPANY

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except per share amounts)

(unaudited)

Three Months Ended
December 26,

2009
December 25,

2010
Net sales $ 269,236 $ 281,719
Cost of goods sold and occupancy 181,467 198,662

Gross profit 87,769 83,057
Selling, general and administrative expenses 87,248 89,540

Income (loss) from operations 521 (6,483) 
Interest expense (4,944) (9,039) 
Interest income 10 133
Other income (expense) 592 (406) 

Loss before income taxes and noncontrolling interest (3,821) (15,795) 
Income tax benefit (1,402) (6,117) 

Loss including noncontrolling interest (2,419) (9,678) 
Net income (loss) attributable to noncontrolling interest 475 (86) 

Net loss attributable to Central Garden & Pet Company $ (2,894) $ (9,592) 

Net loss per share attributable to Central Garden & Pet Company:
Basic and diluted $ (0.04) $ (0.16) 

Weighted average shares used in the computation of net income per share:
Basic and diluted 66,828 60,941

See notes to condensed consolidated financial statements.
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CENTRAL GARDEN & PET COMPANY

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

(unaudited)

Three Months Ended
December 26,

2009
December 25,

2010
Cash flows from operating activities:
Net loss $ (2,419) $ (9,678) 
Adjustments to reconcile net loss to net cash provided by operating activities:
Depreciation and amortization 7,231 7,045
Stock-based compensation 1,846 1,620
Excess tax benefits from stock-based awards (196) (115) 
Deferred income taxes (519) (444) 
Gain on termination of interest rate swap (142) �  
Loss (gain) on sale of property and equipment 112 (49) 
Change in assets and liabilities:
Accounts receivable 77,578 52,916
Inventories (42,522) (55,831) 
Prepaid expenses and other assets (2,948) (3,284) 
Accounts payable 7,946 10,869
Accrued expenses (1,558) 1,628
Other long-term obligations (121) 21

Net cash provided by operating activities 44,288 4,698

Cash flows from investing activities:
Additions to property and equipment (2,612) (5,309) 
Payments to acquire companies, net of cash acquired �  (1,029) 

Net cash used in investing activities (2,612) (6,338) 

Cash flows from financing activities:
Repayments of long-term debt (823) (78) 
Proceeds from issuance of common stock 295 332
Repurchase of common stock (32,450) (13,281) 
Distribution to noncontrolling interest (2,761) (1,500) 
Excess tax benefits from stock-based awards 196 115

Net cash used in financing activities (35,543) (14,412) 
Effect of exchange rate changes on cash and cash equivalents (10) (91) 

Net increase (decrease) in cash and cash equivalents 6,123 (16,143) 
Cash and equivalents at beginning of period 85,668 91,460

Cash and equivalents at end of period $ 91,791 $ 75,317

Supplemental information:
Cash paid for interest $ 1,586 $ 897
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Cash paid for income taxes, net of refunds $ (44) $ 46

Non-cash investing activities:
Capital expenditures incurred but not paid $ 409 $ 1,116

Non-cash financing activities
Repurchased shares settled but not paid $ 2,494 $ 1,879

See notes to condensed consolidated financial statements.
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CENTRAL GARDEN & PET COMPANY

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Three Months Ended December 25, 2010

(unaudited)

1. Basis of Presentation

The condensed consolidated balance sheets of Central Garden & Pet Company and subsidiaries (the �Company� or �Central�) as of December 26,
2009 and December 25, 2010, the condensed consolidated statements of operations for the three months ended December 26, 2009 and
December 25, 2010, and the condensed consolidated statements of cash flows for the three months ended December 26, 2009 and December 25,
2010 have been prepared by the Company, without audit. In the opinion of management, all adjustments (which include only normal recurring
adjustments) considered necessary to present fairly the financial position, results of operations and cash flows of the Company for the periods
mentioned above, have been made.

For the Company�s foreign business in the UK, the local currency is the functional currency. Assets and liabilities are translated using the
exchange rate in effect at the balance sheet date. Income and expenses are translated at the average exchange rate for the period. Deferred taxes
are not provided on translation gains and losses, because the Company expects earnings of its foreign subsidiary to be permanently reinvested.
Transaction gains and losses are included in results of operations. See Note 7, Supplemental Equity and Comprehensive Income Information, for
further detail.

