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Marsh has put the wo







Talking stock of
who we are...

If you look in the NASDAQ stock market listing, you'll
find Marsh under the symbols MARSA and MARSB.

But if you look more closely into who we are, you'll find
that those letters of the alphabet truly don’'t come close
to defining us.

Since 1931, Marsh Supermarkets, Inc. has grown to

meet the constant evolution of the consumer and then
pioneered ways to enhance their lifestyles. To many, the
words quality, service, value and fresh are clichés. To us,
they are benchmarks. Ways to measure our success and
our worth. As one of the largest regional grocery chains
in America, we operate 67 Marsh® stores, 37 LoBill® Foods
stores, 9 O’'Malia's® Food Markets, 164 Village Pantry®
convenience stores and 1 Savin*s™ store throughout
Indiana and western Ohio. The Company also operates
other enterprises including Crystal Food Services” which
provides upscale catering, cafeteria management, office
coffee, vending and concessions; Primo Banquet
Catering and Conference Centers; Floral Fashions®;
McNamara® Florists and Enflora®, Flowers for Business.

But the number of companies, services and stores mean
nothing if the customer is not our number one priority.
And that has been our focus from that first store on West
Jackson Street in Muncie, Indiana, to our bold new
“Lifestyle” format, fit for a new century. Much has
changed except for our diligence to remain the best store
in town. And that defines the Marsh Difference.
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Marsh Supermarkets, Inc.

A Letter from
the Chalirmamn

With a merchandising emphasis that can best be
described as a celebration of food, “FRESH” has been
Marsh Supermarkets’ brand promise for over a decade.
FRESH produce, FRESH meat, FRESH deli, FRESH flowers
and the FRESH IDEA card have been key identifiers of our
Company. Now, Marsh Supermarkets is reinforcing its brand
image with our new campaign, “EXPERTS IN FRESH.”

Across all of our divisions, Marsh is known for FRESH
food. The supermarket division distinguishes Marsh,
LoBill Foods and O’Malia’s Food Markets from other food
retailers with its focus on FRESH, high quality food,
superior service and a wide selection of products. Each

brand delivers on this promise in its own unique way.

Village Pantry promises to provide “FAST, FRESH AND
FRIENDLY” service to its convenience store customers.
McNamara Florist delivers only the FRESHEST flowers
and Crystal Food Services guarantees a FRESH food

experience for every dining occasion.

By setting ourselves apart from the competition with
unsurpassed FRESH products, we have been able to report
positive financial results. Net income was $3.0 million for

Fiscal 2004, and earnings per diluted share were $0.38. In

both our third and fourth quarters, operating income

exceeded last year.

Several strategic initiatives and innovations have and will
continue to contribute to our continued success. In Fiscal
2004, we opened our new Marsh “Lifestyle” supermarket, I
believe this store is revolutionary in its concept. The design
process started by identifying customer needs. This meant
breaking with the traditional concept of category man-
agement and grouping products together Iy customer
solutions. For example, cake mixes and ingredients are
sold in the same section as freshly prepared, decorated
cakes and pastries. Upon entry into the store, a customer is
greeted with our FRESH assortment of flowers and produce,
demonstration stations and a gourmet coffee bar. Around
the center is what can best be described as a village of
solution-driven shops including deli, bakery, meat,
seafood, pharmacy, wine and the pantry, etc. The concept
cannot be adequately described in words. You need to
visit the store to understand, as the concept breaks all the
traditional design and layout rules. We are pleased with

the resulting functional layout and ambience.

FRESH merchandising and promotions strengthen our
position in the supermarkets. A good example is our
refresh program in which products are repositioned
by purchasing pattern, giving our customers a new

dimension in convenience.

The speed of new item introductions has been increased
in order to offer our customers FRESH alterna:ives as soon
as they are available. Additionally, private label penetra-
tion improved over last year as our customers recognize

the quality and comparability to the national brands.

Our convenience stores are focusing on maintaining
in-stock positions on critical items. A FRESH supply of
inventory on all key items ensures that we don’t miss a
sale opportunity. During the fourth quarter, Village Pantry
changed its primary supplier and initiated its in-stock
program. The result was stronger comparable store sales
and improved gross profit. Fuel pricing was another focus
during the past year. Even with the volatility of gasoline

prices, we are pleased with the increase in comparable



gallons sold while maintaining fuel margins ahead of

last year.

McNamara Florist renewed its emphasis on FRESH flowers
and inventory management. McNamara sources much of
its product direct from the grower, eliminating steps and
time from the distribution chain. This means fresher and

longer lasting flowers for our customers.

During the year, McNamara opened one new store and is
merchandising its marketplace concept inside three
additional supermarkets. The new store is in a free
standing building with our new Trios restaurant offering
quick serve, casual dining, operated by Crystal Food
Services. The combined units use the flower shop as a
design and visual display element, creating a unique and
synergistic ambience for the restaurani. I ain pleased by

our customers’ reactions to this new concept.

Crystal Food Services had an outstanding year — the best
in its history. In addition to providing event catering,
cafeteria management, vending and fresh roasted coffee,
Crystal’s central kitchen is providing food for our troops,
and is taking their FRESH food experience to a new level
by developing products for sale to other food providers.
Crystal’s attention to detail and commitment to execu-

tion are second to none in our region.

..As a Company, we are constantly striving for FRESH
IDEAS, from new trends and tactics to more efficient
operations. We are striving to be the best. The only way to
succeed in today’s business world is to adapt and change,
and change rapidly. We will remain FRESH in everything
we do, and we are fostering a culture that accepts change

easily and willingly.

Throughout Fiscal 2004, the entire Company continued
its efforts on streamlining its operations, reducing sell-
ing, general and administrative expense, and enhancing

gross profit.

I am pleased with the results of our cost savings initiatives
of the past year, and I am confident that we will continue

to find opportunities for further improvement.

FRESH perspectives on asset management contributed to
the Company’s improved cash flow. Qur focus on FRESH
inventory resulted in lower inventory levels, improved
inventory turns, and increased accounts payable leverage.
The increase in net cash provided by operating activities,
along with lower cash capital expenditures, enabled the
Company to reduce debt by $26.5 million. The Company
purchased and subsequently retired $16.8 million of its
8 7/8% senior subordinated notes, and reduced
its outstanding balance on the revolving credit agree-
ment. The lower debt balance and lower interest rates

reduced interest expense by $4.2 million in Fiscal 2004.

As we move into Fiscal 2005, new challenges await. While
the competitive landscape in terms of new store develop-
ment has slowed compared to prior years, several new
stores are still expected to open in our market area. We are
accustomed to incoming competition, and we are strate-
gically prepared. We plan to further differentiate ourselves
from the competition by emphasizing our core values of

FRESH high-quality food, service, value and innovation.

We plan to continue our growth through new stores and
remodels. Our plans include one new “Lifestyle” store, one
conventional supermarket, two new concept supermarkets
called Arthur’s, one LoBill Foods and the conversion of

two supermarkets to a LoBill Foods format.

Fiscal 2004 was a challenge for our market area. Central
Indiana continued to be plagued by the effects of a poor
economy and significant job losses. This difficult economy
affected our customers, our employees, and our families.
I am pleased with the resolve of our employees in striving
for operational efficiencies which reduced our selling,
general and administrative expenses this past year.
During the year, our employees put forth their best efforts.
Their dedication makes our Company successful. I thank
all of them for their hard work. It is their commitment and
dedication that will make Fiscal 2005 even better.

Do 2 e L

Don E. Marsh
Chairman of the Board and

Chief Executive Officer







Four unique formats...One
distinct purpose designed for our
CUSTOMErS.

Walk into each of our four grocery siore formats and you will gain a unique perspective on the
lifestyles we strive to accommodate. Marsh Supermarkets set the standard for mainstream grocery
shopping. But aur innovative approach tc quality, freshness and store design means we're anything
but mainstream. Well knoewn as “Experts in Fresi,” no other store compares to gur freshness,
quality and variety. Marsh chooses ranchers who raise and hand select only the highest grades of
grain fed, preservative free, Black Angus beef. We are just as demanding in other areas as well.
Frem our fruits and vegetables to our unrelenting produce inspectors, we continue tc be industry

leaders, and because of that, we have created quite a following.

