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Pathmark Stores, Inc.
Financial and Operating Highlights

{doflars in millions, except per share data)

Fiscal 2003 Fiscal 2002
Key Financial Data:
S S e $3,991.3 $3,937.7
OPerating @AMINGS ... ..o e 100.8%! 92.0"
INEEIESE EXPENSE ... ... 72.5¢ 65.1
INEE @QIMINGS ..t 16.5 13.3¢
Net earnings per share—diluted ... 0.54 0.44

January 31, 2004

February 1, 2003

Financial Position:
TOMAl QSSBES o $1,520.9
Total debt and lease obligations...............ccvi
Stockholders' equity ..o PRSP UUR

$1,522.6
652.9
356.8

January 31, 2004

February 1, 2003

Key Operating Data:

NUMDbET OF SIOMES ... 143
Total supermarket square footage (in millions)....................o 7.5
Average annual sales per store ... $ 284
Stores either new or renovated [last 5 vears). ... 85%

144
7.5

$ 282
81%

(a} Includes a $13.7 million pretax gain from the disposition of real estate, and a $8.1 million prefax charge related to a store labor buyout program and o head-

count reduction program in the Company’s corporate office.
(6) Includes o $2.0 million pretax charge related to a store labor buyout program.
[c} Includes a $6.3 million pretax charge reloted to the early extinguishment of $171.0 million of the Company's ferm loan,

{d) Includes a charge of $0.6 million, net of tax, for the cumulative effect of an accounting change.



Dear Sharcholders:

We're pleased lo report that Pathmark delivered a solid performance
in fiscal 2003, despite continued challenging conditions in the
supermarket indusiry. With a keen focus on innovative marketing and
promoticnal programs, sfore-level execution, and above dll, meeting
the evolving needs of our customers, we experienced positive sales
frends as well as market share gains. At the same time, we continued
to aggressively manage expenses, enabling us to take further steps
toward our goal of achieving improved profitability.

Fiscal 2003 Financial Performance

For fiscal 2003, sales were $3.99 billion, an increase of 1.4% com-
pared to fiscal 2002, and same-store sales increased 1.2%. Fiscal
2003 net earnings were $16.5 million, or $0.54 per diluted share,
compared fo $13.3 million, or $0.44 per diluied share in fiscal 2002,

During the year, we also took steps to further strengthen our balance
sheet and enhance our financial flexibility. Specifically, we repaid
$171.0 million of our term loan through two add-on offerings to our
outstanding senior subordinated notes and asset sales. The add-on
offerings also had the benefit of pushing back our maturities and
reducing our exposure to interest rate increases.

In addition, we continued to modernize and improve our stores. During
fiscal 2003, we opened two new siores, including a replacement
store, closed two other stores, and completed 16 renovations.
Eighty-five percent of the 143 stores we operated at year end were
either new or had been renovated within the prior five years.

Progress on Goals

Cur positive financial results for the year reflect the steady progress
we have made towards achieving our key goals of maximizing sales
growth and increasing profitability.

In terms of foprline growth, we're exiremely pleased by the fact that we
ochieved posifive same-store sales growth in each of the four quarters
of fiscal 2003 despite a difficult year for the supermarket industry
due to continued weakness in the economy and intense promotional
activity among our competitors.

A number of facters contributed to this success. We implemented
several marketing initiatives, including the novel change in the start
of our ad week from Sunday to Friday, which we initiated in
February 2003. We also strengthened our targeted marketing efforts
through our customer loyalty program. At the same time, we made
great strides in our commitment fo sfore-level execution, with a record
year of store sanitation and safety scores as well as continued
improvements in our G.R.E.A.T. Greel, Reacl, Escort, Anticipate, Thank]
Services program. In fact, we have expanded “G.R.E.AT Service”
to “G.R.E.AT.E.R. Service” "E” siands for enabling the customers to
get what they want in our stores through improved in-stock conditions
and “R" is for reaching out to the community. We are excited about
the potential benefits to improving our in-stock inventory position and
developing even closer ties 1o the communities we serve.

We were also aggressive with respect to expense reduction in fiscal
2003. The key components of this effort included labor buyouts
and headcount reductions, our best ball initictives—which are
designed to identify best operating practices and implement them
throughout our chain—and our focus store program, which entails a

thorough analysis of underper-
forming stores. While our efforts
in all these areas yielded clear
savings, our work on this front is
not yet done. Some of the
improvements we have made
have been offset by increases in
welfare and pension expenses,
a continued challenge for the
entire indusiry and an area
where we continue to devote
considerable attention.

Giving Back to the Community

Pathmark has a strong commit-
mentf to community involvement
which continues to grow. Pathmark’s contributions—both from a
financial and a product contribution standpoint—increased in fiscal
2003 through our support of many philanthropic and fundraising
causes both af the national and local level. Notably, Pathmark was the
largest corporate sponsor of the American Cancer Society’s Making
Strides Against Breast Cancer and raised more than $300,000 for
their walk last November. We also were a significant supporter of the
local chapter of Children’s Miracle Network, raising more than
$200,000 in donations for hospitals located in Pathmark’s rade area.

Other successful events included Pathmark’s annual Toy Drive and
Warm Coat Drive—nboth of which far outpaced our fiscal 2002 levels
of giving—as well as another banner year for our Adopt-A-Family
Program. We're pleased with the high level of participation by both
our associates and customers and look forward to even greater
involvement in our communities going forward.

Before closing, I'd like to take this opportunity to welcome Jim Moody,
former CEO of Hannaford Brothers, to the Pathmark Board of
Directors. Jim, who joined the Board in September, is an industry
veteran with valuable experience and insights and we look forward
fo having him on our team.

We have worked hard over the past year to build on our solid platform
and position ourselves for a successful fuiure, and key to this effort
has been the Shared Purpose of Pathmark management and asso-
ciates. Simply stated, af Pathmark we are driven to win the loyalty
and ‘respect of customers and the communities we serve by provid-
ing a superior shopping experience while striving to be a great
place 1o work. We thank all of our associates for their dedication
and hard work foward achieving this goal, and as always, we thank
our customers, shareholders, and vendors for their continued support.

Sincerely,
; ;
Eileen Scoft

Chief Executive Officer

April 8, 2004
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#1 store for Customer Service in 2003.

Our Associates

Every week over 2.3 million customers shop at a Pathmark store.
QOur goal is to make sure that each and every customer is freated in
a courteous and efficient manner. To accomplish this, Pathmark
relies on, and is proud of, our skilled and dedicated associates—
26,000 sirong.

Pictured on this page is the Richmond Avenue Pathmark which is
located on Staten lsland in New York City. The Richmond Avenue
store was Pathmark’s highest rated store for customer service in
2003. Ceneral Store Manager, Bob Pykish, commented, "High
levels of customer service can only be achieved through freafing
every cusfomer, every day as our number one priority.” Well said,
Bob, and congrotulations fo the entire Richmond Avenue feam.
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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washmgton, D.C. 20549 ’

, FORM 10-K
Annual Report Pursuant to Section 13 or 15(d)
of the Securltles Exchange Act of 1934

- " For the Fiscal Year Ended . o o : Commlssmn Flle Number
January 31,2004 - e - 1-5287

,Pa_t-hmark Stores, Inc.

" (Exact name of registrant as specified in its charter)

Delaware . .. 22287912

(State or other j‘uri'sdiction of. o D " (LR.S. Employer
.incorporation or organization) ) SR ‘ , Identification No.) -
‘ 200 Milik Street . : 3 o o ‘.
~ Carteret, New Jersey ‘ o SRR ~ - 07008

(Address of principal executive office) - . S B . o -(Zip\Code)
o | (732) 499-3000 ‘

(Registrant’s telephone number,. including area code)

Securmes reglstered pursuant to Sectlon 12(b) of the Act
None |

_ Securities registered pursuant to Section 12(g) of the Act:
Common Stock, par value $0.01 per share
Warrants to purchase Common Stock

.

Indicate by check mark whether the reglstrant (1) has ﬁled all reports requlred 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 requrred to file |
) such reports) and (2} has been subject to such ﬁlmg requirements for the past 90 days :

ve [X1 . N [

Indlcate by check mark if dlsclosure of delmquent filers pursuant to Item 405 of Regulatxon S-K is not contained herein, and :
will not be contained, to, the best.of registrant’s knowledge, in definitive- proxy or information statements mcorporated
by reference in Part I1l of this Form 10-K or any amendment to, th\s Form 10-K.

Indicate by check mark whether the reglstrant is an accelerated filer (as defined in Exchange Act Rule 12b -2).
Yes R

lndlcate by check mark whether the reglstrant has filed all documents and reports requrred to be filed by Section ]2 13 or
15(d) of the Securities Exchange Act of 1934 subsequent to the distribution of securities under a plan confirmed by a court.

Yes R N

As of March 15, 2004, 30,071,192 shares. of Common Stock were outstanding. " As of August 1, 2003, which was the last
business day of the registrant’s most recently completed second fiscal quarter, the aggregate market va]ue of the Common Stock
'was $219,048,958 (based upon the closing price as reported by the Nasdaq National Market), excludmg outstandmg shares
deemed beneﬁcrally owned by directors and oft'cers ‘ ‘ .

Documents mcorporated by reference: Part 111 of this Annual Report on Form: 10- K incorporates by reference 1nformat|on to
_the extent specific sections are referred to herein from thé Proxy. Statement for its Annual Meeting to be held on June 11, 2004 (the
~ 2004 Proxy Statement™), to be filed within 120 days after the end of the fiscal year ended January 31, 2004.




Forward- Lookmg Informatlon

This report and the documents mcorporated by reference into  this report contam both historical and
“forward-looking statements” within the meanmg of Section 27A of the Securities Act.and Section 21E of the
. Exchange Act. These statements-appear in a number of places | in this report and include statements. regardmg
our intent, belief-and current expectations with respect to, among other things, capital expenditures and . .
technology initiatives, the ability to borrow funds under our credit facilities, the ability to successfully
implement our operating strateg1es mcludmg trends affectmg our business, financial condmon and results of
_operations. The words “anticipate”, “believe”, expect “forecast”, “guidance”, “intend”, “may”, “plan”,
“project”, “will” and other similar expressions generally identify forward looking statements. While these
forward-looking statements and the related assumptions are made in good faith and reflect our current judgment
regardmg the direction of our busmess actual results will almost always vary, sometimes materially, from any
estimates, predictions, projections, assumptrons or other future performance suggested herein. These statements
are based upon a number of assumptions and estimates which are inherently subject to significant uncertainties-
and contingencies, many of which are beyond our control and reflect future business decisions which are subject
- to change. Some of these assumpt1ons inevitably will not materlallze and unanticipated events will occur which
will 2 affect our results. Some important factors (but not necessar1ly all factors) that could negatrvely affect our
- revenues, growth strategies, future profitability and operating results, or that otherwise could cause actual results
to differ materially from those expressed in or. implied by any forward- -looking statement include the following:

o changes in busmess and economrc condrtrons and other adverse condmons in our markets;
‘ . , unantlcrpated environmental damages " - / - - o ‘
. 1ncreased competmon ( | ' )
e mcreased labor and labor related (e g health and welfare and pens1on) costs and/or labor dlsruptrons
. rellance on third- -party suppllers |
", ~ our abrhty to successfully 1mplement our renovat1on and expansron strategres and
¢ natural disasters. '

- Fora discussion of these factors, see ftem 1 '—‘Business(— Factors Affecting Our Business and Prospects.



Partl v
Item 1. Busmess*

" General

Pathmark Stores, Inc. was mcorporated in Delaware in 1987 and i is the sucéessor by merger. to a business
established in 1966. In October 1987, our predecessor companies were acquired in a leveraged buyout pursuant
‘to which substantial ‘indebtedness was mcurred - While our core supermarket operations remained sound
following this leveraged buyout, the additional indebtedness and associated interest expense ultimately led us:
‘and our then parent companies to file a prepackaged plan of reorganization in the U.S. Bankruptcy Court in.
Delaware ‘on July 12, 2000. * On September 7, 2000, the Court entered an order confirming our plan of
reorganization, which became effective on September 19, 2000, at whlch time we formally exited Chapter 11.
As part of the plan of reorganization, approximately $1 billion of our subordinated debt was cancelled, with the
holders receiving 100% of our common stock. -Our principal executive office is Jocated at 200 Milik Street,
 Carteret, NJ 07008 (telephone: (732) 499-3000). Unless the context indicates otherwise, the terms “Company”,
. “Pathmark”, “we” and “our” as used in th1s report mean Pathmark Stores, lnc and its consolidated subsidiaries.

We are a leading supermarket cham operatmg as a smgle segment in the densely populated New York -
New Jersey and Philadelphia metropolitan areas; Operatmg 143 stores. We pioneered the development of the
large supermarket/drugstore format'in the Northeast, opening our first store of this kind in 1977. "Operating i in -
the New ‘York' — New Jersey and Phlladelphla metropolitan areas for over 36 years, we have successfully
developed a’ leading supermarket franchise with strong brand name recognmon and customer- loyalty We
believe we are the largest supermarket chain operating under a single banner in our market area in terms of
_sales. ‘We focus our operations on this market area, where we believe we-can. maintain and build upon our
strong market presence and achieve additional operatmg economies. All of our stores are located within 100

‘miles of our corporate office in Carteret, New Jersey and of our- company-operated and outsourced distribution =
facilities. Proximity of these distribution facilities to our stores assists us in opt1m|z1ng in-stock conditions and -

(distribution costs. Our market area includes some of the most densely- populated regions of the United States,
representing approximately - 10% of the U.S. populatlon and encompassing two of the five largest U.S,
metropolitan areas by populatior, name]y New-York and Phl]adelphla We believe that the high population
density in our markets coupled with' the geographlc concentratlon of our stores pr0v1de substantial opportunities -
for economies of scale :

Shared Purpose and Shared Values

. At Pathmark, our Shared Purpose is to-win the respect and loyalty of our customers and the communities we
serve by providing a superior shoppmg experience while striving to’ be a great-place to work. As we strive to -
achieve our Shared Purpose, the Shared Values below define the way we conduct ourselves consistent with our
operatmg strategy: ' '

* - Customers are number one.
e We value dedrcated loyal assoc1ates
. . We work as a team. _
o We provrde opportunmes for our assomates to grow.
e We listen with respect to each other
»  We are ethical and honest in our deahngs w1th others
* We look for better ways of domg thmgs :
«. Our actions reflect a strong sense of socnal respon51b1hty

. Pathmark is in 1t for the long term

~* Unless otherwise indicated, all information in Item 1 is given as of January 3 1, 2904..




‘Stores o ’ . S ' r (
Highly Productzve Modern-Format Store Base Our stores are among the most productwe in the industry.
During fiscal 2003, we generated sales per store and sales per selling square foot of $28.4 million and $734,
respectively, compared to industry averages of approximately $18.8 million and $579, respectrvely ‘Our stores
‘average approximately 52,300 square feet in size and are approximately 19% larger than the average U.S.
supermarket. We design our Stores to provide customers with “one-stop” shopping with a wide assortment of
foods and general merchandise, as well as a host of additional conveniences, including 130 in-store full-service
pharmacies and a wide array ‘of financial services offered by 83 in-store banks.  We are a leading filler of
prescriptions among our supermarket competitors in the New York — New Jersey and Philadelphia metropolitan
areas and, through our agreements with Fleet Bank and New York Commumty Bank, we belleve we are the
leading provider of in-store banking services in our market area.

Below is a‘summary ‘of the range of our store sizes as of January' 31, 2004:

‘ < . . ) Number of
Total Square Feet : . ‘ Stores "
" Greater than 60,000.............cco..ooeesloienirseseeenn, ST B 17 .
50,001 — 60, 000 ...... SRR e verereaiee st gae bt e s e e te e tar e arenerteeane 78
40,000 — 50, 000 ........ eereiriiin, JUT U, ererrienens U e 36
Less than 40, 000 i 12
Tt ST oo e U - 143

Prime Real Estate Locations. 114 of our stores are in the greater New York — New Jersey metropolitan area
and 29 of our stores are in the greater Philadelphia m‘etropolitan' area. Our stores are generally well situated in
high traffic urban and suburban locations where we -have established a loyal customer base arid where we
believe we are well positioned. against new -competitive entrants, as our store portfoho would be difficult to
repllcate Given the prime locations of our stores coupled with a format that offers our customers a convenient,

“one-stop” shopping experience, our stores are among the most productlve in our industry.

Provide Superior Customer Serwce and Store-Level Executzon We believe we differentiate ourselves by,
among other things, our focus on customer service. To ensure the implementation of our high customer service
standards, we rely on a store evaluation program whereby “mystery shoppers” visit our stores and rate each store
on a variety of customer service attrlbutes. One of our top priorities is to continue our strong execution in the -

“area of food safety, which, through our surveys, we have found to be a top criterion by which customers choose
~ a supermarket.. We intend to continue to develop and improve store-level execution through programs that -
emphasize proactive, interpersonal communication between store associates and customers. '

Reduce Operating Expenses. We consistently evaluate our business in an effort to reduce operating expenses.
without affecting our overall objective. of providing a high level of customer service. Currently, we have a -
number of initiatives in place to accomplish this.goal. For example, our labor initiative is intended to increase
associate productrvrty through the increased use of technology, such as a new labor schedulmg system. We also
have a program called “Best Ball”,: which is designed to identify the best operating practices in use by certain
stores and implement these best practlces throughout our chain. These operating practices include maxrmlzmg
efﬁcrent use of supplles and mmrmlzmg workers compensation and customer accident claims. ‘

Merchandlsmg

Strong and Differentiated Merchandzszng We believe that our merchandising and marketing programs allow
us to differentiate our product and service offering to our customers. We also believe that our large stores and
the experience of our category managers and storebperators allow us to respond to the varying product demands
of our customers with effective merchandising, which is important given the diverse cultural makeup of the
communities in which we operate In addmon we offer over 3 500 private label products under the “Pathmark




name. leen our leadlng posmon in our market area, our hrgh customer count and our estabhshed marketmg
~ expertise, we are also. able to offer vendors srgmﬁcant opportunities to market their products effectively in a
~ desirable market area. As a result, we believe we are- well pos1t10ned to contmue to realrze purchasmg and
cooperatrve marketmg benefits from vendors , : S

* Our merchandising strategy is designed to offer a “one-stop” shopping experience that leverages our large
- store format and strong category management skills to provide a differentiated product and service offering for
our customers, while allowing us to merchandise our higher margin products more effectively. In‘addition, we
belreve our focus on perrshables micro merchandising and private label has mcreased customer loyalty, whrle
,provrdmg higher margms and proﬁtabrlrty ‘ -

Perzshables We beheve that the qual1ty of perishable. 1tems partlcularly produce 1s an important factor for
consumers when choosing where to shop. We continue to focus on produce by utilizing “Produce Pete”, a local
television personality who appears on a television show on weekend mornings devoted to tips on shoppmg for
fresh fruits and vegetables, as an’integral part of our advertisements. -We also continue to focus on our fresh
* seafood department which has shown steady growth. In addition, we ‘have redesigned our bakery departments 4

and modified our offerings to 1mprove proﬁtabrhty by. reducmg shrmk lowermg operatrng costs and improving )
the departmental product mix. S

- Micro Merchandzszng Being located in the New York New Jersey and. Phrladelphla metropolitan areas,
we serve a highly diverse customer ‘base, very often within the nerghborhood of a given store. We effectivély
vary our product offerings across our store base in order to satisfy the various food preferences of our diverse
customer base. We believe that our large stores and the exper1ence of our category managers and store .
operators allow us to respond to the varying product demands of our customers with effective merchand1smg,
- which is especrally important given the diversity of the commumtres in which we operate.

Private' Label. We have a large variety of private label products under the “Pathmark” name, which we
continuously update. Over 3,500 Pathmark private label products are currently, available, whrch we believe
provide substantial value to our customers and i increase ‘overall customer loyalty.

Gross Profit. We intend to contlnue fo focus on rmprovrng our proﬁtab1llty by capitalizing on our large store
- format, which affords us the flexibility to more effectively merchandise a broad array of products and services,
including higher margin products. An integral part of our-merchandising and marketing efforts is to promote -
increased customer traffic for our stores through our-various convenience service departments, such as in-store
pharmacres and banks. Furthermore, we plan-to leverage the Pathmark Advantage Card loyalty program, which
facilitates more effective category management and offers us the opportunity to more efficiently target sales .
promotions while- s_trengthenmg our customer base. We also intend to increase our focus on, and merchandising
for, .our private label products. Gross profit improvement initiatives will also include a focus on inventory -
‘ control efficient ordermg and shrink reductlon

Store Renovation and Expansron

We continue to renovate and expand our store base. We belreve that keeping our stores fresh and up- to-date
is_critically important, and our goal is to renovate each store approximately. once every five years. The store
renovation program for fiscal 2003 mcluded 16 store renovations. At the end of fiscal 2003, approximately 85%
of our stores were either new or had been renovated over the last five years. In addition to contlnually
renovatmg our stores, we intend to further strengthen our position in our market area by selectrvely 1ncreasmg
our store base. During fiscal 2004, we plan to open two stores and complete 20 store renovations. By opening
stores in our existing trade area, we believe we can increase our already strong market presence and achieve
additional operatmg economies. o ~ : ‘

We contmuously evaluate our stores for necessary'renovations A typical store renovation requires a capital
expenditure of approximately $1.7 million and generally increases customer traffic and sales, responds to
customer demand, competes more. effectrvely against new competitors or updates a particular format to our
current prototype. In certain circumstances, we may decide to replace a store instead of conductmg a major
renovation due to populatron shlfts availability of a more attractive srte or cost consrderatrons )

5




We spent $793 million on capital expendltures mcludmg property acquired under capital leases and
technology investments, m fiscal 2003. We expect to spend approx1mately $95 million on ¢apital expenditures
in ﬁscal 2004 ,

The followmg table sets forth, for the perlods mdlcated our store development and renovauon activities:

Fiscal Year :
) o ‘ o 4 2003 © - 2002 2001 2000 - 1999
 Stores in operation at beginning of the period......... 144 141 138 135 132
_ Opened or acquired during the period ............cc........ 2. 7 5 4 3
Closed during the period.......... et 3).- N ) th) ___—_
Stores in operation at end of the period....... o 143 0 144 141 - 138 - 135 (

‘Stores renovated during the period..........c..c..c..... w16 11 34 19 29

Advertlsmg and Promotlon

"As part of our marketing strategy, we emphasrze value through competrtrve pricing and weekly sales and
promotions, supported by extensive -advertising.. Our advertising expenditures . are concentrated on print
advertising, including advertisements and circulars in local and area newspapers, with an accent on radio and ad
flyers distributed in stores. In fiscal 2003, we shifted our weekly ad from a Sunday start (Saturday end) to begin

on Friday (Thursday end). This move addressed the continuing trend of an increasing number of consumers- -~

fulfilling their shopping needs between Friday and Sunday. This has resulted in better in-stock.conditions and. -
‘more efficient use of our labor resources. We are the only major supermarket in our market area beginning its -
weekly ad on Frlday, as other supermarkets break their ad on either Saturday or Sunday. :

We plan to continue to increase our focus on the Pathmark Advantage Card program. to enhance our .

understanding of customer purchasing patterns-and develop targeted sales promotions to our customer base. In

addition, we have a website- (www pathmark com) wh1ch offers promotronal -discounts and assorted on-line
services: : : :

Given our leading posmon in_our trade area, our large customer base-and our estabhshed marketmg
expemse we are able to offer vendors significant opportunities to feature their products effectively in a
desirable market area. As a result, we are well posmonecl to contmue to realize purchasing and cooperatlve,
marketing benefits from our vendors , A '

: Purchasmg and Distribution

We have outsourced a major pomon ‘of our dlstrlbutlon function and all of our trucking function. Th1s o
approach allows us to focus on our customers and stores. We have a long-term agreement expiring in February :
2013 with.C&S Wholesale Grocers, Inc. (“C&S”) the nation’s second largest grocery wholesale company in
termis of sales, to supply- us with substantially all of our products other than general merchandise, pharmacy,
health and beauty care and tobacco products. This agreement may only be terminated for cause or certain events
- of bankruptcy by either party. Under our arrangement with C&S, we negotiate prlces dlscounts and promotions

drrectly ‘with vendors and pay C&S an agreed upon rate per case. : :

- AmeriSource-Bergen Corp one of the nation’s leading pharmaceunca] wholesalers currently supplres all of _
our pharmacy products. . In addition, we have an agreement with a third-party trucking company to transport our
products from our outsourced and. internally operated warehouse and distribution facilities to our stores. Our
* general merchandise and health and beauty care products are internally supplied from our 290,000 square foot
‘leased distribution center in Edison, New Jersey.  We believe that .our outsourced and internally provided
warehouse and distribution facilities contain sufficient capacity for thie continued expansion of our store base for '
the foreseeable future All of our stores are w1th1n 100 mlles of these dlStI‘lbuthﬂ fa01l1t1es




' Management Informatlon Systems

‘We -implemented a new financial” system in ﬁscal 2001 Wthh enhanced our operatlonal reportmg and_

analytical tools. Similarly; our Wide Area Network was upgraded to take advantage of more reliable and faster

frame relay technology which improved commumcatlons with stores. In fiscal 2002, we installed the latest .
point-of-sale technology from International Business Machmes Corporatron (“IBM?) in all our-stores, Wthh
‘improved cashier productivity and customer service. :

Additionally, we installed * “self-checkout” equipment in 75 stores, which we beheve 1mproves our
~customers’ shoppmg experience and lowers store-level operating costs. In fiscal 2003, we conimenced a multi- -
year project to upgrade our current merchandising’ system, which we beheve wxll maximize SKU Ievel
_ profitability, increase sales and i improve in-store merchandlsmg

Many of our varrous systems initiatives were mcorporated as part of a five- year extension of our existing
IBM outsourcing agreement in April 2001. Pursuant to this agreement, IBM operates our data center operations
and mainframe processing and mformatlon system functions and is provrdmg business apphcatrons and systems
de51gned to enhance our- efﬁc1ency and customer service: The charges under this agreement are based upon the
services requested at predetermmed rates. We beheve that thls arrangement allows us to focus our management.
_ Tesources on.our customers and stores : S

,Competmon

The supermarket busmess is highly competmve Our earnings are primarily dependent on-the maintenance

of relatively high sales volume per supermarket, efficient product acquisition and distribution and cost-effective

~ store operations. Prmcrpal competitive factors include price, store location, advertising and _promotion, product
mix, quality and service. We compéte against national, regional and local. supermarkets club stores, drug stores,
convenience stores, discount merchandisers and other local rétailers in our market area. Our principal
supermarket competitors mclude Acme, A&P (trading- under several banners), Foodtown ng Kullen,
Shopthe and Stop & Shop : «

Seasonality N S SEEE e

We are subject to the effects of seasonahty as sales have been hrstorlcally hlgher in the fourth quarter than in
the other quarters due to the hohday season. : : :

- Trade Names, Service Marks and Trademarks

. We have. reglstered a varlety of trade names, “service marks and trademarks ‘with the U S. Patent and
- Trademark Office, including “Pathmark.” We consider our Pathmark service marks to be of matenal
importance to our business and actlvely defend and enforce such service marks.