Due to the seasonal nature of the Company�s garden business, the results of operations for the three month periods ended December 26, 2009 and
December 25, 2010 are not indicative of the operating results that may be expected for the entire fiscal year. These interim financial statements
should be read in conjunction with the annual audited financial statements, accounting policies and financial notes thereto, included in the
Company�s 2010 Annual Report on Form 10-K, which has previously been filed with the Securities and Exchange Commission. The
September 25, 2010 balance sheet presented herein was derived from the audited statements.

Noncontrolling Interest

Noncontrolling interest in the Company�s condensed consolidated financial statements represents the 20% interest not owned by Central in a
consolidated subsidiary. Since the Company controls this subsidiary, its financial statements are fully consolidated with those of the Company,
and the noncontrolling owner�s 20% share of the subsidiary�s net assets and results of operations is deducted and reported as noncontrolling
interest on the consolidated balance sheets and as net income (loss) attributable to noncontrolling interest in the consolidated statements of
operations. See Note 7, Supplemental Equity and Comprehensive Income Information, for additional information.

Derivative Instruments

The Company principally uses a combination of purchase orders and various short and long-term supply arrangements in connection with the
purchase of raw materials, including certain commodities. The Company also enters into commodity futures and options contracts to reduce the
volatility of price fluctuations of corn, which impacts the cost of raw materials. The Company�s primary objective when entering into these
derivative contracts is to achieve greater certainty with regard to the future price of commodities purchased for use in its supply chain. These
derivative contracts are entered into for periods consistent with the related underlying exposures and do not constitute positions independent of
those exposures. The Company does not enter into derivative contracts for speculative purposes and does not use leveraged instruments.

The Company does not perform the assessments required to achieve hedge accounting for commodity derivative positions. Accordingly, the
changes in the values of these derivatives are recorded currently in cost of sales in its condensed consolidated statements of operations. As of
December 25, 2010, the notional amount of these contracts was not significant.

Recent Accounting Pronouncements

On September 26, 2010, the Company adopted provisions of ASU No. 2009-17, �Improvements to Financial Reporting by Enterprises Involved
with Variable Interest Entities (VIEs).� This ASU amends the guidance for consolidation of VIEs primarily related to the determination of the
primary beneficiary of the VIE. The adoption of this standard did not have a material impact on the Company�s consolidated financial statements.
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In January 2010, the FASB issued ASU No. 2010-6, �Improving Disclosures about Fair Value Measurements.� This ASU requires new disclosures
regarding transfers in and out of Level 1 and Level 2 fair value measurements, as well as requiring presentation on a
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gross basis information about purchases, sales, issuances and settlements in Level 3 fair value measurements. The ASU also clarifies existing
disclosures regarding level of disaggregation, inputs and valuation techniques. The ASU is effective for interim and annual reporting periods
beginning after December 15, 2009 and became effective for the Company on December 27, 2009. Disclosures about purchases, sales, issuances
and settlements in the roll forward of activity in Level 3 fair value measurements are effective for fiscal years beginning after December 15,
2010 and will be effective for the Company on September 25, 2011.

2. Fair Value Measurements

ASC 820 establishes a single authoritative definition of fair value, a framework for measuring fair value and expands disclosure of fair value
measurements. ASC 820 requires financial assets and liabilities to be categorized based on the inputs used to calculate their fair values as
follows:

Level 1�Quoted prices in active markets for identical assets or liabilities.

Level 2�Inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either directly or indirectly.

Level 3�Unobservable inputs for the asset or liability, which reflect the Company�s own assumptions about the assumptions that market
participants would use in pricing the asset or liability (including assumptions about risk).

Assets and Liabilities Measured at Fair Value on a Recurring Basis

The Company had short term investments, consisting of a bank certificate of deposit, measured at fair value under Level 1 inputs in the fair
value hierarchy as of December 25, 2010. The Company had no other significant financial assets or liabilities on the balance sheet that were
measured at fair value as of December 25, 2010.