LoBill Foods stores are a more conventional size store with a no frills approach and “rock bottom
low prices” in grocery, meat and produce. Perfect for the budget-minded customer who doesn't
want to sacrifice quality. The O’Malia’s Food Markets have discerning customers who rely on them
for hard-to-find specialty products and seek the finest meats in the area. Unique labels and service
can always be found at O’Malia’s. The fermat for Savin®s is a self-service store with a limited

assortment true to its name by offering the lowest possible prices.
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It has long been cur philosophy at Marsh that “freshness” isn't a buzzword but a watchword.

You can't fake fresh. That’s why all sur policies, practices and standards have become a part

of our culture. We set those standards and pass our core values on to every new employee so that
our way of thinking becomes their way of thinking. It works. You can see it throughout cur deli
cases. You can taste it with every meat, cheese or seafood tray you order. The belief that “fresh is
king” starts with our buyers, is eniorced by our inspectors in the warehouse and is finally proven
by our custemers’ loyaity. Nothing has a higher priority at Marsh than the flavor of our fruit, the
aroma of our baked goods and the tenderness of our steaks. We are “Experts in Fresh.” At Marsh

that is not just three words, it is a single vision.
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Zvery nook and cranny of our steres
are filled with international delights
from nearly every region and province
of the globe. Whether it's wine and
cheese or coffees and teas, we've
researchred and selected some of the
most intriguing labels ever to grace
your paniry. But just as compeiling as
the international brands is the
discovery of products grown by our
neignbors and friends in the markets
we serve. We have them beth. Across
the ccean or across the state. And
under our own private label, we also
deliver top tier quality at surprisingly
low prices. Value in every purchase,
Haver in every bite. Even our
Pharmacy and Health and
Beauty departments are
tocused on providing a
breadth of popular name
brands and private label
preferences at
value prices.
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proven to be a

popular recipe.

As the premier caterer in Indiana and the 18th
largest food service company in the country,
Crystal Food Services is doing semething right.
That something is the food and the service.
Everything else is secondary. This dedicaticn and
focus is seen in all cur service areas from banquet

facilities, catering and corporate cafeteria

management to vending, office coffee and feod
production at our own Central Kitchen. We now have
our own coffee roasting facility so we can perfect and
customize the flavors of cur coffees to our customers
tastes. Southern Heritage Coffee Company serves
customers in 486 states. it's just another example of
Crystal Food Services living up to its name. Whether
it’s a formal breakfast, a buffet, a light lunch or an
elaborate gala, Crystal can provide menu planning
and event coordination right down to sweeping up
and shutting off the lights. Some of the area’s higher
profile events and venues include the races at the
Indianapolis Motor Speedway, the Indianapolis Zoo,
the NCAA Hall of Champions and the RCA Tennis

Championships, all rely on Crystal. And for good S

reason. The food and the service. Everything else
is secondary.










Cur strength in flowers continues to grow along with cur market share. With four
distinct brands, Marsh continues te gain floral customers. Qur upscale retail florist,
McNamara, is well respected and is steadily building a strong reputation of
unmatched quality and service. It continues to be one of the top 20 FTD Florists in
the United States and Canada. In corporate circles, Enflora, Flowers for Business,

is our brand that truly means business. Floral Fashions operates boutiques within
our supermarkets and is the perfect blend of convenience and

value. MicNamara Marketplace addresses the
seif-service environments such as
hospitals, gift stores and bookstares while
also operating inside O’Malia’s Food Markets.
From individual, fresh cut flowers and
spectacular arrangements tc gifts
and planters, Marsh
Supermarkets is able to provide
those who love flowers a diverse
selection of options. The future locks

rather sunny incdeed.
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At Village Pantry, it’s all about convenience, which means it’s all about our customers.
That's one reason we have over 164 locations. We ge out of our way s you don't have
to go out of yours. We carry the things to get you on your way fast without foregoing
guality. Cur donuts are made fresh daily and our private blends of
Bean Brothers coffee are ground fresh by our very own roasters.
Our fresh deli sandwiches are also made the very
day you order them. Of course, the fuel for
your other tank is provided by Marathon®,
a name America has come to trust.
Nothing escapes our philosophy of fast,
iresh and friendly. At Village Pantry, you

i - might say we know the ins and outs

of convenience.







We believe giving back to the
(TD

community is a wonderful way
to move it forward.

From our very inception, Marsh has always believed the best reason to give to
a “cause’...is just because. Just because we are part of the community. Just
because it’s the right thing to do. Just because we can. Qur support of many
diversified programs and charitable events enables us to give back to
communities of loyal customers. It’s part of our responsibility. It's being a goed
neighbor. Over the years, Marsh has supported hundreds of causes that have,
in turn, positively touched thousands of lives. From education and health
programs to arts and cultural endeavors. We believe in helping in very tangible
and meaningful ways. So whether you see cur name supporting a large sports
team or a program for a smaili child, one thing is sure, you'll know

that we are not standing on the sidelines, we're standing

behind the community.
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FINANCIAL HIGHLIGHTS

(in thousands, except per share amounts and number of stores)

200 2003 2002
Totalrevenues ..............covviiiiinn... $1,653,915 $1,655,735 $1,642,599
Income from continuing operations. . ....... 3,037 406 11,541
Diluted earnings per share from
continuing operations. ................... $.38 $.05 $1.31
Dividends declared per share............... .52 46 44
" Totalassets ... $542,405 $549,322 $583,230
Long-term liabilities....................... 245,074 267,981 284,380
Shareholders’ equity....................... 128,276 127,809 140,797
Bookvalue pershare ...................... $16.14 $16.08 $17.66
Number of shares outstanding at year end. . . 7,948 7,947 7,972
Income from continuing operations
as a percentage of:
Sales and otherrevenues ................. 2% n/m 7%
Average shareholders’ equity.............. 2.4% 3% 8.3%
Stores open at year-end:
Supermarkets .............. . o il 114 112 109
Convenience stores ...................... 164 167 191

n/m = not meaningful

Marsh®Supermarkets, Inc. was founded in 1931 with one store in Muncie, Indiana. In 1953, the Company went public with 16 stores.
Today, it is a leading regional food retailer headquartered in Indianapolis, Indiana. The Company operates 67 Marsh® Supermarkets,
37 LoBill® Foods, 9 O’Malia’s® Food Markets, 164 Village Pantry® convenience stores, and 1 Savin*$™ store, all in Indiana and Ohibo,

Crystal Food Services™, a specialist in catering, office coffee, coffee roasting,

business cafeteria management, vending and concessions, Primo Banquet

Catering and Conference Centers, Floral Fashions®, and McNamara® Florist

and Enflora® Flowers for Business.

The 14,300 Marsh employees serve approximately two million customers

each week.
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(in thousands, except per share amounts)

March 27, March 29, March 30, March 31, April 1,

As of and for the year ended 2004 2003 2002 2001 2000
Totalrevenues ..............coovvevin... $1,653,915 $1,655,735 $1,642,599 $1,545,903 $1,423,736
Income from continuing operations before

incometaxes . .........covvvvvieiinnn.. 5,556 1,544 17,613 15,795 15,480
Income from continuing operations. ... ... 3,037 406 11,541 10,646 10,459
Discontinued operation:

Income (loss), netoftax................ - - (859) 1,290 1,807

Gain (loss) on disposal, netoftax........ - {354) 2,726 - -
Netincome..................ooiiin... $ 3,037 $ 52 $ 13,408 $ 11,936 $ 12,266
Basic earnings per common share:

Continuing operations ................. $.38 $.05 $1.45 $1.30 $1.25

Discontinued operation ................ - - (11 .16 .22

Disposal of discontinued operation. .. ... - (.04) .34 - -
Netincome...........c.o.ovoiiiiien. ... $.38 $.01 $1.68 $1.46 $1.47
Diluted earnings per common share:

Continuing operations . ................ $.38 $.05 $1.31 $1.20 $1.16

Discontinued operation ................ - - (.09) 13 .18

Disposal of discontinued operation. ... ... = {.04) .29 - -
Netincome.............coovvieeenno... $.38 $.01 $1.51 $1.33 $1.34
Dividends declared per share............. $.52 $.46 $.44 $.44 $.44
Totalassets ... $542,405 $549,322 $583,230 $577,814 $567,005
Long-term liabilities..................... 245,074 267,981 284,380 276,848 244,590
Total shareholders’ equity................ 128,276 127,809 140,797 138,276 132,912




MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

General

At March 27, 2004, Marsh Supermarkets, Inc. (the “Company”
or “Marsh”) operated through wholly-owned subsidiaries, 114
supermarkets under the Marsh, LoBill Foods, O’Malia Food
Markets and Savin*$ banners, and 164 Village Pantry conven-
ience stores in central Indiana and western Ohio. Marsh also
owns and operates Crystal Food Services, which provides
upscale catering, vending, concession, coffee roasting and distri-
bution, and business cafeteria management services; and
McNamara, which operates six upscale retail floral shops under the

name McNamara and one business florist under the name Enflora.

