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Less than three years
ago, A&P was struggling
with massive debt,
troubled operations, a
costly infrastructure, an
undifferentiated retail
store base — and a share
price in the single digits.

> A much improved balance sheet;

> Improving sales and operating profits in
our core Northeast markets;

> A much reduced and more efficient
administration and support structure;

> Anaggressive capital improvement plan
implementing innovative and targeted
retail formats;

Since then, we have moved rapidly to improve all aspects > The potential to transform our business
of our business, and now stand at the threshold of through the pending acquisition of
breakthrough performance, with ... Pathmark Stores Inc., and ...

> Ashare price in the $30s ... having
created more than $1.3 billion in
shareholder value, including the special
dividend paid in April, 2006.

Transformation

This extraordinary turnabout was set in motion in late operations, and the launch of innovative store formats to
2004, when A&P’s Management and Board of Directors jump-start performance and growth.

determined that sweeping changes were needed to reverse  Thanks to those critical decisions and the efforts of our
declines and clear a path for sustainable profitability and loyal associates, we have significantly outpaced the value
future growth. The sale of A&P Canada in 2005, for landmark  growth of many competitors, and are advancing toward
proceeds and a lucrative stake in the ongoing combined sustained profitability and growth. This report details the
company, was accompanied by new executive leadership, factors generating our improvement ... and the “Fresh Ideas”

driving the reorganization of administration and support driving our marketing renaissance.




Store Format Segmentation

2004-2006
Over the past three years, A&P has invested $200 million on CHP“II Investment

new and remodeled stores, renewing 26% of our store base
in core Northeast markets.

Away from the Marketing “Middle”

Includes Northeast Siores,
FoodBasics and Liguos
Our revitalized capital plan is not merely putting a fresh face
on an outmoded retail concept. Rather, we are building
innovative and targeted food shopping solutions to serve
distinct shopper segments within our markets.

Three concepts are speeding A&P’s departure from the
overcrowded and unprofitable marketing middle - Fresh,
Discount, and Gourmet/Fine Foods — each targeting a
consumer segment that is clearly defined, yet sufficiently
large, to constitute a critical and profitable mass.

Nearly a century-and-a-half ago, A&P became one of the
world’s great retailers by its uniform application of a self-
service, one-size-fits-all concept called a supermarket. Going
forward, we will recapture greatness in a very different way,
with a portfolio of strategies attuned to today’s varied and
dynamic marketplace.

. RBeceived Capial imveytment

. B nos receive Capital invesement

GAP Stock Chart 2003 - 2006
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* A special one-time dividend of $7.25 per share was paid in April 2006. Including the dividend paid back to shareholders,
the total increase in value from the end of fiscal 2003 through the end of fiscal 2006 is $31.10 per share.




EXECUTIVE CHAIRMAN

To Our Stockholders:

A&P made significant progress in 2006 improving operating
performance and continuing its strategic transformation.
Following our successful divestiture of A&P Canada,
executive leadership changes, and the reengineering of our
administration and support functions during 2005, we
entered this year with a stronger balance sheet, reduced

overhead and a more efficient and responsive organization.

This improved financial and operating platform enabled us
to deliver the following positive developments in fiscal 2006
which in turn generated increased shareholder value for the

year:

= Our new retail leadership headed by President and Chief
Executive Officer Eric Claus improved our operating results

in line with our turnaround timetable, while also creating and
launching consumer oriented retail formats to position our stores
to effectively compete in our core markets.

= The balance sheet impact of our better-than-expected
proceeds from the A&P Canada sale enabled us to reward our
shareholders through the payment of a $300 million special
dividend.

= The growth in value of our original investment position

in Metro, Inc. as part of the Canada divestiture also exceeded
expectations, due to greater than anticipated merger synergies and
the strong ongoing results of our former A&P operations.

= In early March, after several months of negotiations, we
announced an agreement to acquire Pathmark for cash and stock,

which marks the next major step in our strategic transformation.



This combination will enable A&P to achieve sustainable profitability
on an accelerated basis and enable us to compete more effectively in

the highly competitive Northeast food retail industry.

Those major developments highlighted a year of many positives for
our Company, and fulfilled the strategic objectives that our Board

of Directors determined necessary and implemented. While difficult
and challenging for our organization, they enabled us in less than two
years to produce favorable operating trends, move substantially closer
to overall profitability, ensure long-term investment in the business,
reward our shareholders, and take a leadership role in our industry’s

consolidation in the Northeast.

Augmenting management’s ongoing focus on the key retail strategies
already improving our existing business, the anticipated completion
of the Pathmark acquisition will accelerate the transformation of our

Company, through:

= Formation of a 460-store, $10 billion chain with improved
ability to serve consumers in Metro New York and New Jersey and
greater Philadelphia.

> Annual integration synergies of approximately $150 million
within two years, through cost reductions in overhead, greater
efficiencies, increased utilization of support facilities and mutual best
practices between the two companies.

= Retention of the Pathmark banner, format, customer appeal
and sales productivity — benefiting the consumer through the

breadth of offerings available from the combined companies, and the
continuation of community outreach efforts.

= Consolidation of A&P and Pathmark management and
administrative employees in Montvale, New Jersey, and combined
information systems integration into A&P’s modern technology
platform.

= Establishment of a platform for investment in existing and new

stores to better compete in the Northeast retail food industry.

As part of this transaction, Tengelmann will retain its ownership

stake and remain the Company’s largest shareholder.

Other significant achievements included comprehensive real estate
and tax management strategies resulting in substantial cash proceeds
and extraordinary income benefits throughout the year — augmenting

our operating improvements in the drive toward overall profitability.

Another important element to A&P’s performance was the
strengthening of annual and longer-range incentive plans for
Company management and employees, linked to A&P’s performance.
These programs ensure the correlation of executive management and
shareholder interests, and in turn tie corporate strategic goals to the

activities and priorities of all levels of Company management.

These comprehensive performance incentive plans are designed to
keep A&P’s immediate operating performance on the forward track
while at the same time encouraging strategies to create longer-term

growth in revenue, earnings and shareholder value.

Although we were clearly focused on strategies to accelerate both
A&P’s turnaround and future growth, we also addressed our efforts

and commitments in terms of corporate and community citizenship.

In fiscal 2006, we were proud to enter into a new alliance with

the New York-based Children’s Health Fund, in addition to our
continuing efforts on behalf of Muscular Dystrophy research,

St. Jude’s Hospital and other equally worthy organizations, and
ongoing support of breast cancer research through the Waldbaum’s
Foundation. We hope these corporate efforts, and stores’
participation in their local communities, will continue to grow along

with our business success in the months and years to come.

