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HOW YOU CAN HELP
GOLDEN FLAKE

Thank you for being a part of the
GOLDEN FLAKE family of
investors. It's up to all of us to make
sure our company thrives. How can
you help?

FIRST of all, DON'T SETTLE FOR
ANY OTHER BRAND. If you are in
our sales area and you don't see
Golden Flake brand items on the
shelf, ask for them by name. |

SECOND, while you no doubt have
favorite Golden Flake products,
don't hesitate to GIVE OUR NEW
PRODUCTS A TRY. We know you'll
enjoy them . . . and the positive
impact your purchase has on the
bottom line.

ANOTHER WAY you can help is to
be a Golden Flake ambassador.
SUPPORT THE BUSINESSES THAT
SUPPORT OUR BRANDS and thank
them for being customers of

Golden Flake.

Golden Flake has a long history of
success. Working together, we can
all contribute to a bright and
profitable future.
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Golden Enterprises is a holding company
which owns all the outstanding shares of
Golden Flake Snack Foods, Inc.

The Company was organized as Magic City Food
Products, Inc., in 1946. In 1958, the

Company adopted the name Golden Flake, Inc.
Five years later, the Company purchased

Don’s Foods, Inc., a Nashville, Tennessee

based manufacturer and distributor of snack
food products. Don’s Food was operated as

a separate entity until 1946 when Golden

Flake was reorganized as a Delaware Corpor-
ation and combined Don’s operations with those of
Golden Flake.

The Company acquired Steel City Bolt & Screw,
Inc. and Nall & Associates, Inc. and a
real estate and insurance subsidiary in 1971.

Golden Enterprises was formed as a holding
company with its operating division, Golden
Flake Snack Foods, as a wholly-owned sub-
sidiary on January 1, 1977. In September of
that same year, the assets of the real estate
and insurance subsidiary were sold. Steel City
Bolt & Screw, Inc. and Nall & Associates, Inc.
were sold as of the close of business on Jan-
uary 31, 1995, leaving Golden Flake as the
Company’s only subsidiary.

This represents the corporate structure of
Golden Enterprises as it stands today.




To Our Stockholders:

This past fiscal year was well below our
expectations. The major factor was a gen-
eral sales weakness in the U.S. salty snack
category, particularly during the first part of
the fiscal year. This resulted in a net loss for
the fiscal year ended May 31, 2003 of $1.4
million ($0.12 per share) compared to a net
income of $3.0 million ($0.25 per share) for
fiscal year ended May 31, 2002. Net
income for fiscal year ended May 31, 2002
included a change in the Company’s
accounting policy for slotting fees. The
cumulative effect of this change in account-
ing policy resulted in a non-cash cumula-
tive adjustment of $.41 million ($.03 per
share), net of taxes. The accounting change
also increased net income before the cumu-
lative effect in 2002 by $.20 million ($.02
per share).

Net sales decreased by 7.8% in fiscal year
2003 and increased by 1.7% in fiscal year
2002. Cost of sales as a percentage of net
sales amounted to 53.1% in 2003 and
51.9% in 2002. The percentage increase in
cost of sales for fiscal 2003 was caused by

the lower sales volume and higher com-
modity prices and energy cost.

Selling, general and administrative expens-
es were 49.8% of net sales in 2003 and
45.1% in 2002. This increase is attributed
to significant increases in employee med-
ical, workers” compensation, general and
auto liability insurance costs and fuel costs.

The Company’s investment in the upgrade
of manufacturing equipment in fiscal year
2002 continues to show outstanding
improvements in efficiencies and reduction
of material waste. Bank debt which partial-
ly financed the upgrade was reduced in fis-
cal 2003 by $1.6 million. Capital expendi-
tures of approximately $1.7 million are
expected in fiscal year 2004.

We continue our commitment and focus on
our mission to “Satisfy the expectations of
our consumers, customers, employees and
stockholders by producing and selling qual-
ity snacks.”




Mark McCutcheon
President and Chief
Executive Officer

Our Golden Flake Family of Employees sin- Sincerely,
cerely appreciates your support. We will do
our best to meet your expectations in this

fiscal year. Mark McCutcheon
We invite you to our annual meeting of President and Chief
stockholders to be held at our Birmingham Executive Officer

headquarters on September 30, 2003 at
11:00 A.M.




New Products

Introduced during 2002 - 2003
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Golden Enterprises, Inc. and Subsidiary

Condensed Financial Statements

2003 2002
Net Sales 96,367,088 104,572,608 Total Assets
Pre-Tax (Loss) income (2,241,646) 4,238,584 Total Liabilities
Net (Loss) Income (1,412,145) 3,008,948 Stockholder’s Equity
Net (Loss) Income Per Share .12) .25
NET INCOME ($ millions)
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2003 2002
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= Golden Enterprises, Inc. and Subsidiary

CONSOLIDATED STATEMENTS OF OPERATIONS

Years Ended May 31, 2003, 2002 and 2001

2003
Netsales ... ... . . . . $ 96,367,088
Costofsales .. ... . . . . 51,191,313
Gross margin. ... 45,175,775
Selling, general and administrative expenses .. ... .. 47,959,449
Operating (loss) income . ... ... ... .. .. .. .. (2,783,674)
Other income (expenses):
Gainonsaleofassets ......... ... .. .......... 304,221
Interest expense . ....... . ... ... (268,489)
Otherincome . ... .. ... . . ... .. .. 506,296
Total other income (expenses) ............... 542,028
{Loss) income before cumulative effect of a change
in accounting policy and income taxes .. ... (2,241,646)
Provision for incometaxes . .. ............... (829,501)
Net (loss} income before cumulative effect
of a change in accounting policy .......... (1,412,145)
Cumulative effect of a change in accounting
policy net of taxes of $262,037 ........... —
Net (loss) income ... ... ... ... . ... $ (1,412,145)

PER SHARE OF COMMON STOCK
Net (loss}) income before cumulative effect of a
change in accounting policy ............. $ (0.12)
Cumulative effect of a change in accounting
policy netoftaxes . .................... —

Basicearnings .. ... . ... .. . e $ 0.72)
Diluted earnings ... ... ... ... ... $ 0.12)

See Accompanying Notes to Consolidated Financial Statements

2002 2001
$ 104,572,608  $ 102,796,741
54,257,812 53,636,803
50,314,796 49,159,938
47,205,695 46,252,224
3,109,101 2,907,714
756,259 599,497
(190,159) (85,420)
563,383 691,027
1,129,483 1,205,104
4,238,584 4,112,818
1,643,037 1,412,663
2,595,547 2,700,155

413,401 —
$  3,008948 $ 2,700,155
$ 022 $ 0.23

0.03 —
$ 025 § 0.23
$ 025 % 0.23




E Golden Enterprises, Inc. and Subsidiary

CONSOLIDATED BALANCE SHEETS
May 31, 2003 and 2002
ASSETS

CURRENT ASSETS

Cash and cash equivalents .. ..... .. ... ... ... ..........

Receivables:

Trade accounts . . .. ..
Other ..

Less: Allowance for doubtful accounts . ........ ... ...

Notes receivable, current . ... ... . ... e

Inventories:

Raw materials . ... ... .. . .
Finished goods .. ... ... .. .. ... . . .

Prepaid expenses . . ... ... e
Total currentassets . . ...ov i

PROPERTY, PLANT AND EQUIPMENT

Land
Buildings .. ..
Machinery and equipment . ... ... .. L
Transportation equipment ... ... ... . ... . L

Less: Accumulated depreciation . ...................