Assets and Liabilities Measured at Fair Value on a Non-Recurring Basis

The Company measures certain non-financial assets and liabilities, including long-lived assets, goodwill and intangible assets, at fair value on a
non-recurring basis. Fair value measurements of non-financial assets and non-financial liabilities are used primarily in the impairment analyses
of long-lived assets, goodwill and other intangible assets. During the period ended December 25, 2010, the Company was not required to
measure any significant non-financial assets and liabilities at fair value.

3. Financial Instruments

The Company�s financial instruments include cash and equivalents, short term investments consisting of a bank certificate of deposit, accounts
receivable and payable, short-term borrowings, and accrued liabilities. The carrying amount of these instruments approximates fair value
because of their short-term nature.

The estimated fair value of the Company�s $400 million 8.25 % senior subordinated notes due 2018 as of December 25, 2010 was $405.0
million, compared to a carrying value of $400.0 million. The estimated fair value is based on quoted market prices for these notes.

4. Goodwill

The Company accounts for goodwill in accordance with ASC 350, �Intangibles � Goodwill and Other,� and tests goodwill for impairment annually,
or whenever events occur or circumstances change that would more likely than not reduce the fair value of a reporting unit below its carrying
amount. This assessment involves the use of significant accounting judgments and estimates as to future operating results and discount rates.
Changes in estimates or use of different assumptions could produce significantly different results. An impairment loss is generally recognized
when the carrying amount of the reporting unit�s net assets exceeds the estimated fair value of the reporting unit. The Company uses discounted
cash flow analysis to estimate the fair value of our reporting units. The Company�s goodwill impairment analysis also includes a comparison of
the aggregate estimated fair value of all four reporting units to the Company�s total market capitalization.

Contingent performance payments of $1.0 million were paid during the period ended December 25, 2010 for previous acquisitions and were
recorded as goodwill.
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5. Other Intangible Assets

The following table summarizes the components of gross and net acquired intangible assets:

Gross
Accumulated
Amortization Impairment

Net

Carrying
Value

(in millions)
December 25, 2010
Marketing-related intangible assets � amortizable $ 12.3 $ (5.3) $ �  $ 7.0
Marketing-related intangible assets � nonamortizable 59.6 �  (16.9) 42.7

Total 71.9 (5.3) (16.9) 49.7

Customer-related intangible assets � amortizable 41.6 (11.3) �  30.3

Other acquired intangible assets � amortizable 9.2 (3.4) �  5.8
Other acquired intangible assets � nonamortizable 1.2 �  (1.2) �  

Total 10.4 (3.4) (1.2) 5.8

Total other intangible assets $ 123.9 $ (20.0) $ (18.1) $ 85.8

December 26, 2009
Marketing-related intangible assets � amortizable $ 12.4 $ (4.2) $ �  $ 8.2
Marketing-related intangible assets � nonamortizable 59.6 �  (4.9) 54.7

Total 72.0 (4.2) (4.9) 62.9

Customer-related intangible assets � amortizable 41.6 (9.2) �  32.4

Other acquired intangible assets � amortizable 9.2 (2.3) �  6.9
Other acquired intangible assets � nonamortizable 1.2 �  (1.2) �  

Total 10.4 (2.3) (1.2) 6.9

Total other intangible assets $ 124.0 $ (15.7) $ (6.1) $ 102.2

September 25, 2010
Marketing-related intangible assets � amortizable $ 12.3 $ (5.0) $ �  $ 7.3
Marketing-related intangible assets � nonamortizable 59.6 �  (16.9) 42.7

Total 71.9 (5.0) (16.9) 50.0

Customer-related intangible assets � amortizable 41.6 (10.8) �  30.8

Other acquired intangible assets � amortizable 9.2 (3.2) �  6.0
Other acquired intangible assets � nonamortizable 1.2 �  (1.2) �  

Total 10.4 (3.2) (1.2) 6.0
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Total other intangible assets $ 123.9 $ (19.0) $ (18.1) $ 86.8

Other intangible assets acquired include contract-based and technology-based intangible assets.