Overall we are pleased with our progress and increasingly confident
in our future. With the acquisition of Pathmark in sight we are now
positioned to achieve substantial and sustainable profitability and
consequently able to determine our own destiny in the future of the

food retail industry.

Looking back on our progress, and forward to an exciting future,
my thanks go to our shareholders, our Board of Directors, our many
customers, our management team, our union leaders and most of all
to our valued associates for their support, leadership and efforts on
behalf of A&P. In return, our goal in fiscal 2007 and beyond is to
further improve — as merchants and retailers, as value-creators

for investors, as employers, and as corporate and community citizens.

Sincerely,

st (b

Christian Haub




MESSAGE FROM ERIC CLAUS
PRESIDENT AND CHIEF EXECUTIVE OFFICER

To Our Stockholders:

Fiscal 2006 was my first full year as your Chief Executive Officer,
and a challenging transition year for A&P, but I am pleased to report
that we generated positive momentum in most key performance

measures.

Fortified by the lower cost structure produced by our reorganization

in the latter part of 2005, we entered 2006 focused on the following

strategies to return A&P to sustainable profitability:

> Profitable sales improvement through improved buying,
merchandising and operating practices.

> The commencement of a long-range capital plan to convert
conventional stores to our new fresh, discount and gourmet/
fine food prototypes.

> The ongoing elimination of costs that do not contribute to the
improvement of our business and results, and,

> The decision to strengthen our presence in core markets by
pursuing viable acquisition opportunities.

‘We moved forward on all counts in fiscal 2006, as noted by these

key accomplishments:

> Improved sales trends in core Northeast banners.

> Positive EBITDA performance, with improving contribution
from our core market operations.

> The conversion of 24 conventional stores to our innovative and
successful fresh format.

> Successful launch of the reformatted Food Basics discount
concept.

> Introduction of the new generation Food Emporium Fine
Foods concept in New York City.

> Continued bottom line benefits from previous cost reduction
initiatives, and the ongoing cost conservation mandate

embedded in all Company activities.

As noted by Christian Haub in his foregoing message, our financial
and operating improvements enabled us to pursue an exciting
expansion opportunity in the form of our announced Pathmark
Stores Inc. acquisition.

Driving Profitable Sales
Our goal of driving profitable sales development reflected a total
commitment from end to end of our supply chain in fiscal 2000.

We worked closely with C&S Wholesale Grocers and directly with
our product vendors to improve variety and service levels and lower
the delivered cost of goods to our stores and customers. Internally,
we increased both the creativity and discipline of our merchandising
and promotion, to maximize impact and return, and eliminate

throwaway spending,

This was evidenced by more powerful and targeted weekly
promotions reaching existing consumers and attracting new ones
to our stores — while we refrained from some traditional industry
tactics, including certain holiday giveaways that have proven
ultimately unproductive.

We also began addressing the pricing issues that have impeded past
development, implementing longer-range price reduction programs
in our mainstream banners. This aspect is a key work in progress,
and will be aligned with increasing cost of goods and operating
efficiencies.

In terms of variety, we generally reduced the overpopulation of certain
center store assortments, while expanding and improving higher-
margin fresh, organic and specialty food offers, sharing selected
elements of our larger fresh store prototype development across the
board. This included the introduction of enticing signature products
in produce, gourmet selections from cheeses to chocolates, artisan
breads and other baked specialties, and a range of hot and cold
prepared entrees and desserts — offering convenient mealtime and
entertainment solutions that customers are proud to serve.

Another popular improvement was the significant change in our
general and seasonal merchandise approach, upgrading the quality
level and customer appeal of these in-and-out categories that create

in-store excitement and incremental sales and profit.

The volume, profit and image-enhancing measures underway are not
quick fixes, but focused, ongoing strategies to establish our banners
as marketing leaders, with the support of continuously improving
logistics and store-level execution.



Midway through the year, we enhanced our leadership of this
important area by appointing Rebecca Philbert as Senior Vice
President, Merchandising & Supply and Logistics and a member

of my Executive Management Team. Recently instrumental in

the development of Safeway Stores’ lifestyle marketing initiative,
Rebecca’s experience and achievements mesh perfectly with our
multifaceted sales agenda, and I look forward to working together to
build on the solid progress established in fiscal 2006.

Store Formats

A&P’s departure from the marketing “middle ground ” was
demonstrated by the aggressive rollout of our mainstream fresh
store concept, the very successful launch of our improved Food
Basics discount format, and the debut in New York City of the
new generation Food Emporium Fine Foods concept for upscale,

cosmopolitan markets.

Based on our well-received Midland Park, N.J. store opened just
over a year ago, we accelerated our Fresh store development in fiscal
2006. We're very pleased with their performance, and continue to
learn from each project and build from this successful model. These
stores have generated returns exceeding our cost of capital — based
on strong sales and the distribution shift from center store to fresh
department merchandise, which has improved margins.

The vast majority of the 24 fresh stores launched in fiscal 2006 were
existing store conversions under our A&P, Waldbaum’s and Super
Fresh banners in the Northeast. We continue to seck new ways

to enhance their appeal and performance, and will be introducing
exciting nuances to the concept as we move forward in the current

year.

On the discount side, our Food Basics operations are emerging as
strong performers within our corporate portfolio. Having adjusted
the original and successful A&P Canada discount formula to better
appeal to American markets, we believe Food Basics is poised for
takeoff, based on results at our most recent openings, and the overall

sales and profit improvement of the current store group.

The viability of a discount alternative that doesn't feel like one to
shoppers in terms of quality and atmosphere is borne out by Food
Basics’ current trend. Like the larger and more upscale fresh stores,
we see considerable opportunity to expand Food Basics through

conversion of existing or closed conventional stores going forward.

Appealing to yet a third profitable consumer segment is The Food
Emporium, whose new gourmet/ fine foods concept debuted last

December at our historic BridgeMarket location in Manhattan.

The Food Emporium is being transformed into a true destination for
fine food lovers with a distinctly global appeal. Having first elevated
its high end and specialty assortment, we are currently adjusting the
center store product complement, to enhance The Food Emporium’s
appeal as a true neighborhood market serving basic needs, with an

unequaled gourmet flair.

With respect to the existing A&P store network, these three concepts
are the basis of our projected capital development plan established
in 2005. Beyond that, the potential acquisition of Pathmark Stores,
with its big-box price and value appeal, will provide a powerful
fourth concept with which to build customer satisfaction and

profitable growth.