OTHER ASSETS

Notes receivable, long-term .. ........... ... ... ........
Cash surrender value of life insurance . .......... ... ...
Other e

Total otherassets . .......... . i,

TOTAL

See Accompanying Notes to Consolidated Financial Statements

8

2003 2002
1,278,333 302,478
7,835,874 9,014,850
299,142 931,911
8,135,016 9,946,761
196,100 196,100
7,938,916 9,750,661
42,253 45,918
7,981,169 9,796,579
1,496,992 1,605,640
2,289,145 3,604,482
3,786,137 5,210,122
3,645,298 4,031,037
16,690,937 19,340,216
3,030,974 3,086,571
16,897,204 17,040,006
41,478,108 40,819,601
15,113,558 15,286,803
76,519,844 76,232,981
61,158,271 59,136,721
15,361,573 17,096,260
1,865,747 1,981,718
2,762,739 2,785,336
15,233 15,337
4,643,719 4,782,391
36,696,229 § 41,218,867




Golden Enterprises, Inc. and Subsidiary

LIABILITIES AND STOCKHOLDERS' EQUITY

2003 2002
CURRENT LIABILITIES
Checks outstanding in excess of bank balances . ... ........ $ 1,157,108 § 621,326
Accounts payable . ... ... . 1,700,934 2,189,729
Current portion of long-termdebt . .. .......... ... .. .... 432,142 371,516
Note payable - lineof credit ......... ... ... ... ... ... — 478,894
Other accrued expenses .. ... .. ... . ... 2,381,975 1,588,500
Deferred income taxes . . ... ..ot 304,698 607,489
Salary continuationplan .. ... ... ... L 88,595 81,805
Total current liabilities . ... ... ... . . . . 6,065,452 5,939,259
LONG-TERM LIABILITIES
Note payable - bank, non-current .. ... ... ... ... ... .. 1,990,767 3,150,020
Salary continuationplan . ...... ... ... ... .. .. . .. ... 1,870,991 1,932,586
Total long-term liabilities ... ....... ... ... ... ... .... 3,861,758 5,082,606
DEFERRED INCOME TAXES .. ... . . e 764,032 551,742
STOCKHOLDERS” EQUITY
Common stock - $.66 2/3 par value:
Authorized 35,000,000 shares;
issued 13,828,793 shares . . ......... ... ... ... 9,219,195 9,219,195
Additional paid-in capital . ........ ... .. o L. 6,497,954 6,497,954
Retained earnings .. ... 20,821,015 24,461,288
Treasury shares - at cost (1,945,488) . . . ................. (10,533,177 (10,533,177)
Total stockholders’ equity .. ... ... .. ... .. L 26,004,987 29,645,260

$ 36,696,229 $§ 41,218,867




Golden Enterprises, Inc. and Subsidiary

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended May 31, 2003, 2002 and 2001

2003

CASH FLOWS FROM OPERATING ACTIVITIES
Net(foss)income . ........ .. ... ... ...... $ (1,412,145)
Adjustment to reconcile net (loss) income to
net cash provided by operating activities:
Cumulative effect of a change in
accounting policy . ....... ... ... —

Depreciation .. ..... ... ... i 2,490,330
Deferred income taxes .. ................ (90,501)
Cain on sale of property and equipment . . . .. (304,221)
Decrease (increase) in receivables-net . ......., 1,811,745
Decrease (increase) in inventories .. ........... 1,423,985
Decrease (increase) in prepaid expenses . ...... 385,843
Decrease in cash surrender value of insurance . .. 22,597
{Decrease) increase in accounts payable ... ... .. (488,795)
Increase (decrease) in accrued expenses ........ 793,475
(Decrease) increase in salary continuation plan . . . (54,805)
Net cash provided by operating activities . . . . 4,577,508

CASH FLOWS FROM INVESTING ACTIVITIES

Purchase of property, plant and equipment ... ... (851,111)
Proceeds from sale of property, plant and
equUIPMENt . . . 399,690

Cash received from disposal of Nashville

plant and equipment .. ......... ... ..... —
Collection of notes receivable . . ...... ... .... 119,636
Investment securities available-for-sale

Purchases . ....... .. ... ... . ... ... .... —

Proceeds from disposals ... .............. —

Net cash used in investing activities ... ... (331,785)

10

2002

3,008,948

{(413,401)
2,593,621
(344,000)
(756,259)
(648,679)
(470,362)
(1,079,977}
50,614
265,301
(352,860)

86,568

1,939,514

(5,236,601)
1,301,160

42,399

625,326

(3,267,716)

_ 2001

2,700,155

2,435,262
(463,663)
(599,497)
(497 ,688)
(697,415)
(71,729)
30,591
(1,473,900)
(1,395,999)

83,542

49,659

(2,443,988)

253,972

1,710,000
19,965

(357,332)
243,477

(573,906)




CONSOLIDATED STATEMENTS OF CASH FLOWS - CONTINUED

Years Ended May 31, 2003, 2002 and 2001

CASH FLOWS FROM FINANCING ACTIVITIES
Debtproceeds . .....................
Debtrepayments ... ............. . ...
Increase (decrease) in checks outstanding in

excess of bank balances ... .........
Purchases of treasury shares .. ..........
Proceeds from exercise of stock options . . .
Cash dividends paid . ................

Net cash used in financing activities . . .

NET INCREASE (DECREASE) IN CASH AND
CASH EQUIVALENTS ... ... ... . ...

CASH AND CASH EQUIVALENTS AT
BEGINNINGOFYEAR . .. ... ... .....

CASH AND CASH EQUIVALENTS AT
ENDOFYEAR .. ... ... .. . ..

SUPPLEMENTAL INFORMATION
Cash paid during the year for:
Incometaxes . ...................
Interest . ........ .. .. ... ... ...
Noncash items:
Equipment traded in ...............
Notes receivable issued in connection
with sale of property . .......

2003

11,543,823
{13,121,345)

535,782

(2,228,128)

(3,269,868)
975,855
302,478

1,278,333

(626,349)
268,489

22,123

2002 2001
7,806,676 860,100
(4,666,346) -
(931,135) 931,996
(193,419) (467,951)
3,810 —
(2,974,005) (2,960,245)
(954,419) (1,636,100)
(2,282,621) (2,160,347)
2,585,099 4,745,446
302,478 2,585,099
2,343,597 1,898,808
190,159 85,420
— 2,090,000

11




e Golden Enterprises, Inc. and Subsidiary

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS” EQUITY

Years Ended May 31, 2003, 2002 and 2001

Additional Total
Common Paid-in Retained Treasury Stockholders’
Stock Capital Earnings Shares Equity

Balance - May 31, 2000 ....... $ 9,219,195 $ 6,499,554 $ 24,686,435 $ (9,877,217) $ 30,527,967
Net income - 2001 . ... ....... — — 2,700,155 — 2,700,155
Cash dividends paid .. . ....... — —_ (2,960,245) — (2,960,245)
Treasury shares purchased. . .. .. — — — (467,951) (467,951)
Balance - May 31, 2001 ....... 9,219,195 6,499,554 24,426,345 (10,345,168) 29,799,926
Net income - 2002 ... ........ — — 3,008,948 — 3,008,948
Cash dividends paid . . . ... .. .. — — {2,974,005) — (2,974,005)
Treasury shares purchased . .. ... — — — (193,419) (193,419
Stock options exercised. . ... ... — (1,600) — 5,410 3,810
Balance - May 31, 2002 . ... ... 9,219,195 6,497,954 24,461,288 (10,533,177) 29,645,260
Netloss-2003.............. — — (1,412,145) — (1,412,145)
Cash dividends paid . . ........ —_ — (2,228,128) — (2,228,128)
Balance - May 31, 2003 ... .... $ 9,219,195 $ 6,497,954 §$ 20,821,015 $(10,533,177) % 26,004,987

See Accompanying Notes to Consolidated Financial Statement

12




== Golden Enterprises, Inc. and Subsidiary

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

May 31, 2003, 2002 and 2001

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting and reporting policies of Golden Enterprises, Inc. and subsidiary (Company) conform to
accounting principles generally accepted in the United States of America and to general principles within the snack
foods industry. The following is a description of the more significant accounting policies:

Nature of the Business

The Company manufactures and distributes a full line of snack items that are sold through its own sales organiza-
tion and independent distributors to commercial establishments that sell food products primarily in the
Southeastern United States.

Consolidation

The consolidated financial statements include the accounts of Golden Enterprises, Inc. and its wholly-owned
subsidiary, Golden Flake Snack Foods, Inc., (the Company). All significant intercompany transactions and balances
have been eliminated.

Revenue Recognition

The Company recognizes sales and related costs upon delivery or shipment of products to its customers. Sales are
reduced by returns and allowances to customers.