The Company evaluates long-lived assets, including amortizable and indefinite-lived intangible assets, for impairment whenever events or
changes in circumstances indicate the carrying value may not be recoverable. The Company evaluates indefinite-lived intangible assets on an
annual basis. In fiscal 2010, the Company recognized a non-cash $12.0 million impairment charge to its indefinite-lived intangible assets as a
result of the continuing challenging economic environment. The fair value of the remaining $27.8 million of indefinite-lived intangible assets
exceeded their carrying value at September 25, 2010. In fiscal 2009, the Company tested its indefinite-lived intangible assets and no impairment
was indicated.

The Company is currently amortizing its acquired intangible assets with definite lives over periods ranging from 1 to 25 years; over weighted
average remaining lives of eight years for marketing-related intangibles, 18 years for customer-related intangibles and six years for other
acquired intangibles. Amortization expense for intangibles subject to amortization was approximately $1.0 million and $1.2 million for the three
months ended December 25, 2010 and the three months ended December 26, 2009, respectively, and is classified within operating expenses in
the condensed consolidated statements of operations. Estimated annual amortization expense related to acquired intangible assets in each of the
succeeding five years is estimated to be approximately $4 million per year from fiscal 2012 through fiscal 2016.
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6. Long-Term Debt

Long-term debt consists of the following:

December 25,
2010

September 25,
2010

(in thousands)
Senior subordinated notes, interest at 8.25%, payable semi- annually, principal
due March 2018 $ 400,000 $ 400,000
Other notes payable 288 271

Total 400,288 400,271
Less current portion (147) (165) 

Long-term portion $ 400,141 $ 400,106

Senior Credit Facility

On June 25, 2010, the Company entered into an Amended and Restated Credit Agreement (the �Credit Agreement�) with respect to a five-year
senior secured revolving credit facility (the �Credit Facility�) in an aggregate principal amount of $275 million. The Company has the option to
increase the size of the Facility by an additional $200 million of incremental term loans and/or revolving loans should it exercise its option and
one or more lenders are willing to make such increased amounts available to it. There was no outstanding balance at December 25, 2010 under
the Credit Facility. There were $0.2 million of letters of credit outstanding. After giving effect to the financial covenants in the Credit
Agreement, the remaining potential borrowing capacity was $274.8 million.

Interest on the Credit Facility is based, at the Company�s option, on a rate equal to the Alternate Base Rate (ABR), which is the greatest of the
prime rate, the Federal Funds rate plus  1/2 of 1% or one month LIBOR plus 1%, plus a margin, which fluctuates from 1.5% to 2.5%, or LIBOR
plus a margin, which fluctuates from 2.5% to 3.5% and commitment fees that range from 0.35% to 0.75%, determined quarterly based on
consolidated total debt to consolidated EBITDA for the most recent trailing 12-month period. As of December 25, 2010, had the Company
borrowed under the Credit Facility, the applicable interest rate on the Credit Facility related to alternate base rate borrowings would have been
5.25%, and the applicable interest rate related to LIBOR rate borrowings would have been 3.26%.

The Credit Facility is guaranteed by the Company�s material subsidiaries and is secured by the Company�s assets, excluding real property but
including substantially all of the capital stock of the Company�s subsidiaries. The Credit Agreement contains certain financial and other
covenants which require the Company to maintain minimum levels of interest coverage and maximum levels of senior debt to EBITDA and that
restrict the Company�s ability to repurchase its stock, make investments in or acquisitions of other businesses and pay dividends above certain
levels over the life of the Credit Facility. Under the terms of the Company�s Credit Facility, it may make restricted payments, including cash
dividends and stock repurchases, in an aggregate amount initially not to exceed $200 million over the life of the Credit Facility, subject to
qualifications and baskets as defined in the Credit Agreement. As of December 25, 2010, the Company�s total Leverage Ratio as defined in the
Credit Agreement, was 2.7 to 1.0. Apart from the covenants limiting restricted payments and capital expenditures, the Credit Facility does not
restrict the use of retained earnings or net income. The Company was in compliance with all financial covenants as of December 25, 2010.

