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Item 1.01 Entry into a Material Definitive Agreement

A. On February 17, 2006, the Management Organization and Compensation Committee (the “Compensation Committee”) of the Board of
Directors of the Company took the following actions:

(1) Designated the following named executive officers of the Company as participants in the Executive Officer Bonus Plan for
2006: Dale D. Johnson, Patrick J. McHale, Fred A. Sutter, and Charles L. Rescorla. The Compensation Committee approved 2006
performance targets for the participants. The financial measures selected for all participants are growth in corporate net earnings and
corporate net sales, weighted equally. Payouts may range from a minimum of 0 percent to a maximum of 105 percent of each participant’s
base salary, depending upon the percentage attainment of each designated performance measure.

(2) Designated the following executive officers of the Company as participants in the Executive Officer Annual Incentive Bonus
Plan for 2006: David A. Roberts, Chief Executive Officer and President. The Compensation Committee approved 2006 performance targets
for the participant. The financial measures selected are growth in corporate net earnings and corporate net sales, weighted equally.
Payouts may range from a minimum of O percent to a maximum of 150 percent of the participant’'s base salary, depending upon the
percentage attainment of each designated performance measure.

Item 9.01 Financial Statements and Exhibits

(c) Exhibits

None
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Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by
the undersigned, thereunto duly authorized.

GRACO INC.

Date: February 23, 2006 By: \s\Karen Park Gallivan

Karen Park Gallivan
Its: Vice President, General Counsel and Secretary