Business Overview

Revenues from supermarket operations represented 80.1% of
total revenues for 2004, while convenience stores and food
services contributed 15.6% and 3.3% of revenues, respectively.
Revenues for 2003 from supermarkets, convenience stores and
foodservices were 81.0%, 14.8% and 2.9%, respectively, of
revenues. Data from various non-affiliated sources reported
Marsh Supermarkets’ market share at #1 or #2 in its marketing

area as of February 2004.

Market Trends
The Company’s efforts to increase revenues have been affected
primarily by competitive store openings and remodels and the

challenging local economy. The rate of competitive store open-

~ ings has slowed during the current year; at March 27, 2004,

there were 7 major competitors’ stores opened or remodeled
within the last 12 months, compared to 17 at March 2003 and
21 at March 2002. The Company believes that the number of

competitors’ new store openings has peaked. However the

Company believes that new competitive stores will continue to
be opened in the Company’s market. Employment in the
Indianapolis metropolitan area increased 1.0% from March

2003 to March 2004.

The Company's ability to increase gross profit rates has been
hindered by competitive pricing and promotional activity for
the past several quarters. However, the Company’s promotional
spending, including double coupon value, special offers, trips
and prizes, for the year ended March 27, 2004, was significantly
lower than the year earlier. Future levels of promotional spend-

ing will be dictated primarily by competitive pressures.

Management Focus
Given the continued pressures on revenues and gross profit rates,
the Company’s management has focused on merchandising

plans, expense reduction, asset management and cash flow.

The Company believes it is differentiated from its competitors by
marketing and merchandising. Two new “lifestyle” supermarkets
were opened in the last half of fiscal year 2004, with one store
in a new market. Product placement and presentation in the
new stores is dramatically different from both the Company'’s
traditional supermarkets and competitor’s stores. The new
lifestyle stores are designed to complement the Company’s
emphasis on the fresh departments, which include meat, deli,
bakery and produce, and also to better align category placement
to customer shopping patterns. While it is too early to predict the
success of the new format, customer acceptance, in the short
term, has been good. The Company expects to take the new

format to other select sites outside its current marketing area.

In January 2003, management identified a number of potential
cost improvement initiatives that the Company pursued during
its third and fourth quarters of fiscal year 2003 and continuing
into fiscal year 2004. Those initiatives included seeking greater
efficiencies in store labor scheduling, changes to employee
medical benefits plans, lowering interest expense by replacing
fixed rate debt with lower variable rate debt, and improvements
in warehousing and delivery logistics. The initiatives completed
to date have partially offset other increases in selling, general

and administrative expenses.

21
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The following table sets forth certain income statement components, expressed as a percentage of sales and other revenues, and the

percentage change in such components:
il

Totalrevenues ...t
Gross profit. . ... e
Selling, general and administrative ..................
Depreciation .........ccoiiiiiiiiii i
Operating iNComMe. ......oviti ettt anan
Interest .. ...uen e
Other non-operatingincome........................
Income from continuing operations

before incometaxes ......... ... .. .. oL
Incometaxes .......oovii i i e

n/m = not meaningful

Total Revenues

Consolidated total revenues were $1,653.9 million in 2004,
compared to $1,655.7 million in 2003. Fuel sales were $122.5
million in 2004 compared to $107.8 million in 2003. Consoli-
dated total revenues excluding fuel sales were $1,531.4 million
for 2004, compared to $1,547.9 million in 2003. The Company
excludes fuel sales from its analysis of revenues and comparable
store sales and believes it is useful information for others
because fuel prices fluctuate widely and frequently. Sales in
comparable supermarkets and convenience stores declined
1.4% in 2004 from 2003. Sales in comparable supermarkets and
convenience stores excluding fuel sales declined 2.5% in 2004
from 2003. A store is included in comparable stores beginning
in the four-week period after the store has been in operation
a full year. Replacement stores and format conversions
are included in the comparable store sales calculation.
Competitors’ new store openings and continued high levels
of competitive promotional activity combined with a weak

economy continue to adversely affect comparable store sales.

Consolidated total revenues included gains from sales of property
of $3.0 million and $8.2 million for 2004 and 2003, respectively.
Although results may vary from period to period, future real

estate gains are not expected to equal or exceed historical levels

Percentage of Revenues

Year Ended Percentage Change
March 27, March29, March 30, 2004 2003
2004 2003 2002 vs. 2003 vs. 2002
100.0% 100.0% 100.0% 0.1)% 0.8%
30.1 29.7 30.4 1.0 (1.2)
27.1 26.9 26.5 0.8 2.2
1.5 15 1.4 -22 6.9
14 1.4 24 45 (43.6)
1.2 1.4 1.4 (18.1) 3.3
0.1 (0.1) - (55.9) n/m
0.3 0.1 1.1 259.8 (91.2)
0.2 0.1 0.4 ‘121.4 (81.3)
0.2 - 0.7 n/m (96.5)

due to the limited real estate holdings available for sale in the
normal course of business, which could materially adversely

affect the Company'’s results of operations.

Consolidated total revenues were $1,655.7 million in 2003
compared to $1,642.6 million in 2002. Fuel sales were $107.8
million in 2003 compared to $127.7 million in 2002. Consolidated
total revenues excluding fuel sales were $1,547.9 million in
2003 compared to $1,514.9 million in 2002. Comperable store
sales excluding fuel sales declined 3.1% in 2003. Increased
competitive square footage and promotions, a weak economy

and food deflation contributed to the decline in same: store sales.

A reconciliation of total revenues to total revenues excluding
fuel, and to comparable store merchandise sales for

supermarkets and convenience stores is shown below:

2004 2003
Total Revenues.............ooovvvnn. $1,653,915  $1,655,735
Lessfuelsales....................... 122,518 107,831
Total Revenue excluding fuel ......... 1,531,397 1,547,904
Less non-comparable sales........... 124,897 105,405
Comparable store merchandise sales. . $1,406,500  $1,442,499




Gross Profit

Gross profit is calculated net of promotional expenses, and
warehousing and transportation costs, excluding depreciation.
Gross profit as a percentage of revenues may not be comparable
to other supermarket retailers as purchasing personnel costs

and advertising expenses are not included in the calculation.

In 2003, the Company changed its accounting policy with
respect to slotting allowances and similar consideration
received from vendors. As more fully discussed in NOTE 2 -
RECENT ACCOUNTING PRONOUNCEMENTS, the Company
had previously recognized certain vendor allowances when the
Company had fulfilled its obligations under the related contract.
Effective January 1, 2003, the Company now includes those
allowances as a reduction in inventory value. Adoption of this
policy resuited in a decrease in gross profit of $5.6 million for

fiscal year 2003,

Consolidated gross profit was 30.1% of total revenues in 2004
compared to 29.7% in 2003. Consolidated gross profit excluding
fuel was 31.9% in 2004 and 31.2% in 2003. The lower gross
profit rate in 2003 was primarily attributable to the change in

accounting for vendor consideration.

In 2003, consolidated gross profit was 29.7% of total revenues
compared to 30.4% in 2002. Consolidated gross profit excluding
fuel was 31.2% in 2003 compared to 31.5% in 2002. The lower
gross profit rate in 2003 was primarily attributable to the change

in accounting for vendor consideration.

Selling, General and Administrative Expenses
Selling, general and administrative (SG&A) expenses include store
expenses, administrative and corporate expenses, advertising and

purchasing personnel costs.

In 2004, consolidated SG&A expenses were 27.1% of consolidated
sales and other revenues compared to 26.9% in 2003. The increase,
as a percentage of consolidated total revenues, was primarily
attributable to higher building and equipment rent and repairs,
advertising, store opening costs and credit card fees. Excluding
supermarket format conversions, wages in stores open both
years decreased 3.8% in 2004 from 2003 due to improved labor

scheduling utilizing store specific labor profiles.