Senior Subordinated Notes and Debt Refinancing

On March 8, 2010, the Company issued $400 million aggregate principal amount of 8.25% senior subordinated notes due March 1, 2018 (the
�2018 Notes�). The Company used the proceeds together with available cash to purchase its outstanding $150 million aggregate principal amount
of 9.125% senior subordinated notes due February 1, 2013 (the �2013 Notes�), including accrued interest, to repay the $267.1 million outstanding
under its senior term loan maturing February 2012 and pay fees and expenses related to the offering. The Company received tenders and
consents from the holders of $150 million of its 2013 Notes, including $12.8 million held in escrow for the benefit of the Company, which was
previously recorded as a reduction of debt for accounting purposes against the Company�s 2013 Notes.

The 2018 Notes require semiannual interest payments, which commenced on September 1, 2010. The 2018 Notes are unsecured senior
subordinated obligations and are subordinated to all of the Company�s existing and future senior debt, including the Company�s Credit Facility.
The obligations under the 2018 Notes are fully and unconditionally guaranteed on a senior subordinated basis by each of the Company�s existing
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and future domestic restricted subsidiaries with certain exceptions. The guarantees are general unsecured senior subordinated obligations of the
guarantors and are subordinated to all existing and future senior debt of the guarantors.

The Company may redeem some or all of the 2018 Notes at any time prior to March 1, 2014 at the principal amount plus a �make whole�
premium. The Company may redeem some or all of the 2018 Notes at any time on or after March 1, 2014 for 104.125%, after March 1, 2015 for
102.063% and after March 1, 2016 for 100%, plus accrued and unpaid interest. Additionally, at any time prior to
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March 1, 2013, the Company may redeem up to 35% of the 2018 Notes with any proceeds the Company receives from certain equity offerings at
a redemption price of 108.25% of the principal amount, plus accrued and unpaid interest. The holders of the 2018 Notes have the right to require
the Company to repurchase all or a portion of the 2018 Notes at a purchase price equal to 101% of the principal amount of the notes
repurchased, plus accrued and unpaid interest through the repurchase date upon the occurrence of a change of control.

The 2018 Notes contain customary high yield covenants, including covenants limiting debt incurrence and restricted payments, subject to certain
baskets and exceptions.

7. Supplemental Equity and Comprehensive Income (Loss) Information

The following table summarizes the allocation of total comprehensive income (loss) between controlling and noncontrolling interests for the
three months ended December 25, 2010 and December 26, 2009:

Three Months Ended December 25, 2010

(in thousands)
Controlling
Interest

Noncontrolling
Interest Total

Net loss $ (9,592) $ (86) $ (9,678) 
Other comprehensive loss:
Foreign currency translation (224) �  (224) 

Total comprehensive loss $ (9,816) $ (86) $ (9,902) 

Three Months Ended December 26, 2009

(in thousands)
Controlling
Interest

Noncontrolling
Interest Total

Net income (loss) $ (2,894) $ 475 $ (2,419) 
Other comprehensive gain (loss):
Foreign currency translation 39 �  39

Total comprehensive gain (loss) $ (2,855) $ 475 $ (2,380) 
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The following table provides a summary of the changes in the carrying amounts of equity attributable to controlling interest and noncontrolling
interest for the three months ended December 25, 2010 and December 26, 2009:

Controlling Interest

(in thousands)
Common
Stock

Class
A

Common
Stock

Class B
Stock

Aditional

Paid In
Capital

Retained
Earnings

Accumulated

Other

Comprehensive
Income Total

Noncontrolling
Interest Total

Balance September 25, 2010 $ 163 $ 437 $ 16 $ 483,817 $ 45,319 $ 944 $ 530,696 $ 1,447 $ 532,143
Comprehensive loss (9,592) (224) (9,816) (86) (9,902) 
Stock based compensation 1,165 1,165 1,165
Restricted share activity (49) (49) (49) 
Issuance of common stock 2 601 603 603
Repurchase of common stock (6) (10) (12,237) (2,674) (14,927) (14,927) 
Distributions to noncontrolling
interest (1,500) (1,500) 
Tax benefit on stock option
exercise 115 115 115