Revenue Classification Changes

In November 2001, the Emerging Issues Task Force reached a consensus on Issue No. 01-09 Accounting for
Consideration Given by a Vendor to a Customer (Including a Reseller of the Vendor’s Products) effective for annu-
al or interim periods beginning after December 15, 2001. The issue addresses the recognition, measurement and
income statement classification for certain sales incentives. The Company implemented this new accounting pol-
icy in the fourth quarter of fiscal 2002. The effect of this accounting change is to adopt this policy as of the begin-
ning of the fiscal 2002 (June 1, 2001). Certain of these expenses, including slotting fees, previously classified as
selling, general and administrative expenses, are now characterized as offsets to net sales. Reclassifications have
been made to prior period financial statements to conform to current year presentation. Total vendor sales incen-
tives now characterized as reductions of net sales that previously would have been classified as selling, general
and administrative expenses were approximately $12.8 million, $11.7 million and $12.9 million for the years
ended 2003, 2002 and 2001, respectively. There was no resulting impact on net operating results from adopting
EITF 01-09.

Cash and Cash Equivalents
The Company considers all highly liquid investments purchased with a maturity of three months or less to be cash

equivalents.

Inventories
Inventories are stated at the lower of cost or market. Cost is computed on the first-in, first-out method.

13




@ Golden Enterprises, Inc. and Subsidiary

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

May 31, 2003, 2002 and 2001

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONTINUED

Property, Plant and Equipment

Property, plant and equipment are stated at cost. For financial reporting purposes, depreciation and amortization
have been provided principally on the straight-line method over the estimated useful lives of the respective assets.
Accelerated methods are used for tax purposes.

Expenditures for maintenance and repairs are charged to operations as incurred; expenditures for renewals and bet-
terments are capitalized and written off by depreciation and amortization charges. Property retired or sold is
removed from the asset and related accumulated depreciation accounts and any profit or loss resulting therefrom
is reflected in the statements of operations.

Self-Insurance

The Company is self-insured for certain losses relating to automobile liability, general liability, workers’
compensation and property losses. The Company has stop loss coverage to limit the exposure arising from these
claims. Self-insurance claims filed and claims incurred but not reported are accrued based upon management’s
estimates of the aggregate liability for uninsured claims incurred. These reserves are necessarily based on esti-
mates; thus actual results may differ. The Company is insured for losses in excess of $100,000, $50,000, $250,000
and $100,000 per occurrence for automobile liability, general liability, workers’ compensation and property loss-
es, respectively.

Advertising

The Company expenses advertising costs as incurred. These costs are included in selling, general and adminis-
trative expenses in the Consolidated Statement of Operations. Advertising expense amounted to $5,031,409,
$4,371,719 and $5,739,488 for the fiscal years 2003, 2002 and 2001, respectively.

Income Taxes

Deferred income taxes are recorded on the differences between the tax bases of assets and liabilities and the
amounts at which they are reported in the consolidated financial statements. Recorded amounts are adjusted to
reflect changes in income tax rates and other tax law provisions as they become enacted.

Segment Information

The Company does not identify separate operating segments for management reporting purposes. The results of
operations are the basis on which management evaluates operations and makes business decisions. The
Company’s sales are generated primarily within the Southeastern United States.

Stock Options

The Company applies APB Opinion 25, “Accounting for Stock Issued to Employees”, and related interpretations in
accounting for all stock option plans. No stock-based compensation cost has been recognized in operations for
stock options granted because the option exercise price was equal to or more than the market price of the under-
lying common stock on the date of grant.

SFAS No. 123, “Accounting for Stock-Based Compensation”, as amended by SFAS No. 148, Accounting for Stock-
Based Compensation — Transition and Disclosure, requires the Company to provide pro forma information regard-
ing net income (loss) as if the compensation cost for the Company’s stock option plans had been determined in
accordance with the fair value based method prescribed in SFAS No. 123. To provide the required pro forma infor-
mation, the Company estimates the fair value of each stock option at the grant date by using the Black-Scholes
option-pricing model.

14
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED
May 31, 2003, 2002 and 2001

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
The following table represents the pro forma effect on net income (loss) and earnings (loss per share as if the
Company had applied the fair value based method recognition provisions of SFAS No. 123 to stock-based employ-
ee compensation:

Years Ended May 31,

2003 2002 2001

Net (loss) income asreported .. ... . ... ... ... $ (1,412,145) $ 3,008,948 $ 2,700,155
Deduct: total stock-based employee compensation expense

determined under fair value based method for all awards,

net of related tax effects .. ........ ... ... ... ..., (12,660) (52,289) —

Pro forma net (loss) income . . . ... ... .. ... . ... ... ... (1,424,805) 2,956,659 2,700,155
(Loss) earnings per share:

Basic-asreported .. ... ... ... $ 0.12) % 25 % .23

Basic-Proforma . ....... ... .. $ 0.12) % 25 % .23

Diluted - asreported . .. ............. ... .......... $ 0.12) % 25 % .23

Diluted -Proforma . ........ ... ... . .. . ....... ... $ 0.12) % 25 % .23

Shipping and Handling Costs

Shipping and handling costs, which include salaries and vehicle operations expenses relating to the delivery of
products to customers by the Company are classified as Selling, General and Administrative (SG&A) expenses.
Shipping and handling costs classified as SG&A amounted to $2.3 million, $2.5 million and $2.4 million for the
fiscal year 2003, 2002, and 2001, respectively.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires man-
agement to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclo-
sure of contingent assets and liabilities at the date of the financial statement and the reported amounts of revenues
and expenses during the reporting period. Actual results could differ from those estimates.

Recent Issued Accounting Pronouncements

Effective June 1, 2002, the Company adopted Financial Accounting Standards Board (“FASB”) Statement of
Financial Accounting Standards (“SFAS”) No. 142, “Goodwill and Other Intangible Assets”, which requires that
goodwill and intangible assets with indefinite useful lives no longer be amortized, but instead, subjected to
impairment testing. Intangible assets with finite lives will continue to be amoritzed over their useful lives. SFAS No.
142 requires an initial goodwill and indefinite life intangible asset impairment assessment in the year of adoption
and annual impairment testing thereafter based on fair value. The adoption of SFAS No. 142 did not have a mate-
rial impact on the Company’s Financial position, results of operations or cash flows.

15




@ Golden Enterprises, Inc. and Subsidiary

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

May 31, 2003, 2002 and 2001

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONTINUED

Effective June 1, 2002, the Company adopted SFAS No. 144, “Accounting for the Impairment or Disposal of Long-
Lived Assets.” SFAS No. 144 addresses financial accounting and reporting for the impairment or disposal of long-
lived assets to be held and used, to be disposed of other than by sale and to be disposed of by sale. The adoption
of this standard did not have a material impact on the Company’s financial position, results of operations or cash
flows.

In June 2002, the FASB issued SFAS No. 146, “Accounting for Cost Associated with Exit or Disposal Activities.”
SFAS No 146 requires companies to recognize costs associated with exit or disposal activities when they are
incurred rather than at the date of a commitment to an exit or disposal plan. Costs covered by SFAS No. 146
includes lease termination costs and certain employee severance costs that are associated with a restructuring, dis-
continued operations, plant closing or other exit or disposal activity. SFAS No. 146 is effective for exit or dispos-
al activities initiated after December 31, 2002. Management does not believe that the adoption of this standard
will have a material impact on the Company’s financial position, results of operations or cash flows.

In December 2002, the FASB issued SFAS No. 148, “Accounting for Stock-Based Compensation - Transition and
Disclosure — an amendment of FASB Statement No. 123.” SFAS No. 148 amends SFAS No. 123, “Accounting for
Stock-Based Compensation” to provide alternative methods of transition for a voluntary change to the fair value
based method of accounting for stock-based employee compensation. In addition, SFAS No. 148 amends the dis-
closure requirements of SFAS No. 123 to require prominent disclosures in both annual and interim financial state-
ments about the method of accounting for stock-based employee compensation and the effect of the method used
on reported results. The Company has adopted the disclosure requirements of SFAS No. 148 effective May 31,
2003 in its consolidated financial statements. The Company will continue to account for stock-based compensa-
tion using the methods detailed in the stock-based compensation accounting policy as described earlier.

In November, 2002, the FASB issued Interpretation No. 45, “Guarantor’s Accounting and Disclosure Requirements
for Guarantees, Including Indirect Guarantees of [ndebtedness of Others.” Interpretation 45 requires a guarantor
to include disclosure of certain obligations and, if applicable, at the inception of the guarantee, to recognize a lia-
bility for the fair value of other certain obligations undertaken in issuing a guarantee. The recognition requirement
is effective for guarantees issued or modified after December 31, 2002 and did not have a material impact on the
Company.