In 2003, consolidated SG&A expenses were 26.9% of consolidated
sales and other revenues compared to 26.5% in 2002, The increase,
as a percentage of consolidated total revenues, was primarily
attributable to higher medical benefits costs, building and
equipment rent and repairs, workers compensation and credit
card fees, partially offset by lower wage costs. Excluding super-
market format conversions, wages in stores open both years
decreased 4.3% in 2003 from 2002 due to continued efforts to

improve labor efficiency.

During the fourth quarter of 2003, the Company announced a
reorganization in headquarters staff, the discontinuance of its
home delivery service and the closing of a LoBill supermarket.
As a result of the headquarters staff reorganization, the Com-

pany recorded a $1.1 million charge against earnings in 2003.

Depreciation

Depreciation expense was $25.0 million, $24.5 million and
$22.9 million in 2004, 2003, and 2002, respectively. Expressed as
a percentage of revenues, depreciation expense was 1.5% in
both 2004 and 2003, and 1.4% in 2002.

Interest

Interest expense was $19.1 million in 2004, $23.3 million in
2003, and $22.5 million in 2002. As a percentage of revenues,
interest expense was 1.2% in 2004 and 1.4% in both 2003 and
2002. The decline in expense for 2004 resulted from repurchases
of some of the Company’s 8 7/8% senior subordinated notes in
2004 and 2003 and retirement of the Company’s 7% convertible

notes in 2003.

Other Non-operating Income

In 2004, the Company purchased $16.8 million of its outstanding
8 7/8% senior subordinated notes on the open market at discounts
to face value resulting in gains of $1.0 million, net of pro-rata
debt issuance costs. In 2003, the Company repurchased $30.5
million of its 8 7/8% senior subordinated notes resulting in gains

of $2.2 million, net of pro-rata debt issuance costs.

Income Taxes

The effective income tax rate was 45.3% for 2004, 73.7% for 2003,
and 34.5% for 2002. The increase in the effective rate for 2004 and
2003 over 2002 was due primarily to decreased deductions and

the decline in pretax income.
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Capital expenditures and major capital projects completed

during the last three years consisted of:

2004 2003 2002
Capital expenditures (millions). .. ... $26.5 $48.7 $66.0
Supermarkets o T o
New/acquired stores ............. 4 3 13
Closed stores ............cocvu... 1 1 2
Major remodels/expansions. ... ... 1 3
Format conversions .............. 1 1
Convenience stores
New/acquired stores ............. - - 7
Closedstores ...........ccooev.. 3 22 10

In 2004, the Company constructed two new supermarkets,
acquired two supermarkets, remodeled one supermarket,
began the remodel of one supermarket, and converted one

Marsh store to the LoBill format.

In 2005, the Company plans to open two new Marsh super-
markets and one new LoBill Foods, convert two supermarkets
to the LoBill format, remodel two supermarkets and construct
two new smaller format supermarkets. The cost of these projects
and other capital commitments is estimated to be $60 million.
Of this amount, the Company plans to fund approximately $27
million through sale/leasebacks or build to suit arrangements,
$13 million through equipment leasing and believes it can

finance the balance with internally generated funds.

The Company’s plans with respect to store constru-ction,
expansion, conversion and remodeling are subject to known and
unknown risks and uncertainties and may be revised in light of
changing conditions, such as competitive influences, its ability
to successfully negotiate site acquisitions or leases, zoning
limitations and other governmental regulations. The timing of
projects is subject to normal construction and other delays. It
is possible that projects described above may not commence,
others may be added, a portion of planned expenditures with
respect to projects commenced during the current fiscal year
may carry over to the subsequent fiscal year, and that the

Company may use other financing arrangements.

Liquidity and Capital Resources

Net cash provided by operating activities during 2004 was
$43.7 million, compared to $38.4 million in 2003. During 2004,

working capital decreased $6.9 million. In 2004, inventories
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million, both due to greater management focus. Recoverable

income taxes increased $5.4 million.

For 2004, investing activities consisted primarily of $26.5 million
in expenditures for acquisition of property, equipraent and land
for expansion. The Company’s capital requirements are tradi-
tionally financed through long-term borrowings and lease
financings, including capital and operating leases, and internally
generated funds. The Company anticipates continued access to

such financing sources.

The Company’s long-term debt and capital lease obligations,
net of current maturities, were $202.3 million at March 27, 2004,
compared to $227.2 million at March 29, 2003. During 2004,
the Company repurchased $16.8 million of its 8 7/8% senior
subordinated notes, and during 2003, the Company retired
$19.9 million of its 7% convertible debentures and repur-
chased $30.5 million of its 8 7/8% senior subordinated notes.
At March 27, 2004, 83% of the long-term debt and capital lease
obligations were at fixed rates of interest with a 9.4% weighted-
average rate, and 17% were at variable rates of interest with a 4.0%

weighted average rate.

In October 2003, the Company’s revolving credit facility was
amended with the effect of a) decreasing permittecl borrowings
to $82.5 million from $95.0 million, b) increasing the carrying
cost of land and buildings securing the facility to $70.1 million
from $49.6 million, and c¢) modifying the measures of certain

financial covenants.

In August 2003, the Company elected not to renew a bank

commitment for short-term borrowings of up to $3.0 million.

Long-term contractual obligations {in millions) as of March 27, 2004:

Payments due by period

Lessthan 1-3 4-5  After5
Total lyear years years years
Long-term debt,

including current
maturities. .......... $176.8 $24 $ 431 $1094 $ 219
Capital leases.......... 60.5 4.4 8.9 3.7 38.5
Operating leases. ...... 2754 345 58.1 416 1412
Purchase obligations...  34.2 12.0 222 - -
Total........ccooeennn. $5469  $53.3 $1323 $159.7 $201.8




Assuming no change in the amount or interest rates of the
Company’s long-term debt, the approximate payments for
interest on long-term debt will be $14.5 million in 2005 declining
each year to $13.0 million in 2009.

Repurchase of Common Shares

In July 1994, the Board of Directors announced a plan for the
repurchase of its Class A Common Stock and/or Class B Common
Stock. The amount originally authorized has been subsequently

amended, most recently to $18.0 million.

Repurchases during 2004 were as follows:

Class A shares Class B shares

Average Average

Begin End Number price.  Number  price
09/01/03  09/30/03 - - 100 11.15
10/01/03  10/31/03 11,400 11.14 500  11.09
11/01/03  11/30/03 3,749 1065 100 111t
12/01/03  12/31/03 200 1093 100 10.86
01/01/04  01/31/04 4,600 12.46 - -
02/01/04  02/29/04 200 13.70 - -
03/01/04  03/31/04 100 13.24 _ 600 12.54
Total 20,249 11.38 1,400 11.70

All of the share purchases in 2004 were made under the plan.
At March 27, 2004, the maximum amount that may yet be
purchased under the plan was $1.8 million. The plan does not

have a specified termination date.

Market Risk — Interest

The Company, as a policy, does not engage in speculative or
leveraged transactions, nor does it hold or issue financial
instruments for trading purposes. The Company is exposed to
changes in interest rates primarily as a result of its borrowing
activities. Based on interest rates at March 27, 2004, a 1%
change in interest rates would not have had a material impact

on the Company.

Critical Accounting Policies and Estimates

The preparation of financial statements requires management
to make assumptions and estimates that can have a material
impact on the reported results of operations. Although manage-
ment applies its judgment based on assumptio'ns believed to be
reasonable under the circumstances, actual results could vary
from those assumptions and it is possible that materially different

amounts would be reported using different assumptions.

The Company is self-insured for most healthcare claims, workers
compensation claims, and general liability and automotive liability
losses. Reported claims and related loss reserves are estimated
by third party administrators. Claims incurred but not reported
are recorded based on historical experience and industry trends,
which are continually monitored, and accruals are adjusted when

warranted by changes in facts and circumstances.

Pension and other retirement benefits are evaluated with the over-
sight of the Company’s retirement committee. Qutside actuaries
are consulted to determine appropriate assumptions and are

engaged to perform the calculation of estimated future obligations.

Long-lived assets are depreciated over estimated useful lives
based on the Company’s historical experience and prevailing
industry practice. Estimated useful lives are periodically
reviewed to ensure they remain appropriate. Long-lived assets are
tested for impairment whenever an event occurs that indicates

an impairment may exist.