Cost Reduction

Our reorganization of A&P in fiscal 2005 lowered overhead by $50
million by reducing administrative and certain operating positions
and other expenses. At that time, we also projected additional cost
savings of approximately $25 million to be realized in fiscal 20006,
which in fact was achieved.

While we believe our administrative and support organization was
essentially right-sized in fiscal 2006, we continued to emphasize the
review of all expense lines on a continuous basis, further lowering

costs wherever possible.

Store Operations

As a crucial contributor to both sales and profit performance, we
continued to emphasize fundamental best practices, including
cleanliness standards, display and signage execution, courteous
and professional associates, and store managers who are visible to

employees and customers on the sales floor.

To support our operational effectiveness, we carried out
comprehensive training of our approximately 38,000 store associates
during fiscal 2006, as we rolled out our “Make It Personal” customer
care initiative across our Company. As with other aspects of our
business, consistent adherence to operating and customer service
standards is not a fixed destination, but an ongoing pursuit — and as

such it will receive consistent management emphasis going forward.

In addition to the basics of operations and service, we continued
the development of online shopping service as an added customer

convenience.

Initially introduced at The Food Emporium in Manhattan, we
expanded the service to Waldbaum’s on Long Island in fiscal 2006,
and based on overall usage and increasing cost effectiveness, we plan

to extend it to our A&P operations in the current year.

Fiscal 2007

With our fiscal 2006 results delivered as projected, our agenda for
fiscal 2007 is essentially two-fold: to remain focused on the same

strategies that generated our improved trend last year, complete the
acquisition of Pathmark Stores Inc. and successfully integrate its

operations.

T am excited to lead the operations of this iconic Company as we
embark on a year in which we believe we can return to sustained
profitability and growth. T want to express my appreciation to
Christian Haub, the Tengelmann organization and our Board of
Directors for their ongoing confidence and dynamic actions to
grow our Company; to my leadership team for their tireless efforts
in effecting positive change; and to all of our associates for their

patience, efforts and loyalty.

It is my belief that our customers, our shareholders and our
employees will be rewarded as A&P continues to make important
strides forward in fiscal 2007.

Sincerely,
’;‘f} J
P -

F

Eric Claus
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The mainstay of A&P’s store network
transformation is our Fresh format, which
parlays convenient locations and full
grocery offerings with a host of fresh,
prepared, natural/organic and specialty
food products seldom before offered under
one roof.

Since 2004, we have opened nearly

60 Fresh stores, mostly under the A&P,
Waldbaum'’s and Super Fresh banners in
the Northeast. We accelerated the pace
in Fiscal 2006, adding 24 full-fledged
Fresh stores, and remodeling or refreshing
more than 40 additional facilities with
Fresh format improvements. Most were
formerly conventional stores, upgraded
with elements of the prototype launched
successfully in Midland Park, New Jersey.

The rethinking of grocery and other
center store categories based on
consumer needs fostered the many
departures differentiating this model from
conventional competition. The traditional
supermarket experience gives way to wall-
to-wall merchandising excitement, with
enticing signature products highlighting
the produce, meat, seafood, deli, prepared
foods and bakery areas.

With their strong sales increases and the
margin improvement of greater perishables
distribution, the Fresh conversions have
produced returns exceeding our cost

of capital. Our Fiscal 2007 capital plan
includes 25 additional Fresh stores, as we
apply our experience at each new location
to the continuous improvement of the
concept.
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DISCOUNT

FoodBasics

One of North America’s most successful
discount food concepts over the

past decade has been Food Basics,
introduced in 1994 by A&P as part of
its former Canadian operations. With
refinement over the years, this no-frills
concept remains a powerful retailing
force in Ontario.

After a comprehensive design and
merchandising makeover to address
the preferences of American shoppers
and a proactive marketing and media
campaign communicating its value
proposition, our U.S. version of Food
Basics is making impressive inroads

in its selected New York, New Jersey
and Philadelphia area locations, and
is poised for expansion to appropriate
Northeast locations.

Today’s winning discount approach
appeals to a growing market, including
those who love to save money as well as
those who have to. While price is the main
draw, Food Basics respects customers

by offering quality, freshness, familiar
brands and ethnic specialties attuned to
local preferences, in a modern and clean
environment staffed by friendly, helpful
associates.

We're confident in the growth potential of
an excellent stand-alone, neighborhood
discount food market ... and believe Food
Basics is the right store at the right time.
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GOURMET/FINE FOODS

Tt Spporan

For over two decades, The Food
Emporium has been Manhattan’s
everyday gourmet destination.

Its prime locations, products and
service have made this upscale
brand a household name among
those who live and work there

- and a consistently profitable niche
business for our Company.

Our evolving Gourmet/Fine Foods
model features dramatic upgrades,

with its attractive décor and array
of the finest products from around
the globe.

In addition to providing everyday
food shopping necessities,
European-style shops within the
store offer gourmet fare from
imported cheeses to hand-made
chocolates; freshly baked artisan
breads to decadent baked desserts;
the finest deli, meats and seafood



available; and an epicurean
selection of teas and coffees - in
all, a world-class food shopping
environment. With top flight
in-store service, online shopping
capability and home delivery, The
Food Emporium also makes it
convenient for its patrons to buy
the best.

We envision excellent potential
for this unique and evolving Fine
Food concept, both in the Big
Apple and other affluent locales.

13



SOCIAL RESPONSIBILITY
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Along with our improving business performance, we expanded
our commitment to social outreach and corporate citizenship in
Fiscal 2006.

Throughout the year, we proudly maintained our support of the
Muscular Dystrophy Association and St. Jude’s Children’s Research
Hospital ... and December brought the exciting announcement
of our new partnership with the New York-based Children’s
Health Fund. Co-founded in 1987 by singer/composer Paul
Simon and Dr. Irwin Redlener, the CHF develops and underwrites
childrens’ health, welfare and development initiatives across the
nation. We look forward to continued productive affiliations with
these worthy organizations.

The work of the Waldbaum Foundation also proceeded in 2006.
Founded in 1999 to support the fight against breast cancer, the
Foundation raised more than $160,000 last year through activities
in its Long Island, Queens, Brooklyn and Staten Island stores. Thus
far, this grass roots endeavor has produced more than $375,000
to aid research efforts. In addition, we again supported the Alex’s
Lemonade Stand program and the March of Dimes.

Energy and environmental conservation were also key elements
of A&P’s good citizenship commitment. As participants

in the national Energy Star program, we were cited for

our comprehensive store-level power usage audits and
improvements, which dramatically reduced consumption and
emissions.