In January 2003, the FASB issued FASB Interpretation No. 46 (FIN No. 46), “Consolidation of Variable Interest
Entities, an Interpretation of ARB No. 51.” FIN No. 46 requires certain variable interest entities to be consolidat-
ed by the primary beneficiary of the entity if the equity investors in the entity do not have the characteristics of a
controlling financial interest or do not have sufficient equity at risk for the entity to finance its activities without
additional subordinated financial support from other parties. FIN No. 46 is effective for all new variable interest
entities created or acquired after January 31, 2003. For variable interest entities created or acquired prior to
February 1, 2003, the provisions of FIN 46 must be applied for the first interim or annual period beginning after
June 15, 2003. The Company does not expect FIN No. 46 to have a material effect on its results of operations,
financial condition or cash flows.

Reclassifications
Certain items included in prior years’ consolidated financial statements have been reclassified to conform to cur-
rent year presentation.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED
May 31, 2003, 2002 and 2001
NOTE 2 - CHANGE IN ACCOUNTING POLICY

The Company changed its accounting policy in the fourth quarter of fiscal 2002 with regard to slotting fees. The
effect of this accounting change was to adopt this policy as of the beginning of fiscal 2002 (June 1, 2001).
Previously, slotting fees were expensed as incurred. The Company changed this accounting policy to capitalize
and amortize such costs over the expected benefit period, which is generally one year. This change in account-
ing policy was made to more closely match the cost of the shelf space obtained with the slotting fees with the rev-
enues produced by the shelf space. The cumulative effect of this change in accounting policy resulted in a non-
cash cumulative adjustment of $413,401 ($0.03 per share), net of taxes. The accounting change also increased
net income before the cumulative effect in 2002 by $197,141 ($0.02 per share). Quarterly results for 2002 reflect-
ing this change in accounting are included in Note 15, Quarterly Results of Operations.

NOTE 3 - NOTES RECEIVABLE

Notes receivable as of May 31, 2003 and 2002 consist of the following:

2003 2002
8% note, originally due in 120 monthly installments of $1,092
through November 1, 2010, collateralized by
equipment and personal guarantee; paid off ............. $ — $ 80,625
8% note, due in 120 monthly installments of $3,640 _
through November 1, 2010, collateralized by property ... .. 245,743 268,749
8% note, due in 360 monthly installments of $12,474
through November 1, 2030, collateriazed by property ... ... 1,662,257 1,678,262
1,908,000 2,027,636
Less currentportion . . ... . 42,253 45,918
$ 1,865,747 $ 1,981,718
Maturities at May 31,
$ 45,760
49,558
53,672
58,126
62,951
1,595,680
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED
May 31, 2003, 2002 and 2001

NOTE 4 - PREPAID EXPENSES

At May 31, prepaid expenses consist of the following:

2003 2002
Prepaid slotting fees .. ........ .. ... ... ... . ..., $ 333,799 $ 1,001,087
Other prepaid expenses ... ..o, 3,311,499 3,029,950

$ 3,645,298 $ 4,031,037

NOTE 5 - OTHER ACCRUED EXPENSES

At May 31, other accrued expenses consist of the following:

2003 2002
Accrued payroll ... .. ... $ 448,251 $ 490,000
Seif insurance liability . ........................ 1,386,122 613,453
Other accrued expenses . ... ........ . .......... 547,602 485,047

$ 2,381,975 $ 1,588,500

NOTE 6 - LINE OF CREDIT

The Company has a line of credit agreement with a local bank which permits borrowing up to $1 million. The line
of credit is subject to the Company’s continued credit worthiness and compliance with the terms and conditions
of the advance application.

NOTE 7 - LONG-TERM LIABILITIES

Long-term debt consist of the following: . ........... 2003 2002
Note payable - bank - payable in equal monthly
installments of $41,688 including interest at the LIBOR
index rate plus 1.75% (3.06% at May 31, 2003) through
April 3, 2011, secured by equipment ... .............. $ 2,422,909 $ 3,521,536

Less:currentportion . ... ... ... ... ... 432 142 371,516

$ 1,990,767 $ 3,150,020
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NOTES TC CONSOCLIDATED FINANCIAL STATEMENTS - CONTINUED

May 31, 2003, 2002 and 2001

NOTE 7 - LONG-TERM LIABILITIES - CONTINUED

Maturities at May 31,

2005 o $ 445,553
2006 459,380
2007 i 473,636
2008 . 488,334
2009 .o 123,864

Other long-term obligations at May 31, 2003 and 2002, consist of the following:

2003 2002
Salary continuation plan . ........... ... ... ... ..... $ 1,959,586 $ 2,014,391
Less current portion . ... ... ... .. (88,595) (81,805)
$ 1,870,991 $ 1,932,586

The Company is accruing the present values of the estimated future retirement payments over the period from the
date of the agreements to the retirement dates, for certain key executives. The Company recognized compensa-
tion expense of approximately $27,000, $127,341 and $121,000 for fiscal 2003, 2002 and 2001, respectively.
NOTE 8 - INCOME TAXES

The provision for income taxes consists of the following:

2003 2002 2001
Current:
Federal ....... ... ... ..... ) (657,000) $ 1,535,000 $ 844,000
State . ... ... (82,000) 190,000 105,000
(739,000) 1,725,000 949,000
Deferred:
Federal ............ ... .... (80,529) (72,933) 412,580
(9,972) (9,030) 51,083
(90,501) {81,963) 463,663
$ (829,501) $ 1,643,037 $ 1,412,663
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED
May 31, 2003, 2002 and 2001
NOTE 8 - INCOME TAXES - CONTINUED

The effective tax rate for continuing operations differs from the expected tax using statutory rates. A reconciliation
between the expected tax and actual tax follows:

2003 2002 2001

Tax on income at statutory rates . $ (762,160) $ 1,441,000 $ 1,398,358
(Decrease) increase resulting from:

State income taxes, less Federal

income tax effect .. ........ (61,309) 149,000 70,000

Tax exempt interest . ....... (1,356) (9,303) (59,317)

Other-net .............. (4,676) 62,340 3,622

Total ........ ... ... ..... $ (829,501) $ 1,643,037 $ 1,412,663

The tax effects of temporary differences that result in deferred tax assets and liabilities are as follows:

2003 2002

Deferred tax assets

Salary continuationplan . ....... ... ... ... ... $ 718,580 $ 723,500

Contribution carryforward . ................... 121,491 —

Inventory capitalization . .............. ... .... 58,922 —

Allowance for doubtful accounts . .. ............ 71,910 66,674
Total deferred tax assets . . ....... .. .. 970,903 790,174
Deferred tax liabilities

Property and equipment .. .......... ... . ...... 1,604,103 1,275,242

Prepaid expenses . . ... i 435,530 674,163
Total deferred tax liabilities . .................... 2,039,633 1,949,405

Net deferred tax liability . ..................... $ (1,068,730) $ (1,159,231)

NOTE 9 - EMPLOYEE BENEFIT PLANS

The Company has trusted “Qualified Profit-Sharing Plans” that were amended and restated effective June 1, 1996
to add a 401(k) salary reduction provision. Under this provision, employees can contribute up to fifteen percent
of their compensation to the plan on a pretax basis subject to regulatory limits; and the Company, at its discretion,
can match up to 4 percent of the participants’ compensation. The annual contributions to the plans are determined
by the Board of Directors. Total plan expenses for the years ended May 31, 2003, 2002 and 2001 were $231,332,
$177,405, and $181,055, respectively.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED
May 31, 2003, 2002 and 2001
NOTE 9 - EMPLOYEE BENEFIT PLANS - CONTINUED

The Company has an Employee Stock Ownership Plan that covers all full-time employees. The annual contribu-
tions to the plan are amounts determined by the Board of Directors of the Company. Annual contributions are
made in cash or common stock of the Company. The Employee Stock Ownership Plan expenses for the years
ended May 31, 2003, 2002 and 2001 were $-0-. Each participant’s account is credited with an allocation of shares
acquired with the Company's annual contributions, dividends received on ESOP shares and forfeitures of termi-
nated participants’ nonvested accounts.