3 Regulatlon

Our business requires us to hold llcenses and to reglster certain of our facdmes wrth state and federal health,
- drug and alcoholic beverage regulatory agencies. By virtue of these licenses and registration requirements, we

- are obliged to observe certain rules and regulations, and a violation of such rules ‘and regulations could result in - .

a suspension of our licenses or registrations. In.addition, most of our licenses require periodic renewals. We
have experienced no material difficulties with respect to obtaining or retaining our licenses and registrations.

- Pathmark in the Community - o _ . A

We are recognized as'a long-standing, important member of the communities which we serve. ~ This
recognition is based upon:our associates’ involvement in important community outreach efforts, as well as our
support; both financial and in kind, of numergus nonprofit charitable organizations. These include both'large *
(e.g., American Cancer Society, Children’s Miracle Network and the March of Dimes) and small (e.g., local -
little leagues, scouts and religious institutions) charmes as well as Commumty Food Banks throughout our trade
area. :




“Associates

As of January 31, 2004 we employed approx1mately 26 000 people of whom approximately 18,000 were
employed on a part-time basis. Approximately 90% of our associates are covered by 14 collective bargaining
agreements (typically having four-year terms) negotiated with 12 different local unions. During fiscal 2004,
three contracts, covering approximately 2,500 associates, will expire. We do not anticipate any difficulty in '
. renegotiating these contracts. We believe that our relationship with our associates is generally satisfactory.

Avallable Informatlon

We routinely file reports and other information with the Securltles and Exchange Commission (the “SEC”),

" including Forms 8-K, 10-K, 10-Q and DEF '14A. The public may read and copy any materials we file with the
SEC at the SEC’s Public Reference Room at 450 Fifth Street, NW, Washington, DC 20549. The public may
obtain information on the operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330. The -
SEC maintains an internet website that contains reports, proxy and information statements and other information
regarding issuers that file electronlcally with the SEC. The address of that website is www.sec, gOV.

We maintain an internet website on which we make available, free of charge, coples of our-Annual Report on
"Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and amendments to those reports filed
or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchangé Act of 1934 (the “Exchange Act”), as
" soon as reasonably practicable after they are electronically filed with, or furnished to, the SEC. These materials
may be accessed by accessing our website at www.pathmark.com and selecting “Investor Relations.” Paper
copies of these documents also may be obtained, free of charge, by writing to us at “Pathmark Stores, Inc.,
- Office of Investor Relations, M-409, 200 Milik Street, Carteret NJ 07008.” :

Factors Affectmg Our Busmess and Prospects L

- Our industry is zntensely competztzve and the competztzon we encounter may . have a negative impact on the
‘prices we may charge Sor our products, our revenues and profitability. The supermarket business is highly
competitive and is charactenzed by high mventory turnover and- narrow profit margins. Our results of
operations are therefore sensitive to, and may be materially adversely impacted by, among other .things,
competitive pricing, promotional pressures and additional store openings. We-compete with national and
regional supermarkets, club stores, drug stores, convenience stores, discount merchandisers and other local
retailers in the market areas we serve. Competition with these outlets is based on price, store location,

' advemsmg and promotion, product mlx, quality and service. Some of these competitors may have greater -
financial resources, lower merchandise acquisition cost and lower. operatmg expenses than we do, and we may
be unable to compete successfully in the future.

We are concentrated in the New York New Jersey and thladelphza metropohtan areas. We are vuinerable
to economic downturns in that region, in addition-to those that may affect the country as a whole, as well as
natural and other catastrophic events that may impact that region. These events may adversely affect our sales
which may lead to lower earnings, or even losses, and may also adversely affect our future growth and
expansion. F urther since we are concentrated in densely populated metropolitan areas, opportunities for future
store expansion may be limited, whnch may adversely affect our business and results of operations.

Our renovation and-expansion plans may not be successful, which may‘ adversely affect our business and
financial condition. A key to our ‘business strategy has been, and will continue to be, the renovation and
expansion of total selling square footage Although we "expect cash flows generated from operations,
* supplemented by the unused borrowing capacity under our bank credit facrhty and the availability of capital

lease financing, will be sufficient to fund our. capltal renovation and expansion programs sufficient funds may
"not be available. In addition, the greater financial resources of some of our competitors for real estate sites
could adversely affect our ability to open new stores.. The inability to renovate our existing stores, add new.
stores or increase the selling area of existing stores ‘could adversely affect our business, our results of operatlons ‘
and our ablllty to compete successfully. : ‘




We rely on C&S for supply of a majorzty of our products Pursuant to the terms of a long—term supply
agreement, we rely on C&S for supply of substantially all' of the products we sell other than direct store
deliveries, general merchandise, pharmacy, health and beauty care and tobacce products. During fiscal 2003,
~ the products, supplied from C&S accounted for’ approxnmately 60% of all of our supermarket inventory
purchases. - Although we have not experrenced difficulty in the supply of these products to date, supply
interruptions by C&S may occur in the future: Any significant interruption in this supply stream, either as a
result of disruptions at C&S or if the C&S agreement were termmated for any reason, could have a material
adverse effect on our-business and results.of operations. :

We are affected by increasing labor and benefit costs and a competitive labor market and are subject to the
risk of unionized labor disruptiohs Our continued success depends on our ability to attract and retain qualified
associates. We' compete with other businesses ‘within our markets with respect to attracting and retaining
qualified associates.” A -shortage of qualrﬁed associates. may require us to enhance our wage and benefits
" package in order to compete effectively in the hrrlng and retention of qualified associates. Our labor and benefit
costs may continue to increase, and such increases may not be recovered. If we fail to attract and retain
qualified associates, to control our labor and benefit costs or to recover incréased labor and benefit costs through-
increased prices, our business and. results of operations may . be materially adversely affected. In addition,
approximately 90% of our associates are covered by collective. bargaining agreements with local labor unions.
Although we do not anticipate any difficulty renegotiating these contracts as they expire, a ‘labor-related work
stoppage by these unionized associates could adversely affect our business and results of operatrons

‘We face the risk of being held lzable Jor envzronmental damages that may occur.  Our operations subJect us
to various laws and regulations relating to the protection of the environment, mcludmg those governing the
management and disposal of hazardous materials' and the cleanup of contaminated sites. Under some
environmental laws, such as the Cornprehensrve Environmental Response, Compensation, and Liability Act of
1980, also known as CERCLA or the Superfund law; and similar state statues, responsibility forthe entire cost
of cleanup of a contaminated site can be imposed upon any current or former site owners or operators, or upon
any party who sent waste to the site, regardless of the lawfulness of the original activities that lead to the
contamination. From time:to time we have been named as one of many potentially responsible parties at
Superfund sites, although our share of liability has typically been de minimis. We believe we are currently in

substantial compliance with applicable environmental requirements. However, future developments such as ’

more aggressive enforcement policies, new laws or discoveries of unknown condmons may require expendltures
that may have a materlal adverse eﬂ‘ect on.our busmess and ﬁnanclal condmon :

t




Item 2. Properties* "‘

As of January 3l 2004, we operated 143 supermarkets located in New Jersey, New York Pennsylvama and

Delaware as follows: °

) : _ Number of
M« - : S ' S + Stores
New Jersey ........ e s R O N L
New York, ...................... S ST VTP R R 55 |
: PennsyIVania ...... ....... ............ e 18
Delaware ..... e ................ S R SR w4

B R, ST V% TR

Our 143 supermarkets have total square footage of approximately 7.5 million square feet with an aggregate
sellrng area of approximately 5.5 million square feet. Fifteén of these stores are owned and the remammg 128
are leased. These supermarkets are either freestanding stores or ‘are located in shopping centers. F rfty -one
leases will explre through fiscal 2008 and there are options to renew 50 of them. »

We. lease our corporate headquarters in Carteret, New Jersey in premises. totalmg approxrmately ]50 OOO

square feet in size. Our lease will exprre in ﬁscal 2011 We have ﬁve five- year options rremaining on thls _

property.

All of the facilities owned by us are subject to mortgages - We- plan to acquire leasehold or fee interests in'
any property on which new stores or other facilities are opened and will consider entering into sale-leaseback or
mortgage transactions wrth respect to owned' properties if-we believe such transactrons are financially -

advantageous

We operate a 290,000 square foot - leased . general merchandise and ‘health and beauty ‘care products

distribution center in Edison, New Jersey. Our lease will exprre in fiscal 2009. We have two ﬁve -year optronsv '

remaining on this property.

Item 3. Legal Proceedin’gs‘ |

We are subject to claims and suits against us in the ordinary cause of (our business. While the outcome of
these claims cannot be predicted with certainty, we do not believe that the outcome of any of these legal matters

- will have a materlal adverse effect on our results of operatrons fmanc:lal position or cash flows.

Item 4. Submission of Matters to a Vote of Securrty Holders

None

* Unless otherwlse indicated, al. inform‘ation‘in Item 2 is given a_s-of January 31, 200‘4;"

10




Executive Officers of the Registrant

The following table sets forth the name, age as of March 15 2004 prmcrpal occupation or employment in
~ the present time and during the last five years, and the name of any corporation or other organization in which
such occupatlon or employment is or was conducted, of our executive officers,.all of whom are citizens of the
-United States and serve at the discretion of our Board of Directors. ‘Our executive officers listed below were
" elected to office for an indefinite period of time. No famrly relationship exists between any executive ofﬁcer
and any other executlve officer or drrector :

Name

Eileen R. Scott

Frank G. Vitrano -

John T. Derderian

~ Robert J. Joyce ‘

‘ Mark‘ C. Krame}

| _Herbert A. Whitney

Joséph W. Adelhardt

Harvey M. Gutman R

- Marc A. Strassler

50

48

- 45

58

) Posmons and Ofﬁce ’

“ Chlef Executrve Officer since. October 2002 Executrve Vlce ’
" President, "Store Operations from November. 2001 -until
. October 2002 .Executive Vice Presrdent Marketing and -
: Drstrlbutron prror thereto Ms ScottJomed us in 1969.. (l)

: Pres1dent ~Chief 'Financial Ofﬂcer and Treasurer since
- ‘October 2002; Executive Vice Presrdent Chief Financial
- Officer and Treasurer from-January 2000 until October-2002:

Senior Vice Presrdent Chief Financial Officer and Treasurer
prror thereto Mr Vrtrano;omed us m 1972 (1)

Executlve Vlce Presrdent Busmess Strategy and Marketmg

‘since February .2004; Senior Vice President, Sales,
Advertlsmg and Market Research from December 1999 until-

February 2004; Vice President, Sales, Advertising and

- Market Research, prlor thereto Mr Derderlan joined us in
1975. ‘

- -

Executlve V1ce Presrdent Human Resources since January

°2000; Senior Vice Presrdent Administration prlor thereto !

- Mr. JoyceJomed us in. l963

54

: February 2000 “until 'February . 2004; Vice President,
- Operations (Eastem Division) from November 1999. until
: February 2000; Market Area Vice Presrdent prlor thereto.

Executive Vice Presrdent Store Operatlons since’ February
2004; Senior Vice President, Northern Division from

: .Mr Kramerjomed us in 1977.

. Executive V1ce Presrdent Marketmg and. Logrstrcs since

November 2001; Senior Vice President, Non-Perishable
Merchandlsmg prlor‘thereto Mr Whitney joined us in 1966.

Semor Vice Premdent and Controller Mr.‘Adelhardt _j‘oineti'

us in 1976

Senior Vlce Presrdent Reta1l Development Mr. Gutman
Jomed us in. 1976 ) ‘

Senior Vice Presrdent Secretary and General Counsel Mr. .
Strassler Jomed us in 1974 '

(1) Member of the Board of Directors‘.. .

RN b

Officer of the - .
- Company Since

1998

-1995

2004

1989 -

2004

2001
1987
1990

1987




Part.II :

~ Item 5. Market for the Reglstrant’s Common Equlty and Related Stockholder Matters

Market for Common Stock.  Common stock and ‘warrants are currently trading on the Nasdaq National
Market under the ticker symbols “PTMK” and “PTMKW”, respectlvely The following table represents the
high and: low closing prices for our common stock for each quarter in the two fiscal years ended January 31,
2004, as reported by the Nasdaq Natlonal Market.

Fiscal 2003: SRR L - S

19 quarter ................. s Cerereenernans et $ 7.48 : $ 4.53
27 QUAITEE ... Ceceeeveeecc oot . 825 . 672
3" quarter. .....co.......... e, e 907 7626
4™ quarter...........oicevevine... SR R :..,..7 ..... o o 8.19 - 16.65.
Fiscal 2002: . g A : : S

1¥ quarter ......... Neeerireneestoneaes e e 2 $2470 - $22.00
2" quarter............... T 2322 1575
"3 quarter...io..in.n, e SOV 1626 4.40

4t quarter 5.93 298

Holders‘of Record. As of March 15, 2004, there were 46 holders of record of our*co'mmon.stock;'however,
. over 99% of the Company s outstanding common stock is held in “street name’ by depositories or nominees on
behalf of benefi cnal holders : o

Dividends. We paid no cash d1v1dends to our stockholders and do not currently anticipate paying cash
dividends during fiscal 2004. We are prohibited from paying cash dividends to holders of our common stock
under terms of our credit agreement dated September 19, 2000 with a-group of lenders led by JPMorgan Chase
Bank (the “Credit Agreement”). We are restricted from paying cash dividends to holders of our common stock
under the indenture governing our $350 million 8. 75% Senior ‘Subordinated Notes due 2012 (the “Senior
Subordinated Notes™). :
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Item 6. Sele‘cbte’d'Financial'Data‘ "

.- Summary of Historical ,Consolidated Financial and Other Data

The following table presents selected historical consolidated financial and other data. The periods prior to our exit from .
bankruptcy have been designated “Predecessor Company” and the periods subsequent to that date have been designated
“Successor Company.” The statement of operations data for the 52 weeks ended January 31, 2004, February 1, 2003 and °
February 2, 2002 and the balance sheet data as of January 31, 2004 and February 1, 2003 are derived from our audited
consolidated financial statements included elsewhere in this report. The statement of operations data for the 20 weeks
ended February 3, 2001, the 33 weeks ended September.16, 2000 and the 52 weeks ended January 29, 2000 and the balance
sheet data as of February 2, 2002, February 3, 2001 and January 29, 2000 are derlved from our audited financial statements

" . not included in this report

The following table (in. mllhons except per share amounts) should be read in COIl_]llI’]Ct]Ol’l thh “Management s
- Discussion and Analysis of Financial Condition and Results of Operations” and our consohdated ﬁnancxal statements

included elsewhere in this report: '
. ' Succssor Company (a)

Predecessor Company (a)

52 Weeks . - 52Weeks 52 Weeks

See notes on the following pages.
- 13

- 20 Weeks 33 Weeks - . 52 Weeks.
Ended Ended Ended , Ended Ended 'Ended
* January 31, Februaryl, February2, February3, September 16, January 29,
‘ - 2004 2003 . 2002 ° 2001 2000 2000
Statement of Operations‘Data:. A SR L A o
Sales ..ot et S 3,991.3 §$ 39377 § 3,963.3 $ 1,493.7 $ 2,3482 § 3,698.1
- Cost of goods sold ‘ . (2,852.6) (2,816.7) (2,855.6) (1,072.6) (1,688.5) (2,639.4)
GIOSS PIOfit.c.cevvcvrrrririecesisesssesimiineneccsssisinnnnnneeee -+ L1387 L1210 11077 4211 659.7  1,058.7
Selling, general and admmlstratlve expenses (b)..._.‘. -~ (953.9) » (944.4_) (920.4) (339.3) - (549.7) (850.3)
Depreciation and amortlzatlon ' : . (8\4.‘0)‘ - (84.6) . (76.7) S (25.8) (48.0) (75.1)
Reorganization income (C}) .......... — ..... ——— = — 74 359.4 —
Amortization of goodwill (d)............... ARSI — — (265.5) (98.5) — —
Operating earnings (1088)...rvvsserrrren SRR 21008 ¢ 920 (154.9) - (35.1) 421.4 133.3
Interest expense (€)............ oo, i 1 (72.5) . (65.1) (70.9), (21.7) (99.1)  (163.1)
. Net earnings (loss) before income taxes and o o ' ' ‘ » -
cumulative effect of-an accountmg change...... . 283 26.9 (225.8) © (62.8) 3223 (29.8)
Income tax prov151on...'..; ...... e teeee e e are et rannnens (11.8) ;o (13.0) - (16.2) 3 (14.7) | (46.7) 2.1
Net earnings (loss) before cumulatlve effect DR B o o o
of an accounting change...................; .............. e . 16.5 13.9 (242.0) (77.5) | 275.6 (31.9)
Cumulative effect of an accountmg change , L . e / - '
netof tax (f) oo freree e eabees — (0.6) — L — — —
Net earnings (loss)......... e e 8 165 .8 133 $ (24200 § (775 | § 2756 $ (319
Net earnings (loss) per share — basic (g) . . ‘ \
Net earnings (loss) before cumulative effect - S o o ,
of an accounting change .......... e et 0558 046§ (8.07) B (2.58)
Cumulative effect of an accounting change, ’ ) Lo . ‘
7 NET OF EAX ittt ) - — (0.02) . — —
Net earnings (loss) per share — ba51c ........... i 0558 044 $  (807) §  (2.58)
Net earnings (loss) per share diluted (g) ‘ . N
Net earnings (loss) before cumulative effect’ R o
of an accounting Change ..............co.ccvveenrivrernnivene $ 054 $§ 046 % (8.07). %3  (2.58)
" Cumulative effect of an accountmg change o N ' C
NEL OF (X .eiiiiviic it e e e — - (0.02) C— —
Net earnings (loss) per share—diluted-.......f ............ $ 054 $ 044 $ (8.07) S (2.58) |




@) -

(b)

(©

: Summary of Historical Consolidated Financial and Other Data — (Continued)

. " Successor Company (a’) . . * Predecessor Company (a)
52 Weeks 52 Weeks 52 Weeks . 20 Weeks 33 Weeks 52 Weeks
Ended . Ended ‘Ended” + Ended . Ended . Ended
January 31,  Februaryl, ~February2,  February3, September 16,  January 29,
. 2004 L2003 - 2002 . 2001 ) 2000 2000
‘Balance Sheet Data (end of perlod) _ I : ‘ . ' ' _ ’
Cash and cash equivalents ...................... .8 89 8 113 S 246§ 846 | ' $ 162
Total assets...~ ....... e IR - 1,520.9 1,522.6 1,495.5 . 1,7254 | (' ' 843.2
- Debt (excludmo lease obhgatlons) ........... e 4284 4517 448.5 452.4 » 1,343.1
Lease obligations.........ccccco.civveveeane. S ’19"6‘.'5 S 2002 19h1 1955 | 71985
Total debt, including lease obllgatlons......Z - 6249 - 6529 639.6 6479 |. 1,541.6
: Exchangeable preferred stock and accrued o - S - N - T '
dividends.......... i L = C— s — - 235.8
Stockholders” equ1ty (deﬁcnency) .......... 375.0 356.8 . . 3444 5890 | (1,434.4)
Other Data: o : i o S o o '
'Same-store sales increase (decrease) ....... . 1.2% ANDN% 2.5% ‘(‘).9% o (0.2)% 0.6%
" Capital expenditures, mcludmg property‘ ‘ L ' ’
acquired under capital leases and , o S _ ‘ L B
ftec_hn"ology"i.nvestments ..... s $ ,793.8 121,18 1305 § 244 | § 425 S 876

‘N’otes.to Sumnraryor‘ Historical Consol‘ida_ted‘ Financial and Other Data

We completed our plan of reorganization (the “Plan of Reorganization”) and-formally exited Chapter 11 on
September 19, 2000 (the “Plan’ Effective ‘Date”). - Pursuant to our Plan of Reorganization, our direct and indirect
parent companies merged with us and we became the surviving entity. These mergers are being accounted for in the
historical financial statements at historical cost in a manner similar to-pooling-of-interests accounting. As a result,.

. we adopted fresh-start reporting in accordance with American Institute of Certified Public Accountants Statement of

Position 90-7, “Financial Reporting By Entities in. Reorganization Under the Bankruptcy Code” (“Fresh-Start
Reporting™). In connection with the adoption of Fresh-Start Reporting, a'new entity. had been deemed created for
financial reporting purposes. = The periods presented prior to the Plan Effective Date have been designated-
“Predecessor. Company” and the periods subsequent to the Plan Effective Date have been designated “Successor
Company” with September 16, 2000, the Saturday nearest the Plan Effective Date, utilized for the accounting
closing date related to the Predecessor Company financial statements. As a result of the implementation of Fresh- ..
Start Reporting and the substantial debt reduction from the completion of our Plan of Reorganization, the results of
operatlons and balance sheets of the Successor Company and the Predecessor. Company are not comparable.

Selling, genera] and administrative expenses in fiscal 2003 are net of a $13.7 million gain from the d1spos1t10n of

" real estate related to the assignment of two real estate leases and includes a charge of $8.1 million related to our

store labor buyout initiative and corporate headcount reduction program, which was commenced and completed -

" during the first six months of fiscal 2003, in order to reduce labor costs. The aforementioned $8.1 million charge

included a $2.0 million charge funded by our qualified pension:plan. Of the $8.1 million charge, $7.3 million is
attributable to the cost of a.voluntary early retirement program and $0. 8 million is attributable to severance and

~ termination benefits. As of January 31, 2004, $0.7 million of benefits related to the store Iabor buyout initiative and

corporate headcount reduction program remain to be pald out over time. Fiscal 2002 mcluded a'$2.0 m:lllon charge -
related to a store labor buyout program : ‘

The Successor Company s reorgamzatlon income of '$7.4 million for the 20 weeks ended February 3, 2001
represented a gain related to the difference between the settled- lessor claims for rejected feases and the liability
previously recorded for such claims. In the 33 weeks ended September 16, 12000, the Predecessor Company’s
reorganization income of $359.4 million represented income from the cancellation of debt related to the exchange of
bond indebtedness, accrued interest for common stock and warrants in accordance with the Plan of Reorganization
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Notes to S‘um:mary of Historica! Consolidated 'Financial,and Ot_her Data — (Continued) ’

and a gain related to. the difference between the estimated lessor claims for rejected leases and the liabilities
prevrously recorded for such leases; such income was reduced by the write off of deferred financing costs related. to
the former bank credit facility and bond indebtedness subject to change, and the cost of employee retention bonuses -
and professronal fees related to Iegal accountmg and consultmg servrces dlrectly attributable to the Plan of -
Reorganization.

Reorgamzat\on income of $359.4 m\]hon in the 33 weeks ended September 16 2000, previously classified as an
extraordinary item, has been reclassified wrthm income from operations. to retroactively reflect the.adoption on

. February 2, 2002 of the Financial Accountmg Standards Board (the “FASB™) Statement of Financial Accounting

- Standards (“SFAS”) No. 145, “Rescission of FASB Statements No. 4, 44 and 64, Amendment of FASB Statement

(d)

No 13, and Techmcal Correctrons

Goodwlll of $7980 million, resultmg from- Fresh- Start Reporting, was beinfJ amortized over three years, In.

accordance with SFAS No. 142, “Goodwill and Other’ Intangible Assets”, the Company’s goodwill account is no
longer being amortized subsequent to fiscal 2001 but rather is. being evaluated for. rmparrment annually, or more
frequently if events or changes in circumstances indicate that the asset mlght be 1mpa|red We adopted SFAS No.
142 effective with the beginning of fiscal 2002. Based on an independent evaluation of our fair value completed
when SFAS No. 142 was adopted in the first quarter of fiscal 2002, we concluded that there was no impairment of

* our goodwill. We perfonned our annual evaluation of goodwill i in the fourth quarters of fiscal 2003 and fiscal 2002,

(e

)

(g

. ‘and, based on th|s mdependent evaluation, concluded that there was no rmpamnent of our goodwill.

Interest expense in ﬁscal 2003 mcluded a defivative: settlement charge of $3. 7 million related to the termmatron and
settlement of our $150 million ‘interest rate zero-cost- collar and the write off of deferred financing costs of $2.1

million as a result of the repayment of $153 million of our term loan primarily from proceeds from the issuance of

an additional $150 million.($100 million on September 19, 2003 and $50 million on December 18 2003) aggreoate
principal amount of Senior Subordinated Notes Interest expense in fiscal 2003 also included the write off of -
deferred financing costs of $0. 5 million as a result of. the repayment in the second quarter of fiscal 2003 of $18-.

million of our term loan. Interest expense in fiscal 2002 included the reversal of an accrued interest liability of $2.2 -

million related to the favorable resolution of certain tax issues. Interest expense in fiscal 2001 included $5.6 million .

related to.the early extinguishment of debt, previously classified as an extraordinary item, to retroactively reflect the

“adoption on February 2, 2002 of SFAS No. 145. Asa result of our Chapter 11 filing on July 12, 2000, the * ‘Petition
_ Date”, no principal or interest payments were made on or after the Petition, Date on our subordmated debt
. Accordingly, no interest expense for such subordinated debt has been ‘accrued on or after the Petition Date.

The Company adopted, as of the begmnmg of ﬁsca] 2002 Emergmg Issues Task Force (“EITF”) Issue No. 02- 16,

“Accounting by a Customer (Including a ‘Reseller) for Ceftain Consideration Received from a Vendor.” In adoptmg
EITF Issue No. 02-16, vendor payments related to advertising rermbursements are recorded as a reduction of cost of
goods sold- when both the required advertising’ is performed and the inventory is sold; prior to this change, these _

~ reimbursements were recorded as ‘a reduction of advertising expense when the required advemsmg was performed.