A major success story was our in-house development of reusable
shopping bags, to curtail the flow of disposable paper and
plastic. Sold in our stores for 99 cents apiece, these attractive,
designer-quality totes have been embraced by our customers
for both shopping use and as gifts — with more than 500,000
bags purchased at press time. In addition to reducing the

waste stream, a portion of the sale proceeds are donated to

the Elizabeth Haub Foundation, to support its international
environmental conservation efforts.
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Company Profile

The Great Atlantic & Pacific Tea Company, Inc. (“We,” “Our,” “Us,” “A&P,” or “our Company”), based in
Montvale, New Jersey, operates conventional supermarkets, combination food and drug stores, and limited
assortment food stores in 9 U.S. states and the District of Columbia under the A&P®, Waldbaum’s™, The
Food Emporium®, Super Foodmart, Super Fresh®, Farmer J ack®, Sav-A-Center® and Food Basics® trade
names.




The Great Atlantic & Pacific Tea Company, Inc.
Management’s Discussion and Analysis

INTRODUCTION

The following Management’s Discussion and Analysis is intended to help the reader understand the
financial position, operating results, and cash flows of The Great Atlantic and Pacific Tea Company, Inc. It
should be read in conjunction with our financial statements and the accompanying notes (“Notes™). It
discusses matters that Management considers relevant to understanding the business environment, financial
position, results of operations and our Company’s liquidity and capital resources. These items are presented
as follows:

o Basis of Presentation — a discussion of our Company’s fiscal year-end.

° Overview — a general description of our business; the value drivers of our business; measurements;
opportunities; challenges and risks; and initiatives.

o 2007 Outlook — a discussion of certain trends or business initiatives for the upcoming year that
Management wishes to share with the reader to assist in understanding the business.

o Review of Continuing Operations and Liquidity and Capital Resources — a discussion of results for
fiscal 2006 and 2005, significant business initiatives, current and expected future liquidity and the
impact of various market risks on our Company.

o Market Risk — a discussion of the impact of market changes on our consolidated financial statements.
o Critical Accounting Estimates — a discussion of significant estimates made by Management.
. Impact of New Accounting Pronouncements — a discussion of authoritative pronouncements that have

been or will be adopted by our Company.

BASIS OF PRESENTATION

Our fiscal year ends on the last Saturday in February. Fiscal 2006 ended February 24, 2007, fiscal
2005 ended February 25, 2006, and fiscal 2004 ended February 26, 2005. Fiscal 2006, fiscal 2005 and fiscal
2004 were each comprised of 52 weeks. Except where noted, all amounts are presented in millions, and all
net income (loss) per share data presented is both basic and diluted.

OVERVIEW

The Great Atlantic & Pacific Tea Company, Inc., based in Montvale, New Jersey, operates
conventional supermarkets, combination food and drug stores and discount food stores in 9 U.S. states and
the District of Columbia. Our Company’s business consists strictly of our retail operations, which totaled
406 stores as of February 24, 2007.

Our United States retail operations are organized in three regions: North Region, operating A&P
supermarkets in New York and Northern New Jersey, The Food Emporium in Westchester County, N.Y,
A&P/Super Foodmart stores in Connecticut, and all Food Basics discount stores; Central Region, operating
all Waldbaum’s supermarkets, The Food Emporium in Manhattan, and the Farmer Jack supermarkets in



The Great Atlantic & Pacific Tea Company, Inc.
Management’s Discussion and Analysis - Continued

Michigan; and South Region, operating Super Fresh supermarkets in Baltimore and Philadelphia, A&P
supermarkets in Central New Jersey and Sav-A-Center supermarkets in the greater New Orleans market.

On March 5, 2007, our Company announced that we have reached a definitive merger agreement
with Pathmark Stores, Inc. in which we will acquire Pathmark Stores, Inc., (“Pathmark™) for $1.5 billion in
cash, stock, and debt assumption or retirement. This transaction is expected to be completed during the
second half of our fiscal year 2007 and is subject to the completion of shareholder and regulatory approvals,
as well as other customary closing conditions. For further details surrounding the Pathmark transaction,
refer to our Company’s Form 8-K and the accompanying exhibits filed with the U.S. Securities and
Exchange Commission on March 6, 2007.

Under the terms of the transaction, The Tengelmann Group (“Tengelmann”), currently A&P's
majority shareholder, will remain the largest single shareholder of the combined entity. Christian Haub,
Executive Chairman of A&P, will continue as Executive Chairman of the combined company; Eric Claus,
President and CEO of A&P, will also maintain the same position in the combined company.

Pathmark shareholders will receive $9.00 in cash and 0.12963 shares of A&P stock for each
Pathmark share. As a result, Pathmark shareholders, including its largest investor, The Yucaipa Companies
LLC (*Yucaipa Companies”), will receive a stake in the combined companies.

The boards of both A&P and Pathmark have unanimously approved the transaction. Both Yucaipa
Companies and Tengelmann have entered into voting agreements to support the transaction.

On April 24, 2007, based upon unsatisfactory operating trends and the need to devote resources to
our expanding Northeast core business, our Company announced that we are in negotiations for the
potential sale of groups of non-core stores within our Midwest operations. No definitive sale agreements
have been signed at this time; however, based upon submitted bids received to date, it is possible that an
impairment on long-lived assets that are currently held and used in our Midwest operations may be likely in
the near term. In addition, in connection with this potential sale, it is possible that liabilities for closed
stores and warehouses as well as pension withdrawal from our multi-employer union pension plans may be
recorded in the near term.

A&P continued on course in the fourth quarter with respect to ongoing operating, merchandising,
store development and cost control strategies.

Sales development was in line with industry peers despite competitive responses to our sales and
promotion strategies in our improving Northeastern operations; temporary disruption caused by our
increased store renovation activity in those regions; cycling against 2005 sales in New Orleans when we led
the industry in restoring operations post Hurricane Katrina, and the continued difficult economic
environment in Michigan.

Performance was driven by the improvement of core operations, consistent operating discipline and
cost controls; and margin improvement associated with our ongoing fresh store development, among other
factors.

In addition to ongoing fundamental operating improvements, our Company continued its conversion
of suitable locations to the successful fresh format, completing 4 conversions during the fourth quarter.



The Great Atlantic & Pacific Tea Company, Inc.
Management’s Discussion and Analysis - Continued

Beyond immediate sales increases, the emphasis on fresh category distribution in those stores translates to a
more profitable business model with excellent growth potential on both the top and bottom lines.