The Company has a Salary Continuation Plan with certain of its key officers whereby monthly benefits will be paid
for a period of fifteen years following retirement. The Company is accruing the present value of such retirement
benefits until the key officers reach normal retirement age at which time the principal portion of the retirement
benefits paid are applied to the liability previously accrued. The change in the liability for the Salary Continuation
Plan is as follows:

2003 2002
Accrued Salary Continuation Plan - beginning of year . . $ 2,014,391 $ 1,927,823
Benefits accrued .. ... ... . .. ... ... .. 27,000 127,341
Benefitspaid . .. ... ... ... . .. . .. . . (81,805) (40,773)
Accrued Salary Continuation Plan - end of year ... ... $ 1,959,586 $ 2,014,391

NOTE 10 - LONG-TERM INCENTIVE PLANS

The Company has a long-term incentive plan currently in effect under which future stock option grants may be
issued. This Plan (the 1996 Plan) is administered by the Stock Option Committee of the Board of Directors, which
has sole discretion, subject to the terms of the Plan, to determine those employees, including executive officers,
eligible to receive awards and the amount and type of such awards. The Stock Option Committee also has the
authority to interpret the Plan, formulate the terms and conditions of award agreements and make all other deter-
minations required in the administration thereof. All options outstanding at the end of the 2003, 2002, and 2001
are exercisable.

The Company had a stock option plan (the 1988 Plan) that expired July 6, 2002. There were no stock options or
stock appreciation rights outstanding under this Plan at July 6, 2002, May 31, 2002 and 2001.

The 1996 Plan provides for the granting of incentive stock options as defined under the Internal Revenue Code.
Under the Plan, grants may be made to selected officers and employees, of incentive stock option with a term not
exceeding ten years from the issue date and at a price not less than the fair market value of the Company’s stock
at the date of grant.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED
May 31, 2003, 2002 and 2001
NOTE 10 - LONG-TERM INCENTIVE PLANS - CONTINUED

Five hundred thousand shares of the Company’s stock have been reserved for issuance under this Plan. The fol-
lowing is a summary of transactions:

Shares Under Option 2003 2002 2001
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price Shares Price
Outstanding - beginning of year 369,000 $ 3.78 40,000 $ 3.50 340,000 $ 6.92
Granted. .. ............. — — 330,000 3.81 — —_
Exercised. . .......... ... — — (1,000) 3.81 — —
Forfeited ... ....... ... .. — — — — — —
Cancelled . ............. — — — — (300,000) 7.38
Qutstanding - end of year . . . . 369,000 $ 3.78 369,000 $ 3.78 40,000 $ 3.50

Pro forma information regarding net income and earnings per share is presented as if the Company had account-
ed for its employees stock options under the fair value method. The per share weighted average fair value of the
stock options granted during fiscal 2002 was $.25. The fair value of these options was estimated at the date of
grant using the Black-Scholes option pricing model with the following weighted average assumptions: risk-free
interest rate 5.05 percent; dividend yield 6.56 percent; expected option life of 5 years; and expected volatility of
15 percent. No options were granted during 2003 or 2001.

The Black-Scholes options pricing model was developed for use in estimating the fair value of traded options which
have no vesting restrictions and are fully transferable. In addition, option valuation models require the input of
highly subjective assumptions including the expected stock price volatility. Because the Company’s employee
stock options have characteristics significantly different from those of traded options, and because changes in the
subjective input assumptions can materially affect an option’s fair value estimate, in management’s opinion, the
existing models do not necessarily provide a reliable single measure of the fair value of its employee stock options.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

NOTE 17 - NET INCOME PER SHARE

Basic earnings per common share are computed by dividing earnings available to stockholders by the weighted
average number of common shares outstanding during the period. Diluted earnings per share reflects per share
amounts that would have resulted if dilutive potential common stock equivalents had been converted to common
stock, as prescribed by Statement of Financial Accounting Standards No. 128, “Earnings per Share”. Options to
purchase 369,000 and 329,000 shares of common stock at May 31, 2003, and 2002, respectively, were not
included in the computation of diluted earnings per share because the options’ exercise price were greater than the
average market price of the common shares and, therefore, the effect would be antidilutive. No such antidilutive
options were outstanding at May 31, 2001. The following reconciles the information used to compute basic and
diluted earnings per share:

Average Common Stock Shares

2003 2002 2001
Basic weighted average shares outstanding . ... ... 11,883,305 11,898,097 11,965,671
Effectof options .. ....... ... ... .. — 2,796 2,152
Dilutedshares . ........... ... .. ... .. ...... 11,883,305 11,900,893 11,967,823

NOTE 12 - DISCLOSURES ABOUT FAIR VALUE OF FINANCIAL INSTRUMENTS

The Statement of Financial Accounting Standards No. 107, “Disclosures About Fair Value of Financial Instruments”
requires disclosure of fair value information about financial instruments, whether or not recognized on the face of
the balance sheet, for which it is practical to estimate that value. SFAS 107 defines fair value as the quoted mar-
ket prices for those instruments that are actively traded in financial markets. In cases where quoted market prices
are not available, fair values are estimated using present value or other valuation techniques. The fair value esti-
mates are made at a specific point in time, based on available market information and judgments about the finan-
cial instrument, such as estimates of timing and amount of expected future cash flows. Such estimates do not
reflect any premium or discount that could result from offering for sale at one time the Company’s entire holdings
of a particular financial instrument, nor do they consider the tax impact of the realization of unrealized gains or
Josses. In many cases, the fair value estimates cannot be substantiated by comparison to independent markets, nor
can the disclosed value be realized in immediate settlement of the instrument.

The carrying amounts for cash and cash equivalents approximate fair value because of the short maturity, gener-
ally less than three months, of these instruments.

The fair value of notes receivable is estimated by using a discount rate that approximates the current rate for com-

parable notes. At May 31, 2003 and 2002 the aggregate fair value was approximately $2,507,357 and $2,208,839
compared to a carrying amount of $1,908,000 and $2,027,636, respectively.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED
May 31, 2003, 2002 and 2001
NOTE 12 - DISCLOSURES ABOUT FAIR VALUE OF FINANCIAL INSTRUMENTS -CONTINUED

The interest rate on the Company’s bank debt is reset monthly to reflect the 30 day LIBOR rate. Consequently, the
carrying value of the bank debt approximates fair value.

The carrying value of the Company’s salary continuation plan and accrued liability approximates fair value
because present value is used in accruing this liability.

The Company does not hold or issue financial instruments for trading purposes and has no involvement with for-
ward currency exchange contracts.

NOTE 13 - COMMITMENTS AND CONTINGENCIES

Rental expense was $498,031 in 2003, $547,742 in 2002, and $410,189 in 2001. At May 31, 2003, the Company
was obligated under certain operating leases for buildings, office space and equipment. The following amounts
represent future payment commitments under these leases:

May 31, Office Space Equipment Total
2004 g 24,000 $ 187,000 $ 211,000

The Company leases equipment for approximately $16,000 per month from a company which is principally owned
by a major shareholder of Golden Enterprises, Inc.

The Company leases its airplane to a major shareholder of the Company for approximately $20,000 per month.
The lease provides for his personal use of the airplane for up to 100 flight hours per year and is for a term of one
vear with automatic renewal at the option of either party.

The Company had letters of credit in the amount of $1,790,000 outstanding at May 37, 2003 to support the
Company’s commercial self-insurance program. The Company pays a commitment fee of 0.375% to maintain the
letters of credit.

The Company entered into a five-year term product purchase commitment during the year ending May 31, 2001
with a supplier. Under the terms of the agreement the minimum purchase quantity and the unit purchase price
were fixed resulting in a minimum first year commitment of approximately $2,171,000. After the first year, the
minimum purchase quantity was fixed and the purchase unit price was negotiable, based on current market.
Subsequently, in September 2002, the product purchase agreement was amended to fix the purchase unit price
and establish specific annual quantities. As of May 31, 2003 the Company’s outstanding purchase commitments
were as follows:

Years ending

May 31 Amount
2004 ., $ 1,588,000
2005, e, 1,491,000
2000, 605,000
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NOTES TO FINANCIAL STATEMENTS - CONTINUED
May 31, 2003, 2002 and 2001
NOTE 14 -CONCENTRATIONS OF CREDIT RISK

The Company’s financial instruments that are exposed to concentrations of credit risk consist primarily of cash
equivalents and trade receivables.