Income tax assets and liabilities are recognized generally based
upon tax statutes, regulations and case law, but also include
estimates. The estimated amounts are reviewed periodically and
adjusted based upon factual changes and the related impact on

management’s judgment.

The Company receives allowances and credits from many of the
vendors whose products the Company purchases for resale.
Allowances that are related to a specific purchase quantity are
recorded as a component of the item cost of inventory and
recognized in merchandise costs when the item is sold. Other
allowances include consideration received for new item introduc-
tion, item shelf placement and temporary retail price reduction.
Due to system constraints and the nature of certain of these
allowances, it is sometimes not practicable to apply allowances
to the item cost of inventory. In those instances, the allowances
are applied as a reduction of merchandise costs using a system-
atic and rational methodology, which results in the recognition

of these incentives when the related merchandise is sold.

Notes and accounts receivable are reviewed for collectibility on
a regular and periodic basis. Valuation allowances are adjusted
for small recurring type transactions based on past experience,
while large notes and amounts receivable are reviewed and

allowances adjusted on a specific transaction basis.
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This report includes certain forward-looking statements (statements other than those made solely with respect to historical fact).
Actual results could differ materially and adversely from those contemplated by the forward-looking statements due to known and
unknown risks and uncertainties, many of which are beyond the Company’s control. The forward-looking statemeats and the
Company’s future results, liquidity and capital resources are subject to risks and uncertainties including, but not limited to, the
following: the entry of new competitive stores and their impact on the Company; the Company’s ability to improve comparable store
sales; the level of discounting and promotional spending by competitors; the stability and timing of distribution incentives from
suppliers; the level of margins achievable in the Company’s operating divisions; softness in the local and national economies and the
general retail food industry; the success of the Company’s new and remodeled stores, including image and rebranding programs;
potential interest rate increases on variable rate debt, as well as terms, costs and the availability of capital; the Company’s ability to
control employee medical costs; uncertainties regarding future real estate gains due to limited real estate holdings available for sale;
the ability of the Company to predict and respond to changes in customer preferences and lifestyles; the ability of the Company to
respond to commodity price fluctuations; uncertainties regarding gasoline prices and margins; the Company’s ability to control costs
including labor, rent, credit card, and workers compensation and general liability expense; the Company’s ability to imptement cost
improvement initiatives; uncertainties related to state and federal taxation and tobacco and environmental legislation; the Company’s
ability to collect outstanding notes and accounts receivable; uncertainties associated with pension and other retirement obligations;
the successful economic implementation of new technology; the impact of any acquisitions and dispositions; the timely and on budget
completion of store construction, expansion, conversion and remodeling; and other known and unknown risks and uncertainties. The

Company undertakes no obligation to update or revise any forward-looking statements to reflect subsequent events or circumstances.




REPORT OF MANAGEMENT ON RESPONSIBILITY FOR FINANCIAL REPORTING

The management of Marsh Supermarkets, Inc. is responsible for the preparation and integrity of the consolidated financial statements
included in this annual report. The financial statements were prepared in accordance with accounting principles generally accepted
in the United States and necessarily include some amounts based on management's best estimates and judgment. All financial information
appearing in this annual report is consistent with that in the financial statements.

The Company maintains a system of internal controls designed to provide reasonable assurance, on a cost-effective basis, that assets
are safeguarded and transactions are properly authorized and recorded accurately in the financial records. The Company believes
its control system is enhanced by its long-standing emphasis on conducting business in accordance with the highest standards of

conduct and ethics.

Independent auditors, Ernst & Young LLP, have audited the accompanying financial statements. Their report is included herein. Their
audits, conducted in accordance with the standards of the Public Company Accounting Oversight Board (United States), included the
review and evaluation of selected internal accounting controls for purposes of designing their audit tests.

The Audit Committee of the Board of Directors meets periodically with the independent auditors to discuss the scope and results of

their audit work, their assessment of internal controls, and the quality of the Company’s financial reporting. The independent auditors
are engaged by the Board of Directors, upon recommendation of the Audit Committee.

Do 2 ol Togles B 03 WVW/—

Don E. Marsh Douglas Dougherty Mark Varner

Chairman of the Board and Senior Vice President, Vice President -

Chief Executive Officer Chief Financial Officer and Corporate Controller
Treasurer

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Shareholders and Board of Directors of Marsh Supermarkets, Inc.

We have audited the accompanying consolidated balance sheets of Marsh Supermarkets, Inc. as of March 27, 2004 and March 29, 2003,
and the related consolidated statements of income, changes in shareholders’ equity and cash flows for each of the three years in the
period ended March 27, 2004. These financial statements are the responsibility of the Company’s management. Our responsibility is
to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). 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 significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial position of
Marsh Supermarkets, Inc. at March 27, 2004 and March 29, 2003, and the consolidated results of its operations and its cash flows for
each of the three years in the period ended March 27, 2004, in conformity with U.S. generally accepted accounting principles.

As discussed in NOTE 2, the Company adopted Emerging Issues Task Force Issue No. 02-16, “Accounting by a Customer (Including a

Reseller) for Certain Consideration from a Vendor,” on January 1, 2003.

Indianapolis, Indiana

May 14, 2004
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(in thousands, except number of shares)

ASSETS March 27, 2004 March 29, 2003
Current Assets
Cash and eqUivalents. . . ... ..u e ittt e e $ 27,584 $ 28,313
Accounts and notes receivable, less allowances of $1,141 in 2004
and $2,955 0N 2003 . . ... e e e e 23,864 27,203
| Ha T30 10 o (=X J P 126,840 130,297
Prepaid eXPenses . ... ...t e 6,495 5,731
Recoverable iNCOME taXES. .« .\ vttt ittt i ittt i aiieia e e eeananns 5,400 -
TOTAL CURRENT ASSE TS ..ottt et e e e 190,183 191,544
Property and Equipment
Land. . oo e e 45,268 46,856
Buildings and land improvements . ............. i i e 186,737 187,942
Fixtures and equipment ...ttt 151,343 148,342
Leasehold improvements . ... ..ot e e 83,119 78,212
ConStrUCtON N PrOGIeSS. . . . oottt ittt ittt 5,670 7,385
Property under capital leases. ... ........ . 32,133 31,923
504,270 500,660
Accumulated depreciation . . ....... .. i (207,242) (189,191)
TOTAL PROPERTY AND EQUIPMENT ... ..o i 297,028 311,469
Other ASSBES ..ottt e e 55,194 46,309
$542,405 $549,322

See Notes to Consolidated Financial Statements.




LIABILITIES AND SHAREHOLDERS' EQUITY March 27, 2004 March 29, 2003
Current Liabilities
Notes payabletobank........... ... i $ - $ 1,700
Accountspayable ...... ... .. 80,614 71,883
Employee compensation and other liabilities .. ................. ... 15,929 17,215
State and local taxes. .. ... 16,306 16,351
Other accounts payable and accrued expenses. .................... 8,573 9,686
Dividends payable ................. e 1,032 1,035
Deferred income taxes. .. ... ...ttt e 6,330 5,378
Current maturities of long-term liabilities .. ....................... 3,427 3,452
TOTAL CURRENT LIABILITIES. . . ..ottt 132,211 126,700
Long-term Liabilities
Long-termdebt. ... ... .. e 174,161 198,148
Capital lease obligations. ...............o i i i i i 28,188 29,009
Pension and post-retirement benefits................ ... ... .. ..., 42,725 40,824
TOTAL LONG-TERM LIABILITIES . . . ... oo e 245,074 267,981
Deferred Items
INCOME tAXES ..ot e e e e e 18,309 9,606
Gains from sale/leasebacks ......... ... ..l 15,238 15,595
Other ..o e 3,297 1,631
TOTAL DEFERRED ITEMS. .. ..o e 36,844 26,832
Shareholders’ Equity
Series A Junior Participating Cumulative Preferred Stock:

Authorized: 5,000,000 shares; Issued: None ...................... - -
Class A Common Stock, no par value:

Authorized: 15,000,000 shares; Issued: 4,695,253 .. ................ 9,682 9,573
Class B Common Stock, no par value:

Authorized: 15,000,000 shares; Issued: 5,265,158.................. 16,888 16,866
Retained earnings. . ...ttt e 130,813 131,911
Cost of Common Stock in treasury