As a result; we recorded a charge, as of the first quarter of fiscal 2002, of $0.6 million, net of an income tax benefit

of $0.4 million, for the cumulative effect of an accountmg change

The we|ghted average number of shares outstandmg basic were 30.1 mllhon shares for fiscal 2003 and for fiscal
2002 and 30.0 million shares for. fiscal 2001 and for the 20 weeks ended February 3, 200] The weighted-average -

‘number of shares outstanding ~ diluted were 30.4 million shares for fiscal 2003 and for fiscal 2002 and 30.0 million

shares for fiscal 2001 and for the 20 weeks ended February 3, 2001. For fiscal 2001 and for the 20 weeks ended’
February 3; 2001, all stock options, warrants and restricted stock were excluded from the computation of welghted-.
average number of shares outstanding — diluted because their effect would have been anti-diluted. Data is not.
presented for the Predecessor Company due to the srgmﬁcant change in our caprtal structure. :




Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
General | ' |

We are a leading supermarket chain in the densely populated New York — New Jersey and Philadelphia
metropolitan areas, operating 143 supermarkets. These metropolitan areas contain over 10% of the populatronl
_in the United States. All of our- supermarkets are located within 100 miles of our corporate headquarters in -
Carteret, New Jersey and our Company operated and outsourced distribution facilities. We design our stores to
_provide customers with. “one-stop” shoppmg with a wide assortment of foods and general merchandise, as well
as additional conveniences, including 130 in-store full-service pharmacies and a wide array of financial services
offered by 83 in-store banks. We are a leading filler of prescriptions among our supermarket competitors in the
‘New York — New Jersey and Philadelphia metropolitan-areas and, through our agreements with Fleet Bank and
New York Commumty Bank we believe we are the leadlng provider of in-store banking services in our market
area.

Our sales are derived from the retail sale of products .at our stores. Internally, we look to a varrety of
mdrcators to evaluate our sales and gross profit performance, including, among others: comparable store ‘sales;
sales per store; sales per selling square foot; percentage of total sales by department; shrink and department
margins. In fiscal 2003, we continued to focus on increasing comparable store sales, sales per selling square foot
and sales per store through programs focused on greater customer service and better store-level execution and
merchandising, as well as a continued focus on our high sanitation standards. ’

Our operatmg expenses are primarily incurred from selling, ‘general and administrative costs. Over 70% of
these costs are for labor and labor-related benefits. Internally, we focus on a variety of indicators to evaluate our
“expense performance, including, among others: labor costs, including labor hours and hourly labor rates and
labor-related costs such as pension and welfare costs, workers’ compensation costs and payroll taxes. In fiscal
2003, we continued to focus on controlling labor costs through a labor buyout initiative and implementation of a’
new time and attendance system. Selling, general and administrative expenses other than labor and labor-related
costs include occupancy expenses, supplies and customer accident claims, among others. In fiscal 2003, we
continued to focus on other expense control initiatives through our Best Ba]l and Focus Store programs in which
best operating practrces are rmplemented throughout our chain. :

Major initiatives currently in place or implemented durmg fiscal 2003 include:
s Qur advertrsmg week was changed to begin on Frrday resultmg in more effective marketmg

e Store labor buyout 1mtratrve and corporate headcount reduction program resultmg in reduced labor
* Costs. ’ - - : S

e “Best Ball” program to identify best Operating pr'actices and implement these throughout our chain

e “Focus Stores” ‘program in which stores identified as havmg srgnrﬁcant upsrde opportunities are
mentored by members of senior management '

o Mystery shopper program to evaluate and i 1mprove customer service.
“e  Store-level audits of food safety and sanitation. | v

¢ Investments in technology, including a new time and attendance system, a multi-year upgrade to our
merchandising system and the continuing leverage of our exrstmg systems for mcreased productivity.

o Debt reduction through effective asset management.
We believe these programs, tog‘ether‘ wrth overall operational improvements, resulted in increased sales

metrics and improved productivity in fiscal 2003 and will continue to increase sales and improve productivity.-
These gains were largely offset by increases in pension and welfare costs, a trend we expect to continue.
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As has been our practice-in the past, we w1ll contmue to evaluate the proﬁtablhty, strateglc posmonmg,
impact of potential competition, and sales growth potential of all our stores on an ongoing basis. We may, from
‘time to time, make decisions regarding closures relocations or renovations in accordance with such evaluations. .
During fiscal 2003, we opened two new stores of which.one- was a replacement store, closed two stores . and
renovated 16 stores Durmg fiscal 2004, we plan to open ‘two stores, close one store and renovate 20 stores.

. Fiscal 2003 Compared to Flscal 2002

The following’ table sets forth selected consohdated statements of operations data (dollars in mlll1ons)

. .52 Weeks Ended
____January 31, 2004 : - February 1, 2003
i . ) . o ) A Amount . % _‘Amount %
SIS it $ 39913 100.0% © §3,937.7 _100.0%
GOSS PROFIL rvrvivrvrrr it erprsen s ressss e s $ L1387 - ©285%  $ 1,121.0 - 28.5%
Sellmg, general and adm1mstrat1ve expenses..........: ...... i (953.9) (23.9) . (944.49) ~‘(24.'0)
Depreciation and aMOMiZaton. ... e (840) (1) . (846) _(22).
Operating earnings............ b e s L1008 . 25 . 920 23 -
S T ¢ %) SRR ¢ B 3 N (-1 ) R ¢ W) B
Earnings.before income taxes and ‘ L S oo S o
cumulative effect of an accountmg change TR o 283 0.7 '26.9 . 0.6
Income tax provision.............. e eee b e e re e e e sre e es . (11.8) C03) (13.0) 0.3y
Earnings before cumulative effect of an accountmg change 165 . 04 139 03
Cumulative effect of an accountmg change net of tax _— — IR (0.6) -
Nt CAMINES v i 80165 . 04% 0§ 133 - 03%

- Sales. The following table sets forth data related to‘sales'forﬁscal 2003 and fiscal 2002:

‘ - 52 Weeks Ended
January 31, February 1, -
: » , 2004 2003
Total sales increase (decrease) ........ SO SRR ST e 1.4% (0.6)% .
" Same-store sales increase (decrease) ........... e e e s e 1.2% T (1L.D%

Sales per selling square foot ............... st .................. e e 87348 724

Sales in ﬂscal 2003 were $3 99 bxlllon compared to $3 94 bxlllon in fiscal 2002 an increase of 1.4%. The
- sales increase in fiscal 2003 was primarily due to higher same-store sales (stores open-the entire year in.both
fiscal 2003 and fiscal 2002, including replacement stores and enlargements) of 1.2% and new stores, partially
offset by closed stores. We believe sales benefited from our successful,marketing and operations initiatives,
_including the change in the start of our weekly ad at the begmnmg of fiscal 2003. Sales were also favorably
‘impacted by increased customer shoppmg preceding several: major snowstorms in the first quarter of fiscal 2003.
During fiscal 2003, we opened two stores of which one was a replacement store, closed two stores and-
renovated 16 stores. We operated 143 stores and 144 stores. at the end of f scal 2003 and fiscal 2002,
respectwely .

" Gross Prof 1. Gross prof it represents the drfference between sales and cost of goods sold, which includes the
- costs of inventory sold and the related - purchase and distribution costs, net of vendor allowances and rebates.
Gross profit in fiscal 2003 was $1.14 billion or 28.5% of sales compared to $1.12 billion or 28.5% of sales for
- fiscal 2002. The increase in gross profit dolars for fi scal 2003 compared to fiscal 2002 was prlmarlly due to
higher sales. o . g .
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Selling, General and Administrative Expenses (“SG&A”). SG&A in fiscal 2003 was $953.9 million or
23.9% of sales compared to $944.4 million or 24.0% of sales in fiscal 2002. SG&A in fiscal 2003 includes
. higher medical, workers™ compensatlon and pension expenses, as well as higher snow removal costs in the first
quarter of fiscal 2003 and higher occupancy expenses, primarily assocrated with new stores, partially offset by
Iower payroll expenses resultmg from the store labor buyout and corporate headcount reduction prograris
' 1mplemented in fiscal 2003. SG&A in fiscal 2003 also included an $8:1 million charge related to the
Company’s aforementioned’ store labor buyout initiative and corporate headcount reduction program during the
first and second quarters of ﬂscal 2003, and is net of 2 $13.7 million gain from the disposition of real estate
~ related to the assignment of two real estate leases Fiscal 2002 mcluded a $20 million charge related to a labor

buyout program \

Depreczatzon and Amorhzanon Deprec1atlon and amortnzatlon of $84 0 mllllon in-fiscal 2003 was $0.6
~million lower than the $84.6 million in fiscal 2002. The decrease in depreciation and amortization expense in
fiscal 2003 compared to fiscal 2002 was prlmarlly due to a decrease in capital expendltures since fiscal 2001.

Operatzng Earnings. Operatmg earnings were $100.8 mlllron or 2.5% of sales in fiscal 2003 compared to
-$92.0 million, or 2.3% of sales, in fiscal 2002.- The increase in operating earnings in fiscal 2003 compared to
fiscal 2002 was prrmarlly due to higher gross proﬁt partrally offset by hlgher SG&A expenses. ‘

Interest Expense Interest expense was $72. 5 mllhon in fiscal 2003 compared to $65.1 million in‘fiscal 2002.
The increase in interest expense in fiscal 2003 compared to fiscal 2002 was primarily due to a derivative
settlement charge of $3.7 million related to the termination-and settlement of our $150 million interest rate zero-

cost collar, the write off of deferred financing costs of $2.1 million as a result of the repayment of $153 million .

of our term loan prrmarlly from proceeds from the issuance of an additional $150 million (3100 million on
September 19, 2003 and $50" million on December 18, 2003). aggregate principal amount of Senior Subordinated
Notes. Interest expense in fiscal 2003 also included the write off of deferred financing costs of $0.5 million as a.
‘result of the repayment in the second quarter of fiscal 2003 of $18 million of our term loan and an increased
interest rate as a result of the January 28, 2003 amendment to our Credit Agreement. Fiscal 2002 included the
» reversal of.an accrued interest 11ab1]1ty of $2.2 mllllon related to the favorable resolutlon of certain tax issues.

Income T ax Prowszon The income tax provision of $11.8 million i in ﬁscal 2003 was based on an: effective
tax rate 0of 41.6% and the'income tax provision of $13.0 million in fiscal 2002 was based on an effective i income

. tax rate of 39.6%. During fiscal 2003, we made income tax payments of $6.1 million. During fiscal 2002, we . .

made income tax payments of $4.1 million and received i income tax refunds of $2.6 million. Refer to’Note 17 -
of the consohdated financial statements for mformatron related to our mcome taxes. '

Cumulatzve Effect of an Accountmg Change. We adopted as of the beginning of ﬁscal 2002 EITF Issue No. -
02-16, “Accountmg by a Customer (Including a Reseller) for Certain Consideration Received from a Vendor.”
" In adopting EITF Issue No. 02-16, vendor payments related to advertlsmg reimbursements are recorded as a
- reduction of cost of goods sold when both the required advertising is ‘performed and the mventory is sold; prior
to this change, these reimbursements were recorded as a reduction of advertising expense when the required -
advertising was performed As a result, we recorded a charge, as of the first quarter. of fiscal 2002, of $0.6
- million, net of an income tax benefit of $0 4 m11]10n for the cumulatrve effect of an accountmg change

‘ Summary of Operatzons Net eammgs in fiscal 2003 were $16. 5 million compared to $13.3 million in fiscal
~2002. The increase in-net earnings in fiscal 2003 compared to fiscal 2002 was prlmarlly due to mcreased '
) operatmg eammgs partlally offset by hlgher interést expense. ~ :

18



" Flscal 2002 Compared to Fiscal 2001.

: The followmg table sets forth selected consolldated statements of operatrons data (dollars in mllllOHS)

. 52 Weeks Ended
' February 1, 2003 Februar} 2.2002
. ) o ) Amount - % Amgunt - %
S 3 39377 - 1000% . $ 39633 100.0%
GIOSS PO .ot e $ 11210 28S% - $ 11017 279% o
Selling, general and admlmstratwe expenses ....... e (944 4) '(.24.0) s (920.9) (23.2) -
Depreciation and amortization ......... rvsersrnseivadioreseanianns : (84 6)' o (22) ' (76.7) ((R°) .
.'Amortization ofgoodwill ...... e e SRR . . (265.5) 6.7)
" Operating eamnings’ (loss)........:....;.l..'..'.;..f'..r' ............ reeveeas et 90 23 (154.9) . (3.9)
,_”Interestexpense.;....:..*. ....... S (65 l)_" ‘\(’1.7‘), T (70.9) (1.8) -
Earnings (loss) before i income taxes and cumulatlve o . g o L L
- effect of an accounting-change...... il 269 . 06 . - (225.8) (5.7
' Incometaxprovnslon...L...‘.‘.....,.............L....';.L....;.,fl..........Q..:’...:..:..;.. © 0 (13.0) " (03) ' (16.2) (0.4)
Earnings (loss) before cumulatwe effect of an accountmg SR - - R .
CCRANER v i e e s e 139 0003 420) - (6.1)
Cumulatlve effectofan accountmgchange net of tax C L (0.6) — e
Net earnings L Y - f....; ...... A S '13.3 S 03% % "(24‘2.0) C6:1)%

Sales Sales in fiscal 2002 were $3. 94 bllllon compared to $3. 96 blllron in fiscal 2001 a decrease of.0. 6%.
The sales decrease in fiscal 2002 was primarily due to lower same-store sales (stores opened the entire year in
both fiscal 2002 and fiscal 2001 mcludmg replacement stores and enlargements) of 1.7% and closed stores,
partially offset by new store sales. We belleve sales were negatlvely impactéd by weak economic conditions
and declining consumer confidence in our, region and its resultant effect on consumer 'spending. These same
conditions resulted in increased promotional activity within our marketplace During fiscal 2002, we opened
seven stores (mcludmg one: former-Grand Union store we purchased in fiscal 2001) of which three were
replacement stores, closed one store and renovated 11 stores. We" operated 144 and 141 stores at the end of
ﬁscal 2002 and fiscal 2001, respect1vely e T '

Gross Profit. Gross profit represents the dlfference between sales and cost of goods sold ‘which mcludes the
costs of inventory sold and the. related purchase and distribution. costs, net of vendor allowances and rebates.
- Gross profit in fiscal 2002 was $1.12 billion or 28.5% of sales compared to $1.11 billion or 27. 9% of sales for ‘
fiscal 2001. The increase in gross profit of $13.3 million for fiscal 2002 compared to fiscal 2001 was primarily
due to the impact of EITF Issue No. 02-16, in which vendor payments of $17.7 million in fiscal 2002 related to
advertising reimbursements; previously classified as a reduction'of SG&A, were reclassified as a reduction of

cost of goods sold. .Excluding this reclassification, the decrease in gross profit of $4.4 million for fiscal 2002 -

- comparéd to fiscal 2001 was due to lower sales and hlgher shrmk partlally offset by h1gher vendor allowances
" and rebates. R

SG&A SG&A in ﬁscal 2002 mcreased $24 0 million or 2. 6% compared to ﬂscal 200] This lncrease in
SG&A was primarily due to the impact of EITF Issue No. 02- 16, in which payments of $17.7 million in fis¢al
12002 related to advertising reimbursements, previously classified as a reduction of SG&A, were reclassified asa -
reductlon of cost of goods sold. Excluding this reclassification, SG&A increased $6.3 million in fiscal 2002
compared to fiscal 2001 due to higher store costs related to. labor, union health and welfare contributions and
rent, partlally offset by lower admmlstratwe expenses and favorable customer accndent claims expense
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Depreciation and Amortization. Depreciation and amortization of $84.6 million in ﬁscal 2002 was $7.9
" million higher than the $76.7 million in fiscal 2001. The increase in depreciation and amortization expense in’
~ fiscal 2002 compared to fiscal 2001 was prlmarlly due to the 1mpact of our stepped- up capital program and '
technology mltratlves ; ‘ : .

Amortization of Goodwzll ‘The Company adopted SFAS No 142 effectlve with the begmnmg of ﬁscal 2002
. With the. adoptron of SFAS No. 142, goodwill is no longer being amortized but rather is being evaluated for
" impairment at least annually. -Amortization of goodwill was $265.5 million in fiscal 2001. Based on an
- independent evaluation of its fair value completed when SFAS No. 142 was adopted in the first quarter of fiscal .
. 2002, the Company concluded that theré was no 1mpa1rment of its goodwill. The Company performed its .

annual evaluation of its goodwill in the fourth quarter of fiscal 2002, and, based on this mdependent evaluanon
of its fair value, concluded that there was no impairment of its goodwill. - ‘

Operating Earnings (Loss). Operatmg eammgs were $92. 0 million in ﬁscal 2002 compared to an operating
loss of $154.9 million in fiscal 2001. The increase in operating earnings in fiscal 2002 compared to an
" operating loss in fiscal 2001 was primarily due to the elimination of goodw1ll amortlzatron in f scal 2002

‘compared to the amortlzatlon of goodw1ll of $265.5 million in fiscal 2001 :

Interest Expense Interest expense was $65 1 million infiscal 2002 compared to $70 9 million in fiscal 2001.
Fiscal 2002 included the reversal of an accrued interest liability of $2.2 million related to the favorable -
resolution 'of certain tax issues. Interest expense in- fiscal 2001 included $5.6 million related to the early
extinguishment of debt, previously classified as an extraordmary item, to retroactively reflect the adoption on
February 2, 2002 of SFAS No. 145. Excluding the reversal of the accrued-interest liability in fiscal 2002 and the |
early extinguishment of debt in fiscal 2001, the increase in 1nterest expense in fiscal 2002 compared to fiscal
2001 was primarily due to higher borrowmgs : .

Income: Tax Provzszon The income tax provision was $13 0 million and $16 2 million in fiscal 2002 and
* fiscal 2001, respectively. Durmg fiscal 2002, we made income tax payments of $4.1 miillion and received
income tax refunds of $2.6 million. During fiscal 2001, we made income tax payments of $1.0 million. Refer ‘
to Note 17 of the consolidated ﬁnancral statements for 1nformatlon related to our mcome taxes.

- Cumulative Eﬂect of an Accountmg Change The Company adopted as of the beglnnmg of fiscal 2002
EITF Issue No. 02-16, “Accounting by a Customer .(Including a Reseller) for Certain Consideration Received
from a Vendor.” In adopting EITF Issue No. 02-16, vendor payments related to advertising re1mbursements are

recorded as a reduction of cost of goods sold when both the requnred advertising is performed and the inventory -

is sold; prior to this change, these reimbursements were recorded as a reduction of advertising expense when the
required advertising was performed. As a result, we recorded a charge, as of the first quarter of fiscal 2002; of
$0.6 mllhon net of an inconie tax beneﬁt of $0.4 million, for the cumulative effect of an accountmg change.

Summary of Operatmns Net eammgs in fiscal 2002 were $13.3 million compared to a net loss of $242.0
million in fiscal 2001. The increase in.net eammgs in fiscal 2002 compared to a net loss in fiscal 2001 was
prtmarlly due to lower operating eammgs : S

quuldlty and Capltal Resources , |

- Cash Flows The followmg table sets forth certain consohdated statements of cash flow data (in millions):
- 52 Weeks Ended °

January 31, Februaryl February 2,
/ ' : : 2004 2003 g 2002
- Cash provided by (used for): / v - . -
OPETating ACHVItIES.......cvvvvves i erecrenreeemecrenesiessbenseeessiesesenseeresseieonens .. $ 908 % 920 3 826
 INVESHNG ACHVILES....vvvvrerrerrseevieceenenerrrnreessssen SO (51.5).  (105.3) (116.5) .

Financing activities.......c...coceevinilncionnniene. e oot ‘ (417 — 26
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- The decrease in cash provided by operating activities in fiscal 2003 compared to fiscal 2002 was primarily
due to an increase in cash interest resulting. from the derivative settlement charge related to the termination and
settlement of our $150 million interest rate zero-cost collar, partrally offset by higher net earnings and less cash
used for operating assets and- lrab111t1es “The increase in cash provided by operating activities in fiscal 2002
compared to fiscal 2001 was prrmarrly due to a reduction in cash.interest paid as a result of the timing of cash

" interest payments related to the Senior Subordinated Notes. The decrease in cash used for investing activities in.

fiscal 2003 compared to fiscal 2002 was primarily due to lower property and equipment expenditures, partially -
offset by proceeds of $17.3 million from the disposition of real estate and lower lease financings. The decrease
in cash used for investing activities-in fiscal 2002 compared to fiscal 2001 was primarily due to a decrease in
property and equipment expenditures. The increase in cash used for financing activities in fiscal 2003 compared
to fiscal 2002 was primarily due to the repayment of $171.5 million of our term loan and reduced borrowings
-under the working capital facility, partially offset by additional borrowings under the Senior Subordinated Notes
" of $153.9 million.  The change in financing activities. in fiscal 2002 compared to fiscal 2001 was primarily due
to borrowings under lease financings and the working capltal fac1hty under the Credrt Agreement (the “Working
Capital Facility”) in ﬁscal 2002 : : ‘

Debt Service and quuldzty On January 29, 2002, September 19, 2003 and December 18, 2003 we issued
$200 million, $100 million and $50 million; respectively, aggregate principal amount of Semor Subordinated
Notes, which pay cash interest on a semi-annual® basis (August 1 and February 1). The proceeds from the
issuances of the Senior Subordinated Notes were used to repay a portion of our outstanding term loan (the
“Term Loan”) B under the Credit Agreement and to repay in the first quarter of fiscal 2002 $6.4 million of our
outstanding ‘industrial revenue bonds.  The Senior Subordinated Notes are unconditionally guaranteed as to
payment of principal and interest by the subsidiary guarantors and contain customary covenants. The Senior
Subordinated Notes restrict our ability to declare cash dividends on our common stock. We are in comphance .
- with all Semor Subordmated Notes covenants as.of January 31, 2004

The Credit Agreement mrtrally consisted of (a) Term Loans in an aggregate principal amount of $425 million
(consisting of $125 million in Term Loan A and $300 million in Term Loan B) and (b) a $175 million revolving
~ working capital facility (including a maximum of $125 million in letters of credit). After giving effect to the
prepayment of mdebtedness with the proceeds of the offerings of the- Senior Subordinated Notes, Term Loan A
has been paid in full and Term Loan B has a balance of $45.8 million. On January 28, 2003, the Company
“amended its Credit Agreement (the “January Amendment”). Pursuant to this amendment, among other things,
‘the maximum permitted leverage ratio was increased through fiscal 2004, the minimum consolidated interest
~and rental expense coverage ratio was: decreased through fiscal 2004, the' minimum permitted consohdated _

-EBITDA was decreased through fiscal 2004, and a minimum fixed- charge coverage ratio covenant was added. - -
Additionally, the Company agreed to (i) an increase in the commitment fee on the Working Capital Facility of
25 basis points; and (ii) an increase in the appllcable mterest rates payable on outstanding balances under the ‘
Credit Agreement of 50 basis points. o : :

In addrtron the Credrt Agreement contains certain covenants which, among, other thmgs place limits on the
Jincurrence. of addrtronal indebtedness, issuance of cash-pay, preferred stock, repurchase of Company stock,

“incurrence of liens, sale-leaseback transactions, hedgmg activities, sale or discount of receivables, investments, "

loans, advances, guarantees with affiliates, asset . sales, acqulsrtlons -capital expenditures, mergers and
consolidations, changing lines of business, repayments of other indebtedness, amendments to .organizational -
documents and other miatters customarily restricted in such agreements. The Credit Agreement contains
" customary events of default, including without hmrtatlon payment defaults, material breaches of representations
and ‘warranties, material covenant defaults, certain ‘events. of bankruptcy and 1nsolvency, and a change of
. control. :In addition, the Credit Agreement prOhlbltS the payment of cash dwrdends We are in complrance w1th :
all covenants in the. Credlt Agreement as ofJanuary 31,.2004. ‘ '

Borrowings ‘under the Credit Agreement bear interest at ﬂoatmg rates equal to LIBOR plus an apphcable .

E margin, subject to decrease, depending on the total debt to consolidated EBITDA ratio. Borrowings under the =

Working Capital Facility'and Term Loan B bear interest at rates of LIBOR + 3.5% and LIBOR + 4.5%,
respectrvely We are requrred to repay.a portion of the borrowmg under Term Loan B each year $0'as to retire
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such indebtedness in its entirety by Juty I'5,2007. The Working Capital Facility e;(pires on July 15, ‘2‘005 " The

o welghted average interest rate in effect.on all borrowings under Term Loan B was 7.5% during fiscal 2003.- As

of January 31, 2004, borrowings under the Workmg Capltal Facﬂlty were $4 S m1“101’] and outstandmg letters of "
© credit were $58 4. million. y :

All of the obllgatlons under. the Credlt Agreement are guaranteed by the Company’s 100% owned
' subsidiaries, except the Company’s nonguarantor subsidiaries, which are comprised of four 100% owned and
- consolidatéd single-purpose entities. Each of these single-purpose ‘entities owns the real estate on which a °
' .supermarket leased to Pathmark is ‘located.  The obllgatlons under- the -Credit Agreement and those of the
subsidiaries guaranteeing the Credit Agreement are secured by substantially all of the Company’s tangible and
1ntang1ble assets including, without limitation, intellectual property, real property, including leasehold interests,
and the capltal stock in each of these subsrdlarres

o We believe that cash flows generated from operations, supplemented by the unused borrowmg capac1ty under-

the Working Capital Facility and the availability of capital’ lease financing will be sufficient to provide for our debt
service requirements, working capital needs and capital. expendrture program for the foreseeable future. There can
be no assurance, however, that our business will continue to generate cash flow at or above current levels or that
we will maintain our ability to borrow under the Credit. Agreement. There are no credit agency ratings-related
~ triggers in either our Credit Agreement or'in the indenture relating to the Senior Subordinated Notes that would
adversely 1mpact the cost of borrowmgs annual amortization of prmcrpal or related debt maturities.