The Company maintains deposit relationships with high credit quality financial institutions. The Company’s trade
receivables result primarily from its snack food operations and reflect a broad customer base, primarily large gro-
cery store chains located in the Southeastern United States. The Company routinely assesses the financial strength
of its customers. As a consequence, concentrations of credit risk are limited.

The Company’s notes receivable require collateral and buyer investment and management believes they are well
secured.

NOTE 15 - QUARTERLY RESULTS OF OPERATIONS (UNAUDITED)

The following is a summary of the unaudited quarterly results of operations of the years ended May 31, 2003 and
2002.

Per Share
Net (Loss) Net (Loss)
Net Sales Income Income
Quarter
2003
FIrst oo $ 24,803,423 $ (33,681) $ —
Second . ... ... . .. .. ... 23,424,863 (381,529) (0.03)
Third ... ... . 23,954,925 (433,780) (0.04)
Fourth ... ........ ... ...... 24,183,877 (563,155) (0.05)
Fortheyear ............... $ 96,367,088 $  (1,412,145) $ (0.12)
2002
First .. ... . $ 25,856,724 $ 1,059,969 $ 0.09
Second . ..... ... .. ... ... 25,058,717 565,104 0.05
Third ... ... ... 27,026,714 1,122,950 0.09
Fourth . ......... . ... ..... 26,630,453 260,925 0.02
Fortheyear ............... $ 104,572,608 $ 3,008,948 $ 0.25

Revenues for the quarterly information have been adjusted from the amounts previously reported in the Company’s
2002 10-Q’s. The revised amounts reflect the adoption of EITF 01-9, which requires reclassification of certain
expenses. The reclassification involves removing certain expenses from selling, general and administrative expens-
es and including them as a direct reduction of revenues. The adoption of EITF 01-9 does not affect net income.
Quarterly net income amounts for 2002 have been adjusted from amounts reported in the Company’s 10-Q’s to
reflect the change in accounting discussed in Note 2.
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NOTES TO FINANCIAL STATEMENTS - CONTINUED

May 31, 2003, 2002 and 2001

NOTE 16 - SUPPLEMENTARY STATEMENT OF INCOME INFORMATION

The following tabulation gives certain supplementary statement of income information for continuing
operations for the years ended May 31, 2003, 2002, and 2001:

2003
Maintenance and repairs ... ... g 5,625,851
Depreciation . ............. 2,490,330
Payroll taxes . .. ............ 2,337,330
Advertising costs .. .......... 5,031,409

Amounts for depreciation, other taxes, rents and research and development costs are not presented because each

of such amounts is less than 1% of total revenues.
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2002

5,290,498
2,593,621
2,473,871
4,371,719

2001

5,375,639
2,435,262
2,388,828
5,739,488
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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Stockholders and
Board of Directors of
Golden Enterprises, Inc.

We have audited the accompanying consolidated balance sheets of Golden Enterprises, Inc. and subsidiary as of
May 31, 2003 and 2002, and the related consolidated statements of operations, changes in stockholders’ equity
and cash flows for each of the three years in the period May 31, 2003. These consolidated financial statements
are the responsibility of the Company’s management. Our responsibility is to express an opinion on these con-
solidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the consolidated financial statements are free of material misstatement. An audit includes examining, on
a test basis, evidence supporting the amounts and disclosures in the consolidated financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall consolidated financial statement presentation. We believe that our audits provide a reason-
able basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Golden Enterprises, Inc. and subsidiary as of May 31, 2003 and 2002, and the
consolidated results of their operations and their cash flows for each of the three years in the period ended May
31, 2003, in conformity with accounting principles generally accepted in the United States of America.

As discussed in Note 2 to the financial statements, effective June 1, 2001 the Company changed its accounting pol-
icy with respect to slotting fees.

Birmingham, Alabama
july 15, 2003 DUDLEY, HOPTON-JONES, SIMS & FREEMAN PLLP
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MARKET AND DIVIDEND INFORMATION

The Company’s common stock is traded in the over-the-counter market under the “NASDAQ” symbol, GLDC,
and transactions are reported through the National Association of Securities Dealers Automated Quotation (NAS-
DAQ) National Market System. The following tabulation sets forth the high and low sale prices for the common
stock during each quarter of the fiscal years ended May 31, 2003 and 2002 and the amount of dividends paid per
share in each quarter. The Company currently expects that comparable regular cash dividends will be paid in the
future.

Market Price

Dividend Paid
Quarter High Low Per Share
Fiscal 2003
First .. $4.490 $3.710 $ .0625
Second . ... 5.530 2.760 .0625
Third. .o 4.100 2.160 0313
Fourth. .. 2.500 1.640 .0313
Fiscal 2002
First .o e $4.150 $2.950 $ .0625
Second ... 4.020 3.150 0625
Third. . 3.950 3.400 .0625
Fourth. .. e 4,550 3.450 0625

As of August 8, 2003, there were approximately 1,500 shareholders of record.
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FINANCIAL REVIEW (Dollar amounts in thousands, except per share data)
Year Ended May 31,

2003 2002 2001 2000 1999
Operations
Netsales() . ..................... $ 96,367 $ 104,573 $ 102,797 $ 113,227 § 115,662
Gainonsalesofassets .............. 304 756 599 250 537
Otherincome . .................... 506 563 691 67 66
Total revenues ... ... .......... 97,177 105,892 104,087 113,544 116,265

Costofsales ...................... 51,191 54,258 53,637 57,146 60,283
Selling, general and

administrative expenses .. .......... 47,959 47,206 46,252 51,679 54,306
Interest . ... ... ... 269 189 85 — —
Restructuring charge .. .............. — — 2,565 — —
(Loss) income before cumulative effect

of a change in accounting policy

and incometaxes ................ (2,242) 4,239 4,113 2,154 1,676
Federal and state income taxes . ....... (830) 1,643 1,413 911 603
Net (loss) income before cumulative

effect of a change in accounting
policy . ... ... ... (1,412) 2,596 2,700 1,243 1,073
Cumulative effect of a change in

accounting policy net of taxes . ...... — 413 — — —

Net (loss) income . ............. $ (1,412) $ 3,009 § 2,700 % 1,243  § 1,073

Financial data
Depreciation and amortization . ....... $ 2,490 $ 2,594 § 2,436 § 3,230 § 3,309
Capital expenditures, net of disposals 287 3,802 1,294 149 1,861
Working capital . ...... . ... .. ... ... 10,625 13,401 12,909 15,915 11,642
Long-termdebt . ... ... ... .. ... ... 3,862 5,083 2,527 1,807 1,579
Stockholders’ equity . ... ........ ..., 26,005 29,645 29,800 30,528 32,504
Total assets .. ............. ... 36,696 41,219 39,247 41,433 41,912
Common stock data
Net (loss) income before cumulative effect

of a change in accounting policy ... .. $ 0.12) $ 022 § 023 % 0.170 § 0.09
Cumulative effect of a change in accounting

policy netof taxes ............... — 0.03 — — —
Basic and diluted net (loss) income . . ... 0.12) 0.25 0.23 0.10 0.09
Dividends . ...................... 1875 0.25 0.25 0.24 0.36
Bookvalue . ....... ... ... .. ..... 2.19 2.49 2.50 2.53 2.67
Pricerange ... ....... .. ... ..., 5.530-1.640 4.550-2.950 4.750-2.875 4,125-2.313 6.625-2.500
Financial statistics
Currentratio . .. ................... 2.75 3.26 3.00 3.12 2.99
Net {loss) income as percent of total

FEVENUES & o v ottt eee e et (1.5) % 28 % 26 % 1.1 % 0.9%
Net (loss) income as percent of

stockholders’ equity (@) . ........... (5.1 % 101 % 9.0 % 39 % 3.1%
Other data
Weighted average common shares

outstanding . . ... ... L 11,883,305 11,898,097 11,965,671 12,154,057 12,171,043
Common shares outstanding at year-end . 11,883,305 11,883,305 11,932,741 12,065,000 12,160,950
Approximate number of stockholders 1,500 1,500 1,500 1,600 1,600

(a) Average amounts at beginning and end of fiscal year.