The evolution and expansion of our discount Food Basics operations continued, providing customers
in certain markets with an excellent value alternative. In concert with the fresh stores and the new gourmet,
Fine Food concept being implemented by The Food Emporium in New York, this fulfills the multi-tier
marketing strategy initiated by the new executive management team in 2005.

Strategic accomplishments for the full fiscal 2006 year included the following:

. Improvement of prior sales trends in core operating markets;
. Positive earnings momentum in core Northeastern operations;
. Approximately 24 conversions to the new fresh store concept, generating double-digit sales

increases upon completion for those stores;

. Successful launch of the reformatted Food Basics discount concept;

. Introduction of the new generation Food Emporium Fine Foods concept in New York City;
. Cash and earnings flow from comprehensive real estate and tax management strategies; and
. Continued financial benefits from previous cost reduction measures and ongoing controls.
2007 OUTLOOK

A&P’s key objectives for fiscal 2007 are to sustain and enhance execution of the guiding strategies
in place, to further accelerate performance improvement of our core Northeast operations, complete the
recently announced acquisition of Pathmark Stores Inc., and begin integrating that business into our
Company.

Chief among the pre-existing strategies in place are the ongoing improvement of merchandising and
operating performance, the execution of capital improvement projects for maximum return, and general
adherence to cost control disciplines. Key elements are:

. Continued development of merchandising, promotion and pricing strategies to drive profitable sales
growth;
. Execute core market capital plan for conversion of conventional locations to fresh or discount

formats, fine-tune and monitor gourmet format development; and convert or dispose closed store
leaseholds; and

. Pursue operating/strategic solutions to challenged operations in Midwest and New Orleans.



The Great Atlantic & Pacific Tea Company, Inc.
Management’s Discussion and Analysis - Continued

In preparation for the anticipated acquisition of Pathmark, management is assembling a

comprehensive plan for the integration of its operations upon completion of the transaction. Primary initial
objectives are to ensure:

Continuity of all core retail operations during integration process;
Divesture of non-core stores in the Midwest and New Orleans;

Efficient consolidation of headquarters personnel and support functions at present A&P
headquarters in Montvale;

Timely achievement of significant synergies identified as result of merging the two businesses;

Communication to both organizations regarding process, timetable for integration—related changes;
and

Consumer communication regarding the continuation of both the A&P-operated and Pathmark
banners and store formats, and related marketing and promotional efforts.

Overall, fiscal 2007 will be a year of both continuity and momentous change, as management

focuses on both sustaining the improvement already achieved, and completing and implementing the
addition of Pathmark’s operations — thus creating a profitable and growing 460-store, $10 billion chain with
critical mass in our core Northeast region, and improved positions in Metro New York/New Jersey and
greater Philadelphia.

Various factors could cause us to fail to achieve these goals. These include, among others, the

following:

Actions of competitors could adversely affect our sales and future profits. The grocery retailing
industry continues to experience fierce competition from other food retailers, super-centers, mass
merchandisers, warehouse clubs, drug stores, dollar stores and restaurants. Our continued success is
dependent upon our ability to effectively compete in this industry and to reduce operating expenses,
including managing health care and pension costs contained in our collective bargaining agreements.
The competitive practices and pricing in the food industry generally and particularly in our principal
markets may cause us to reduce our prices in order to gain or maintain our market share of sales,
thus reducing margins.

Changes in the general business and economic conditions in our operating regions, including the rate
of inflation, population growth, the rising prices of oil and gas, the nature and extent of continued
consolidation in the food industry and employment and job growth in the markets in which we
operate, may affect our ability to hire and train qualified employees to operate our stores. This
would negatively affect earnings and sales growth. General economic changes may also affect the
shopping habits and buying patterns of our customers, which could affect sales and earnings. We
have assumed economic and competitive situations will not worsen in fiscal 2007. However, we
cannot fully foresee the effects of changes in economic conditions, inflation, population growth, the
rising prices of oil and gas, customer shopping habits and the consolidation of the food industry on
our business.
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Our capital expenditures could differ from our estimate if development and remodel costs vary from
those budgeted, or if performance varies significantly from expectations or if we are unsuccessful in
acquiring suitable sites for new stores.

Our ability to achieve our profit goals will be affected by (i.) our success in executing category
management and purchasing programs that we have underway, which are designed to improve our
gross margins and reduce product costs while making our product selection more attractive to
consumers, (ii.) our ability to achieve productivity improvements and reduce shrink in our stores,
(iii.) our success in generating efficiencies in our supporting activities, and (iv.) our ability to
eliminate or maintain a minimum level of supply and/or quality control problems with our vendors.

The vast majority of our employees are members of labor unions. While we believe that our
relationships with union leaderships and our employees are satisfactory, we operate under collective
bargaining agreements which periodically must be renegotiated. In the coming year, we have
several contracts expiring and under negotiation. In each of these negotiations, rising health care
and pension costs will be an important issue, as will the nature and structure of work rules. We are
hopeful, but cannot be certain, that we can reach satisfactory agreements without work stoppages in
these markets. However, the actual terms of the renegotiated collective bargaining agreements, our
future relationships with our employees and/or a prolonged work stoppage affecting a substantial
number of stores could have a material effect on our results.

The amount of contributions made to our pension and multi-employer plans will be affected by the
performance of investments made by the plans and the extent to which trustees of the plans reduce
the costs of future service benefits.

Our Company is currently required to acquire a significant amount of our saleable inventory from
one supplier, C&S Wholesale Grocers, Inc. Although there are a limited number of distributors that
can supply our stores, we believe that other suppliers could provide similar product on reasonable
terms. However, a change in suppliers could cause a delay in distribution and a possible loss of
sales, which would affect operating results adversely.

We have estimated our exposure to claims, administrative proceedings and litigation and believe we
have made adequate provisions for them, where appropriate. Unexpected outcomes in both the costs
and effects of these matters could result in an adverse effect on our earnings.

Completion of the acquisition of Pathmark is conditioned upon the receipt of certain governmental
authorizations, consents, orders and approvals, including the expiration or termination of the
applicable waiting period (and any extension of the waiting period) under the Hart-Scott-Rodino
Act. The success of the acquisition will depend, in part, on our Company’s ability to realize the
anticipated benefits from combining the business of A&P and Pathmark. If our Company is not able
to achieve these objectives, the anticipated benefits of the acquisition may not be realized fully or at
all or may take longer to realize than expected. Our Company will take on substantial additional
indebtedness to finance this acquisition, which will decrease our business flexibility and increase
our borrowing costs.
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Other factors and assumptions not identified above could also cause actual results to differ
materially from those set forth in the forward-looking information. Accordingly, actual events and results
may vary significantly from those included in or contemplated or implied by forward-looking statements
made by us or our representatives.