Contraclual Obltgatlons and Commztments We enter into a varlety of 1egally binding obllgatlons and
commitments in the normal course of our business. The table below presents our' long-term “contractual
obligations and commitments which represent- known future cash payments that we will be required to make

~ under existing contractual arrangements Some amourits are based on management s estlmates and assumpttons e

~ and arhounts actually paid may ‘vary from those reflected below The followmg table presents contractual'
‘ obhgatlons as ofJanuary 31, 2004 (in mllllons)

Payments Due by Fiscal Years .
' 2005 -+ 2007

o and ) . and \ ‘ N

o ) ‘ Total : 2004 Co 2006 B 2008 . -_Thereafter -

Debtob]tgatlons(l).......j- ...................... S 484§ 71 $°365 0§ 325§ 3523
. Capital lease obligations (1) ...ccice 1965 176 . 234 - 163 | 1392
“Operating lease obllgatnons (2) v .520:2 5,4.01 BT R 84.4 2837
Purchase obllgatlons () RN 725.0 . "85".7" © - 140.6 ) | 141.5. . 357.2
Other Jiabilities (4)......vfre 1467 232 276 . . 165 . . 794
Total. ..o S 820168 31876 33262  §2912 $1211.8

(1) Debt and capital lease obhgatlons mclude prmclpal payments only ! : .
2) Operatmg lease oblrgatlons net of sublease mcome of $49. 0 mllhon are approx1mately $471 2 mlllron

(3) - In addition to the purchase obllgatlons reflected. in the table above, we enter into supply contracts to '
purchase products for resale in the ordinary course of’ business. This category of contracts covers a broad
spectrum of products and sometimes includes specific merchand1smg obligations relative to those products

"These supply contracts typically include either a volume commitment or a fixed expiration date; pricing
~ terms based on the vendor's published list price; termination provrslons and other ‘standard contractual
considerations.  Our obligation related to these. contracts  is typically limited to return of unearned
allowances and therefore no amounts have been included above. Purchase obligations shown’ above relate "
“to the outsourcing of a major portion of our distribution, truckmg and information systems functrons
. through long -term agreements, as noted below. g : :
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‘. AWe have a supply agreement w1th C&S exprrmg in ﬁscal 2013 pursuant to Wthh C&S supplnes
~ substantially all 'of our grocery, frozen -and penshable merchandise requirements. Under our
. arrangement \ w1th C&S ‘we negotiate prlces dlscounts and promotrons with vendors. We pay C&S a
per case upcharge and. have -annual minimum case commitments. “The table above reflects this
“mirimum upcharge. During fiscal 2003, the products supplled from C&S accounted for.
- approximately. 60% of all of our. supermarket inventory purchases. This agreement may only be
termmated for cause or certam events of bankruptcy by either party R :

e In Aprll 2001; we entered into a ﬁve year outsourcmg agreement w1th lBM to continue to provide a

wide range of mformatlon systems services, which commenced in 1991, Under the agreement IBM .

. _provides  data center operatlons mainframe processmg, ‘business applications and systems
- development to enhance our customer service and efficiency. The charges under this-agreement are

" based upon the ‘services- requested at predetermined rates: . Amounts above include the specified -
termination charge if we were- 1o terminate the agreement O ‘

e We also have an agreement expiring in ﬁscal 2013 with. a local truckmg company to- provrde us
~ with -trucking services. - Under this arrangement, there is an- annual - fixed fee in addition' to
transportation charges. The fixed fee is reﬂected il ‘the table above. We may termmate “this

- agreement with a payment of a specified termmatron charge.” . ’ ‘ ‘

"(4) Other llabrlmes include estrmated self-insured oblrgatlons estlmated unfunded pensron hablhtles and
estlmated post- retlrement and post employment obligations. - :

We had outstanding letters of credit of $58.4 m1lllon as of January 31, 2004 of which $56 4 million were
standby letters of credit covering primarily self-insured or performance obhgat1ons The remaining $2 0 mllhon
‘were commercial letters of credrt supportmg purchases of 1mported products :

Guarantees In the normal course of busmess we have a551gned to third pames various leases related to
former businesses that we sold as well as former operating Pathmark supermarkets (the “Assigned Leases™).
When the Assrgned Leases were ass1gned we generally remained secondarily liable with respect to these lease

-obligations.” As such, if any-of the assignees were to become unable to continue making payments under the
Assigned Leases, we could be required to assume the lease obligation: As of January 31, 2004, 67 Assigned
* Leases remain in place.’ Assuming that each respective assignee became unable to continue to make payments
under an Assigned Lease, an event we believe to be remote, management estimates our maximum potential
obhgatron with respect to the Assigned Leases to be approximately $106 million, which could be partially or
totally offset by -reassigning or subletting such leases. - We have recognized a liability on our consolidated
balance sheet as of January -31, 2004 of approximately $2.8 million, which represents certain guarantees

+attributable to our secondary liability in connectron with Ass1gned Leases a551gned after December 31, 2002.

Capztal Expendttures Capital expendrtures mcludmg property acqunred under capital leases and technology
~ investments, were $79.3 million for fiscal 2003 compared to $121.1 million for fiscal 2002 and $130.5 million
for fiscal 2001. Capital expenditures included $20.7 million and $36.5 million " in technology spending in fiscal
2003 and ﬁscal 2002, respectively. Durmg fiscal 2003, we opened two stores of which one was a replacement
store,-closed two stores and renovated 16 stores. Durmg fiscal 2002, we opened seven stores (including one
former Grand Union store we purchased-i in fiscal 2001) of which three were’ replacement stores, closed one store

and renovated 11 stores. In fiscal 2004, our capital _expenditure plan is to invest approximately $95 million in '

new stores, major store renovations and:technology 1nvestments Durmg fi scal 2004 ‘we plan to open two
stores, close one store and complete 20 store renovatrons




Critical Accountnng Policies

The preparation of financial statements in accordance with generally accepted accountmg principles requires
management to make estimates and assumptions. The following accounting policies are considered critical
because changes to certain Judgments and assumptions inherent in these pollcres could affect our financial
statements. ‘ : -

Impairment of Long-Lived Assets. It is our accounting policy to assess the carrying value of our long-lived
assets for possible impairment based on an individual store basis to determine if the carrying value of such .
assets are recoverable from their related undiscounted cash flows. We estimated future cash flows based on

economic and business assumptions and have concluded that there is no impairment of such assets at January -

31, 2004. However, our estimates project cash flow several years mto the future and could be affected by
variable factors such as inflation and economic condltlons : : :

Impazrment of Goodwzll We adopted SFAS No. 142 effective w1th the begmmng of fiscal 2002. Wrth the
adoption of SFAS No. 142, goodwill is no longer being amortized but rather is being evaluated for 1mpa1rment -
at least, annually Based on an independent evaluation of its fair value completed when SFAS No. 142 was
adopted in the first quarter of fiscal 2002, we concluded that there was no impairment of our goodwill. We
performed the annual evaluation of our goodwill in the fourth quarters of fiscal 2003 and fiscal 2002, and, based.
- on this independent evaluation of fair value, concluded that there was no impairment of our goodwill. Since
- such 1mpa1rment evaluation is based on. economic ‘and business assumptions, the goodwill 1mpamnent
evaluation in the future could be affected by changes in these business and economic conditions, changes in
consumer spendmg, the competmve environment in-which we operate and other- rrsks detarled elsewhere in this
report. : : : ‘

Penszon Plans. Pension income for all our pension plans was $4.3 million, $9 0 million and $8 8 million for
fiscal 2003, fiscal 2002 and fiscal 2001, respectively, and was calculated based upon a number of actuarial -
assumptions.” The expected return on assets of our qualified pension plan (the “Qualified Plan”) represents. the -
weighted-average of expected returns for each asset category, which have been developed using information
from a number of third-party consultants and long-term historical data on returns for. different asset categories
- and inflation. We also considered the Qualified Plan’s historical 10-year and 20-year compounded returns of
12.2% and 13.3%, respectively, which have exceeded broad market returns over comparable periods, indicating
a significant premium has been gained through active management of plan assets. Based on these factors and
. the asset allocation discussed below, we elected to use a 9.0% expetted return on plan assets in determining.
pension income for fiscal 2003. This represents a 0.5% decrease from the expected returns on plan assets used
in determining pension income for fiscal 2002 and fiscal 2001: Both assumptions were net of expected plan
expenses payable from the trust fund, which are less than 0.5% of plan assets.

; The expected long-term rate of return on our Qualified Plan assets is based on an asset allocation assumption

- of 70% with equity managers, with.an expected long-term rate of return of 10.5%; and 30% with fixed income
managers, with an expected long-term rate of return of 5.5%. Because of market fluctuation, our actual asset
allocation as of December .31, 2003 was 72% with equity managers and 28% with fixed income managers. We
‘believe, however, that our long-term asset allocation on average will approximate 70% with equity managers
and 30% with fixed income managers. We regularly review our actual asset allocation and periodically
rebalance our investments to our targeted allocation when considered appropriate. An additional 0.5% reduction -
©.in our expected long-term rate of return on Qualified Plan assets, holding all other factors constant, would have
reduced our pensron income during fiscal 2003 by approximately $1.2 million. : .

We base our determination of pension expense or incomie, in part, ona market—related valuatlon of assets that .
reduces year-to-year volatility. This market-related valuation recognizes investment gains or losses over a

three-year period from the year .in which they_ occur. Investment gains or losses for this purpose are the - °

difference between the expected return calculated using the market-related value of assets and the actual return
based on the market value of assets. As of January 31,2004, we had cumulative net actuarial losses of
approxlmately $0.4 million, due to the differences between expected and actual return on plan assets, which
remam to be recogmzed in the calculation of the market-related value of assets. These unrecognized net
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actuarial losses result in decreases in our future pension income depending on several factors, including future
asset gains-and losses and whether such gains and losses, as recognized at each:measurement date, together with
~ other actuarial. experience recognized, exceéed the corridor in which gains and losses are not. amortlzed
accordance with SFAS No. 87, “Emp]oyers Accountmg for Pensions.”

The discount rate that we use for determmmg future pension obllgatlons is based on a review of long-term
bonds that receive one of the two highest ratings given by a recognized rating agency at the end of the calendar
year. The discount rate determined on this basis has decreased from 6.5% as of February 1, 2003 to 6. 0% as of
January 31, 2004. Pension income is sensitive to the-discount rate and salary ‘increase assumptions used. A"
-0.25% decrease in the discount rate and salary i increase assumptions used would have decreased pension mcome
durmg fiscal 2003 by approximately $0.2 million. : : -

. Based on an expected return: on plan assets assumptlon of 9. 0%, a dlscount rate of 6.0% and our various
other relevant current assumptions, we estimate that our pension income for all pension plans combined will
approxrmate $4.1 million for-fiscal 2004, '$4.1 million for fiscal 2005 ‘and $6.5 million for fiscal 2006.-  Actual
pensron income in’the futire will depend on. future investment performance changes in discount rates and
various other factors related to the popu]atrons partlcrpatmg in our pen51on plans.

The value. of our Quahf'ed Plan assets has increased from $218.4 million at December 31, 2002 to $250.7
million at December 31, 2003. The investment performance returns have increased the overfunded status of our
Qualified Plan, net of benefit obligations, from $56.8 million at December 31, 2002 to $79.6 million at
December 31, 2003. We believe that, based on our actuarial assumptions and due to the overfunded status of
our Qualified Plan, we will not be required to make any cash contrlbutlons to our Qualified Plan for at least the
next three years. :

Self Insured Clazms Lzabzlltzes and Postemployment Benef ts. We are self insured for claims relating to
customer, associate and vehicle accidents, as well as certain associate medical and drsablhty benefits, and we
maintain third- -party excess, insurance coverage for such claims. It is our accounting policy to record a self-

insured liability, as determined actuarially on a consistent basis, based on the facts and circumstances of each .~

individual claim filed and.an estimate of claims incurred but not yet reported discounted at a risk- free interest

rate. All claims and their related habllmes are reviewed and monitored ‘on ah ongoing basis. Any actuarial - -

. projection of losses concerning such claims.is subject to variability primarily due to external factors affecting
future inflation rates, litigation trends, benefit levels and claim settlement patterns. At January 31, 2004,
liabilities for self-msured claims and benefits were $62 2 mllhon and for postemployment benefits were $5 8
million. : .

New Accountmg Pronouncements

In June 2001, the FASB issued SFAS No. 143, “Accountmg for” Asset Rettrement Obhganons which
addresses financial accounting and reporting for obligations associated with the retirement of tangible long-lived
~ assets and the associated asset tetirement costs. This statement requires that asset retirement costs be capitalized
as part of the carrying amount of the long-lived asset and depreciated over the useful lifé of the related asset.
The provisions of this statement were effective with the beginning of fi scal 2003. The adoptron of SFAS No.
143 did not have an 1mpact on our ﬁnancral posmon or results of operatlons

“In November 2002, FASB. Interpretation (“FIN”) No. 45, "Guarantors Accountmg and Dlsclosure,
Requirements for Guarantees, Including Indirect Guarantees and Indebtedness of Others”, was issued. This -

interpretation requires initial measurement and recognition, on'a prospectlve basis only, to guarantees issued or -

modified after December 31, 2002. Addmonally, certain disclosure requirements became effective for financial
* statements ending after December 15, 2002. The adopt:on of FIN No. 45 did not have a material effect on our
financial position or results of operations. : : :

-In January 2003 FIN No. 46, “Consohdatlon of Varlable Interest Entmes was issued. This interpretation
requires that if an entity has a controlling interest in a variable interest entity, the assets, liabilities and results of
activities of the variable interest entity should be included in the consolidated financial statements of the entity.
The provisions .of this mterpretatlon are effectlve for all arrangements entered into after January 31, 2003. For

| 25




those arrangements entered into pr1or to February 1, 2003, the prov151ons of thls mterpretatwn were requlred to
" be adopted at the beginning of the first-interim or annual period beginning after June 15, 2003, However, in
December 2003 the FASB pubhshed a revision to this interpretation (hereafter referred to as (“FIN No. 46R™))
to clarify some of the prov151ons of this. 1nterpretatlon ‘and to exempt certain entities from its requ1rements

‘Under the new guidance, there are new ‘effective dates for companies that have interests.in structures that are
commonly referred to as special-purpose entities. These rules are effective for financial statements for perlods
‘ending after March 15, 2004. The adoption of FIN No. 46R is not expected to have any 1mpact on our financial.

o ystatements as we do.not have any varlable interest: entmes . ’

. In January 2003, the EITF reached a consensus on EITF No. 02- 18 “Accountmg for Subsequent lnvestments

. in an Investee after Suspen51on of Equity- Method Loss Recognition.” This issue states that if an additional
“investment, in whole or in- part, represents, in substance, the funding of prior losses, the ‘investor should

recognize ‘previously suspended losses only up to the amount of the additional investment determined to

represent the funding of prior-losses: Whether the investment represents the funding of prior losses, however,

" depends on the facts and circumstancés. The guidance in‘this issue is applied to additional investments in

" equity-method investees, made subsequent to February 5, 2003, and previously suspended cumulative losses
. existing at the time of that investment. The adoption of EITF No 02-18 did not have any effect on.our financial
posmon or results of operations.

- In April 2003, the FASB issued SFAS No. 149, “Amendment of Statement 133 on Denvatwe Instruments _
-and l-ledgmg ‘Activities”, to amend ‘and clarify financial accounting and reporting for derivative instruments. ‘
embedded in other contracts and for hedging activities under SFAS No. 133, “Accounting for Derivative -
Instruments and Hedging: Activities.” ~This statement requires that contracts with comparable Characteristics be
accounted for similarly and clarifies under what circumstances a contract with an initial net investment meets
the characteristics of a derivative as discussed in' SFAS No. 133. In addition, it clarifies when a derivative
contains a financing component that warrants special reporting in the statement of cash flows. - This statement is .
_effective for contracts entered into or modified after June 30, 2003 and for hedging relationships designated
after June 30, 2003. The adoptlon of SFAS No. l49 did not have an 1mpact on our ﬁnancnal posmon or results
of operations. , o

In May 2003 the FASB 1ssued SFAS No. 150, “Accountmg for Certain Financial Instruments with
Characteristics of Both Liabilities and Equity. » This statement establishes standards for how an issuer classifies
- and measures certain financial instruments with characteristics of both liabilities and equ1ty It requires that an
issuer classify a financial instrument that is w1thm its scope as a liability.(or an asset-in some circumstances).
The provisions of this statement are effective for financial instruments entered into or modified after May 31,
2003, “and otherwise is effective at the beginning of the first interim perlod begmnmg after June 15, 2003. The' ‘
-adoption of SFAS No. 150 did not have an 1mpact on our ﬁnanmal posmon or results of operations.

~In November 2003 the EITF reached a-consensus on EITF No. 03- 10, “Appllcatlon of Issue No. 02-16 by
» Resellers to Sales Incentives Offered to Consumers by Manufacturers.” This issue addresses the accounting for
* manufacturer sales incentives offered directly to-consumers, including manufacturer coupons. The adoptnon of
EITF No. 03- 10 did not have any effect on our financial posmon or results of operatlons : "

In December 2003 ‘the FASB: issued SFAS No. 132 (revnsed 2003), “Employers Disclosure about Pensions
and Other Postretirement Beneﬁt an amendment of SFAS No. 87, 88 and 106.” This statement revises -
-employers’. dlsclosures about pension plans. and other postretirement benefit plans. It requires additional
disclosures to those in the original SFAS No. 132, “Employers’ Disclosures about Pensions and Other
Postretlrement Benefits”, which it replaces, about the assets, obligations, cash flows, and net periodic benefit -
cost of defined benefit pension plans and other defined benefit postretirement plans Effective with fiscal 2003
_year-end reporting, the required information should be provided separately .for pension plans and for other -
postretirement benefit plans. The adoption of SFAS No. 132 (revised 2003) did not have an impact on our
' ﬁnancnal posmon or results of operatlons :




- In January 2004, the FASB issued SFAS No. 106-1, “Accounting and Disclosure Requirements Related to
- the Medicare Prescrnptlon Drug, Improvement and Modernization Act of 2003.” This statement permits -a

sponsor to make a -one-time election to defer accounting for the ‘effects of the Medicare Prescription Drug, =

‘ 'Improvement and Modernization' Act of 2003 (the “Prescription Drug Act”™). The Prescription Drug Act, signed
into law in December 2003, establishes a prescnptron drug benefit under Medicare (Medicare Part D) and a
 federal subsidy: to sponsors of retiree health care benefit plans.that provide a beneﬁt that is at least actuarially
- equivalent to-Medicare Part D. This statement does not provide specific gurdance as to whether a sponsor.
should recognize the effects of the Prescription Drug Act in its financial statements. The Prescription Drug Act .
Jintroduces two new features to Medicare that must be’ considered when measuring ‘a¢cumulated postretirement
 benefit costs. The new features include a subsidy to the plan sponsors that is based on 28% of an individual
beneficiary's annual prescnptlon drug costs between $250 and $5,000 and an opportunity for a retiree to obtain a
prescription drug benefit under Medicare.: We have elected to defer adoption of this statement due to the lack of
- specific guidance. Therefore, the net postretlrement benefit costs disclosed-in the our financial statements do’
not reflect the impact of the Prescription Drug Act on the plan. The deferral will continue to apply until specific
_ authoritative accounting guidance for the federal subsidy is issued. Authoritative guidance on the accounting for
the federal subsidy is pending and; when issued; could require information previously reported in the Company's
. financial statements to change. We are currently investigating the impact of SFAS No. 106-1’s initial
_recognmon measurement and dlsclosure prov151ons on our ﬁnancnal statements

“Item 7A: Quantitative and Qualitative Disclosures About Market Risk
Our fi nancial results are subject to risk from interest rate fluctuations on debt which carries variable interest

rates. As part of our overall strategy to manage the level of exposure to interest rate risk associated with Term
- Loan B, in July 2001 we entered into a three-year ‘interest rate. zero-cost ‘collar (the “Collar’ ') with a notional

amount of $1'50 million. The Collar was terminated after Term Loan B repayments of $102 million and $51 *-

million were made with proceeds froin the September 19, 2003 and December 18, 2003 Senior Subordinated”
Notes offerings, respectlvely - Variable rate” debt outstandmg under our Term Loan was $45.8 million on
January 31, 2004. " As of January 31, 2004, the interest rate in effect on all borrowings under our Term Loan B
was 5.6%. A 1%’ change in interest rates applied to the $45.8 million balance of- floating-rate Term Loan debt
would affect pre-tax annual results.of operations by approximately. $0. 5 million. Our Senior Subordinated Notes.
- bear interest at a fixed rate of 8.75%, and are, therefore not subject to risk from interest rate fluctuations.

The principal ObjeCthC of our investment management actxvntles is ‘to maintain acceptable levels of interest
rate and liquidity risk to facilitate our funding needs. "As part of our risk management, we may use derlvatlve'
ﬁnancnal products such as mterest rate hedges and interest rate swaps in the future. :
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Item 8. 'Co'nsolidated Financial Statements

Pathmark Stores, Inc

‘Consolidated Statements of Operations
(in millions, except per share data)

v 52 Weeks Ended
January 31, February 1, February 2,
2004 - 2003 2002
Sales......ciroerreerreeeein e srsisseeisssssens Cieemsomeesegisssssse s . $.39913  $3937.7 - § 39633
Cost of g00ds S0Id ... e ........... S _(2.852.6) _(2816.7) _(2.855.6)
GrOSS Profit.........ivevrerresne.. S e et e eeniensen o 1387 1,121.0  1,107.7
Sellmg, general and admlmstratlve expenses ..... .......... L (953.9) S (%44.4) -(920:4)
.Deprec1at10n and amortlzanon.., ........ veeeereteetbeeebreraestaeanareserneiasaeeraraeenes - ' (84.0) (84.6) ‘ (76.7)
* Anortization ofgoodw1ll.....'..7..........' ............. e ICR - — —  (2655)
~ Operating earnings (10ss).......... ........ et v e - 100.8 _ 9.0  (1549)
Interest expense........... e ettt earaes SR (72.5) (65.1) ‘ (70.9).. \
- Earnings (loss) before income taxes and cumulatlve effect S - S
. of an accounting change.............r...'....- ...... SRR U RO . 283 . 0 269 . (225.8)
"TNCOME TAX PLOVISION ..o vevoeeevvevesessesessssemssssnessssnsssssanmsssssassnnsyosssioss (11.8) - (13.0) (16.2)
Earnings (loss) before cumulatwe effect of an accounting change 16.5" 13.9 (242.0)
- Cumulative eﬁ”ect of an accountmg change net of tax ..o, . § — ‘ (0.6) ‘ | —
- Net earnings (loss)...... e e s D 16.5 $ 133§ (242.0)
Weighted- average number of shares outstandlng basm .......... ' 30.1 - - 30.1 300
Weighted- average number of shares outstandmg diluted ....... 304 304 - 300

‘Net earnings (loss) per share — basic ’ : ; , A o
Earnings (loss) before cumulative effect of an acccunting change.... $ 055 § 0;46 5 8.07)
Cumulative effect of an accountmg change net of tax ......coccouiienns — (0.02) —
Net earnings (loss) per share — basic .........oocoerieriniionncinisiinenn, $§ 055 § 044 $ (8.07)

. Net earnings (loss) per share — diluted - : _ ’ v B ‘
Eammgs (loss) before cumulative effect of an accounting change e $ 0.54" $ 046 $ (8.07)
Cumulative effect of an accountmg change net of tax ... oo e — | (0.02) —

Net earnings (loss) per share — diluted e e $ 0.54 $ - 0.44 $ (8.07)

See notes to consohdated financial statements
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Pathmark S'tores,,‘ Ine; ‘

* Consolidated Balance Sheets )
(in millions, except share and per SIiare amounts)
;Ianuary 31, February i, ‘
‘ 2004 2003
ASSETS | o
Current Assets o v . BT L . ‘
& O RO T i 3 89 0§ 113
,Accounts recelvable Net..orceerenen e, ..... .......... - 212 218
Merchandise inventories.............. e ....... e ...... ‘...‘...7.;.‘..‘. ................. . 185.8 184.1
Due from suppllers..;,.' ..... e e ......... ..... v s R . 813 778
Other Current assets........c.....oomeerersiviissssenssnnn. ST e 33.4 322
" Total current assets................. e e o e, 330.6 327.2
- Property and equipment, net...;, .......... e reseeneen ......... e 5845 - 604.5
GOOAWIIl .o X T, e 4340 4340
Other noncurrent assets ........... ......... . ST ........ IS 1718 1569
Total assets ......... ..... et eeraens ...... cerepereesrasenei et sanesbeseens $ 1,520.9 $1,522.6
' LIABILITIES AND STOCKHOLDERS EQUITY | |
Current liabilities ‘ : R o . ,
Accounts payable.....: .......... e ..... .................. e e e $ 872§ 922
CUITENt MALUFItiES OF bt .....vivvtvnliecivssienisissesinsecsnssnsrsnsoermnses 11 123
~ Current portion of lease obligations...r...f....'.'. ....... ISR ...... e, e 1760 7183
_ Accrued expenses and other current liabilities.......... ....... e .......... R 1482 1445
Total current habllmes..‘......................'..;..................j-.‘.‘.,.'.....‘ ..... ....... ' 260.1 2673
- Long-term debt........... ettt et 4213 439.4
‘Long:term lease obhgatlons ........ et S covvseeniinenn o 178.9 1829 ‘
Deferred i TNCOME tAXES ..eeieeeeeeeeeeseveeiaesenee e ....... i reeeraenie e, 936 893
Other noncurrent liabilities................. ....... v ......... .192.0 186.9 -
Total BABItES --ovvvvveerreo oo e e e, . 1,1459 | 1,165.8.
-Stockholders equity B o o
Preferred StocK .. et ........... e — —
- Authorized: 5 000 000 shares no. shares 1ssued ' _ J L
Common stock, $0.01 par value ..o ST v 03 03
Authonzed 100,000,000 shares, issued: 30 099 510 shares at ‘ B
January 31,2004 and February 1,2003 B ,
.. Common StOCK WAITANS ............cocoverrrvrrerrenenn. ettt s et e sens e 60.0 - 60.0
. Paid-in capital ................. ........ S 607.9 1607.9
- Accumulated deficit ... e e i 2897y (306.2)
. Accumulated other comprehenswe 10SSuerneierreerennen) I iereeaee eeeeieees . (2.8) 4.5
Treasury stock, at cost: 28,318 shares at January 31 2004 and Februaryl 2003 . (0.7) (0.7)
 Total stockhIders” €quity ...t IS S v ___375.0 356.8
Total liabilities and stockholders’ equ1ty ............. S— $ 1,5209  $1,522.6

See notes to consolidated ﬁnanc1al statements.
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Operating Activities o

- Net earnings (loss)

Pathmark Stores, Inc. |

Consblldated Statements of Cash F lows

(in millions) -

Adjustments to reconcile net eammgs (]oss) to net cash provnded by
- operating activities:

,Deprec1at|0n and amortization
" Amortization and write off of deferred fmancmg COSES i S
Amortization of goodwill R
Gain on sale of real estate

‘Deferred inCOMe taxX ProviSION..........cc.ceereermeeveceriesrinns . rvaeseneesasaniens

Tax benefit related to stock-based compensation.,

Cumulative effect of an accounting ChANEE ..o e
» Cash provided by (used for) operatmg assets and' llablhtles} o

Accounts recelvable
Merchandise inventories

" Due from suppliers............;

_ Other current assets

" Noncurrent assets.....

Accounts payable ‘ . . )
TACCIUEE INLEIESE ...evorereererirerssiscee s snesisnsessntansesnens ettt ns el

Other accrued expenses and other current llabllmes ;
Noncurrent liabilities
Cash provided by operatmg activities

[nvestmg Activities

- Capital expenditures................ e s -t
Proceeds from'sales of real estate ‘
Lease financings

Cash used for investing activities............... TR e OO

Findncing Activities
"+ .Repayments of the term loan
Borrowings under the senior subordinated notes ...