Balance December 25, 2010 $ 157 $ 429 $ 16 $ 473,412 $ 33,053 $ 720 $ 507,787 $ (139) $ 507,648

Controlling Interest

(in thousands)
Common
Stock

Class
A

Common
Stock

Class
B

Stock

Aditional

Paid In
Capital

Retained
Earnings

Accumulated

Other

Comprehensive
Income Total

Noncontrolling
Interest Total

Balance September 26, 2009 $ 188 $ 475 $ 16 $ 531,300 $ 12,044 $ 1,062 $ 545,085 $ 2,250 $ 547,335
Comprehensive income (loss) (2,894) 39 (2,855) 475 (2,380) 
Stock based compensation 1,363 1,363 1,363
Restricted share activity (46) (46) (46) 
Issuance of common stock 2 604 606 606
Repurchase of common stock (17) (19) (27,849) (6,841) (34,726) (34,726) 
Distributions to noncontrolling
interest (2,761) (2,761) 
Tax benefit on stock option
exercise 196 196 196
Other (4) (4) 

Balance December 26, 2009 $ 171 $ 458 $ 16 $ 505,568 $ 2,309 $ 1,101 $ 509,623 $ (40) $ 509,583

8. Stock-Based Compensation

The Company recognized share-based compensation expense of $1.6 million and $1.8 million for the three month periods ended December 25,
2010 and December 26, 2009, respectively, as a component of selling, general and administrative expenses. The tax benefit associated with
share-based compensation expense for the three month periods ended December 25, 2010 and December 26, 2009 was $0.6 million and $0.7
million, respectively.

9. Earnings Per Share

The potential effects of stock awards were excluded from the diluted earnings per share calculation for the three month periods ended
December 25, 2010 and December 26, 2009 because their inclusion in a net loss period would be anti-dilutive to the earnings per share
calculation.
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10. Segment Information

Management has determined that the Company has two operating segments which are also reportable segments based on the level at which the
Chief Executive Officer reviews the results of operations to make decisions regarding performance assessment and resource allocation. These
operating segments are Pet Products and Garden Products and are presented in the table below (in thousands).

Three Months Ended
December 26,

2009
December 25,

2010
Net sales:
Pet Products $ 181,526 $ 186,800
Garden Products 87,710 94,919

Total net sales $ 269,236 $ 281,719

Income (loss) from operations:
Pet Products $ 17,628 $ 11,409
Garden Products (6,331) (7,983) 
Corporate (10,776) (9,909) 

Total income from operations 521 (6,483) 

Interest expense � net (4,934) (8,906) 
Other income (expense) 592 (406) 
Income tax benefit (1,402) (6,117) 

Loss including noncontrolling interest (2,419) (9,678) 
Net income (loss) attributable to noncontrolling interest 475 (86) 

Net loss attributable to Central Garden & Pet Company $ (2,894) $ (9,592) 

Depreciation and amortization:
Pet Products $ 3,994 $ 3,668
Garden Products 1,408 1,430
Corporate 1,829 1,947

Total depreciation and amortization $ 7,231 $ 7,045

September 25,
2010

December 25,
2010

Assets:
Pet Products $ 385,894 $ 388,047
Garden Products 323,387 309,675
Corporate 421,603 415,258

Total assets $ 1,130,884 $ 1,112,980

Goodwill (included in corporate assets above):
Pet Products $ 201,639 $ 201,639
Garden Products 5,680 6,709
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Total goodwill $ 207,319 $ 208,348
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11. Consolidating Condensed Financial Information of Guarantor Subsidiaries

Certain 100% wholly-owned subsidiaries of the Company (as listed below, collectively the �Guarantor Subsidiaries�) have guaranteed fully and
unconditionally, on a joint and several basis, the obligation to pay principal and interest on the Company�s $400 million 8.25% Senior
Subordinated Notes issued on March 8, 2010 (the �Notes�). Certain subsidiaries and operating divisions are not guarantors of the Notes and have
been included in the financial results of the Parent in the information below. These Non-Guarantor entities are not material to the Parent. Those
subsidiaries that are guarantors and co-obligors of the Notes are as follows:

Farnam Companies, Inc.