REVIEW OF CONTINUING OPERATIONS AND LIQUIDITY AND CAPITAL
RESOURCES

Our consolidated financial information presents the results related to our operations of discontinued
businesses separate from the results of our continuing operations. Both the discussion and analysis that
follows focus on continuing operations.

We sold our Canadian operations to Metro, Inc. at the close of business on August 13, 2005.

Therefore, comparative information relating to our Canadian business that follows was comprised of zero
weeks, 24 weeks, and 52 weeks during fiscal years 2006, 2005 and 2004, respectively.

FISCAL 2006 COMPARED WITH FISCAL 2005

Sales for fiscal 2006 were $6.9 billion compared with $8.7 billion for fiscal 2005; comparable store
sales, which includes stores that have been in operation for two full fiscal years and replacement stores,
decreased 0.5%. Income from continuing operations of $26.5 million in fiscal 2006 decreased from $390.4
million for fiscal 2005 primarily due to the absence of the gain on sale of our Canadian operations of $912.1
million. Net income per share — basic and diluted for fiscal 2006 was $0.65 and $0.64, respectively,
compared to net income per share — basic and diluted of $9.74 and $9.64, respectively, for fiscal 2005.

Fiscal 2006 Fiscal 2005 Unfavorable % Change
Sales $§ 68503 $§ 8,740.3 $ (1,890.0) (21.6%)
(Decrease) increase in
comparable store sales (0.5%) 0.5% NA NA
(Loss) gain on sale of
Canadian operations (1.3) 912.1 (913.4) (100.1%)
Income from continuing operations 26.5 390.4 (363.9) (93.2%)
Income from discontinued operations 0.4 2.2 (1.8) (81.8%)
Net income 26.9 392.6 (365.7) (93.1%)
Net income per share - basic 0.65 9.74 (9.09) (93.3%)
Net income per share - diluted 0.64 9.64 (9.00) (93.4%)
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SALES

Sales for fiscal 2006 of $6,850.3 million decreased $1,890.0 million or 21.6% from sales of $8,740.3
million for fiscal 2005. The lower sales were due to a decrease in U.S. sales of $166.1 million and a
decrease in Canadian sales of $1,723.9 million. The following table presents sales for each of our
reportable operating segments for fiscal 2006 and fiscal 2005:

Fiscal 2006 Fiscal 2005 Decrease % Change
United States $ 6,850.3 $ 7,016.4 $ (166.1) (2.4%)
Canada — 1,723.9 (1,723.9) (100.0)
Total $ 6,850.3 $ 8,740.3 $ (1,890.0) (21.6%)

The following details the dollar impact of several items affecting the decrease in sales by reportable
operating segment from fiscal 2005 to fiscal 2006:

Impact of Impact of Comparable Impact of
New Closed Store Hurricane
Stores Stores Sales Katrina Other Total
United States $ 40.7 $ (2329 § (36.0) $ 53.6 $ 8.5 $ (166.1)
Canada - - - - (1,723.9) (1,723.9)
Total $ 40.7 $ (2329 § (36.0) $ 53.6 $ (1,7154) § (1,890.0)

The decrease in U.S. sales was primarily attributable to the closing of 58 stores since the beginning
of fiscal 2005, of which 9 were closed in fiscal 2006 decreasing sales by $232.9 million, the decrease in
comparable store sales for fiscal 2006 of $36.0 million or 0.5% as compared with fiscal 2005 driven mainly
by a decrease in comparable store sales of 5.6% for the Midwest. These decreases were partially offset by
the opening or re-opening of 12 new stores since the beginning of fiscal 2005, of which 10 were opened or
re-opened in fiscal 2006, increasing sales by $40.7 million, the increase in sales for our New Orleans stores
that were temporarily closed as a result of Hurricane Katrina of $53.6 million and the increase in sales
relating to an information technology services agreement with Metro, Inc. of $8.5 million. Included in the
58 stores closed since the beginning of fiscal 2005 were 35 stores closed as part of the asset disposition
initiative as discussed in Note 8 of our Consolidated Financial Statements. Included in the 12 stores opened
since the beginning of fiscal 2005 was 6 Clemens Markets stores we purchased from C&S Wholesale
Grocers, Inc. during fiscal 2006.

The decrease in Canadian sales of $1,723.9 million was due to the sale of our Canadian operations
during the second quarter of fiscal 2005 which resulted in the inclusion of zero weeks of sales for fiscal
2006 as compared to the inclusion of 24 weeks for fiscal 2005.

Average weekly sales per supermarket for the U.S. were approximately $337,000 for fiscal 2006
versus $330,000 for the corresponding period of the prior year, an increase of 2.1% primarily due to the
impact of closing smaller stores offset by the negative comparable store sales.
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GROSS MARGIN

The following table presents gross margin dollar results and gross margin as a percentage of sales by

reportable operating segment for fiscal 2006 as compared to fiscal 2005. Gross margin as a percentage of
sales increased 147 basis points to 30.14% for fiscal 2006 from 28.67% for fiscal 2005 primarily caused by
the sale of our Canadian operations which had a lower gross margin rate. We believe the impact on margin
for changes in costs and special reductions was not significant.

Fiscal 2006 Fiscal 2005
Gross Margin Rate to Sales% Gross Margin Rate to Sales%
United States $ 2,0644 30.14% $ 2,084.4 29.71%
Canada - - 420.7 24.40
Total $ 20644 30.14% $ 2505.1 28.67%

The following table details the dollar impact of several items affecting the gross margin dollar
decrease from fiscal 2005 to fiscal 2006:

Sales Volume Rate Other Total
United States $ 494) 29.4 $ - $ (20.0)
Canada - — (420.7) (420.7)
Total $ (49.4) $ 29.4 $ (420.7) $ (440.7)

STORE OPERATING, GENERAL AND ADMINISTRATIVE EXPENSE

The following table presents store operating, general and administrative expense (“SG&A”) by
reportable operating segment, in dollars and as a percentage of sales for fiscal 2006 compared with fiscal
2005. SG&A expense was $2,074.5 million or 30.28% for fiscal 2006 as compared $2,825.7 million or
32.33% for fiscal 2005.