Repayments of capital lease Obligations... ....ccivvvucirinvenniecnineeres .
Borrowings (repayments) under the workmg capltal facmty, S S e

Repayments of other debt.
Borrowings under other debt......
Proceeds from lease financings.’
Deferred financing costs

Proceeds from exercise of stock options.......... Leevererenerenrenretns SR RO

Purchase of treasury stock

Cash used for financing activities.............. s e -

Decrease in cash and cash equxvalents ..........................

* - Cash and cash equwalents at beginning of period...... ........... JRUROTO: :

Cash and cash equwalents atend of period.........cceeiivinivinse s

Interest paid

. Income taxes paid..

' Supplemental Dlsclosures of Cash Flow ]nformanon

Noncash Investmg and Fmancmg‘Actlwtles‘ S .
Capital'lease Obligations INCUITEd........omucvrriivrssiosieslevvimmsienssssssissenesbesinsissssosinns

52 Weeks Ended

See notes to consohdated financial statements.
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January 31, . February 1, "~ February 2,
2004 2003 - 2002 .
$. 165 $ 133 $ - (2420
~83.9 846 - 76.7
48 . 18 - 23
e — 265.5
(13.7) — —
. 76 6.0 14.1
— 1.1 —
P 0.6 —
0,6 0.1, (3.4)
(1.7 1.6 9.5 -
(3.5) (8.6) (10.7) -
12y 3.8 (7.9)
T {6.5) ©(11.3) (10.5)
(5.0) (2.0) 147
48 . 61 4.1
Ly (5.6) 05
53 .05 3.1
908 " 92.0 82.6
(68.8) (92.6) (116.5)
173 Lo L -
= - (12.7) —
(51.5) (105.3) (116.5)
(171.5) - 07) (203.4) .
153.9 — 200.0
(19.1) : (14 0) (14.8)
(5.5) 10.0 —
(3.6) 9.1) (12)
3.4 3.0 - 0.7
1.8 12.7 —
1.n (2.2) (6.2)
— 0.3 _—
— — (1.2)
(41.7) —_ (26.1)
(2.4 C(13.3) " (60.0) .
1.3 | . 246 84.6 .
$ 89 §. 113§ 24.6
$  -633. $§ 573 %8 - 693
$ 6.1 $ 41 $ 1.0
$ 10.5 $ 158  § 14.0




Balance, February3 2001
NEt 0SS ..povvvvonsi s ‘

Unrealized loss on cash-flow

hedge, netof tax................
Total comprehensive loss.......... )
Purchase of treasury stock ........

Amortization of restricted .

COmmOn StocK .............. eveneens D
Balance, February2 2002 ... N
Net CAMMINGS....ovemveiirerereiiegenions

Unrealized loss on cash-flow

- hedge, net of taX .......coeee.... e

_Minimum pension llablllty,

netoftax .
Total comprehensive loss...........
Exercise of stock options............ '

Tax benefit related to |

. stock-based compensation.......
Balarce, February 1, 2003.......... R

Net earnings........... e R ,b i

Settlement and termination of

cash-flow hedge, net of tex ......

Minimum pension liability,

netoftax........... e e
Total comprehenswe loss...........
~ Balance, January 3 1,2004.........

Pathmark Stores, Inc.

P

Consolldated Statements of Stockholders Equnty

(in mllllons)

5

L
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- See notes to consolndated financial statements

C - . * Unamortized
S - Accumulated - Value of
. Common ™ = . Other Restricted Total
Preferred Common . Stock - Paid-in Accumulated Comprehenswe Treasury Common Stockholders®
-~ Stock _Stock  Warrants Capital " . . Deficit “_Loss’ - _Stock Stock Equity
$.— $03  $60.0 - $607.0 '$ (775 . $ — $ $(0.8) $ 5890 -
T T (242.0) = — C— a0
_ . - — — . Q2 — — Q2
—_ T 420) (2.2) — — (244.2) -
_ = _ — — (1.2) — (1.2)
- = — e — — 0.8 0.8
— . 03 - 600 . 6070 (3195 . (22 (1.2) — 344.4
~ = L= =133 — — — 13:3
S - _ — s _ o TS
- e e — o (08) — — (08
G = = 133 (2.3) _— — 1.0
== — (02 = — 0.5 — 03 -
—_ = = 11 — — e — 11
— .03 . 600. ' 6079 .  (306.2) 45) (0.7) - 356.8
— = — = 16S — — — 16.5
_— = _ — — 3.7 — — 37
T 2.0) - — — (2.0)
e | 1.7 S — 182
8 - — 803 -, 8600 $6079 -$ (289.7) $(28) - $(0.7) $ — § 3750




Pathmark Stores, Inc
Notes to Consohdated Flnanclal Statements

Note 1. Slgmf icant Accounting Policies

, Business. Patlhmark Stores, Inc. (the “Company” or “Pathmark”) operated 143 supermarkets as of January
131, 2004, primarily in.the New York—New Jersey and Philadelphia metropolrtan areas : ‘

Prmczp!es of Consolidation. The consolidated financial statements include the accounts of the Company and
its subsrdlarles all of which are 100% owned. All 1ntercompany transactions have been. eliminated in
consolldatron .As of January 31, 2004, the Company owned 33'/;% of the common stock of Restoration

pennarket Corporatlon (“RSC”) and Community Supermarket-Corporation (“CSC”) with the remaining

/3% of RSC and CSC bemg owned, in each case, by an unfelated party. RSC and CSC are each tenants under
‘a lease for a supermarket, in Brooklyn, NY and Newark, NJ, respectively. Both RSC and CSC had retained the
Company to manage its respective supermarket facility for a management fee. Each supermarket is operated
under the Pathmark name pursuant to a license. The Company also owns a 50% interest in a joint venture which -
owns real property and has leased a supermarket to the Company. All of the above investments, which are not
material to the Company’ s consolidated financial statements, are accounted for under the equity method. No
debt incurred by any of these entities is recourse to the Company as of January 31, 2004. On February 20,
2004, the Company purchased from the other stockholder the remammg 66 /3% of the common stock of CSC
and as a result owns 100% of CSC. J :

Segment Reportmg The Company has one reportable retail grocery segment, operates in one geographwal
' area in the United States and has no major customers representing 10% or more of sales. ‘

; Use of Estzmates The preparatron of financial statements in accordance with accounting pr1nc1ples generally
accepted in the United States of America requires ‘management to make estimates and assumptions. These
“estimates affect the reported amounts of assets and liabilities and disclosures of contingent assets and liabilities -
"at the date of the financial statements and the reported amounts of revenues and expenses durmg the repomng
perrod Actual results could differ from those estimates.

" Reclassifi catzons We retroactlvely adopted the Financial Accountmg Standards Board s (“FASB”)
Statement of Financial Accounting Standards (“SFAS™) No. 145, “Rescission of FASB Statements No. 4, 44
and 64, Amendment of FASB Statement No. 13, and Technical Corrections” on February 2, 2002. As such,
early extinguishment of debt expense in fiscal 2001 previously classified as extraordmary, was reclassrf ed

- within the consol1dated statements of operat1ons as interest expense. |

F zscal Year. The Company’s fiscal year, which ends on the Saturday nearest to January 31 of the followmg o
calendar year. The Company’s fiscal 2003 consisted of 52-week period ended January 31, 2004, fiscal 2002
consisted of the 52-week period ended February. 1, 2003 and fiscal 2001 consisted of the 52-week period ended
February 2, 2002. Normally, each fiscal year consists of 52 weeks but every fi ive or six years the fiscal year
consrsts of 53 weeks

Cumulative Effect of An Accountzng Change. The. Company, adopted as of the begmmng of fiscal 2002,
Emerging Issues Task Force (“EITF”) Issue No. 02-16, “Accountmg by a Customer (Including a Reseller) for Certain
Consideration Received from a Vendor.” In adopting EITF Issue No: 02-16, vendor payments. related to advertising
reimbursements are recorded as a-reduction of cost of goods sold when both the required advertising is performed and
the inventory is sold; prior to this change, these reimbursements were recorded as a reduction of advertising expense
‘when the required advertising was performed. As a result, we recorded a charge, as of the first quarter of fiscal 2002,
of $0.6 million, net of an income tax benefit of $0.4 million, for the cumulative effect of an accountmg change.

Merchandzse Inventorzes. Merchandise inventories are valued at the lower of cost or market. Cost for
substantially all merchandise inventories is determined on a last-in, first out (“LIFO”) basis.
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Note 1. Srgmflcant Accountlng Policies — (Contlnued)

Property and Equipment. Property and equrpment are stated at cost. Depreciation and amortrzatlon expense
on owned property and equipment is computed on the strarght-lme method over the following useful lives:

- buildings, 40 years; fixtures and equipment, 3 to 10 years; and leasehold 1mprovements 8 to 15 years or lease
term, whichever is shorter. Capltal Jeases are recorded at the present value of minimum lease payments or fair
market. value of the related property, whichever is.less. Amortization” of property under capital leases is
‘computed on the stralght-llne method over the term of the lease or the leased property s estimated useful life. .

Lang-Ltvea’ Assets. In accordance with SFAS No: 144, “Accounting for the Imparrment or Disposal of Long-
Lived Assets”, the Company assésses the carrying value of its long-lived-assets for possible impairment-based
on an individual store basis to determine if the carrying value of such assets are recoverable from their related
: undrscounted cash flows. If the estimated future cash flows are less than the carrying value of the asset, an -

1mpa1rment loss is recognized based on the fair value of the asset less any cost of disposition. The Company did
-not record any impairment losses in- ﬁscal 2003, fiscal 2002 or fiscal 2001.

Gooadwill. Prior to fiscal 2002, goodwrll was bemg amortlzed over three years In accordance with SFAS
No, 142, “Goodwill and Other Intangible Assets”, the Company’s goodwill account-i$ no longer being
amortized subsequent to fiscal 2001 but rather is being evaluated for impairment annually, or more frequently if
events or changes in circumstances indicate that the asset might be impaired. The Company adopted SFAS No.
142 effective with the beginning of ﬁscal 2002. Based on an independent evaluation of its fair value completed
when SFAS No. 142 was adopted in the first quarter of fiscal 2002, the Company concluded that there was no -
impairment of its goodwill. The Company performed the annual evaluation of its goodwill in the fourth
quarters of fiscal 2003 and fiscal 2002, and based: on each mdependent evaluatron of its fair value concluded
~ that there was no impairment of its goodwill.

- The followmg table represents the pro forma effect of. SFAS No 142 on net eammgs (loss) and net eammgs

(loss) per share — bas1c and dlluted
S 52 Weeks Ended

. C 4 : January31, February 1, February 2,

(in millions, except per share data) o . . 2004 oL 2003 2002

Net eamings (loss) S TEPOTLEd 1vvvevviriressoesiiierese i e i § 165 % 133 % (242.0)
Add back: amortrzatron of goodwill....... ...... ;._ ...................... — . - 265.5
Net earnmgs pro forma..f.f..'. ..... reeeiveennns ............................ . %165 0§ 133 0§ 235,
Werghted -average number of shares outstandmg basrc ....... ST, 130.1 - 301 30.0
Weighted-average number of shares outstariding — diluted......... e 304 304 -30.7 .
. Net earnings (lossl per share—basie,fasfreponed....' .......... JUTTORTO $ 055 §° 0.44 $ (8.07)
Less: amortization of goodWill.......oooocccveverecen e, — | C— 8.85
Net earnings pershare basic, pro forma........ SRR oo 8 0.55 $ 044 § 078
Net earnings (loss), per share drluted as reported....-.k ..... A $ - 0.54 $ 0.44 $ (8.07)
Less: amortization of 200dWill.ccyvolovvvivenerennn SR el — — 8.84
Net earnings per share — diluted, pro forma ............. $ . 0.54 3 - 044 $§ 077

Software. lntemally developed software which creates a new system or. adds identifiable funcnonallty to an.
A-exrstmg system, and externally purchased software are.capitalized and, amortrzed on a straight-line method over
3toS years such amortization is classified in deprecratlon and amortization. ~
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Note 1. Slgmﬁcant Accountmg Policies — (Continued)

‘ Unearned Vendor Allowances and- Rebates The Company receives vendor allowances and rebates under
vendor contracts which require the Company to purchase the vendor’s product based on e1ther a volume or
" specified time period commitment or require the Company to perform a specific activity such as promote and/or
advertise the vendor’s product. When payment is received. prior to fulfillment of the contractual terms, our
accounting policy is to record such amounts as unearned. vendor allowances and rebates on our consolidated -
balance sheet; such unearned vendor allowances and rebates are earned through a reduction in cost of goods- sold
when the required contractual terms’ are completed and when the mventory is sold. Current unearned vendor
allowances and rebates are based on. the amount projected to be earned in fiscal 2004, whereas noncurrent

, uneamed vendor allowance and rebates are based on amounts prolected to be earned subsequent to fiscal 2004.

Self]nsured Clazms Lzabzhttes -The Company is self 1nsured for claims relatmg to customer associate and
- vehicle accidents, as well as certain associate medical-and disability beneﬁts and maintains third- -party excess
_ insurance coverage for such claims. It is the Company’s accounting policy to record a self-insured Jiability, as
determined actuarially on a consistent basis, based on the facts and circumstances of each individual claim filed
and an ‘eéstimate of claims incurred but not yet reported. Such’ self-insured claims' liabilities are recorded at
" present value utilizing a 4% drscounted risk-free interest rate based on the projected-payout of these claims. All

claims and their related liabilities are reviewed and mionitored on an ongoing basis. Any actuarial projection of . -

losses concemmg such claims is subject to variability primarily due to external factors affectmg future mflatron
rates litigation trends, beneﬁt levels and claim settlement patterns.

v Fair- Value of ananczal Instruments. The fair value of the publicly- traded 8.75% Senior Subordmated :
Notes, due 2012 (the “Senior Subordinated Notes”) was based on the quoted market price as of January 31,2004 -
and February 1, 2003, respectively. "The fair values of the publicly-traded term loan (the “Term Loan”)-and the
-working cap1tal facrhty (the “Working Capital Facility”) were based on quoted market prices as of January 31
12004 and February 1, 2003. The fair values of the mortgages and industrial revenue bonds were based on
market interest rates as of January 31, 2004 and February 1, 2003, As of January 31, 2004 and February I,
2003, the carrying values of accounts receivable, due from suppliers, accounts payable, and accrued expenses .
‘and other current liabilities approximated their fair values due to the short-term maturities of these accounts. .
However, considerable judgment is required in developing estimates of fair value. Accordingly, the. estimates
presented in Note 9 are not necessarily indicative -of the amounts that the Company could settle in a current
market exchange The use of dlfferent market assumptions or. methodologtsts could affect the estimated fair
value.- :

]ncome Taxes. The Company recognized deferredtax assets and liabilities based on differences between the
financial reporting and tax basis of assets and liabilities, applymg enacted statutory rates in effect for the year in
which differences are expected to reverse. The effect on deferred taxes for a change in tax rates is recognized in
~ income in the period that includes the enactment date. The Company provides a valuation allowance against-
" deferred tax assets for which it does not consider the realization'of such assets to be ‘more likely than not, '

Revenue Recogmtzon Revenue is recogmzed at the point of sale to the customer Disc‘ounts pro_vided to
‘customers through Pathmark coupons are recorded as a reduction of sales. ‘

Cost of Goods Sold. Cost of goods sold includes the costs of 1nventory sold and the related purchase and
distribution costs. Vendor allowances and rebates are adjusted through a reduction in.cost of goods sold when
the required contractual terms are completed and when the inventory is sold. Cost of goods sold excludes
depreciation and amortization shown separately in the consolidated statements of opérations. As a result of
EITF Issue No. 02-16, vendor payments of $17.7 million in fiscal 2002 related to advertising re1mbursements
~ previously classified as a reduction of selling, general and administrative expenses, were reclassified as a
reduction of cost of goods sold Fmancxal statements prror to ﬁscal 2002 were not reclass1ﬁed
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‘Note‘ L. Slgmﬁcant Accountmg Pohcnes - (Contmued)

© Advertising Costs.” Advertising’ costs mcluded in sellmg, general and admlmstratlve expenses, are expensed
as incurred and were $41:3 million during fiscal 2003, $41.0 million during fiscal 2002 and $24.2 mllllOﬂ during
fiscal 2001. As a result of the EITF Issue No. 02- l6 vendor payments of $17.7 million“during fiscal 2002
related to advertlsmg reimbursements, prev1ously classified as a reduction of selling, general and administrative
_expenses, were. reclass1f' ed as a reductlon of cost of goods sold Fmanmal statements prior to fiscal 2002 were
not reclassifi ed :

Store Preopenmg and Closing Costs. Store preopening cfosts are expensedas inCUrred The Company
records a liability for store closing costs such as future rent and real estate taxes; net of expected sublease
recovery, from the date of closure dlscounted ‘using a risk-adjusted rate of interest.

-Stock-Based Compensatzon “The Company adopted the FASB’s SFAS No 148, “Accountmg for Stock-
Based Compensatlon — Transition and Disclosure”, which amended SFAS No. 123 “Accounting for Stock-
"Based-Compensation.” SFAS No. 148 provides alternative methods of transition for a voluntary change to the
fair value based method of accounting for stock-based employee compensation plans however, it also allows an
entity to continue to measure compensation expense for those plans using the intrinsic value based method of
. accounting prescnbed by Accounting Principles Board (“APB”) Op|n1on No. 25, “Accounting for Stock Issued
to Employees.” Under the:fair value method, compensatlon cost is measured at the grant date based on the -
value of the award and is recognized.over the service: penod which is usually the vesting period. Under the
intrinsic value based method, compensation expense is the excess, if any, of the quoted market price of the stock
. at the grant date' or other measurement date over the amount an employee must pay to acquire the stock. The
* Company has elected to account for its stock-based employee compensatlon plans under APB Opinion No..25 -
~with pro forma disclosures of net earnings (loss) and net eammgs (loss) per share as 1f the fair value based -
method of accountmg defined i in SFAS No 123 had been applled - : :

. The pro forma disclosure' of net earnings (loss) and net eammgs (loss).per share as 1f the fair value based‘

- method of. accountmg deﬁned in the SFAS No. 123 had been applied i is as follows _
/ 52 Weeks Ended

. - : : ‘ . C R . January 31, ‘. ", February 1, February 2,
(in mlll|ons, except per § “share data) o o o o S 2004 2003 e 2‘002‘ .
Net earnings (loss), as reported.............;,'..;;....'...‘L'...;.; ....... i -8 1658 133§ .(242.0) -
» Less: stock-based compensanon expense net of related tax effect.... 4.1) 24 2.7
~Net earmngs(loss) pro forma.......ccoeveneeenn ey .o 8 1240 08 1‘0.9_ $ (244.7)
Welghted average number of shares outstandmg basw..........: ..... e 300 | co_ 301 300
'"\Welghted -average number of shares outstanding — diluted........ SR 304 - - 304 30.0 ;
- Net earnings (loss) per share basic, as reported..._..'7....‘.....:.............::’ $ 055 % 044 S . (8.07) 5
L Less: stock-based compensatlon expense net of related tax effect.... o (0.14y - (0.08) - (0.09
~Net earnings (loss) per share — basic, pro forma...v..i...‘ .......... RN $. 041 | $ 036 "% (8.16)
Net. eammgs (loss), per share — dlluted as reported...‘.‘..‘....‘..-............'..‘ -$ 054 " $ 0.44 $ _'(8.07)
Less: stock-based compensation expense, net of related tax effect.... 0.13) . - (0.08) (0.09)
Net earnings (loss) per'share - diluted-, pro fori"n'a..;..;» ....... S $ 0.41 - $ 0.36 $ (8. 16) '

>

For purposes of the pro forma dlsclosures the estimated falr value of the options issued i is assumed to be
expénsed over the optlons vestmg period: ' : : : :
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Shares Outstanding. The weighted-average number of shares outstanding — basic were 30.1 million shares
for fiscal 2003 and for fiscal 2002 and 30.0 million shares for fiscal 2001. - The weighted-average number of
sharesoutstanding — diluted were 30.4 million shares for fiscal 2003 and for fiscal 2002 and 30.0 million shares -
for fiscal 2001. For fiscal 2001, all stock options, warrants and restricted stock were excluded from the:
- computation of weighted-average number of shares outstandmg - diluted because their effect would have been
anti-dilutive. : :

~ Derivative and Hedging Activities.  In accordance with SFAS No. 133, “Accountmg for Derivative

Instruments and Hedging Activities”, as amended, the Company formally documents all relationships between
hedging instruments and hedged items, as well as its risk management objectives and strategies for undertaking
various" hedgmg transactions. The Company also assesses, both at the mcept1on of a hedge and on-an on-going
basis, whether the derivative designated as a hedge is highly effective in offsetting changes in fair value of the
item being hedged. Should it be determined that a derivative is not highly effectwe as a hedge, the Company
w1ll discontinue hedge accountmg prospectlvely

. Minimum Pension Ltabzlzty The Company mamtams several unfunded pensmn plans for certain current and
retired executives. The minimum pension liability for these plans is recorded in other noncurrent liabilities and
the .related unrealized loss, nét of tax, is included in accumulated other comprehensive loss in stockholders’
equity on the consolidated balance sheets \ ~

New Accountzng Pronouncements.  In June 2001 the FASB issued SFAS No. 143, “Accountmg for Asset‘
* Retirement Obligations”, which addresses financial accounting and reporting for obligations associated with the
retirement of tangible long-lived assets and the associated asset retirement costs. This statement requires’ that
asset retirement costs be-capitalized as part of the carrying amount of the long-lived asset and depreciated over
the useful life of the related asset. The provisions of this statement were effective with the beginning of fiscal
2003. The adoptlon of SFAS No 143 d1d not have an 1mpact on the Company s financial position or results of

_ operations.

- In November 2002, FASB Interpretation (“FIN”) No. 45 "Guarantor’s Accountmg and Disclosure
Requirements for Guarantees, Including Indirect Guarantees and Indebtedness of Others™, was issued. This
interpretation requires initial measurement and recognition, on a prospective basis-only, to guarantees issued or _

"modified after December 31, 2002. Additionally, certain disclosure requirements became effective for fi nancial
statements ending after December 15, 2002. The adoptlon of FIN No. 45 did not have a material effect on:the
Company s financial posmon or results of operatlons »

In January 2003, FIN No. 46, “Consohdanon of Varlable Interest Entities”, was issued. This mterpretatlon ,
- requires that if an entity has a controlling interest in a variable interest entity, the assets, liabilities and results. of
activities of the variable interest entity should be included in the consolidated financial statements of the entity.

- The provisions of this. mterpretatlon are effective for all arrangements entered .into after January 31, 2003. For
those arrangements entered into prior to February 1, 2003, the provisions of this interpretation were required to

- be adopted at the beginning of the first interim or annual period begmnmg after June 15, 2003. However, in
December 2003 the FASB pubhshed a revision to this interpretation (hereafter referred to as (“FIN No. 46R’ )
to clarify some of the provisions of this interpretation and to exempt certain entities from its requirements.
Under the new guidance, there are new effective dates for compames that have interests in structures that are. .
commonly referred to as special-purpose entities. These rules are effective for financial statements for periods
ending after March 15, 2004. The adoption of FIN No. 46R is not expected to have any impact on the
Company’s financial statements, as it did not have any variable interest entities. ,
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“In January 2003, the EITF reactied a consensus on EITF No 02-18, “Accountmg for Subsequent Investments
~in an Investee after Suspensmn of Equity Method Loss Recognition.”  This issue states that if an additional
investment, in whole or in part, represents, in substance, the funding of prior. losses, the investor should
" recognize previously. suspended losses only up to the amount of the, additional investment determined to
represent the funding of prior losses. Whether the investment represents the funding of prior losses, however,
" 'depends on the facts and circumstances. The guidance in this issue is applied to additional investments in-
" equity-method investees ‘made. subsequent to February 5,.2003, and ‘previously suspended cumulative losses
existing at the time of that_ investment. The adoption of EITF No. 02 18 did not have any effect on the
"Company’s financial position or results of operatlons ‘ '

In April 2003, the FASB issued SFAS No. 149, “Amendment of Statement 133 on Derivative Instruments
and Hedgmg Activities”, to amend and clarify financial accounting and reporting for derivative instruments
embedded in other contracts and for hedging activities under SFAS No: 133, “Accounting for Derivative
Instruments and Hedging Activities.” This statement requires that contracts with comparable characteristics be
accounted for similarly and clarifies under what circumstances a contract with an initial net investment meets
the characteristics of a derivative as discussed in-SFAS No. 133. In addition, it clarifies when a derivative
‘contains a financing component that warrants special reporting in the statement of ¢ash flows. This statement is
effective for contracts entered into or modified after June 30, 2003 and for hedging relationships designated
after June 30, 2003. The adoptlon of SFAS No. 149 dld not have an 1mpact on the Company s financial posmon
© orresults of operations. - :

o In May 2003, the FASB issued SFAS No 150 “Accountmg for Certam Financial Instruments with
Characteristics of Both Liabilities and Equity.” This statement establishes standards for how an issuer classifies
and measures certain financial instruments with ¢haracteristics of both 11ab1ht1es and equ1ty It requires that an
issuer classify a financial instrument that is within its scope 4s a liability (or an asset in some circumstances).
The provisions of this statement are effective for financial instruments entered into or modified after May 31, -
2003, and otherwise is effective at the beginning of the first interim period beginning after June 15, 2003. The
adoptxon of SFAS No. 150 did not have an 1mpact on the Company S. ﬁnancral position or results of operations.