Class A: 2004 -~ 882,364; 2003 - 877,715shares ................ (5,752) (5,626)

Class B: 2004 - 1,129,597; 2003 - 1,135,479 shares ................ (9,259) (9,302)
Deferred cost - restricted stock .. ........... oo o i, 211) (54)
Notes receivable - stock purchases. ................ ... ool (11 (175)
Accumulated other comprehensiveloss........................... (13,874) (15,384)

SHAREHOLDERS EQUITY ... .o 128,276 127,809

$542,405 $549,322
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(in thousands, except per share amounts)

YEAR ENDED March 27, 2004 March 29, 2003 Mazrch 30, 2002
Salesand otherrevenues............ ... ... il $1,650,868 $1,647,534 $1,636,702
Gains from sales of property.........covviiiieiiiien i ninnn.. - 3,047 8,201 5,897
Total revenues. .. ...t e 1,653,915 1,655,735 1,642,599
Cost of merchandise sold, including warehousing

and transportation, excluding depreciation..................... 1,156,255 1,163,157 1,143,883
GIoSS Profit . ..o 497,660 492,578 498,716
Selling, general and administrative..................... ... ..., 449,002 445,480 435,697
Depreciation ... ..ottt e e e 25,013 24,464 22,883
Operating INCOME . ...\ttt eiee et et eeeaeenaean s 23,645 22,634 40,136
3 ) <2 OO P 19,050 23,270 22,523
Other non-operating income ..........c.coiiiiiiiieniienneenns (961) (2,180) -
Income from continuing operations before income taxes.......... 5,556 1,544 17,613
INnCOmMEe taxes. .. .o e 2,519 1,138 6,072
Income from continuing operations................... oo, 3,037 406 11,541
Discontinued operation:

Income (loss) from operations, netoftax..................vutn - - (859)

Gain (loss) on disposal, netoftax.............................. - (354) 2,726

NEUINCOMIE . .. v vttt e e e iiiens $ 3,037 $ 52 $ 13,408

Basic earnings (loss) per common share:

Continuing operations .............ovttiitirireeeirererneeans $.38 $.05 $1.45

Discontinued operation ........... ..ottt - (11)

Disposal of discontinued operation.....................oovet. - (.04) .34

=3 T 4 (o7 0] 2 o U= PP $ES $.01 $1.68
Diluted earnings (loss) per common share:

Continuing OPerations .. .........o.o'vteireerineenreennennans $.38 $.05 $1.31

Discontinued operation ............ ..o, (.09)

Disposal of discontinued operation....................covv... - (.04) .29

NetinCOmMe. .. ..ot i ettt $E $E $£51
Dividends declared pershare ................................... $.52 $ .46 $ 44

See Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS'’ EQUITY

(in thousands)

Other
Common Stock Retained Treasury Comprehensive
ClassA  Class B Earnings Stock Other Loss Total
Balance at March 31,2001 ................. $9,468 $16,598 $125,645  $(11,656) $(1,779) $ - $138,276
Comprehensive income:
Netincome ......ovveiinniininennan.. 13,408 13,408
Minimum pension liability adjustment,
less tax benefit of $2,867 .............. (5,324) (5,324)
Total comprehensive income............. 8,084
Cash dividends declared ................. (3,519) (3,519)
Amortization of restricted stock grants .. .. 590 590
Restricted stockgrant.................... 78 53 (131) -
Repurchaseshares ...................... (3,368) (3,368)
Exercise of stock options................. 27 214 436 677
Other ...... ... .o i i 18 26 13 57
Balance at March 30,2002 ................. 9,573 16,830 135,534 (14,509) (1,307) (5,324) 140,797
Comprehensive income:
Netincome ..........ovoiviiienieenn. 52 52
Minimum pension liability adjustment,
less tax benefit of $5,259 ... ........... (10,060) (10,060)
Total comprehensive income (loss) ....... (10,008)
Cash dividends declared ................. (3,662) (3,662)
Amortization of restricted stock grants . . . . 308 308
Restricted stockgrant.................... 92 (92) -
Repurchaseshares ...................... (643) (643)
Exercise of stockoptions................. 16 97 113
" Reduction in notes receivable - stock ..... 899 899
Other .......... ... .o . i L. 20 (13) 35 (37) 5
Balance at March 29,2003 ................. 9,573 16,866 131,911 (14,928) (229) (15,384) 127,809
Comprehensive income:
Netincome .............coiiiiivveinn. 3,037 3,037
Minimum pension liability adjustment,
lesstax of $789............ ... . ... 1,510 1,510
Total comprehensive income............. 4,547
Cash dividends declared ................. (4,127) 4,127)
Amortization of restricted stock grants . . . . 56 56
Restricted stock grant.................... 109 104 (213) -
Repurchaseshares ...................... (248) (248)
Reduction in notes receivable — stock ... .. 164 164
Other ...... ... oo 22 (8) 61 75
Balance at March 27,2004 ................. $9,682 $16,888 $130,813  $(15,011) $ (222) $(13,874) $128,276

See Notes to Consolidated Financial Statements.
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(in thousands)

YEAR ENDED

March 27, 2004

March 29, 2003

March 30, 2002

OPERATING ACTIVITIES

Net IO, ottt e e e e e e e e

Adjustments to reconcile net income to net cash
provided by operating activities:

Depreciation. ....... ..ottt e e
Amortization of otherassets...............................
Disposal of discontinued operation ........................
Increase (decrease) in deferred income taxes................

Changes in operating assets and liabilities:

Accountsreceivable ............ ... o il
INventories .. ...
Prepaid expenses and recoverable income taxes...........
Accounts payable and accrued expenses............ .
Other operating activities .......... ... oo
NET CASH PROVIDED BY OPERATING ACTIVITIES .........

INVESTING ACTIVITIES

Acquisition of property, equipment and land held for expansion .
Disposition of property, equipment and land held for expansion .
Proceeds from sale of discontinued operation ................
Other investing activities ............ ... ... ..o ..

NET CASH USED FOR INVESTING ACTIVITIES .............

FINANCING ACTIVITIES

Proceeds (repayments) of short-term borrowings .............
Proceeds of long-term borrowings................... .. .. ..
Proceeds of sales/leasebacks............. ... oL
Payments of long-term debt and capital lease obligations. ... ..
Purchases of Class A and Class B Common Stock for treasury .. ..
Cash dividendspaid...........c...coiii i
Stock optionsexercised......... ... . ittt
Other financing activities . .......... .. ... i it i,

NET CASH PROVIDED BY (USED FOR)

FINANCINGACTIVITIES . ... oo

INCREASE (DECREASE) IN CASH AND EQUIVALENTS..........
Cash and equivalents at beginningofyear....................
CASH AND EQUIVALENTSAT END OFYEAR. . ..............

$ 3,037

25,013
1,362

10,263

(653)
3,457
(6,952)
5,679
2,510
13,716

{(26,457)
2,700
(2,190)

(25,947)

(1,700)
50,000
12,338

(74,833)
(248)
(4,130)

75

(18,498)

(729)
28,313
$27,584

$ 52

24,464
1,435
354
(2,084)

10,996
2,643
2,929

(2,592)

155

38,352

(48,673)
11,387

(813)

(38,099)

400
176,000
34,537
(116,043)
(643)
(3,506)
113
(314)

(9,456)

(9,203)
37,516
$28,313

$13,408

23,034
2,462
(2,726)
2,785

17,775
(10,865)
(1,293)
(5,875)
(1,040)
37,665

(66,049)
4,587
14,292

(2,591)

(49,761)

1,300
28,000
33,594

(38,486)
(3,368)
(3,537)

677
175

18,355

6,259
31,257
$37,516

See Notes to Consolidated Financial Statements.




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(amounts in thousands, except per share amounts or as otherwise noted)

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES

Significant accounting policies followed in preparation of the

consolidated financial statements are:

Description of Business

Marsh Supermarkets, Inc. (the “Company”) operates super-
markets, convenience stores, and florist shops, and provides
vending, catering and food management services, all primarily

in central Indiana and western Ohio.

Principles of Consolidation

The consolidated financial statements include the accounts of
Marsh Supermarkets, Inc. and all majority-owned subsidiaries.
Significant intercompany accounts and transactions have

been eliminated.

Business Segments
The Company operates one business segment: the retail sale of
food and related products through supermarkets, convenience

stores and food services.