Fiscal 2006 Fiscal 2005
SG&A Rate to Sales% SG&A Rate to Sales%
United States $ 2,074.5 30.28% $ 24622 35.09%
Canada - - 363.5 21.09
Total $ 20745 30.28% $ 28257 32.33%

Included in SG&A in the U.S. for fiscal 2006 were certain charges as follows:

e costs relating to the closing of our owned warehouses in Edison, New Jersey and Bronx, New York of

$5.5 million (8 basis points) that were not sold as part of the sale of our U.S. distribution operations and
some warehouse facilities and related assets to C&S Wholesale Grocers as discussed in Note 8 — Asset
Disposition Initiatives;

costs relating to the closure of stores in the Midwest as discussed in Note 8 — Asset Disposition
Initiatives of $3.9 million (6 basis points);

costs relating to the consolidation of our operating offices in line with our smaller operations in the U.S.
of $3.8 million (5 basis points); and

costs relating to a voluntary labor buyout program in the South region of $4.5 million (7 basis points).
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Partially offset by:

e net gains on real estate activity of $21.9 million (32 basis points) during fiscal 2006; and

e gain from proceeds of insurance settlement of $9.2 million (13 basis points) received during fiscal 2006
for a portion of our losses caused by Hurricane Katrina as discussed in Note 16 — Hurricane Katrina and
Impact on U.S. Business.

SG&A in the U.S. for fiscal 2005 also included certain charges as follows:

e costs relating to the closing of our owned warehouses in Edison, New Jersey and Bronx, New York of
$83.2 million (119 basis points) that were not sold as part of the sale of our U.S. distribution operations
and some warehouse facilities and related assets to C&S Wholesale Grocers as discussed in Note 8 —
Asset Disposition Initiatives;

e costs relating to the closure of stores in the Midwest as discussed in Note 8 — Asset Disposition
Initiatives of $114.0 million (163 basis points);

e costs relating to future occupancy costs for four stores closed in connection with Hurricane Katrina, the
write-off of an asset for a favorable lease that was recorded for one of these stores that is now closed,
our insurance deductible, and other related hurricane costs as discussed in Note 16 — Hurricane Katrina
and Impact on U.S. Business of $19.0 million (27 basis points);

e costs relating to the impairment of unrecoverable assets of $17.7 million (25 basis points) as discussed
in Note 6 — Valuation of Long-Lived Assets;

e costs relating to an administrative reorganization during fiscal 2005 of $17.6 million (25 basis points);

e costs relating to the consolidation of our operating offices in line with our smaller operations in the U.S.
of $14.8 million (21 basis points);

e costs relating to the cash tender offer completed during fiscal 2005 as discussed in Note 9 —
Indebtedness of $32.6 million (46 basis points);

e costs relating to the settlement of our net investment hedge as discussed in Note 18 — Hedge of Net
Investment in Foreign Operations of $15.4 million (22 basis points); and

e costs relating to workers compensation state assessment charges as discussed in Note 1 — Summary of
Significant Accounting Policies of $9.7 million (14 basis points).

Partially offset by:

e recoveries from our VISA/Mastercard antitrust class action litigation as discussed in Note 19 —
Commitments and Contingencies of $1.5 million (2 basis points); and
e net gains on real estate activity of $14.9 million (21 basis points) during fiscal 2005.

Excluding the items listed above, SG&A within our core U.S. operations, as a percentage of sales,
decreased by 23 basis points during fiscal 2006 as compared to fiscal 2005 primarily due to the continued
focus on discretionary spend, particularly within the administrative departments of $23.8 million (29 basis
points).

The decrease in SG&A in Canada of $363.5 million was due to the sale of our Canadian operations

during the second quarter of fiscal 2005 which resulted in the inclusion of zero weeks of costs in fiscal 2006
as compared to 24 weeks in fiscal 2005.

10



The Great Atlantic & Pacific Tea Company, Inc.
Management’s Discussion and Analysis - Continued

During fiscal 2006 and fiscal 2005, we recorded impairment losses on long-lived assets as follows:

Fiscal 2006 Fiscal 2005
U.S. Canada Total U.S. Canada Total

Impairments due to closure or conversion in the
normal course of business $ 4836 $ - $ 4836 $9,851 $ 506 $ 10,357

Impairments due to unrecoverable assets - - 17,728 - 17,728
Impairments due to closure of stores impacted by

Hurricane Katrina - - - 6,090 - 6,090
Impairments related to the our asset

disposition initiatives 1.049 — 1.049 _15.463 — 15463

Total impairments § 5885 $ - $ 5885 $49.132 $ 506 $ 49,638

(1) Refer to Note 16 — Hurricane Katrina and Impact on U.S. Business
(2) Refer to Note 8 — Asset Disposition Initiatives

The effects of changes in estimates of useful lives were not material to ongoing depreciation
expense.

If current operating levels do not improve, there may be additional future impairments on long-lived
assets, including the potential for impairment of assets that are held and used, particularly in our Midwest
operations.

(LOSS) GAIN ON SALE OF CANADIAN OPERATIONS

We sold our Canadian operations to Metro, Inc. at the close of business on August 13, 2005. As a
result of this sale, we recorded a pretax gain of $912.1 million (gain of $805.3 million after tax) during
fiscal 2005. In fiscal 2006, we recorded a charge of $1.3 million as a result of a post-closing working
capital adjustment as provided in the Stock Purchase Agreement.

INTEREST EXPENSE

Interest expense of $73.8 million for fiscal 2006 decreased from the prior year amount of $92.2
million due primarily to (i.) the repurchase of the majority of our 7.75% Notes due April 15, 2007 and our
9.125% Senior Notes due December 15, 2011 resulting in a reduction in interest expense of $17.2 million,
and (ii.) the absence of interest expense of $8.4 million relating to our Canadian operations that was
recorded during fiscal 2005 but not recorded during fiscal 2006 as a result of its sale, partially offset by (iii.)
an increase in interest expense of $5.4 million due to our increased borrowings on our revolving line of
credit.

EQUITY IN EARNINGS OF METRO, INC.

We use the equity method of accounting to account for our investment in Metro, Inc. on the basis
that we have significant influence over substantive operating decisions made by Metro, Inc. through our
membership on Metro, Inc.’s Board of Directors and its committees and through an information technology
services agreement with Metro, Inc. During fiscal 2006 and fiscal 2005, we recorded $40.0 million and
$7.8 million, respectively, in equity earnings relating to our equity investment in Metro, Inc. Refer to Note

20 — Subsequent Events for further discussion regarding our equity investment in Metro, Inc. subsequent to
February 24, 2007.
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INCOME TAXES

The benefit from income taxes from continuing operations for fiscal 2006 was $62.1 million
compared to a provision for income taxes from continuing operations for fiscal 2005 of $128.9 million (a
$110.4 million provision for our U.S. operations and an $18.5 million provision for our Canadian operations).
Consistent with the prior year, we continue to record a valuation allowance against our U.S. net deferred tax
assets.