In November 2003, the EITF reached a consensus on EITF No. 03 10, “Apphcatron of Issue No. 02-16 by
Resellers to Sales Incentives Offered to Consumers by Manufacturers.” This issue addresses the accounting for
“manufacturer sales incentives offered d1rectly to consumers, including manufacturer coupons. -The adoptron of
EITF No. 03-10 did not have any effect on the Company s financial posmon or results of operations.

o In December 2003, the FASB 1ssued SFAS No. 132 (revised.2003), “Employers Disclosure about Pensrons
and Other Postretirement Benefit, an amendment of SFAS No. 87, 88 and 106.” This statement revises .
employers’ disclosures about pension plans and other postretirement benefit plans.” It requires additional
disclosures to those:in the original SFAS No. 132, “Employers’ Disclosures about Pensions and Other
Postretirement Benefits”, which it replaces, about the assets, obligations, cash ﬂows and net periodic benefit
cost of defined benefit pension plans and other defined benefit postretirement plans. Effective with fiscal 2003
_year-end reporting, the required information should be provided separately for pension plans and for other
postretirement benefit plans. The adoption of SFAS No. 132 (rev1sed 2003) d1d not have an impact on the
Company’s financial posmon or results of operatlons

In January 2004 the FASB issued SFAS No. 106-1, “Accountmg and D1sclosure Requirements Related to
the Medicare Prescription Drug,’ Improvement and Modemlzatlon Act of 2003.” This statement permits a
sponsor to make a one-time election to.defer accounting for the effects .of the Medicare Prescription Drug, -
Improvement and Modernization Act of 2003 (the “Prescrnptlon Drug Act”). The Prescrlptnon Drug Act; signed
into law in December 2003, establishes a prescription drug benefit under Medicare (Medicare Part D) and a
federal subsidy to sponsors of retiree health care benefit plans that provide a benefit that is at least actuarially
-equivalent to ‘Medicare - Part. D. This statement-does not provide specific guidance as to whether a sponsor” -
should recognize the effects of the Prescrlptlon Drug Act in its f nancial statements The Prescnptron Drug Act
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introduces two new features to Medicare that must be con31dered when measuring accumulated postretlrement
benefit costs. The new features include.a subsidy to the plan sponsors that is based on 28% of an individual
beneficiary's annual prescnptlon drug costs between $250 and $5,000 and an opportunity for a retiree to obtain a

. prescription drug benefit under Medicare. The Company elected to defer adoption of this statement due to the

‘lack of specnﬁc guidance. Therefore; the net postretirement benefit costs disclosed in the financial statements

did not reflect the impact of the Prescription Drug Act on the plan. - The deferral will continue to .apply until -

specific authoritative accounting guidance for the federal subsidy is issued. ~ Authoritative guidance on the
accounting for the federal subsidy .is pending and, when issued, could require information previously reported in

the Company's financial statements to change. The Company is currently investigating the impact of SFAS No |

106-1"s initial recogmtlon measurement and disclosure prov1310ns on its ﬁnanc1a] statements

Note 2. Accounts Recelvable, Net

Accounts recelvable net are comprlsed of the followmg (in millions):

January 31, .

February 1,

: L . : 2004 2003
Prescription p]ans ..... et reveens eeresderenrennna s TP e $ 195 % 202
Other ..., R RS e SR 300 - 27
Accounts receivable............... e e st ettt e - 225 22.9
Less: allowance for-doubtful accounts .............. - : (13) (1.1) .
Accounts receivable, net..................... iereenenes FE SN S A $ 212 § 218

" Note 3. Merchandlse Inventorles \ ‘

Merchandise inventories are comprlsed of the followmg (m mllhons) IR
- : ; . ‘ January 31, February 1,
- o L / o 2004 - 2003

: Merchandlse inventories at FIFO S SR ST e $ 1864 - $ 1845
‘Less: LIFO T€SEIVe c...ovooovoosivocvvrerenrioe e urerans et e eins s sraas e (0.6 (0.4)
Merchandlse mventones at LIFO cost....A ........ B § 1858 § 184.
Note 4. Other Current Assets

Other current assets are compnsed of the fo]lowmg (in mxlhons) _
-January 31, February 1,
‘ B ‘ o : © 2004 2003 .

B Prepald expenses R S et e T $ 19 9 $ 199
‘Due from joint ventures..'..., ...... et e T e ' 42 T35
Supplies mventory ........... e ettt et ieeiereteeea © 38 38
Other........ Cieierereraseereet e ret sttt e et et s e e bt e s sesedentebesessterEasiantessaselseneresbenteranares 5.5 5.0
Other CUTTENE ASSETS ....icuviiiceeriiireriiier i es st s b s $ 334 $§ 322
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Note 5. Property and Equlpment, Net

Property and equ1pment net are compnsed of the followmg (m ml“lOl‘lS)

Januaryjl. . February l.‘,v
e S SR L o 2004- 2003
Land............. e e e e oo e e e w8 317 $ 317
Buildings and bunldmg 1mprovements...-....,.7..‘...,‘..'..;., ...... ...... ' L 956 1024
Fixtures and-equipment .....x........c..co.ce. 201.1 1847
Leasehold costs and 1mprovements .................. ....... ........ L2970 279.6
"+ Property and equipment, owned.......... s e e e e SRR . 6254 5984
- Bulldmgs and equipment under cap;tal leases........ ..... 164.7 153.7
Property and equipment, at COSt ............cccoe..ls/vos et 790.1 L 75211
Less: accumulated depreciation and amortization (a) ..... ...... - (205.6) (147 6)
Property and equipment, Net. ... iolunnniionnnn, b bieeregenensd §- 5845 $ 604.5

(a) - Includes accumulated amertization of- bulldmgs and equ1pment under caplta] ]eases of $38.6 milhon and $23.6
mllhon as of January 31 2004 and February 1, 2003, respectlvely -

» Note 6. Other Noncurrent Assets

Other noncurrent assets are comprlsed of the followmg (m mllhons)

T, , ' January 31, . Februaryl.J
o S T S 2004 2003
Funded PENSION Pan ASSELS.......rororocvi oo oo oo 30 133508 127.0
* Capitalized software, net......... ...... et ....... 260 . 0140 .
 Deferred fnancmg costs net ..... et s et 10.2 Co141
Other ........ TSRS ) I 1.8
Other’ noncurrent aSSEtS .i......... et e ...... $ 1718 § 1569

' Note 7. Accrued Expenses and Other Current Llablhtles

~Accrued expenses and other current hablhtles are comprlsed of the followmg (m mllllons)
‘ : : ' January31,”  February1,

) S 4 . o 2004 2003
Payroll and payrolltaxes..'..v ...... ...... ............... il $ 486 - $ 483
Selfmsured cIalmsllabllmes ..... s ivesseanns e . ..... . 20.1" o207
Interest............. R SREETIDREES & BENS b X
Utilities. and common areamamtenance....».‘...‘l.».‘..'..l...-..'.;.;,.,." ..... ' ..... R 103 10.5
_Unearned vendor allowances and rebates..-....{..;I..‘..:.......;..‘./..‘.l ...... RRET %0 99

© Gift certificates............o.ccoo.lon.n. eeerese et ..... ....... ' oo 15 E 7.6
OMNET .o oo st 354350
Accrued eioenses and other'cu’r_rent llabllmes »$ "~ 148.2 § 1445
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Note_s to Consolidated Financial Statements — (Continued)

‘Note 8. Long—Term Debt B
~ Long- term debt is comprlsed ofthe followmg (in mrlllons) : o
January 31, February 1,
. ‘ - ‘ : 2004 4 2003
Senior subordmated NOLES.iveveetvieerierinns e siessheeee - ......... RSO .. $ 3539 $ 2000
Term 08N, ..cooccoeeeverecscieerrees S e o eeveerereen 458 2173
Working capital fACHIY ...... .o vvveeeeeren et eeeeieeesions s ............. .45 10.0
MOMGAGES .cvvecersnvssersensssesseniecens SR SRRER S . 214 21.8
~Industrial revenue bonds.................. ...................... e e 14 1.6
' Other debt i RSO I SRS U |
TOtal AEDL......olooricrosos oot S i 428.4 451.7
Less: current matuntles and the working cap1ta1 facrhty ....................................... B (1.1) ‘ (12.3) -
LONG-Erm debt.........cvureeeeerrerieierineirererreerenieis R SRR T $§ 4213 - § 4394

Scheduled Maturities of Debt. . The amount of principal payments required each ﬁscal year on outstandmg
debt as of January 31, 2004 are as follows (in millions): . :

Fiscal : ) S o : - Principal
Year g o . - ) i SR Payments )

2004 e eerberaee e e e $ 71
2005 w.ecoreceseiesensesbsensesses et ttenteesessesisiesies 12,6,
2006 ..o e SR S 239
2007 oo, e et eesenens e foreesieetiesen e sesenehenenennt SR 126

2008 oo seesesss e oo . 19.9
TREICATIET .vveeooeveeeeeoeeoeieoeeeeoe oot O 3523
TORAL .ottt ettt et e ettt es e st e eo st eeat e ee st e emaseeeaeas s esaeeeatanseneeieeaessnereesnesneesieeeas . $ 4284

Senzor Subordmated Notes. On January 29 2002 September 19, 2003 -and December 18 2003 the Company

.issued $200 million, $100 million and $50 million, respectively, aggregate principal amount of Senior

Subordinated Notes, which pay cash interest on a semi-annual basis on August 1 and February 1. The proceeds
- from the issuances of the Senior Subordinated Notes were used.to repay a portlon of the Conipariy’s outstanding
Term Loan B under its Credit Agreement (as defined below) and to repay in the first quarter of fiscal 2002 $6.4

~million of the Company’s outstanding industrial revenue bonds.  The Senior Subordinated Notes are

uncondltronally guaranteed as to payment of prmcrpa] and interest by the subsidiary guarantors and contain

customary covenants. The Senior -Subordinated Notes restrict ‘the ability of the Company .to declare cash

dividends on its common stock. The Company is in compliance with all Senior Subordmated Notes covenants
as ofJanuary 31, 2004

Bank Credit Faczlzty On September 19, 2000, the Company entered into a credit agreement with a group of
lenders led by JPMorgan Chase Bank (the “Credit Agreement”) -The Credit Agreement initially corisisted of (a)
Term Loans in an aggregate principal amount of $425 million (¢onsisting of $125 million in Term Loan A ‘and
$300 million in Term Loan B).and (b) a $175 million revolving Working Capital Facility including 2 maximum

of $125 million in letters of credit. After giving effect to the prepayment of indebtedness with the proceeds of

_the offerings of the Senior Subordinated Notes Term Loan A has been paid in full and Term Loan B has a
balance of $45.8 mr]llon o : S
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Pathmark Stores, Inc.
Notes to Consolldated Flnanclal Statements - (Contmued)

. “‘Note 8. Long—TermDebt (Contmued) ’ : ‘ o

On January 28, 2003, the Company amended its Credrt Agreement (the “January Amendment”). Pursuant to-
‘this amendment, among other things, the maximum permitted leverage ratio was increased through fiscal 2004,
the minimum consolidated interest and rental expense coverage ratio was decreased through 2004, the minimum

, perrmtted consolidated EBITDA was decreased through fiscal 2004, and a minimum fixed-charge coverage ratio -
" covenant was added. Additionally, the Company agreed to (i) an increase in the commitment fee on the revolver
portion of the Credit Agreement of 25 basis points; and (ii) an increase in the applicable interest rates payable on
~ outstanding balances under the Credit Agreement-of 50 basis points. In addition, the Credit' Agreement contains
certain covenants which, among other things, place limits on the incurrence of additional indebtedness, issuance |
of cash-pay preferred stock, repurchase of Company stock, incurrence of liens, sale-leaseback transactions,
hedging activities, sale or discount of receivables, investments, loans, advances, guarantees with affiliates, asset
sales, acquisitions, capital expendltures, mergers and consolidations, changing lines of business, repayments of
other indebtedness, amendments to orgamzatronal documents and other matters customarily restricted in_such
agreements. The Credit Agreement contains, customary events of default, including without limitation, payment
defaults, material breaches of representations and: warranties, material covenant -defaults, certain events of
bankruptcy and insolvency, and a change of control. Inaddition, the Credit. Agreement prohrbrts the payment of
cash dividends. The Company is in comphance w1th all covenants in the Credit Agreement as of January 31, ‘
2004. e :

Borrowmgs under the Credrt Agreement bear mterest at floating rates equal to LIBOR plus an applrcable
margin, subject to decrease, depending on the total debt to consolidated. EBITDA ratio. Borrowings under the
Working Cap1tal Facility and the Term Loan B bear interest at rates of. LIBOR + 3.5% and.LIBOR + 4.5%,
‘respectively. The Company i is required to repay a portion of the borrowing under the Term Loan B each year, so
as to retire such indebtedness in its entirety by July 15, 2007 -The Working Capital Facility expires on July 15,
2005. - The weighted-average interest rate in effect on all borrowmgs under the Term Loan was 7.5% during
fiscal 2003. As of January 31, 2004, borrowings under the Working Capltal Fac111ty were $4.5 million and
outstanding letters of credlt were $58.4 million. : : :

All of the obllgatrons ‘under the Credrt Agreement are guaranteed by the Company s 100% owned
subsidiaries, except the Company’s nonguarantor subsidiaries, which ate comprised of four 100% owned and
consolidated single-purpose entities.’ Each of these single-purpose entities owns the real estate on which a -
supermarket leased to Pathmark is’ located The obligations under the Credit Agreement-and those of the
subsidiaries guaranteeing the Credit Agreement are secured by substantrally all of the Company’s tangible and
_ intangible assets including, without limitation, intellectual property, real property, including leasehold interests,
and the capital stock in each of these subsidiaries. - : »

 Industrial Revenue Bonds. Proceeds of" $6 4 mllllon from the issuance of the Senior Subordinated Notes
were used towards repayment of two industrial revenue bondsin fiscal 2002. The balance of the industrial
revenue bonds of $1.4 million is payable in installments ending in fiscal 2008 and in fiscal 2018 and have
"interest rates ranging from S% to 7%. : -

, Morlgages Borrowmgs are payable in msta]lments endmg in fscal 2008 wrth mterest at 7.3% and 1nclude a
scheduled final payment of $18.9 million. These mortgages are secured by property and equipment having a net
book value of $14.5 million on January 31 2004.. g
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Pathmark Stores, Inc. . ;
Notes to Consolldated Fmanclal Statements - (Contlnued)

Note 9 Fair Value of Fmancral Instruments

4

The carrymg amounts and fair values of the Company s ﬁnancral mstruments are as follows (in mlllrons)

= - January31 2004 ‘ February 1, 2003
] - Carrying® Fair * Carrying * Fair
o . : : ’ o Amount” - Value Amount . Value.
Senior subordinated notes...................... e, © 83539 s 3662 $ 2000 $ 185.0
TeHM J0AN. oo vevise oo 45.8 461 2173 2173
.Workmg capital facrlrty .......... ‘ " : 45 .43 . 10,0 . . 100
- Mortgages.......ccevsrin et Co2140 0 218 218 0 218
“Industrial revenue bonds............ e e e s LS 16 . L6
Othier debt ......ccovivrreirrnrnee R et L4 14 10 C 10
Total debt.......cicvevrrrcic e S 484 S 4413 .S 4517 54367
Derivative lrabrlrty.........;..‘ ....... i, $ 0 — 0§ — § 63 $ 63

Note 10. Derlvatlve Instruments and Hedgmg Actrvntles

‘As part of its overall strategy to manage the level of exposure to interest: rate rlsk in July 2001 the Company
entered into a three-year interest rate zero- -cost collar (the “Collar”) with a notional amount of $150 million of
our Term Loan B.. After grvmg effect to the January Amendment, the Collar had an effective cap with a strike
of 10.5% and a floor with a strike of 8.89%. At Jinception, this derivative was designated, and continued to -
qualify through the date of settlement and termination, as a perfectly- effective cash-flow hedge of the

~Company’s forecasted variable interest rate payments due on our Term Loan B. The Company does not hold or |
~ issue derivative financial instruments for speculative or trading purpdses but rather to hedge against the risk of
. rising interest rates. This derivative: was recorded on the balance sheet at fair value, included in other noncurrent
- liabilities, with the related unrealized gain (loss), net of tax, recorded in-stockholders’ equity and classified as” -
" accumulated other comprehensive loss. The fair value of the derivative was based. on its market value as
determined by an independent party. However; considerable judgment was required in developing estimates of
fair value. Accordingly, the estimates presented' were not necessarily indicative of the amounts that the
Company could have settled for in a current market. exchange. The use of different market assumptions or
‘ methodologles could have affected the estimated falr value The counterparty to th1s derivative transact1on was
a major ﬁnancral mst1tut10n : ‘

As a result of repayments of $102 million and $51 million of Term Loan B from proceeds of the Senior -

Subordmated Notes offerings on September 19, 2003 and December 18, 2003, respectively, the Collar was - -
settled and terminated. The Company recorded a pre-tax interest charge in fiscal 2003 of $3.7 million ($2.2

million after tax) related to the termmatlon and settlement of the Collar in its consolidated statements of
‘operatlons o ,

: ‘Note 11 Comprehensnve Earmngs (Loss)

Comprehenswe earnmgs (loss) i is comprrsed of the followmg (m mrlllons) o .
. 52 Weeks Ended

) A ~ January 31, February.1, February 2,
o R . . 2004 2003 0 2002
Net earnings (loss) ..... S e $§..165 8 133 - § (242.0)
~ Other comprehensive loss: : S o L
. Unrealized gain (loss) on cash flow hedge net oftax ........ — 3 (13 22)
Minimum pension liability, net of taX ....c....cocveueninns T e (2.0) o 08 - —

'Comprehenswe eammgs(loss) ...... sereresestsusarnessnias SRS § 182 . § - 110 . § (2442)




Pathmark Stores, Inc. :
Notes to Consolldated Fmanclal Statements - (Contlnued)

Note 12. Sellmg, General and Admlmstratlve Expenses

© Selling, general and admlmstrattve expenses in fiscal 2003 are net of a, $13 7 million -gain from the
disposition of real estate related to the assignment of two real estate leases and includes a charge of $8.1 million -
related to the store labor’ buyout ‘initiative and corporate headcount reduction program, which was commenced

and completed during the first'six months of fiscal 2003, in order to reduce labor costs. The aforementioned "

$8.1 million charge included a $2.0 million charge funded by the Company’s qualified pension plan. Of the

$8.1 -million charge, $7.3 million is attributable to the cost of a voluntary early retirement program and $0.8
“million is attributable to severance and termination benefits. ' As ofJanuary 31, 2004, $0.7 million of beneﬁts

related to the store labor buyout initiaive and corporite headcount reduction program remam to be paid out over
- time. Fiscal 2002 mcluded a $2 0 mrlllon charge related to a store labor buyout program

Note 13 Interest Expense

_ Interest expense is comprlsed of the- followmg (m mrlllons) Lo .
) . B 52 Weeks Ended

January 31, - Februaryl, - . February2,

: . N S 2004 . 2003 2002

. Senior subordmated notes....‘..‘........f;.'..‘......L.4.'....}....f..:.I..i..;..‘..'..'.f ....... e $212 -8 174 $ .02
Term loan................c..... SO YOO S PRI X SRS 1 X. I 1340
Derivative settlement charge .......c......fccovoveercivcivveeerneinien e 3T o=
“Working capital facility........cc..ccoce..o. 719 —
Lease obhgatrons....................i..‘.......‘ ...... AT TN 204 207 7 205
Wnteoffofdeferredﬁnancmgcosts .......... i 26 - T 4.8

- Amortization ofdeferred f'nancmg costs o220 07 18 237
Mortgages:...;....‘ .................................. eieeeiens ...... L 1."6‘\' 16 ' 1.7 ¢

BT T b st 630 49 14

. ".Interest-expense...........?.; ..... vt - $ 7725  $- 651 $ 709

Interest expense in fiscal 2003 included a derivative settlement charge of $3.7 million related to the
‘termination and Settlement of our '$150 million interest rate zero-cost collar and the 'write off of deferred
financing costs of $2 1 mllhon as a result of the repayment of $153 million of our Term Loan primarily from
proceeds from the issuance of an-additional $150 million ($100 million on September 19, 2003 and $50 million
on December 18, 2003) of Senior Subordinated Notes. “Interest expense also included the write off of deferred
financing costs of $0.5 million as a result of the repayment in the second quarter of fiscal 2003 of $18 million of

_our Term Loan and an increased interest rate as a result.of the January' Amendment to our Credit Agreement.
Interest expense in fiscal 2002 included the reversal of an accrued interest liability of $2.2 million related to'the
 favorable resolution of certain tax issues and interest expense in-fiscal 2001 included $5.6 million related to the
early extinguishment of debt, previously. classrﬁed as.an extraordmary 1tem to retroactwely reflect the adoptron

on February 2 2002 of SFAS No.-145. . : : :
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Pathmark Stores, Inc
Notes to Consolldated Financial Statements — (Continued)

Note 14. Lease Obligations

, ‘As of January 3l 2004, the Company was hable under terms of noncancellable leases for the followmg
" 'minimum lease commitments (in mlll10ns)

' Fiscal o o . R _ i o Capital _ Operating
Year - ‘ ' - . ' } “Leases Leases
2004 .ov..oefeeeeeeeieee oo eses s e st . $ 3568 45.0

2005 e S OO SO0 OSSO U U S 319 44.2
2006 .........oomrreen Y T S 267 407
2007 oo s e oo 255 37.5
2008 oo e st 220 35.2
Thereafter ............ Cbevernnen e esserssenes et ssse e sesr s ereensbrnes et C 2439 . 2686
Total minimum lease payments (€ IO e e e e s e, - 385.6 $ 4712 .
'Less: amounts representing interest....... EOOOT SRRSO IR e (189.1) ’ |

- Present value of net minimum capltal lease payments (b)...........cccooerrveerivrrrnrennnn. 1965

- Less: current portion of lease obllganons.................'..l...............; ................ e (17.6)

Long-term lease obligations ................... eestreeeeree e riese e e ebrans ettt v . $ 1789

(a) . Net of sublease income of $49.0 mllhon for operatmg leases
(b)' Includes $28 9 mllllon related to sale and leaseback transactions accounted for as financings.

Rent expense ‘under all operating leases havmg noncancellable terms of more than one- year, is summanzed

as follows (m mllhons) 3 ,
52 Weeks Ended

January;3l. February 1, February 2, ‘
: , o 2004 2003 2002
Minimum rentals‘..’ ............. ettt e $ s46 $ 550 % 521
‘Less: rentals from subleases-................... T ¢ [ X ) SRR ¢ 1P (11.3‘)‘
MiRIMUM FENLAIS, NEL...rcorrerrcrsospeensreivsnionsnisnisrisiiioens S 43.8 § 438§ 40.8

Note 15. Other Noncurrent Ljabilities

Other noncurrent liabilities are comprised of the following (in millions): - o
’ ' : k ) : January 31, - February I,

. _ , 2004 : 2003
Unearned vendor allowances and rebates ............. B § 592 § 5438
Self-insured claims liabilities ............... ST, w421 414,
‘Unfunded‘pensionplan Denefits .............. et s R s s . 28.3 24,
Otherpostretirementbeneﬁt_s; ..... e v ......... e ........ \ ‘. 204 19.5-

" Deferred rent...............o.... ............................... s A P 0 111
Other postemployment benefits....... ................ S | 53 SS
Derlyative liability ..o, s SO e — .63
Other .o SR Ay X 24.2
Other noncurrent llabllltleS .......... e e, SRR PPN R SO 3 1920 § 1869
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Notes to Consolldated Flnanclal Statements - (Contmued)

Note 16. Pensnon and Other. Beneﬁt Plans

Retirement Benefits. The Company malntalns three deﬁned beneﬁt plans One is a tax- -qualified plan which
covers substantially all non-union and certain union associates (the “Qualified Plan”). .-The second plan.is an
- unfunded plan that provides benefits in excess of amounts permittéd'to be paid from the Qualified Plan due to
limitations on pay and benefits imposed by the Internal Revenue Code (the “Excess Plan™).. The third plan is an -
aggregation of individual retirement agreements the Company has entered into with certain current and retired E
executives providing for unfunded supplemental pension benefits upon their retirement after attainment of age .
60 (the “Supplemental Agreements ’y which are noncontributory and-are generally based on associates’ years of
service and average eammgs fora deﬁned perlod prror to retirement or a minimum formula.

~ Retirement Incentzve Program Durmg ﬁscal 2003, the Company offered a retirement incentive program to

certain non-urion associates. Additional retirement benefits were proylded to those who elected to retire under -
the program, including a retirement bonus, an enhanced pension based on an additional three years of age. or -
" service, whichever proved more advantageous the.right to take a portion of their benefit in an immediate lump
sum and continued medical coverage, subject to retiree contributions, for a period of three years. The financial
impact of the program for the 43 assoc1ates who elected to retire are included within perision and postretirement
benefits. : »

Other Postretzrement Benefits. The Company prov1des certain of its associates who retlre from the Company
with other postretlrement benefits, general]y on a contnbutory ba51s These postretirement benefits primarily
include health care, prescrlptlon drug coverage and life insurance. For non-union associates, health care and -
‘prescription drug coverage are only provided to those associates who retired prlor to January 1, 1998. During
fiscal 2003, the Company eliminated retiree life insurance coverage for non-union associates who had not retired
prior to January 1, 2004 and recorded .a cunallment gain of $0.9 million. For certain union associates, health
care, life insurance and certain other benefits are provided in retirément for certain perlods of time durmg
retirement, subject to the terms of appllcable collective bargammg agreements «

45




Pathmark Stores, Inc
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Note 16 Pensnon and Other Beneﬁt Plans - (Contmued)

Pension and Other Postretzrement Benefits.

The followmg table provxdes a reconcdlatlon of benefit

-obligations, the funded plan assets and the funded status of the plans, accounted for on a calendar-year basis
‘along with the amounts recogmzed in the consolldated balance sheets (in mllllons) : ;

. Change in benefit obligations:

Benefit obligations at beginning of YeAr i, .
Servnce cost (e>.cludmg expenses)....,..........,.,...‘....‘..v.... o
Interest COSt.........vee...... '
Plan’ amendments ............
Benefits'and expenses pa1d

............................................

Actuarial expenence losses (gams)‘....;.;......Q..'...‘.l_.'. .....

. Retirement incentive program................c...coeeie-..

Curtailment gam ............. :

| N Beneﬁt obllganons at end of year ........

Change in fair value of funded plan assets:

Fair. value of plan assets at beginning ofyear e ,
Actual return on plan ASSELS....oivieeniie e, .
Benefits and expenses paid

...........................................

~Fair value of plan assets at end of year..............cc.......

Reconciliation of funded status at end of year:- - |
* Funded status (plan assets less benefit obhgatlons)

’Unrecogmzed prior service cost (beneﬁt) TR :
- Unrecognized net actuarial losses ..........cccccconinen. )
Prepa1d (accrued) benefit cost.............. e T

Amount recogmzed in the consolldated balance sheets '
"+ Other noncurrent assets
- Accrued expenses and other current llabllmes..;.- ....... o
- Other noncurrent llabllmes...l .......... e . -

R R R R YT PR TPy

Accumulated other comprehenswe loss .....................

Net amount recognized....