(b) Reflects, on all periods presented, the effect on revenues of adopting the provisions of the Emerging Issues Task Force of the
Financial Accounting Standards Board issue No. 01-9 Accounting for Consideration Given by a Vendor to a Customer

(Including a Reseller of the Vendor’s Products) (EITF 01-9).
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Management’s Discussion and Analysis of
Financial Condition and Results of Operations

This discussion gives an assessment of the Company’s financial condition, liquidity and capital resources and
results of operations. It should be read in conjunction with the accompanying financial statements and notes.

OVERVIEW

The Company manufactures and distributes a full line of snack items, such as potato chips, tortilla chips, corn
chips, fried pork skins, baked and fried cheese curls, onion rings and buttered popcorn. The products are all pack-
aged in flexible bags or other suitable wrapping material. The Company also sells a line of cakes and cookie items,
canned dips, pretzels, peanut butter crackers, cheese crackers, dried meat products and nuts packaged by other
manufacturers using the Golden Flake label.

No single product or product line accounts for more than 50% of the Company’s sales, which affords some
protection against loss of volume due to a crop failure of major agricultural raw materials. Raw materials used in
manufacturing and processing the Company’s snack food products are purchased on the open market and under
contract through brokers and directly from growers. A large part of the raw materials used by the Company con-
sists of farm commodities which are subject to precipitous changes in supply and price. Weather varies from sea-
son to season and directly affects both the quality and supply available. The Company has no control of the agri-
cultural aspects and its profits are affected accordingly.

The Company sells its products through its own sales organization and independent distributors to commer-
cial establishments that sell food products primarily in the Southeastern United States. The products are distrib-
uted by approximately 433 route representatives who are supplied with selling inventory by the Company’s
trucking fleet. All of the route representatives are employees of the Company and use the Company’s direct-store
delivery system.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The Company’s discussion and analysis of its financial condition and results of operations are based upon the
Company’s consolidated financial statements, the preparation of which in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and assumptions that
in certain circumstances affect amounts reported in the consolidated financial statements. In preparing these finan-
cial statements, management has made its best estimates and judgements of certain amounts included in the finan-
cial statements, giving due considerations to materiality. The Company does not believe there is a great likelihood
that materially different amounts would be reported under different conditions or using different assumptions relat-
ed to the accounting policies described below. However, application of these accounting policies involves the
exercise of judgement and use of assumptions as to future uncertainties and, as a result, actual results could differ
from these estimates.

The Company believes the following to be critical accounting policies. That is, they are both important to the
portrayal of the Company’s financial condition and results and they require management to make judgements and
estimates about matters that are inherently uncertain.
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Revenue Recognition

The Company recognizes sales and related costs upon delivery or shipment of products to its customers. Sales
are reduced by returns and allowances to customers.

in November 2001, the Emerging Issues Task Force reached a consensus on Issue No. 01-09 Accounting for
Consideration given by a Vendor to a Customer (Including a Reseller of the Vendor’s Products) effective for annu-
al or interim periods beginning after December 15, 2001. The issue addresses the recognition, measurement and
income statement classification for certain sales incentives. The Company implemented this new accounting pol-
icy in the fourth quarter of fiscal 2002. The effect of this accounting change is to adopt this policy as of the begin-
ning of the fiscal 2002 (June 1, 2001). Certain of these expenses, including slotting fees, previously
classified as selling, general and administrative expenses, are now characterized as offsets to net sales.
Reclassifications have been made to prior period financial statements to conform to current year presentation.
Total vendor sales incentives now characterized as reductions of net sales that previously would have been classi-
fied as selling, general and administrative expenses were approximately $12.8 million, $11.7 million and $12.9
million for the years ended 2003, 2002 and 2001, respectively. There was no resulting impact on net operating
results from adopting EITF 01-09.

Change in Accounting Policy

The Company changed its accounting policy in the fourth quarter of fiscal 2002 with regard to slotting fees.
The effect of this accounting change was to adopt this policy as of the beginning of fiscal 2002 (June 1, 2001).
Previously, slotting fees were expensed as incurred. The Company changed this accounting policy to capitalize
and amortize such costs over the expected benefit period, which is generally one year. This change in account-
ing policy was made to more closely match the cost of the shelf space obtained with the slotting fees with the rev-
enues produced by the shelf space. The cumulative effect of this change in accounting policy resulted in a non-
cash cumulative adjustment of $413,401 ($0.03 per share), net of taxes. The accounting change also increased
net income before the cumulative effect in 2002 by $197,141 ($0.02 per share). Quarterly results for 2002 reflect-
ing this change in accounting are included in Note 15, Quarterly Results of Operations.

Accounts Receivable

The Company records accounts receivable at the time revenue is recognized. Amounts for bad debt expense
are recorded in selling, general and administrative expenses on the Consolidated Statements of Operations. The
amount of the allowance for doubtful accounts is based on management’s estimate of the accounts receivable
amount that is uncollectible. Management records a general reserve based on analysis of historical data. In addi-
tion, management records specific reserves for receivable balances that are considered high-risk due
to known facts regarding the customer. The allowance for bad debts is reviewed quarterly, and it is determined
whether the amount should be changed. Failure of a major customer to pay the Company amounts owed could
have a material impact on the financial statements of the Company. At May 31, 2003 and 2002 the Company had
accounts receivables in the amount of $7.9 million and $9.8 million, net of an allowance for doubtful accounts of
$0.2 million and $0.2 million, respectively.

31




E Golden Enterprises, Inc. and Subsidiary

Inventories

Inventories are stated at the lower of cost or market. Cost is computed on the first-in, first out method.
Accrued Expenses

Management estimates certain material expenses in an effort to record those expenses in the period incurred.
The most material accrued estimates relate to a salary continuation plan for certain key executives of the Company,
and to insurance-related expenses, including self-insurance. Workers’ compensation and general liability insur-
ance accruals are recorded based on insurance claims processed as well as historical claims experience for claims
incurred, but not yet reported. These estimates are based on historical loss development factors. Employee med-
ical insurance accruals are recorded based on medical claims processed as well as historical medical claims expe-
rienced for claims incurred but not yet reported. Differences in estimates and assumption could result in an accru-
al requirement materially different from the calculated accrual.

OTHER MATTERS

Transactions with related parties, reported in Note 13 of the Notes to Consolidated Financial Statements, are
conducted on an arm’s-length basis in the ordinary course of business.

LIQUIDITY AND CAPITAL RESOURCES

Working capital was $10.6 million at May 31, 2003 compared to $13.4 million at May 31, 2002. Net cash
provided by operations amounted to $4.6 million in fiscal year 2003, $1.9 million in fiscal year 2002 and $0.05
million in fiscal year 2001. The increase in net cash provided by operations is primarily related to decreases in
receivables, inventories, prepaid expenses and an increase in accrued expenses offset by the net loss for fiscal year
2003 of $1.4 million compared to the net income for fiscal year 2002 of $3.0 million.

Additions to property, plant and equipment, net of disposals were $0.3 million, $3.8 miilion and $1.3 million
in fiscal years 2003, 2002 and 2001, respectively, and are expected to be about $1.7 million in 2004.

Cash dividends of $2.2 million, $3.0 million and $3.0 million were paid during fiscal years 2003, 2002, and
2001, respectively. The quarterly dividend was reduced to $.03125 from $.0625 in the third quarter in response
to a decrease in earnings.

No cash was used to purchase treasury shares in fiscal 2003, $0.2 million was used in 2002, and $0.5 million
was used for this purpose in 2001.

During fiscal 2003, the company re-paid debt, net of borrowings, of $1.6 million.
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The following table summarizes the significant contractual obligations of the Company as of May 31, 2003:

Contractual Obligations Total 2004 2005-2006 2007-2008 Thereafter
Long-Term Debt $2,422,909 $ 432,142 $ 904,933 $ 961,970 $ 123,864
Purchase Commitment 3,684,000 1,588,000 2,096,000 -0- -0-
Salary Continuation Plan 1,959,586 88,595 199,860 234,413 1,436,718

Total Contractual Obligations $8,066,495  $2,108,737  $3,200,793  $1,196,383  $1,560,582

Other Commitments

The Company had letters of credit in the amount of $1,720,000 outstanding at May 31, 2003 to support the
Company’s commercial self-insurance program.