Fiscal Year

The Company’s fiscal year ends on Saturday of the thirteenth
week of each calendar year. All references to “2004,” “2003”
and “2002” relate to the fiscal years ended March 27, 2004,
March 29, 2003, and March 30, 2002, respectively.

Revenue Recognition

Revenue from retail sales is recognized at the time of sale.

Excise Taxes

Sales and cost of merchandise sold include state and federal
excise taxes on tobacco, gasoline and alcohol products of
approximately $58 million in 2004, $56 million in 2003, and $41

million in 2002.

Cost of Merchandise Sold

Cost of merchandise sold includes the cost of merchandise, net
of vendor allowances, and warehousing and transportation
costs, excluding depreciation, and excludes the cost of pur-

chasing personnel.

Vendor Allowances

Vendor allowances are applied as a reduction of merchandise
costs using a systematic and rational methodology, which
results in the recognition of those allowances when the related

merchandise is sold.

Selling, General and Administrative

Selling, general and administrative costs include store expenses,
administrative support departments, advertising, purchasing
personnel costs and other corporate expenses, all excluding
depreciation. Included in those costs are purchasing persbnnel

costs of approximately $1.3 million in 2004, 2003 and 2002.

Advertising Costs

Advertising costs are expensed in the period incurred, except
production costs which are expensed the first time the respective
advertising is displayed. Advertising costs in the amounts of
$23.3 million, $22.3 million, and $23.2 million were included in
selling, general and administrative expenses for 2004, 2003, and

2002, respectively.

Cost of Opening Stores

Non-capital expenditures associated with opening new stores

are expensed as incurred.

Cash and Equivalents
Cash and equivalents consist of highly liquid investments with
a maturity of three months or less when purchased. The carry-

ing amount approximates the fair value of those assets.

Inventories

Inventories are stated at the lower of cost or market. Cost is
determined by the last-in, first-out method for the principal
components of inventories, and by the first-in, first-out method

for the remainder.

Notes Receivable

Notes and accounts receivable are reviewed for collectibility on
a regular and periodic basis. Valuation allowances are adjusted
for small recurring type transactions based on past experience,
while large notes and amounts receivable are reviewed and

allowances adjusted on a specific transaction basis.
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estate were $13.0 million and $12.7 million at March 27, 2004
and March 29, 2003, respectively. Past due notes receivable,
included in Other Assets, were approximately $8.7 million at
March 27, 2004.

Property and Equipment

Property and equipment are stated at cost, including amounts
capitalized for interest. For financial reporting purposes,
depreciation is computed by the straight-line method over
the estimated useful lives of the assets, generally 33 years for
buildings and 20 years for land improvements, five to 12 years
for fixtures and equipment, and 20 years for leasehold
improvements. For income tax purposes, accelerated methods

and statutory lives are used to compute depreciation.

Impairment of Long-Lived Assets and Goodwill
Long-lived assets are tested for impairment whenever an event
occurs that indicates an impairment may exist. The Company
tests operating units for impairment using the non-discounted
cash flows, including the cash flow from disposal of the under-
lying unit’s assets. Goodwill is tested annually for impairment
using a discounted net cash flow method. The amount of good-
will included in Other Assets was $22.8 million at March 27,
2004, and $20.4 million at March 29, 2003.

Capitalized Lease Property

Capitalized lease assets are amortized using the straight-line
method over the term of the lease, or in accordance with practices
established for similar owned assets if ownership transfers to the
Company at the end of the lease term. Amortization is included

with depreciation expense.

Income Taxes

Deferred tax assets and liabilities result from differences between
financial reporting and tax bases of assets and liabilities measured
using enacted tax rates and laws expected to be in effect when

the differences reverse.

Environmental Liabilities

Environmental liabilities are recorded when environmental
assessments indicate remedial efforts are required and the costs
can be reasonably estimated. Current estimates of the total
compliance costs to be incurred, net of estimated recoveries

from an Indiana excess liability fund, are not material.
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The Company has employee stock benefit plans, which are
described more fully in NOTE 12 - SHAREHOLDEES’ EQUITY
AND EMPLOYEE STOCK PLANS. The Company’s stock option
plans are accounted for under the intrinsic value method of
APB Opinion 25 and related interpretations. Since the exercise
price of options granted under the plans is equal to the market
price of the underlying common stock on the grant date, no

stock-based compensation cost is recognized in net income.

The following table illustrates the effect on net income and
earnings per share if the Company had applied the fair value

recognition provisions of FAS 123:

Net income, as reported.............. $3,037 $ 52  $13,408
Compensation expense recorded ... 56 306 590
Compensation expense using

the fair value method, net of tax.. . . (834) (1,278) (1,124)

Pro-forma net income (loss).......... $2,279  $(918) $12,874

Earnings per share, as reported:
Basic.......cooviiiiiiii $.38 $.01 $1.68
Diluted..........coveviiiinn .38 01 1.51

Pro-forma earnings (loss) per share:

Basic........ooooiiiii i 28 (12) 1.62
Diluted..........oooiviiii. .28 (.12} 1.46

Use of Estimates

Preparation of the consolidated financial statements requires
management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure
of contingent assets and liabilities at the date of the financial
statements, and the reported amounts of revenues and expenses
during the reporting period. The more significant estimates
include provisions for self-insurance losses. Actual results could

differ from those estimates.

Reclassifications

Certain reclassifications have been made to prior periods to

conform to current presentations.

NOTE 2 - RECENT ACCOUNTING PRONOUNCEMENTS

In 2003, the FASB issued FIN 46, “Consolidation of Variable
Interest Entities.” FIN 46 became effective for the Company in the
current year. The adoption of FIN 46 did not have a material impact

on the Company’s financial position or results of operations.




In April 2003, the FASB issued Statement No. 149 (FAS 149),
“Amendment of Statement 133 on Derivative Instruments and
Hedging Activities.” The adoption of FAS 149 in the current year
did nothave a material impact on the financial position or results

of operations of the Company.

In May 2003, the FASB issued Statement No. 150 (FAS 150),
“Accounting for Certain Financial Instruments with
Characteristics of both Liabilities and Equity.” FAS 150 was
effective for the Company in the current year and the adoption
did not have a material impact on the Company’s financial

position or results of operations.

In December 2003, the Medicare Prescription Drug, Improvement
and Modernization Act of 2003 (the Act) was signed. The Act
allows a possible subsidy to retirement health plan sponsors to
help offset the costs of participant prescription drug benefits.
In January 2004, the FASB issued Staff Position No. 106-1 (FSP
No. FAS 106-1), “Accounting and Disclosure Requirements
Related to the Act,” which was effective for interim or annual
periods ending after December 7, 2003. Under the provisions of
FSP No. FAS 106-1, the Company elected to defer recognizing
the effects of the Act in its financial statements, therefore the
Company’s accumulated postretirement benefit obligation does
not reflect the effects of this Act. The Company has estimated
that any future effect on its consolidated financial statements

will not be material.

EITF (Emerging Issues Task Force) Issue No. 02-16, Accounting
by a Customer (Including a Reseller) for Certain Consideration
Received from a Vendor, became effective as to the Company
on January 1, 2003. The issue addresses the appropriate
accounting for consideration received from a vendor. As a
result of this guidance, the Company adopted a new policy for
recognizing slotting allowances and similar consideration
received from vendors. Allowances that are related to a specific
purchase quantity will continue to be recorded as a component
of the item cost of inventory and recognized in merchandise costs
when the item is sold. Due to system constraints and the nature
of certain allowances, it is sometimes not practicable to apply
allowances to the item cost of inventory. In those instances, the
allowances are applied as a reduction of merchandise costs using
a systematic and rational methodology, which results in the
recognition of these incentives when the related merchandise is

sold. Under the Company’s previous accounting policy for vendor

allowances, those credits were recognized as a reduction to cost
of goods sold when the Company had fulfilled its obligations
under the related contract. In connection with the implemen-
tation of the new accounting policy, the Company applied the
provisions of EITF No. 02-16 prospectively, which resulted in
deferring recognition of $5.6 million of allowances at March 29,
2003, and $4.3 million at March 27, 2004. This deferral reflects

as an adjustment to the Company’s inventory balance.

NOTE 3 - EARNINGS PER SHARE

The following table sets forth the computation of the numerators
and denominators used in the computation of basic and diluted
earnings per share (EPS). Convertible debentures have been
excluded from the 2003 computation because the effect would

have been antidilutive.