Pension Benefits

January 31, February 1,
2004 L 200}
S 1886 $ 1769

S3l 30
119 12.0
. C 0.6
a0 27
71 38
I
$ 2018 § 188.6
'$ 2184 § 2405
415 (162)
(9.2) (5.9)
218.4

$ 2507 %

$ 489 ' $ 208

05 . 05
. 587 717
$ 1081 ' 102.0
$ 1335 § 1270
18 (23)
(283) . (241
C 47 14
$ 1081 ~$
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Other Postretirement Benefits

 January 31,

"February 1,

2004 . - 2003

$ 237§ 247

0.7 0.6
1.6 L7
- 09

74 (24
0.4 =

“ (0.9 e

$ 318 $ 237

1020

$° — 8 =
I
$ G318 $ (@37
©(0.6) - (0.6)
1 119 C 4.8
$ (205 $  (19.5)
5 — 5 o —
(0.1 -
(20.4) S (19.5)
$ (205 $_(19.9)
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Notes to Consolldated Flnanclal Statements = (Contmued)

" Note- 16 Pensnon and Other Beneﬁt Plans - (Contmued)

Addmonal dlsclosures related to. pensmn beneﬁt obhgatlons are as, follows (m m1]l1ons)

January 31, 2004

‘Qualiﬁed, Nonquahﬁed
) Pension Plan ~ Pension Plans Total
Fair value of plan BSSELS.....oor i T $ 2507 $ — $ 2507
* Projected benefit obhgatlons ................................................................ o (1‘717.2) o (30.6) - (201.8) ..
- Funded (unfunded) projected beneﬁt obl1gat10ns...‘.....v.......................;. 795 (30.6) o , 489
Accumulated benéfit obllgatlons..‘......................................................,. Ll61.6y - (30.1) (191.7).
* Funded (unfunded) accumulated beneﬁt obligations'. S L 89.1 : 3-(30.1) 590 o
. Net asset (liability) recogmzed....’.:....; ..... O P LS . 13350 ‘(25.4)' 108.1.
.................................................. — SR CNE

Addmonal mmlmum pens1on llablhty

'. The components of net periodic benef t cost (cost reductlon) are as follows (in m1lhons)

@n

. Other Postretlrement Benefits -

Pensmn Benefts
) for the 52 Weeks Ended ~ ‘ " for the 52 Weeks Ended i
J‘anuary 31 February 1, February 2, January 31, February1, February?2,

. . 2004 2003 2002 T 2004 2003 . 2002
SEIVICE COSt..r-irrr oot erssicimennseiciee $ 3.1 f$,3.o_ 0§30 - %07 $06 §$ 04
INMEFESE COSE...vvrvirvrnvrrrsir et 19 - 1200 . 121 | 16 17 1.3
Y‘Expected return on plan assets.................. (222). - (24.1) (24.0) — = S—

Amortization of prior service A . R P L o
costs (beneﬁts)................................. ....... 0 1 A — *(0.1) - 0.1 (0.
Amortization of l0SS€s ... fvinnlinnn - 0.7 - . — 0.1 - 03 0.4 —
bRetlrement incentive program..... ............. 21 — 04 - — —
. Curtallment GAIN covececee e e — — " ' (0.9) — —
» Net per1od1c beneﬁt cost (cost reductlon) $ 43) '8 ('9.0)‘ $ 88 |% 20 % 26 % 16

- Estzmated Future Benefit Paymem‘s :

The followmg benefit payments whnch reﬂect expected future serv1ce as appropnate are expected to be

'pald as follows (1n m1lllons)

Pension Beneﬁts

Flscal Qualified . - Nonquahﬁed "Postgtt?reerm_ent

Year " Pension Plan ~ Pension Plans Benefits |

2004 - Lot e e s e $ 63 $ 18 - 10

2005 1ot C6S5 .8 Ll

D006 1.1 oot oo oo e 69 1.8 N

2007 oo e 72 .8 2
2008 oo ieereeeesge s ressebee s e e e e 7.7 1.9 13
2009t02013 ....... 477 8.9 82
Total....ooolo o ST L TR '$ %31 0§ 180 § 139
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Note 16. Pensmn and Other Beneflt Plans - (Contmued)

Actuarzal Assumptlons o

The weighted-average economic assumpt1ons used to determme beneﬁt obhgatlons and benef t cost (mcome)

are as follows:
52 Weeks Ended

January 31, February 1, February 2,
‘ o e - L2004 ‘ 2003 2002 |
 DISCOUNEIALE.......i.erooeeeeervveees s ST C6.00% - - 6.50% L 725%
Expected return on plan assets.......... S SO . 9.00 9.50 950
" Rate ofcompensatlon increase........... e 3.00 . , 3.50 4.25
Health care cost trend rate assumed for subsequent year ...... e ' 9.25- . 7.25- 9.00
~ Ultimate health care cost trend rate.............. e e, e 400 - 3.50 - 4.25
_ Fiscal year that the ultimate rate is reached........ivoovemrerrrcriirreene 2010 2008 - - 2008

The discount rate that the Company uses for determining future pension obligations is based on a review of
long-term bonds that receive one of the two highest ratings given by a recognized rating agency at the end of the
calendar year. The discount rate determmed on this basis has decreased from 6.5% as of February 1, 2003 to .
6.0% as of January 31, 2004. Pension income is sensitive fo the discount rate and salary increase assumptions.
used. ‘A 0.25% decrease in the discount rate and salary increase assumptlons used would have decreased
- pension income during fiscal 2003 by $O 2 million. :

Assumed health care cost trend rates also have a srgmﬁcant effect on. the amounts reported for the health care
plans. A 1% change in assumed health care cost trend rates would have the following effects as of January 31,

2004 (in mllhons)
1%

Increase - Decrease
Total of service and interest cost components..............................; ............... reeeren 805 $ (0.4)
Postretxrement beneﬁt obligation........ ST s Ceereesin e vorestetstrsaaenosenese 4.8 " (3:8)

Plan 'Assets and Expectea’ Returns." Assets of therrnpany’s Qualified Plan are invested in -equities,
corporate bonds, U.S. Government instruments and cash. The Qualified Plan’s asset allocation as of December
31, 2002 and 2003 and the target allocation for ﬁscal 2004 between equlty and fixed income managers is as

follows , ,
i ' . ’ ; Percent of Plan Assets

o . ! ) ; ‘ 2004Target, as of December 31,
Asset Managers -~ o ‘ ‘ - ' Allocation 2003 - 2002
EQUILY oottt e e ................ 70% . 72% . 66%
Fixed income .......ocooovevvnnnne AR rerebereenans R el 30 28 34

Total........... SRS _...'. ...... e e e e _100% 100% 100% -

- The expected return on Quahﬁed Plan assets represents the welghted -average of expected returns. for each
asset category. The expected returns for each asset category have been developed using information from a
number of third-party consultants and long-term historical data on returns for different asset categories and
inflation. The Company also. considered the Qualified Plan’s historical 10-year and 20-year compounded
returns of 12.2% and 13.3%, respectively, which have exceeded broad market returns over comparable periods,
indicating a significant premium has been gained through active management of the Qualified Plan assets.

Based on these factors and the asset allocation shown above, the Company has elected to use-a 9.0% expected . ‘

return’ on Quahﬁed Plan assets in determining pension income for fiscal 2003. This represents a 0.5% decrease

from the expected return on Qualified Plan assets used in determining pension income for fiscal 2002. Both
“assumptions were net of expected Quallf ed Plan expenses payable from the trust fund Wthh are.less than 0.5%

of Qualified Plan assets. :
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The Company based its determ1nat10n of pension income for the Qualified Plan in part, on a market-related
“valuation of assets which reduces year-to-year volatility. * This market-related valuation recognizes gains or
losses over a three-year period from the year in which they occur. Investment gains or losses for this purpose
are the difference between the expected return on a market-related valuation of assets and actual return on a
* market value basis. Asof January 31, 2004, the Company had cumulative net actuarial losses of $0.4 million,
" due to the. difference between expected and actual return on. Qualified Plan assets, which remain to be
recognized in the calculation of the market-related .value of assets. These unrecognized net actuarial losses
_result in decreases in our future pension income to the extent not offset by future asset gains. The extent of the
decrease in future pension income will, depend on several factors including future asset gains and whether such
gains, as recognized on each measurement date, together with other actuarial experience recognized, exceed the
“corridor within which gains and losses are not. amortized, in accordance w1th SFAS No. 87, “Employers’
Accountmg for Pensions™. :

. The Company estlmates that a 0.5% decrease in the expected retum on -Qualified Plan assets would have
- reduced pensnon income by approximately $1.2 million durmg fiscal 2003.

Partzczpant and Company Contributions. Based on the Company’s actuanal assumpt1ons and due to the
overfunded status of its Qualified Plan, the Company believes it will not be required to make any contributions
to its Qualified Plan for at least the next three years. Contributions to the Excess Plan and to the Supplemental
Agreements are’ made in cash in amounts necessary to provnde current benefit - payments to those former
associates who have retired under thé programs and are presently in pay status. It is estimated that Company
payments to those former associates will total approx1mately $1. 8 million for the combined Excess Plan and
Supplemental Agreements durmg ﬁscal 2004. ’

Annual contributions for other postretxrement beneﬁts are made in cash in amounts necessary to purchase
insurance coverage or directly pay benefits to those who are currently retlred and covered under these programs. .
1t is estimated that Company payments during fiscal 2004 will total approximately $1.3 million. As some of the
benefits  provided to those former associates are provided.on a contributory basis, it is further estimated the
retlree contnbutlons for coverage will total approx1mately $0. 1 mtlhon durmg fiscal 2004.

. Estimated Pension Income for Future Years Based on an expected return on Qualified Plan assets _
assumption of 9.0%, a discount rate of 6.0% and various other relevant assumptions, the Company estimates that
its pension income for all pension plans combined will approx;mate $4.1 million for fiscal 2004, $4.1 million for
fiscal 2005 and $6.5 million for fiscal 2006. . Actual pension income in the future will depend on future -
investment performance ‘changes in discount rates and various other factors related to the populatlons
part1c1patmg in the Company s pension plans ' :

Medicare Changes. The financial information includéd herem does not reflect the anticipated financial effect
of the new Medicare Prescrlpnon Drug Improvement and Modemlzatlon Act of 2003.

 Multi- Employer Penszon Plans. - The Company also contnbutes to several multi- employer pension plans that
provide deﬁned benefits to certain associates whose benefits are subject to collective bargaining. The expenses
related to pamc|pat10n in such plans were $20 8 mlllxon durmg fiscal 2003, $18 1 mllhon during fiscal 2002 and
%164 mllhon durmg fiscal 2001. : »

Savmgs Plan. The Company sponsors savings plans for certain ehglble assocnates Contributions under the
plans are based on specified percentages of associate contributions. The expenses related to the savings plans
were $2.5 million during fiscal 2003, $2.2 million during fiscal 2002 and $2.9 million during fiscal 2001.
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Other Postemployment Benefits. The Company also provides its assoc1ates postemp]oyment benefits,
primarily long-term disability and salary continuance.. The obligation for these benefits was determined by
- application of the provisions of the Company’s long-term disability plan and includes the age of active claimants
at disability and at valuatlon the length of time on disability and the probability of the claimant remaining on
~ disability to maximum duration. These liabilities are recorded at their present value utilizing a discount rate of
4%. At January 31,2004 and February 1, 2003, the liability. for accumulated postemployment benefits was $5.8
million and $6.0 mllllon respectlvely, of which $5 3 million and $5.5 million, respectlve]y, was classified in
other noncurrent liabilities. ~ :

Note 17. Income Taxes A ‘
| The income tax provmon ‘before cumulatlve effect of an accountmg change is’ comprlsed of the followmg

(in mnlllons) ‘
52 Weeks Ended

"+ January 31, - February 1, February 2,
) . 2004 2003 2002
" 'Current provision _ o : o : » S ‘ S

Rl e e e v $05 8 13§ 28
State...ovvcrrererinn eseseaebas e s e s s e e 37 8713

" Deferred provision (beneﬁt) - B AR
Federal oofo i SO SOV v SR B 87

SEALE v, e ST 04 @31y 34

" Income taX provision........c..c..ccee....... ..... eereseeee e b gasess s $ 118 . § 13:0 $ 162

The income tax provmon before cumulative effect of an accountmg change dlffers from the expected federal = -

statutory income tax prov151on as follows (m mllhons)
. ‘ . 52 Weeks Ended

January 31, February 1, ' February 2,
: _ o ‘ _ - 2004 2003 2002
, Federa] income tax prov151on at statutory taX TLE . viunrerecieeiceierne S 099 8 94 T $ (79.0)
State income TAXES .o ST TR eeraieens e R 27 1.9 3.0
Nondeductible amortlzatlon ofgoodwﬂ].........; ...... e e — s — 929
Otheraio... v eteeebeeseeemse s eea e seees et oo abeein e eeens e trene S ©(0.8) 17 0D
" Income tax provision ....................... et e, $ 118 $ 13.0 "% 162
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Deferred mcome tax assets and liabilities consnst of the followmg (in mllhons):’
' ' January 31, , 2004 ‘

. February 1, 2003

Liabilities”

. ’ ‘ e Assets Llabllmes , Assets
rProperty and equlpment....:...‘........L.‘...‘.....‘..;...‘..'_.:'..-‘_ ......... s — % 1303 .8 — $ 1355
Benefit plans and other postretirement and =~ h e R R : o

postemploymentbeneﬁts.......‘.........‘..........-....;..'...'...‘.;.‘. S — 294 = 27.3

Merchandise inventory and gross proft.....i.; ........... L - : 1290 — 27
Prepaid expenses ..o evneeeat SR R . 8.8 — 87
Lease capltallzatlon ........... SO T e 246 : Lo— 23.4 o — 
Self-insured claims llabllmes A Ve 24.0' = 225 —
Deferred-income.............. e it 1900 — 190 —

~ Net operating loss carryforwards....‘.;..‘....‘..{.' ...... il : 16.3  ‘ — “ 24.1 R

. General business credits ............... e e v e o152 — 14.9 =
Alternate minimum taxes........ccooooini oo il 99 - — 15 =

B0 O O e ST AN = 4 8. —
SUBLOLAL ... oo, S i 109.0° 2017 1132 1986
Less: valuat1on allowance ............................................. (5. 9) = (5.9) —
TOAL e reperveiecseressoes st sesse s s 5 1031 '$ 2017 0§ 1073 § 1986

. The Company s net deferred income tax llablllty was $98.6 million and $91 3 mllllon at January 31 2004
and February 1, 2003, respectwely, and included a-valuation allowance of $5.9 million at both fiscal year ends
primarily related to net operating losses that may not be utilized in the carryforward period. The Company has -
utilized its remaining federal tax loss carryforwards in fiscal 2003, however, federal income tax attributes
remain which are subject to an annual limitation. General business credits consist of federal work incentive

credits and- expire in fiscal 2008 through fiscal 2018.

Net operating loss carryforwards are state loss

carryforwards that expire in fiscal 2004 through fiscal 2017. .The fiscal 2002 income tax provision mcludes a
‘charge of $2.6 million to adjust the Company’s estlmated llab111ty for certain tax 1ssues

The balance sheet classrﬁcatlon ofthe deferred income tax assets and llabllmes is'as follows (m millions):

January 31, 2004

‘February 1, 2003

Current . Noncurrent - Total Current’ Noncurrent Total
Y LI $ 389 . _$- 701 -8 1090 $ 403 $ 729 § 1132
Liabilities . 439) . - (157.8) ©  (201.7) (423 S (1563) . (198.6)
Subtotal.......... S (5.0) (877 (92.7). (2.0 - (83.4) (85.4).
Less: valuation allowance..  — (59) © - (5.9) . — (5.9) (5.9)
TOtAl. oo $° (5.0) .'$ (93.6) S  (98.6) '$ (2.0)'. $ (89.3) $. (913)

Income tax’ payments were $6 1 million dunng ﬁscal 2003, $4 1 mllllOI‘l durmg fxscal 2002 and $1.0 million

_ durmg ﬁscal 2001 and income tax refunds were $2 6 mllhon durmg ﬁscal 2002,
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Note 18 Capltal Stock

Preferred Stock. As of January 31, 12004 and February 1, 2003 there were 5,000,000 shares of preferred
stock authonzed of which none are lssued or outstanding. - : S

Common Stock As of January 31; 2004 and February 1, 2003, there were 100 000 OOO shares authorized of .
$0.01 par value common stock. The followmg table summarlzes the change in the number of shares of common

stock:
Common Stock

S . Treasury Net )

' ‘ : o ' - Issued Stock . Outstanding

Balance February2 2002 ......... et 30,099,510  (45,303) © 30,054,207
~Stock options, exercised in ﬁscal 2002 .......... v — 16,985 - 16,985

" Balance, February 1, 2003 and January 31, 2004............: ....... R 30,099,510 (28,318) - 30,071,192

Warrants. As of January 31, 2004 and February 1, 2003 warrants to purchase 5 294 118 shares of common
stock at $22.31 per share were outstandmg and expire on September 19, 2010 ' t

‘Shares of common stock are subject to dilution from (1) the exercise of the warrants and (2) the exercise of
‘ any options to purchase common stock issued pursuant to the Company’s. 2000 Employee Equity Plan and 2002
Non-Employee Directors’ Equity Plan (see Note 19). The Company’s common stock and warrants trade on the
Nasdaq Stock Market under the ticker symbols “PTMK” and “PTMKW?”, respectively. .

- Note 19. Stock Optlon Plans

The 2000 Employee Equity Plan as amended (the “Employee Plan”) and the 2000 Non- Employee Directors’
~ Equity Plan as amended (the “Directors’ Plan”) make available the granting of options aggregating 6,794,118
- shares of common stock, of which 6,514,118 shares are available under the Employee Plan and 280,000 shares
are available under the Directors’ Plan. All of the Company’s officers and certain employees are eligible to
. receive options under the Employee Plan. Options for additional shares may be granted by the Board of
Directors’ Compensation Committee. The Directors’ Plan is available to the Company’s directors, who are not
employees of the Company. As of January 31, 2004, thé number of options outstanding under the Company’s
. Employee Plan and Directors’ Plan were 5,548,424 options with a weighted-average exercise price of $11.55 .
~ and a weighted-average contractual life of 7.9 years of which 2,315,287 options were exercisable. There were
1,226,959 shares of common stock avarlable for future grant under the Company s Employee Plan and
Directors’ Plan. :

As of January .vl 2004 options to purchase 5,548,424 shares vest at varlous dates’ through ﬁscal 2007. The -

change in the number of optlons was as follows:
. ‘52 Weeks lEnded )

January 31, February 1, February 2,

v | ‘ - ‘ 2004 - 2003 2002
Outstandmg, begmnmg of fiscal year.....;...' ......... ereeeseetieeeeesierereneens 5,061,530 © 3,741,345 2,094,200 L
Granted during the fiscal year ....................... ..... TR ¥ X X 1 & 2,373,020 1,663,345
Exercised durmg the fiscal year................. ...... e v . — (16,985) . (1,750)
Canceled, terminated and expired during the fiscal year.....f ...... v . (56,771)‘ (1,035,850} (14,450)
Outstandmg, end of fiscal Year ... e teresesesencenens S 5,548424 5,061,530 3,741,345
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Werghted average optlon exercise: pr1ce 1nforrnat10n was as follows ,
‘ 52'Weeks Ended

_ "~ January 31, February 1, February 2,

, : . : A 12004 2003 2002
Outstanding, beginning‘ofﬁscal-year....................‘ ...... e Bvireeresrenrens e 801207 08 1632 $ 13.94
Granted during the fiscal year ..... 725 6.97 19.30
Exercised during the fiscal year................. st = 13.94 13.94
Canceled, terminated and expired durmg the ﬁscal year ....... et 16,40, - 15.73 14.64
Outstanding, end of fiscal year................cc...covo.. SN 1SS 1207 16.32

Exermsable,endofﬁscalyear ..... et ettt 1368 - 15.63 13.94

Srgmf cant opt1on groups outstandmg as of January 31 2004 and related welghted average price and
remaining contractual hfe mformatron were as follows :

Number ‘- . " 'Remaining e . Average - Number of

Optlon ) . of Optlons "~ Contractual o Exercise ~~ Options

Grant Date . “Outstanding ) . Life (Years) . Price Exercisable
10/25/00 1,540,465 - 6.7 %1394 - 1,158,849
03/29/01 . 500,000 72 © 1725 . 250,000
06/14/01 52,000 & 24 . 2289 . 34,667
10/04/01 - 563920 . 17 T 2235 7 281,960
. 06/13/02° Co21,667 0 35 o 18.50 722
- 09/12/02 700357 . 86 L1170 175,089
10/22/02 - - 1,000,000 - . 88 . 475 - 250,000

~ 1028027 . 630,000 . 88 465 - 157,500
S 06/13/03 .. 20,000 - 44 7136 R—
09/25/03 520,015 95 725 I
Total - ;5,5,48,424 - 19 ~$ 1155 - 2315287

Optrons whnch are desrgned as mcentwe stock opt1ons under the Employee Plan may be granted with an
exercise price not less than the fair market value of the underlying shares at the date of grant, as defined in the.
plan document, and are subject to certain quantity and other. limitations specified in Section 422 of the Internal
Revenue Code. Options which are not intended to qualify as incentive stock options may be granted at any
price, but not less than the par value of the underlymg shares and without restriction.as to amount. The options
and the underlying shares are subject to adjustment in accordance with the terms of each plan in the event of
stock dividends, recapitalization and similar transactions. The options granted under the Employee Plan and the

Directors’ Plan expire ten years and five years after the date of grant, respectively, unless terminated earlier by .
the Company’s Board of Directors. . The right to exercise the options granted vests in annual increments over =

four years under the Emp]oyee Plan and over three years under the Directors’ Plan from the date of the grant.

The Company has elected APB Opinion No. 25.and selected 1nterpretat10ns in accountmg for each of its
stock option plans. Accordingly, as all options have been granted at exercise prices equal to the fair market.
- value on the date of grant, as defined in each stock option plan document, no compensation expense has been
recogmzed by the Company in connection wrth its stock based compensatlon plan
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SFAS No. 123 "‘Accountmg for Stock-Based Compensatlon as amended by SFAS No. 148 requires the
disclosure of pro forma net earnings and net earnings. per share as if the Company has adopted the fair value
method.  Under SFASNo. 123, the fair value of stock-based awards to employees is calculated through the use
of option pricing models, even though such models were developed to estimate the fair value of freely tradable,
fully transferable options without vestmg restrictions, which significantly differ from the Company’s stock
option awards. These models also require subjective assumptions, including future stock price volatility and
expected-time to exercise, which greatly affect the calculated values. The weighted-average fair values of the
stock options granted during fiscal 2003, fiscal 2002 and fiscal 2001 were $3.31, $3.28 and $5.83, respectively.
The Company s fair value calculations were made using the Black-Scholes option pricing ‘model on the date of
the grant with the following welghted -average assumptions for fiscal 2003, fiscal 2002 and fiscal 2001; risk-free
. interest rates of 4.1%, 2. 8% and 4. 2%; expected lives of four years for each perlod expected volat1]1ty of 54 3%,

158.5% and 30. 5%; and an expected dividend yield-of zero for each perlod » .

The Company s fair value calculations are based on a single- optlon valuatron approach and forfeltures are
recognized as they occur. Had compensation cost for the Company’s stock option plans been determined based
- on the.fair value at.the grant date for awards, consistent with the provisions of SFAS No. 123, the Company s
 net eammgs and net eam]ngs per share would have been reduced to, the pro forma amounts disclosed in Note 1.

Note 20 Insurance Clalm

On August 14 and 15 2003, 76 of the Company S 143 stores were affected by a power outage throughout the‘v
Northeast. ' The Company seftled and collected its insurance claim of $4.3 million for all product losses,
‘incremental expenses and business mterrupt10n mcurred durmg the power outage, less the policy’s $250,000
deductible. \
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Note 21 Consolldatmg Fmancnal Informatlon

The followmg represents the’ consohdatmg ﬁnanc1al statements of Pathmark and-its 100%-owned guarantor
and nonguarantor subsidiaries. The guarantor subsidiaries are comprlsed of six 100%.0owned entities, inclading
Pathmark’s distribution sub51d1ary, and guarantee on a full and unconditional and joint and several basis, the
Senior Subordinated Notes. The nonguarantor subsidiaries are comprised of four.100% owned single-purpose -
entities. Each of these entities owns the real estate on which a supermarket leased to Pathmark is located.