Four Paws Products Ltd.

Grant Laboratories, Inc.

Gulfstream Home & Garden, Inc.

Interpet USA, LLC

Kaytee Products, Inc.

Matthews Redwood & Nursery Supply, Inc.

Matson, LLC

New England Pottery, LLC

Pennington Seed, Inc. (including Pennington Seed, Inc. of Nebraska, Gro Tec, Inc., Seeds West, Inc., All-Glass Aquarium Co., Inc. and Cedar
Works, LLC.)

Pets International, Ltd.

T.F.H. Publications, Inc.

Wellmark International (including B2E Corporation and B2E Biotech LLC)

In lieu of providing separate audited financial statements for the Guarantor Subsidiaries, the Company has included the accompanying
consolidating condensed financial statements based on the Company�s understanding of the Securities and Exchange Commission�s interpretation
and application of Rule 3-10 of the Securities and Exchange Commission�s Regulation S-X.

CONSOLIDATING CONDENSED STATEMENT OF OPERATIONS

Three Months Ended December 25, 2010

(in thousands)
(unaudited)

Parent
Guarantor
Subsidiaries Eliminations Consolidated

Net sales $ 93,503 $ 215,656 $ (27,440) $ 281,719
Cost of products sold and occupancy 71,453 154,649 (27,440) 198,662

Gross profit 22,050 61,007 �  83,057
Selling, general and administrative expenses 27,099 62,441 �  89,540
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Loss from operations (5,049) (1,434) �  (6,483) 
Interest � net (8,972) 66 �  (8,906) 
Other income (loss ) 346 (752) �  (406) 

Loss before income taxes (13,675) (2,120) �  (15,795) 
Income tax benefit (5,289) (828) �  (6,117) 

Loss including noncontrolling interest (8,386) (1,292) (9,678) 
Loss attributable to noncontrolling interest (86) �  �  (86) 

Loss attributable to Central Garden & Pet Co. before equity in
undistributed income of guarantor subsidiaries (8,300) (1,292) �  (9,592) 

Equity in undistributed income of guarantor subsidiaries (1,292) �  1,292 �  

Net loss attributable to Central Garden & Pet Co. $ (9,592) $ (1,292) $ 1,292 $ (9,592) 
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CONSOLIDATING CONDENSED STATEMENT OF OPERATIONS

Three Months Ended December 26, 2009

(in thousands)
(unaudited)

Parent
Guarantor
Subsidiaries Eliminations Consolidated

Net sales $ 90,525 $ 207,463 $ (28,752) $ 269,236
Cost of products sold and occupancy 64,583 145,636 (28,752) 181,467

Gross profit 25,942 61,827 �  87,769
Selling, general and administrative expenses 27,648 59,600 �  87,248

Income (loss) from operations (1,706) 2,227 �  521
Interest � net (5,019) 85 �  (4,934) 
Other income (expense) (1,902) 2,494 �  592

Income (loss) before income taxes (8,627) 4,806 �  (3,821) 
Income taxes (tax benefit) (3,265) 1,863 �  (1,402) 

Income (loss) including noncontrolling interest (5,362) 2,943 �  (2,419) 
Income attributable to noncontrolling interest 475 �  �  475

Income (loss) attributable to Central Garden & Pet Co. before equity in
undistributed income of guarantor subsidiaries (5,837) 2,943 �  (2,894) 

Equity in undistributed income of guarantor subsidiaries 2,943 �  (2,943) �  

Net income (loss) attributable to Central Garden & Pet Co. $ (2,894) $ 2,943 $ (2,943) $ (2,894) 

CONSOLIDATING CONDENSED BALANCE SHEET

December 25, 2010

(in thousands)
(unaudited)

Parent
Guarantor
Subsidiaries Eliminations Consolidated

ASSETS
Cash and cash equivalents $ 73,569 $ 1,748 $ �  $ 75,317
Short term investments 15,320 �  �  15,320
Accounts receivable, net 47,793 92,554 (9,729) 130,618
Inventories 106,501 235,120 �  341,621
Prepaid expenses and other assets 30,599 22,011 �  52,610