2004 2003 2002

Income from continuing operations. . ... $3,037  $ 406  $11,541
Discontinued operation................ - (354) 1,867
Net income - basic EPS numerator...... $3,037 $ 52 $13,408
Effect of convertible debentures ........ - - 911
Income after assumed conversions -

diluted EPS numerator............... $3,037 % 52 $14319
Weighted average shares outstanding.... 7,945 7,965 8,021

Non-vested restricted shares. ......... (5) (22) (54)
Basic EPS denominator ................ 7,940 7,943 7,967
Effect of dilutive securities:

Non-vested resiricted shares.......... 5 22 54

Employee stock options.............. 61 136 160

Convertible debentures .............. - - 1,284
Adjusted weighted average shares —

diluted EPS denominator............. 8,006 8,101 9,465

NOTE 4 - HEADQUARTERS RESTRUCTURING

During 2003, the Company reduced staffing at its corporate
headquarters resulting in the incurrence of $1.1 million in
termination costs which is included in reported selling, general
and administrative expense on the consolidated income state-
ment. The remaining liability related to the restructuring was
$0.1 million and $0.7 million at March 27, 2004, and March 29,
2003, respectively.

NOTE 5 - DISCONTINUED OPERATION

In October 2001, the Company completed the sale of certain
assets of its wholesale division. The sale included inventory,
property, buildings and equipment, and certain other assets plus

the assumption by the buyer of certain liabilities. Proceeds of
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amounts outstanding under the Company’s revolving credit
facility. A gain of $4.2 million ($2.7 million net of tax) was

recognized in 2002.

Operating results of the discontinued operation were as follows:

2002
Sales and other revenues ......... $140,869
Income (loss) beforetax.......... $ (1,322)
Incometax...................... (463)
Netincome (1058} . ....ovvvvnun. .. $ (859

NOTE 6 - INVENTORIES

Inventories are comprised of finished goods and goods held
for resale. Inventories valued by the LIFO method represented
approximately 65% of consolidated inventories at both March 27,
2004, and March 29, 2003. Current inventory cost exceeded the
carrying amount of LIFO inventories by $1.2 million at March 27,
2004, and $1.5 million at March 29, 2003. Valuation allowances
related to inventories were $1.2 million at March 27, 2004, and
$1.3 million at March 29, 2003.

NOTE 7 - EMPLOYEE BENEFIT PLANS

The Company has a ‘frozen’ qualified defined benefit pension
plan covering grandfathered employees and unfunded supple-
mental retirement plans for officers designated by the Board of
Directors. These plans provide for payment of retirement benefits
on the basis of an employee’s length of service and earnings
history. Pension plan assets consist principally of listed stocks,

corporate and government notes and bonds.

A defined contribution savings plan allows 401 (k) contributions
by employees who elect to participate and can satisfy age and
service requirements. The Company matches a portion of
employees’ contributions and may make discretionary contri-
butions depending upon the Company’s profitability. Expense
for the plan was $2.5 million in 2004, $2.4 million in 2003 and
$3.8 million in 2002.

The Company provides certain post-retirement healthcare
benefits for non-union retirees and their eligible spouses. The
plans are contributory with retiree contributions adjusted
annually and certain other cost sharing features, such as

deductibles and co-insurance.
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provide defined benefits to union employees. Expense for the
plans amounted to $1.9 million in 2004, $1.3 million in 2003 and
$0.9 million in 2002. The increase in plan expenses in 2003 and
2004 is attributable to the addition of drivers in October 2002.
Prior to October 2002, the Company contracted for delivery

service from a third party.

Benefit plans amounts recognized in the consolidated balance
sheets were as follows:

Pension Post-retirement
2004 2003 2004 2003

Change in benefit obligation:
Benefit obligation at

beginning of year. ....... $69,320 $58,894  $5,131  $4,403
Service cost............... 866 687 558 434
Interest cost .............. 4,407 4,320 310 306
Plan amendments......... - - (350) -
Actuarial (gain)loss........ 4,380 7,915 (387) 371
Benefits paid.............. (2,849) (2,496) (361) (383)

Benefit obligation at

endofyear.............. $76,124 $69,320 $4,901 $5,131

Pension Post-retirement
2004 2003 2004 2003

Change in plan assets:
Fair value of plan assets

at beginning of year ..... $34,384 $42,144 $ - $ -
Return on plan assets. . .... 8,592 (5,443) - -
Company contribution .. .. 252 179 361 383
Benefits paid.............. (2,849)  (2,496) (361) (383)
Fair value of plan assets

atendofyear........... $40,379 $34,384 §$§ - $§ -

The accumulated benefit obligation and funded status of the

plans were as follows:

Pension Post-retirement
2004 2003 2004 2003

Accumulated benefit

obligation .............. $(72,883) $(65,278) $(4,901) $(5,131)
Projected benefit obligation  (76,124) (69,320)  (4,901) (5,131)
Plan assets at fair value .... 40,378 34,384 - -
Funded status of the plan

(underfunded) .......... (35,746) (34,936) (4,901) (5,131)
Unrecognized net

actuarialloss............ 24,522 27,622 851 901
Unrecognized prior

SeTViCe COStS . ....ovn.... 1,136 1,505 (134) 174

Net amount recognized.... ${10,088) $ (5,809) $(4,234) $(4,056)




The accrued benefit costs of the plans were:

Pension Post-retirement
2004 2003 2004 2003

Accrued benefit liability. ... $(32,505) $(30,824) $(4,234) $(4,056)
Intangible asset ........... 1,136 1,505 - -
Accumulated other

23,510 = -
$(4,234) $(4,056)

comprehensive loss.. .. .. 21,281
Net amount recognized .... $(10,088) $ (5,809)

Increase (decrease) in minimum
liability included in other
comprehensive income . .

$(2,299) $15,429 - -

The components of net pension benefit expense were as follows:

2004 2003 2002

Service Cost. . ...vvvininiiiinn. $ 866 $ 687 $§ 579
Interestcost ............ ...l 4,407 4,320 4,235
Expected return on plan assets ....... (2,826) (3,498)  (3,850)
Recognized actuarial (gain)/loss . ... .. 1,714 403 259
Amortization of prior service cost.. ... 370 370 370
Benefitcost........covvvrieinninn.. $4531  $2,282  $1,593

The weighted-average assumptions used to determine benefit

obligations at March 31 were:

Pension Post-retirement
2004 2003 2004 2003

Discountrate . ............ 6.00% 6.50% 6.00%  6.50%
Rate of compensation
increase ................ 4.00% 5.00% n/a n/a

The weighted-average assumptions used to determine net

periodic benefit cast were:

Pension Post-retirement
2004 2003 2004 2003
Discountrate ............. 6.50% 7.60%  6.50% 7.60%
Expected long-term return
onplanassets........... 8.50%  8.50% n/a n/a
Rate of compensation
increase ................ 4.00% 5.00% n/a n/a

The expected long-term rate of return assumptions are developed
based on historical experience, the evaluation of input from
several consultants and economists, a review of asset class return
expectations and long-term inflation assumptions. The expected
long-term rate of return is based on a target allocation of assets,
which is based on earning the highest rate of return while
maintaining a reasonable risk level. The plan administrator

strives to have assets sufficiently diversified such that adverse

or unexpected results from one security class, or investments
within a class, will not have an unduly detrimental effect on the

entire portfolio.

The components of net post-retirement benefits costs were

as follows:

2004 2003 2002
Service cost. .. vvvr v $558 $434 $337
Interestcost «....oovvvii i, 310 306 233
Other .........oooiiiiiiii _47 8 -
Benefitcost................ocoi $915 $748 $570

The Company's assumed healthcare cost trend rate is 10.00%
for 2004, decreasing gradually to 6.00% by 2014, and thereafter.
The assumed healthcare cost trend rate for 2003 was 10.00%,
decreasing to 6.00% by 2014, and thereafter. A one percentage
point change in the assumed rate would not have had a material

effect on the benefit obligation or expense.

Pension plan weighted-average asset allocations at March 27,
2004, and March 29, 2003 were as follows:

2004 2003
Equity securities. ................ 68.8% 63.7%
Debt securities .................. 21.8 30.8
Realestate ...................... 2.5 2.9
Other........cov i,