Non-

) . " Guarantor ' Guarantor . Intercompany Consolidated
Pathmark . - Subsidiaries Subsidiaries Eliminations Total

(in millions)

- Consolidating Statemeflts of Operations:

For the 52 Weeks Ended January 31, 2004 e o S ‘ o » : i
' 3 3991 3 .% 23788 $ .— $(3788) .§ ’3,‘9913
. S C(28589) (2375 . — 25788 (2,852.6)
Grossproﬁt................v................‘.‘, ............. e L1324 63 L — o — 1,138.7
-Selling, general and admlmstratwe expenses..ij..‘.;.' ....... . (962.5) 5 .1; ) S35 — o (9539)
 Depreciation and amortization............ ... ... i (75.3) (12) - (1.5 . (84.0)
Operatmgeammgs.........;,...’ ...... ..... - ............. ) "94.6 42 o200 — - 100.8 .
SO Y 1 ) SRR (1) B ¢ v) B — (25
Equity in earnings ofsubSIdlanes ..... e [P 38 = = (38 —
Earnings before income taxes....-..“...‘..:..‘,.’.».,‘...'...'..f. ...... S 283 . 3.5 03 - (3.8 . 283
Income tax provision................. : ...... S 18 - —— = (11.8) '
‘Neteamin'gs'....l.,.'.‘.:j ........ e o i 8165 .S 35 8 03§ (38) S 165
For the 52 Weeks Ended Februaryl 2003 T : o : o
Sales ............ SRR e e e $3,937.7 $ 24007 b — . $(2,400.7) $ 3,937.7 . (
Cost of goods o1« P ....... — (2.823. 1) (2 3943) . — .. 24007 (2,8167)
GIOSS PROfit vt CL1146 64 . = — L1210
v Sellmg, general and administrative expenses..‘..' ............ (953 0) 52 34 - (944.4)

- Depreciation and amomzatlon : s (76. 0) 3 (6.9) ' " (1.7) _ V (84.6)
Operating earnings................ : ...... . 85.6 4.7 17 o= 920
Interest eXpense............. SN (62.5) 09 N — (65

' Equxty in earnings ofsubsndlanes A 38— - (3.8) N
Earnings before income taxes and cumu]atxve - o e ‘ : ‘ o
effect of an accounting change......... 269 - 38 = (3.8 - . 269
‘~ Income tax prov:sxon...................:....i.;...., .......... : ‘(13.0)‘ - e - — (13.0)
Earnings before cumulative effect of an ; S I - o
accounting Change.............loiv it - 13,9 w38 . — (3.8) 13.9.
‘Cumulative effect of an accountmg change net oftax;; - (0.6). - I -, ‘ — 0.6)
Net eammgs...........:..-..v;..............; ............. U $ 133. 8 38 $. - — (38 § 133

55




‘ Pathmark Stores, Inc.
Notes to Consolldated Fmanclal Statements - (Contmued)

p

the 21. Consotidati’ng F intlncial Information — (fContinuéd)

Non-,
Guarantor Guarantor

Intercompany Consolidated
Eliminations ._Total

Pathmark ) Subsidiaries Subsidiaries
‘ , _ : : ' (in millions)

fConsolldatmg Statements of Operations (Contmued)
~ For the 52 Weeks Ended February 2,2002

$(2,398.3) $ 3,963.3

56

SaleS oo e e $3963.3 $23983 §  —

- Cost of goods so]d ........... (2.858:5)  (2,395.4) — 12,3983 - .(2,855.6)
GLOSS PIOfit...veerrerererevioeeeeeeesseeesseeseeseseesssseessoni 11,1048 . 29 . — — 1,107.7
Selling, general and admlmstratlve expenses . (931.9) &1 - 34 L — (920.4)

. Depreciation and amortization............ccci. (68.0) [¢AL) (1.6) — 87
Reorganization expense ........... eereeenanns ............... ‘ (5.6) ‘  — — (5.6)
Amortization of go0dWill .......occoovvvevvececerersrio.  (265.5) e — (265.5)
Operating earnings (1088)....................... T C(1662)° . 39 18 — (160.5)
INLErest EXPENSe ......ovveev.iveeerererverreeenrensensnns e o (62.1) (.4 S (1.8) — - (65.3)
Equity in earnings of subS1d1ar1es...........\....‘, .......... 2.4 — ' — (2.4) —
Earnings (loss) before m‘come‘taxes....,..........:.;....' (225.9) - 2.5 L — L(24) (225.8)
Income tax proviksion.., .................. e ‘ (16 1 (0.1) — — (16.2)
Net earnings (108S) .......coocrrnneer, oo s ey s 248 — 8 (24) $ (242.0)
Consolidating Balance Sheets: -

As of January 31,2004 : , . - -
Merchandise IVeNtories ... ...cccerurriviiesoverrsnnee $ 1635 $§ 223§ — $  — § 1858
Other current assets.......... e iereseeseeeenesesieensreneese e, 1415 - - 30 . 0.3 o 144.8
Total CUITENT aSSELS ....vvvvreeee. e L 3050 253 0.3 — 330.6
Property and equlpment net oo ‘..‘ ...... RN 498.0° 574 . 29.1 — . 5845
GoodWill .ic.coerirrenn, SO S S 4340 — - — — . 4340
Investment in subsidiaries........\ oceovorverinee. B SO 56.8 — _ N L (56.8y ., —

. Other NONCUITENT ASSELS...r.vvermererereeereeeseseeeresecsoe 1711 — 07 L — 171.8
Total ASSEtS ..ovovecccrcevrevevrerrrens ST $ 14649 $ 827 $ 301 § (568 $ 15209
Accounts pay/able ....... SO e e e § 800 S 72 0§ — §  — $ 872
Other current liabilities................. e 1686 3.6 07 — 1729 -

Total current liabilities...................... e 2486 . 108 07 — 2601
LONg-term debt ..c...oocroivrsercstoeicsiesiee 4004 — 200, — 4213
Long-term lease obllgatlons ......... T e 17601 2.8 L= — - . 1789
Other noncurrent liabilities.............. e 264.5 211 — — 2856
Total HADIHHES 1rvvvvvererrresovecsr s 10896 . 347 2167 - — - 11459
Stockholders’ equity ................... et ee e 3753 48.0 8.5 (56.8) 375.0
Total liabilities and stockholders equlty ............... $ 1,464.9 5 827 $- 301 $-.(56.8) $ 1,5209
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Note 21." -Consolidating Financial Information - (Cpnti‘nued) )

o ‘ Gluara'ntor ' Gu]:::r;tor Intercompany Consolidated
__Pathmark Subsidiaries Subsidiaries Eliminations Total
: ‘ (in millions) :
Consohdatmg Balance Sheets (Contmued) ‘
" As of February 1, 2003 -
‘Merchandise inventories... L8 1604 § 237 § — 5 — § 1841
Other current assets ................... et 1377 50 04 — 143.1
© Total CUTTENt ASSELS .......vovvvvve el r . +298.1 287 04 - 3272
* Property and equipment, net.......................... st 5172 56.7 30.6 — 604.5
GOOAWINL.....oovvvvrrerccsciinsivrenenesnsssssssssnnenes 434,0 L= - — 434.0
Investment in subsidiaries .............. USRS - 330 — — (53.0) . —_—
B . 1508 . 54° 0.7 e '156.9
- TOtal @SSELS ......coovoverirrecrceenns cevesiecnitionne s $ 145317 8 908 8 317§ (53.0) $ 1,522.6
Accounts payable ...t § 851 8 718 — %8 —.  $ 922
Other current llablhtles....“ ........ P [ e . 1705 38 0.8 — 175.1
Total current liabilities ©............ccooceinininnnnn, SRR . 2556 10.9 0.8 — 267.3
Long-term debt......covuvieerernnieinnnnnen, eevenenes s . 418.0 — 21.4 — 439.4
Long-terin lease obligations ........... e 177.2 .57 . — 182.9
Other noncurrent liabilities............ e et 2459 0303 — — 276.2
Total liabilities................. e eweseseseesesegsbese e o 1,096.7 46.9 22 — 1,165.8
Stockholders’ eciui'ty ..... ettt e 356.4 439 9.5 (53.0) 356.8
Total liabilities and stockholders’ equity..................... . $14531 § 908 § 317 $ (53.0) $ 1,522.6
Consolidating Cash Flow Statements:
52 Weeks Ended January 31 2004 L
- Operating Activities ‘ . L ‘ . ‘ \
Cash provided by operating _activities ........ TR ~$ 80 $° 31 $ - 17 § — $. 908
Investing Activities ‘ oL . ‘ -
Capital expenditures......................lciverevennn. ST - (68.2) T (06) — — (68.8)
Proceeds from sales of real ESALe ..o e o 173 = — — 17.3 -
* Cash used for mvestmg actlvmes ..................... s o (50.9) - (0.6) — — (51.5)
_ Financing Activities . ' o i : s : — — ;
Repayments of the term loan ............. R e (171.5) — — — (171.5)
Borrowings under the senior subordinated notes..... - 1539 — — — 153.9
" Decrease in capital lease obhgatxons ............. eecienereres . (16.0) (3.1 — —_ (19.1)
Borrowings under the workmg capxtal famhty, net..... 655 I — — —_— (5.5)
Repayments of other debt ...l s o (3 1) - — (0.5) — " (3.6) -
Increase in other debt.....ccoovvnenevcrnicccsinieee .3.4 — — — 34
Borrowings under lease fi f'nancmgs ....... e o 1.8 — — — . 1.8
Deferred financing costs ...................... e ensepannesaes ‘ (1D — — — (LD
Intercompany equity transactions ........... v 0.7 0.6 (1.3) — : —
Cash used for financing activities................... e T (314 - (2.5) (1.8) — (41.7)
Decrease in cash ......0.....cooeoiviivenennns v (233) — 0.1 — (24)
‘Cash at beginning at period........c....cocecevveennnn T 11.0 — 0.3 — 11.3
Cash at end of period................. S $ 87 .8  — 3 02 3 — § 8.9
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; Pathmark Stores, Inc.
Notes to Consolidated F mancnal Statements.— (Contmued)

¥

Note 21 Coﬁsolidating ‘Fina‘ncial Information - (Co‘ntim‘led)' ,
‘ : o : Non-

: ) Guarantor -~ Guarantor Intercompany ¢ Consolidated
Pathmark Subsidiaries - Subsidiaries Eliminations- .. - Total

: _ - \ o - (in millions)
Consolidating Cash Flow Statements (Continued):
52 Weeks Ended February 1, 2003

Operating Activities S : L L : , .
. Cash provided by operatmg actlvmes ............ JRT . $ 867 8 34 $ 19§ — $§ 90
Investing Activities ‘ L S
Property and equipment expendltures .............. ST (90.0) ~(1.6) - (1.0) e (92.6)
Lease financings...........cocoerceneeeenncs s R ‘ (2.7 o — — gy (12.7)
~ Cash used for investing activities................ e (102.7) . (1.6) (.0) — . (1053) .
Financing Activities : o , B , - )
Decrease in capital lease obhgatlons......:..._;ﬁ..........;.... : (11.4) - 2.6) - A — = (14.0)
Borrowings under lease financings..................... i 127 = — - 127
‘Borrowmgs under the working capntal fac1llty, net..... © 100 — — — "'10.0_
Repayments of other debt .......c.coo..ovvicreioerreeresnenns o en s — — - .1
Increase in other debt.............. e 03— (0 — 3.0
Deferred financing CoStS .........ccovrrererionreonenns S (2.2) == - o (22)
Repayments of the term J0A cvv.feve oot ‘ : (O:7) o — = — 0.7 ‘
Proceeds from exercise of stock optlons..._....'.....'..’....l..,. 03 ¢ = C— — 0.3
Intercompany equity transactions ....................ivee...... o 03) . 08 . (05 — —
Other fiNANCINg ACHIVItES ...c..vv..vvveevreerrnrrrereeeenn. 03 T~ (03) - — =
Cash provided by (used for) financing activities........... 21 (a8 (0.9) o S
Decrease in cash and cash equivalents................ 133y 0 —- == — ©(13.3)
Cash and cash equiv_alenté at beginning at period ......... 242 01 - 03 - — 246
" Cash and cash equiVaIents at end of period......... e 8109 8 01§ 03 'S — $ 113

52 Weeks Ended February 2 2002

Operating Activities ] Co : o ‘ \ , ‘
" Cash prov1ded by operating act1v1t1es.........§ ............. . $ 726 S 64 $ 36 § — $ 826
Investing Activities y B . S ) o .
Property and equipment expenditures.......;.;...;....: ...... o128y 5 (1.7) . .00 — (116.’5)4
Cash used for investing activities ........... e JROTOR . (112.8) LD 20 R (116.5)
Financing Activities S B ' - e T
Repayments of the term L0an ............ooorvvoveerrereiree e (2034) — — = (203.4y
: Borrowings under the senior subordinated notes ...... o 1200.0 e = 2000
~ Decrease in capital lease obhgatlons...‘.....-...‘ ................ D) I X I - — (14.8) -
Defeired financing cpst'S‘ ........... eeeereeeieree et 62 - @ — S — (6.2)
.Purchase oftreasury StOCK e 1.2y - — : —_ . =~ » (1.2)
Repayment of other debt............. . (09 I — S (03) — (1.2)
Intercompany equity transactlons...,.......\.............': ...... 415 '(47.5) o — — L=
Other financing activities................ e, , 20— 3y o= 07
Cash provxded by (used for) financing actnvmes ........... . 259 - (504) (1.6) —_— . (26.1)
Decrease in cash and cash equivalents .................... toeer (143) . - (45.7) . o= — ‘ (60.0)
Cash and cash equivalents at béginning at period.......... - 385 458 0.3 — 846
Cash and cash equivalents at end of period.................. $ 242 § 01 $ - 03 S — § 246
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Notes to Consolldated Fmanclal Statements - (Contmued)

Note 22. Commltments and Contmgencles

Outsourcmg Agreements In April 2001, the. Company entered into a five- -year outsourcing agreement with -
International Business Machines Corporatlon (*IBM™) to continue -to. provide a wide range of information
systems services, which commenced in 1991. - Under the agreement, IBM provides data center operations,
mainframe processing; 'business apphcatlons and systems deve]opment to enhance the Company’s customer
service and efficiency. . The ~charges under this agreement are based upon the ‘services requested at.. -
predetermined rates. The Company may terminate the agreement upon 90 days notice with a payment of a
- specified termmatlon charge : : g :

The Company has a 15-year supply agreement w1th 'C&S Wholesalers Inc. (“C&S ) expiring in fiscal 2013,
- pursuant to which C&S supplies substantlally all of the Company’s: grocery, frozen and perishable merchandise

requirements. Under this arrangement with. C&S, the Company negotiate prices, discounts and promotions with

vendors. Durmg fiscal 2003, the products supplied from C&S accounted for approximately 60% of all the
.- Company’s supermarket mventory purchases Thls agreement may be termmated for cause or certain events-of

- bankruptcy by either party.

The Company also has an agreement expmng in fiscal 2013 w1th a local trucking company to provrde
trucking services for the Company The Company may terminate the agreement w1th a payment of a specrt'ed
* termination charge : . ‘ : ,

Contzngenczes The Company isa party to a number of lega] proceedmgs in the’ ordmary course of business.
.Management believes that the ultimate resolution of these proceedings will not, in, the aggregate have a
materlal adverse effect on ‘the Company s financial statements taken asawhole.. ‘

" The Company has taken certain tax positions, wh1ch may be challenged, and has reserved for such tax
positions. While the ultimate resolutlon of these posmons cannot be determined with any degree. of certainty,
management believes that the aggregate liability, if any, when compared to the amounts reserved by the
~ Company, will not have a mater1a1 effect on the Company’s fi nancral statements taken as a whole

, Guarantees In the normal course' of busmess the Company has assrgned to third pames various - leases -
‘related to former businesses that the Company sold as well as former operating Pathmark supermarkets (the
“Assigned Leasés™). When the Assigned Leases were assigned, the Company generally remained secondarily
liable with.respect to these lease- obligations.. As such, if any of the assignees were to become unable to continue’
making payments under the Assigned Leases; the Company could be required to assume the lease obligation.
As of January 31,2004, 67 Assigned Leases remain in place. Assuming that each respective assignee became
‘unable to, contmue to make payments under an Assxgned Lease, an event the Company believes to be remote,
-management -estimates its maximum- potential obhgatlon with respect to the Assigned Leases to be
approximately $106 million, which could ‘be partially or totally offset by reassigning or subletting such leases.
- The: Company has recognized a liability on its consolidated balance sheet as of January 31,.2004 of
approximately $2.8 million, which represents certain -guarantees ‘attributable to the Company’s secondary
llablllty in connectlon with Assigned Leases assrgned after December 31 2002 .
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" Note 23. . Quarterly Financial Data (Unaudited)

LIFO charge (credxt ................................................................ - 8 0.5

: 13 Weeks Ended A
May 3, August 2, November 1, January 31,. January 31,
2003 2003 2003 - 2004 2004
) (in millions, except per share amounts)
' Fiscal 2003 « o ' ' v
SAlES..viveiiirieie et nes e e sre rererereneeneenens 351 004 7 % 9956 $§ 9785 $ 1,012.5 $ 3,991.3
. Cost 0f 200dS SOId w.vvvvererecrenreresesn e L (7189 (713.9)- (700.6) (719.2) (2,852.6)
GEOSS PIOfItc.ooeeoeesvoo e es e esees s ssesessenssen e ‘ ‘ 2858 281.7 2779 . 2933 1,138.7
Selling, general and administrative expenses (a) ..................... (246.2) (232.5) (236.7) (238.5) (953.9)
ADeprecnanon and amortization........c.cuveueereneicincmnenninnesincene " (21.2) (21.3) (20.7) (20.8) (84.0)
- Operating earnings...........ccerveeeerearnn P SO ‘ 184 279. 20.5 34.0 100.8
 Interest eXpense i......co....... PSRV e sanens - (16.9) (17.5) (20.8) (17.3) . (72.5)
- Earnings (loss)-before income taxes ............ e ' 1.5 10:4 - (0.3) 16.7 283
Income tax benefit (provision) eeretens (0.6) 4.2) - 0.1 (7.1) (11.8)
Net €armnings (1088) ......ccccccveerrerne S - $ 09 $ . 62 $ (02 $ 96 $ 165
Net earnings (loss) per share — basic................... e, $ 003 $ 021 % (0O % 032 $ - 055
Net earnings (loss) per share ~ diluted...........ccoocc....... e . $ 0.03 $ 021 $ (0.01) $ 032 § 0.54
LIFO Charge (Credit) .uuuummueonoorssioeeereersseeressesneereenees e $ 05 $ 05 S — $ (08 $ 02
13 Weeks End‘ed SzEr:‘i%ks
May 4, August 3, November 2, February 1, February 1,
2002 _2002 2002 2003 2003
, . C (in’ millions, except per share amounts)
Fiscal 2002 L S ‘ . _ :
Sales......... et et SO $ 9768 $ 9873 $. 9715 $ 1,002.1  $ 3,9377
Cost of g00ds S0l ......cveeumercreanaene. e ereeene et e (697.8) - (708.0)  (698.1) (712.8) (2,816.7)
Gross Profit... .ot e e s 279.0 $ 2793 . 2734 12893 ~ 1L121.0 |
Selling, general and administrative expenses....... ST (237.7) - (235.2) (235.6) (235.9) ‘ (944.4) j
Depreciation and amortization....... v e (20.7) (21.4) 211 (21.4) (84.6)
Operating earnings................... e erverveneen . .20.6 227 167 32.0 92.0
INEETESt EXPENSE .vvvvvvnrverriseersserssnrearisansisessenssserees e, (16.3) (16.8) (17.0) (15.0) (65.1)
Earnings (loss) before income taxes and cumulative ) ; ~ .
effect of an accounting change............ FOUUUURU SURURUURR e 43 5.9 {0.3) ] 17.0 26.9
Income tax benefit (PTOVISION).....vuiecercrenricieiineciensi i, \ (]'.6) (2.4) 0.1 - (9.1) ©(13.0)
Earnings (loss) before cumulative effect of an . . o S S .
o accounting change......cco i 2.7 35 (0.2)° 7.9 13.9
Cumulative effect of an accountmg change net oftax ............ (0.6) —_ — T - (0.6)
* Net earnings (10ss)........... ST RN % 21 8 35 .8 (02) $ 79 $ 133
Net eammgs (loss) per share — basic and dlluted ..................... $ 0.07 $ 0.1 $ (001 $ 026 $ 044
.$ 05 % 05 $ 2. .3 {0.6)

'(a) See Note 12, Sellmg, General and Administrative Expenses. The quarterly financial data for the 13 weeks ended May 3,
2003 and August 2, 2003 is net of gains of $1.6 million and $12.1 million, respectively, from the dlsposmon of real estate’
related to the assignment of two real estate leases.” The quarterly financial data for the 13 weeks ended May 3, 2003 and
August 2, 2003 also included charges of $5.1 million and $3.0 million, respectlvely, related to the Company s-store labor .

buyout initiative and corporate headcount reductlon program.
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: _Independent Auditors’ Rep'ort.\"~ B

‘_Board of Drrectors and Shareholders of
Pathmark Stores, Inc.. '

We have audited the accompanying consolidated balance sheets of Pathmark Stores, Inc. and subsidiaries (the
“Company”) as of January 31, 2004 and February 1, 2003 and the related consolidated statements of operations,
stockholders’ equity and cash flows for the 52 weeks ended January 31, 2004, February 1, 2003 and February-2,
2002. These financial statements are the responsibility of the Company’s management Our responsibility is to
express an opmlon on these’ ﬁnancral statements based on our audits. :

We conducted our audits in accordance with audltmg 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 financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. ‘An audit also includes assessing
the accounting principles used and signiﬁcantest‘imates made by management, as well as evaluating the overall
financial statement presentation.” We believe that our audrts provrde a reasonable basis for.our OmeOIl » ’

In our opinion, the consolidated financial statements present fairly, in all materlal respects, the consolidated
financial position of the Company as' of .January 31, 2004 and February 1, 2003, and the results of its
consolidated operations and its consolidated cash flows for the 52 weeks ended January 31, 2004, February 1,
2003 and February 2,2002, in conforrmty with accountmg prmcrples generally accepted in the United States of .
Amerrea :

As discussed in Note 110 the consolldated financial statements, effectwe as of February 3, 2002, the Company
changed its method of accounting for goodwill and other intangible assets to conform to Statement of Financial
‘ Accountmg Standards No. 142, “Goodwill and Other Intangrble Assets.” - ‘

~ As discussed in Note 1 to the consolldated ﬁnancral statements, effectlve as of February 3, 2002, the Company -
. changed its method of accounting for cash consideration received from vendors to comply with Emerging Issues
~ Task Force Issue No. 02-16, “Accountmg by a Customer (Includmg a Reseller) for Certam Consideration
Received from a Vendor.” :

Delortte & Touche LLP
New York, New York
April 8, 2004
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‘Ttem9. Changes in and Disagreements with Accountants on Accou‘ntingtand Financial Disclosure

None.

- Item OA. Controls and Procedures

* The Company’s management, with the part1c1patlon of the Company s Chief Executive Ofﬁcer and Chxef

Financial Officer, has evaluated the effectiveness of the Company’s disclosure controls and procedures pursuant -

“to Rule 13a-15(b) of the Exchange Act asof January 31, 2004. Based on that evaluation, the Company’ s Chief
‘Executive Officer arid Chief Financial Officer have concluded that, as.of January 31, 2004, the Company s
disclosure controls and procedures are effective in timely alerting them to material mformatton relatmg to the
Company requtred to be included in the Company s Exchange Act reports ‘

s

* There has been no change during the Company’s fiscal quarter ended" January’ 31 2004 in the Company s .

internal controls over financial reporting (as such term is defined in'Rules 13a<15(f)-and 15d- 15(f) under the

- Exchange Act) that has materially affected or is reasonably likely to materlally affect the Company S 1ntemal .

. controls over financing reporting.

Part IIT

"Item 10 Dlrectors and Executlve Ofﬁcers of the Reglstrant

Information required by thIS item will be mcluded in the registrant’ s 2004 Proxy Statement which w1ll be

 filed with the SEC within 120 days after January 31, 2004, and is mcorporated herein by reference, except that. )
information concerning the Executtve Officers of the Registrant is contamed in Part 1 of thlS Annual Report on

" Form 10-K..

Item 11. Executive Compensatlon ‘J

Informatlon required by this item will be included in the reglstrant s 2004 Proxy Statement wh1ch will be .

filed w1th the SEC w1th1n 120 days aﬁer January 31, 2004 and i is mcorporated herein by reference

Item 12. Securlty Ownershlp of Certam Beneflclal Owners and Management

 Information requlred by th1s item will b included. in the registrant’s 2004 Proxy Statement which will be -

ﬁled with the SEC w1thm 120 days aﬁer January 31, 2004 and is mcorporated herein by reference

Item 13. Certam Relattonshlps and Related Transactlons

Informatlon required by this item will be included in the reg1strant s 2004 Proxy Statement which w1ll be _

filed with the SEC within 120 days after January 31,2004, and is. mcorporated herein by reference.

Item 14. Pr1nc1pal Accountmg Fees and Servnces

- Informatlon required by this item will be 1ncluded in the registrant’s 2004 Proxy Statement Wthh will be
filed with the SEC within 120 days after January 31, 2004, and is incorporated herein by réference. :
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'»P‘art v o

Item 15. Exhlbrts, Flnanclal Statement Schedules and Reports on Form 8-K

(a).

)

(©)

'Exhrblts : ‘
© . The exhrbrts have been ﬁled wrth the SEC

Financial Statement Schedules R

. None required..

';'Reports on Form 8 K

On December 4, 2003 we fumrshed a report on Form 8-K to the SEC under Item 12 contammg our

: press release dated December 4 2003

On December 17 2003 we filed a report on Form 8-K W|th the SEC under Item 5 regarding'a. -
private placement of $50 million aggregate principal amount of our 8.75% Senior’ Subordinated--

~Notes, due 2012 and under Item 7 contammg our related press release dated December 12, 2003
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Signetures

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has
duly caused this report to: be 51gned on its behalf by the undersigned, thereunto duly authorized.

Date: April 8, 2004 - " Co Pathmark Stores, Inc
By » /s/ Eileen R. Scott
‘ ~ (Eileen R. Scott) .
+ Chief Executive Officer
By . /s/FrankG. Vitrano
- (Frank G. Vitrano)

Pre;ide_ni and Chief Financial Officer

Pursuant to the requrrements of the Secuntles Exchange Act of 1934 this report has been signed below by the
followmg persons on behalf of the reglstrant and in the capacities-and on the dates indicated.

Signature . o : o » L__g : “ . l_]_)lt_e
/s/ Eileen R. Scott. Director and Chief Executive Officer - April 8,2004
(Eileen R. Scott) - - (Principal Executive Officer) S ' ‘ '
/$/ Frank G. Vitrano | Director, President and Chief Financial Officer | ’ April 8, 2004
(Frank G. Vitrano) (Principal Financial Officer) - o K :
/s/ Joseph W. Adelhardt Senior Vice President and Controller -~ . = April 8,2004
(Joseph W. Adelhardt) " (Principal Accounting Officer) '
/s/ William J. Begley Director * . . O . ~ April 8,2004

(William J. Begley)’

/s/ Daniel H. Fitzgerald . Director * - 3 . April 8,2004
(Daniel H. Fltzgerald) o © o : o , ’

/s Eugene M Freedman  Director * P | - o ’ -April 8, 2004
(EugeneM Freedman) I : ' » ‘

/s/ James L. Moody, Jr. . Director* S R . “ April 8,2004. |
(James L. Moody, Jr.) ' o : S

/s/ Steven L. Volla ~ Director, Chairm'an * I | o - April 8, 2004
(Steven L. Volla) ST '

*By: - /s/ Marc A. Strassler -~
. (Merc A. Strassler)
Attorney-in-Fact

64




Designed by Curran & Connors, Inc. / www.curranconnors.com

Corporate infermation

Company Headquarters

Pathmark Stores, Inc.

200 Milik Street

Carteret, New Jersey 07008
732-499-3000

Website: www.pathmark.com

Annual Meeting

The Annual Meeting of sharehold-
ers will be held at 2:00 p.m. on

Jure 11, 2004 at the Company’s
headguarters at 200 Milik Street,
Carteret, New Jersey 07008.

Stock Listing

Pathmark’s common sfock

and warrants are traded on

The Nasdag Stock Market® under
the trading symbols PTMK and
PTMKW, respectively.

Transfer Agent, Registrar and
Warrant Agent

Mellon Investor Services LLC
85 Challenger Road
Ridgefield Park, New Jersey 07660

www. melloninvestor.com

Shareholder Information

For assistance regarding lost stock
certificates or transfers

of ownership, confact
800-279-1263.

For shareholder information and
copies of our financial reports,
access Pathmark's website:
www. pathmark.com and

click on "Investor Relations.”

A copy of the Company’s Annual
Report on Form 10K will be sent
without charge to any shareholder
upon request by contacting Investor
Relations and can be accessed
online ot www.pathmark.com.
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