The Company has a line-of-credit agreement with a local bank that permits borrowing up to $1 million. The
line-of-credit is subject to the Company’s continued credit worthiness and compliance with the terms and condi-
tions of the advance application.

Long-term liabilities as a percentage of total capitalization was 12.6% at May 31, 2003. The Company'’s cur-
rent ratio at year end was 2.75 to 1.00.

Available cash, cash from operations and available credit under the line of credit are expected to be sufficient
to meet anticipated cash expenditures and normal operating requirements for the foreseeable future.

OPERATING RESULTS

Net sales decreased by 7.8% in fiscal year 2003, increased by 1.7% in fiscal year 2002, and decreased by
8.8% in fiscal year 2001. The decrease in fiscal 2003 was due to a general sales weakness in the U.S. salty snacks
category, particularly during the first part of the fiscal year. The increase in fiscal 2002 was primarily due to less
promotional payments to vendors that were subtracted from sales as required by EITF 01-9. The sales decrease
for fiscal 2001 was primarily a result of discontinuing the Company-operated distribution of Golden Flake Branded
products in three fringe sales regions in Central Florida as part of the fiscal year 2000 restructuring plan.

Cost of sales as a percentage of net sales amounted to 53.1% in 2003, 51.9% in 2002, and 52.2% in 2001.
The percentage increase in cost of sales for fiscal 2003 was caused by the lower sales volume and higher com-
modity prices and energy cost. The cost decrease in 2002 was due primarily to lower energy costs, while the high-
er cost in 2007 was attributed to higher energy prices.
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Selling, general and administrative expenses were 49.8% of net sales in 2003, 45.1% in 2002, and 45.0% in
2001. The higher percentage cost for fiscal 2003 is attributed to significant increases in employee medical, work-
er’s compensation, general and auto liability insurance costs, and energy costs. The more favorable cost percent-
ages for fiscal 2002 and 2001 were primarily due to lower selling and delivery cost brought about by the exiting
of the fringe sales regions in Central Florida as part of the fiscal 2000 restructuring plan.

The Company’s eifective tax rates for 2003, 2002, and 2001 were (37.0%), 38.8% and 34.3%, respectively.
Note 8 to the Consolidated Financial Statements provides additional information about the provision for income
taxes.

OFF-BALANCE SHEET ARRANGEMENT

The Company entered into a five-year term product purchase agreement during the year ending May 31, 2001
with a supplier. Under the terms of the agreement the minimum purchase quantity and the purchase price were
fixed resulting in a minimum first year commitment of approximately $2,771,000. After the first year, the mini-
mum purchase quantity was fixed and the purchase unit price was negotiable based on the current market. The
purchase product agreement as subsequently amended is described in more detail in Note 13 of the Notes to
Consolidated Financial Statements.

MARKET RISK

The principal market risks (i.e. the risk of loss arising from adverse changes in market rates and prices) to which
the Company is exposed are interest rates on its cash equivalents, investment securities and bank loans, and com-
modity prices affecting the cost of its raw materials.

The Company’s cash equivalents consist of short-term marketable securities. Presently these are variable rate
money market funds. lts bank loans also carry variable rates. Assuming year end 2003 variable rate investment
levels and bank loan balances, a one-point change in interest rates would impact interest income by $10,159 and
interest expense by $24,229.

The Company is subject to market risk with respect to commodities because its ability to recover increased
costs through higher pricing may be limited by the competitive environment in which it operates. The Company
purchases its raw materials on the open market, under contract through brokers and directly from growers. Futures
contracts have been used occasionally to hedge immaterial amounts of commodity purchases, but none are
presently being used.

INFLATION

Certain costs and expenses of the Company are affected by inflation, and the Company’s prices for its prod-
ucts over the past several years have remained relatively flat. The Company will contend with the effect of further
inflation through efficient purchasing, improved manufacturing methods, pricing, and by monitoring and control-
ling expenses.
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ENVIRONMENTAL MATTERS

There have been no material effects of compliance with governmental provisions regulating
discharge of materials into the environment.

FORWARD-LOOKING STATEMENTS

This discussion contains certain forward-looking statements within the meaning of the Private Securities
Litigation Reform Act of 1995. Actual results could differ materially from those forward-looking statements.
Factors that may cause actual results to differ materially include price competition, industry consolidation, raw
material costs and effectiveness of sales and marketing activities, as described in the Company’s filings with
Securities and Exchange Commission.

RECENT ISSUED ACCOUNTING PRONOUNCEMENTS

Effective june 1, 2002, the Company adopted Financial Accounting Standards Board (“FASB”) Statement of
Financial Accounting Standards (“SFAS”) No. 142, “Goodwill and Other Intangible Assets”, which requires that
goodwill and intangible assets with indefinite useful lives no longer be amortized, but instead, subjected to impair-
ment testing. Intangible assets with finite lives will continue to be amortized over their useful lives. SFAS No. 142
requires an initial goodwill and indefinite life intangible asset impairment assessment in the year of adoption and
annual impairment testing thereafter based on fair value. The adoption of SFAS No. 142 did not have a material
impact on the Company’s financial position, results of operations or cash flows.

Effective June 1, 2002, the Company adopted SFAS No. 144, “Accounting for the Impairment or Disposal of
Long-Lived Assets.” SFAS No. 144 addresses financial accounting and reporting for the impairment or disposal of
long-lived assets to be held and used, to be disposed of other than by sale and to be disposed of by sale. The adop-
tion of this standard did not have a material impact on the Company’s financial position, resufts of operations or
cash flows.

In June 2002, the FASB issued SFAS No. 146, “Accounting for Cost Associated with Exit or Disposal Activities.”
SFAS No. 146 requires companies to recognize costs associated with exit or disposal activities when they are
incurred rather than at the date of a commitment to an exit or disposal plan. Costs covered by SFAS No. 146
includes lease termination costs and certain employee severance costs that are associated with a restructuring, dis-
continued operations, plant closing or other exit or disposal activity. SFAS No. 146 is effective for exit or dispos-
al activities initiated after December 31, 2002. Management does not believe that the adoption of this standard
will have a material impact on the Company’s financial position, results of operations or cash flows.

In December 2002, the FASB issued SFAS No. 148, “Accounting for Stock-Based Compensation-Transition and
Disclosure-an amendment of FASB Statement No. 123.” SFAS No. 148 amends SFAS No. 123, “Accounting for
Stock-Based Compensation” to provide alternative methods of transition for a voluntary change to the fair value
based method of accounting for stock-based employee compensation. In addition, SFAS No. 148 amends the dis-
closure requirements of SFAS No. 123 to require prominent disclosures in both annual and interim financial state-
ments about the method of accounting for stock-based employee compensation and the effect of the method used
on reported results. The Company has adopted the disclosure requirements of SFAS No. 148 effective May 31,
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2003, in its consolidated financial statements. The Company will continue to account for stock-based compensa-
tion using the methods detailed in the stock-based compensation accounting policy as described earlier.

In November, 2002, the FASB issued Interpretation No. 45, “Guarantor’s Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others.” Interpretation 45 requires
a guarantor to include disclosure of certain obligations and, if applicable, at the inception of the guarantee, to rec-
ognize a liability for the fair value of other certain obligations undertaken in issuing a guarantee. The recognition
requirement is effective for guarantees issued or modified after December 31, 2002 and did not have material
impact on the Company.

In January 2003, the FASB issued FASB Interpretation No. 46 (FIN No. 46), “Consolidation of Variable Interest
Entities, an Interpretation of ARB No. 51.” FIN No. 46 requires certain variable interest entities to be consolidat-
ed by the primary beneficiary of the entity if the equity investors in the entity do not have the characteristics of a
controlling financial interest or do not have sufficient equity at risk for the entity to finance its activities without
additional subordinated financial support from other parties. FIN No. 46 is effective for all new variable
interest entities created or acquired after January 31, 2003. For variable interest entities created or acquired prior
to February 1, 2003, the provisions of FIN 46 must be applied for the first interim or annual period beginning after
June 15, 2003. The Company does not expect FIN No. 46 to have a material effect on its results of operations,
financial condition or cash flows.
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