Total current assets 273,782 351,433 (9,729) 615,486
Land, buildings, improvements and equipment, net 64,242 101,717 �  165,959
Goodwill �  208,348 �  208,348
Investment in guarantors 616,405 �  (616,405) �  
Deferred income taxes and other assets 41,557 81,630 �  123,187

Total $ 995,986 $ 743,128 $ (626,134) $ 1,112,980

LIABILITIES AND EQUITY
Accounts payable $ 42,036 $ 83,344 $ (9,729) $ 115,651
Accrued expenses and other current liabilities 43,528 41,550 �  85,078
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Total current liabilities 85,564 124,894 (9,729) 200,729
Long-term debt 400,072 69 �  400,141
Other long-term obligations 2,702 1,760 �  4,462
Shareholders� equity attributable to Central Garden & Pet Co. 507,787 616,405 (616,405) 507,787
Noncontrolling interest (139) �  �  (139) 

Total equity 507,648 616,405 (616,405) 507,648

Total $ 995,986 $ 743,128 $ (626,134) $ 1,112,980

15

Edgar Filing: CENTRAL GARDEN & PET CO - Form 10-Q

Table of Contents 27



Table of Contents

CONSOLIDATING CONDENSED BALANCE SHEET

September 25, 2010

(in thousands)
(unaudited)

Parent
Guarantor
Subsidiaries Eliminations Consolidated

ASSETS
Cash and cash equivalents $ 90,265 $ 1,195 $ �  $ 91,460
Short term investments 15,320 �  �  15,320
Accounts receivable, net 47,001 150,838 (5,417) 192,422
Inventories 84,129 201,835 �  285,964
Prepaid expenses and other assets 23,447 19,286 �  42,733

Total current assets 260,162 373,154 (5,417) 627,899
Land, buildings, improvements and equipment, net 63,303 101,978 �  165,281
Goodwill �  207,319 �  207,319
Investment in guarantors 633,908 �  (633,908) �  
Other assets 47,327 83,058 �  130,385

Total $ 1,004,700 $ 765,509 $ (639,325) $ 1,130,884

LIABILITIES AND EQUTY
Accounts payable $ 35,218 $ 82,810 $ (5,417) $ 112,611
Accrued expenses and other liabilities 34,692 46,891 �  81,583

Total current liabilities 69,910 129,701 (5,417) 194,194
Long-term debt 400,026 80 �  400,106
Other long-term obligations 2,621 1,820 �  4,441
Shareholders� equity attributable to Central Garden & Pet Co. 530,696 633,908 (633,908) 530,696
Noncontrolling interest 1,447 �  �  1,447

Total equity 532,143 633,908 (633,908) 532,143

Total $ 1,004,700 $ 765,509 $ (639,325) $ 1,130,884
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CONSOLIDATING CONDENSED STATEMENT OF CASH FLOWS

Three Months Ended December 25, 2010

( in thousands)

(unaudited)

Parent
Guarantor
Subsidiaries Eliminations Consolidated

Net cash provided (used) by operating activities $ (17,362) $ 20,768 $ 1,292 $ 4,698

Additions to property and equipment (2,402) (2,907) �  (5,309) 
Businesses acquired, net of cash acquired �  (1,029) �  (1,029) 
Investment in guarantor subsidiaries 17,503 (16,211) (1,292) �  

Net cash provided (used) by investing activities 15,101 (20,147) (1,292) (6,338) 

Repayments of long-term debt (20) (58) �  (78) 
Repurchase of common stock (13,281) �  �  (13,281) 
Proceeds from issuance of common stock 332 �  �  332
Excess tax benefits from stock-based awards 115 �  �  115
Distribution to noncontrolling interest (1,500) �  �  (1,500) 

Net cash used by financing activities (14,354) (58) �  (14,412) 

Effect of exchange rate changes on cash (81) (10) �  (91) 

Net increase (decrease) in cash and cash equivalents (16,696) 553 �  
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