For fiscal 2006, our effective income tax rate of 174.5% changed from the effective income tax rate
of 24.8% for fiscal 2005 as follows:

Fiscal 2006 Fiscal 2005
Effective Effective
Tax Benefit Tax Rate Tax Provision Tax Rate
United States $ 62,088 (174.5%) $ (110,388) 21.3%
Canada - — (18.539) 3.5
$ 62,088 (174.5%) $  (128,927) 24.8%

The change in our effective tax rate was primarily due to (i.) the recognition of tax benefits during
fiscal 2006 as we continue to experience operating losses and these operating losses decrease the overall tax
provision previously recorded during fiscal 2005 in connection with our Company’s Domestic Reinvestment
Plan and events surrounding the sale of our Canadian operations in fiscal 2005, (ii) the recognition of foreign
tax credits, (iii) the increase in our valuation allowance that was recorded through the current year tax
benefit, (iv) the tax benefit from not providing deferred taxes on the undistributed earnings of our investment
in Metro, Inc., and (v.) the absence of a tax provision that was recorded for our Canadian operations during
fiscal 2005 that was not recorded during fiscal 2006 due to the sale of our Canadian operations during the
second quarter of fiscal 2005.

DISCONTINUED OPERATIONS

Beginning in the fourth quarter of fiscal year 2002 and in the early part of the first quarter of fiscal
2003, we decided to sell our operations located in Northern New England and Wisconsin, as well as our Eight
O’Clock Coffee business. These asset sales are now complete.

Although the Canadian operations have been sold as of February 25, 2006, the criteria necessary to
classify the Canadian operations as discontinued have not been satisfied as our Company has retained
significant continuing involvement in the operations of this business upon its sale.

Income from operations of discontinued businesses, net of tax, for fiscal 2006 was $0.4 million as
compared to $1.6 million for fiscal 2005, which was primarily due to adjustments as a result of changes in
estimates partially offset by interest accretion on future occupancy payments that were recorded at present
value at the time of the original charge.

The gain on disposal of discontinued operations, net of tax, was $0.6 million for fiscal 2005, which
was related to the sale of a Kohl’s warehouse in fiscal 2005. There were no similar gains for fiscal 2006.
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FISCAL 2005 COMPARED WITH FISCAL 2004

Sales for fiscal 2005 were $8.7 billion, compared with $10.9 billion for fiscal 2004; comparable
store sales, which includes stores that have been in operation for two full fiscal years and replacement
stores, increased 0.5%. Loss from continuing operations reversed from $184.0 million for fiscal 2004 to
income from continuing operations of $390.4 million for fiscal 2005 primarily due to the gain on sale of our
Canadian operations of $912.1 million. Net income per share — basic and diluted for fiscal 2005 was $9.74
and $9.64, respectively, compared to a net loss per share — basic and diluted of $4.88 for fiscal 2004.

(Unfavorable)
Fiscal 2005 Fiscal 2004 Favorable / % Change

Sales § 8,740.3 § 10,8549 $(2,114.6) (19.5%)
Increase in comparable store sales 0.5% 0.1% NA NA
Gain on sale of Canadian operations 912.1 - 912.1 100.0
Income (loss) from continuing

operations 390.4 (184.0) 574.4 >100.0
Income (loss) from discontinued

operations 2.2 4.1) 6.3 >100.0
Net income (loss) 392.6 (188.1) 580.7 >100.0
Net income (loss) per share - basic 9.74 (4.88) 14.62 >100.0
Net income (loss) per share - diluted 9.64 (4.88) 14.52 >100.0
SALES

Sales for fiscal 2005 of $8,740.3 million decreased $2,114.6 million or 19.5% from sales of
$10,854.9 million for fiscal 2004. The lower sales were due to a decrease in U.S. sales of $301.2 million
and a decrease in Canadian sales of $1,813.4 million. The following table presents sales for each of our
reportable operating segments for fiscal 2005 and fiscal 2004:

Fiscal 2005 Fiscal 2004 Decrease % Change
United States $§ 17,0164 $ 7,317.6 $ (301.2) (4.1%)
Canada 1,723.9 3,537.3 (1,813.4) (51.3)
Total $§ 87403 $ 10,8549 $ (2,114.6) (19.5%)

The following details the dollar impact of several items affecting the decrease in sales by reportable
operating segment from fiscal 2004 to fiscal 2005:

Impact of Impact of Foreign Comparable Impact of
New Closed Exchange Store Hurricane
Stores Stores Rate Sales Katrina Other Total
United States $ 25.2 $ (33000 S - $ 30.7 $ (363) S 92 § (301.2)
Canada 47.6 (65.1) 162.0 1.6 - (1,959.5) _ (1.813.4)
Total $ 72.8 $§ (395.1) § 162.0 $ 323 $§  (363) §(1,950.3) $ (2,114.6)

The decrease in U.S. sales was primarily attributable to the closing of 67 stores since the beginning
of fiscal 2004, of which 49 were closed in fiscal 2005 primarily in the Midwest, decreasing sales by $330.0
million, and the decrease in sales caused by the overall impact of Hurricane Katrina of $36.3 million.
These decreases were partially offset by the opening or re-opening of 18 new stores since the beginning of
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fiscal 2004, of which 2 were opened or re-opened in fiscal 2005, increasing sales by $25.2 million, the
increase in comparable store sales for fiscal 2005 of $30.7 million or 0.5% as compared with fiscal 2004,
and the increase in sales relating to an information technology services agreement with Metro, Inc. of $9.2
million.

The decrease in Canadian sales was primarily attributable to the sale of our Canadian operations that
resulted in the inclusion of 24 weeks of sales during fiscal 2005 as compared to 52 weeks during fiscal
2004, decreasing sales by $1,959.5 million, and the closure of 14 stores since the beginning of fiscal 2004,
of which 1 was closed in fiscal 2005, decreasing sales by $65.1 million. These decreases were partially
offset by the opening or re-opening of 9 stores since the beginning of fiscal 2004, of which 1 was opened or
re-opened in fiscal 2005, increasing sales by $47.6 million, the favorable effect of the Canadian exchange
rate, which increased sales by $162.0 million, and the increase in comparable store sales for fiscal 2005 of
$1.6 million or 0.1% for Company-operated stores and franchised stores combined, as compared to fiscal
2004.

Average weekly sales per supermarket for the U.S. were approximately $330,000 for fiscal 2005
versus $323,100 for the corresponding period of the prior year, an increase of 2.1% primarily due to the
impact of closing smaller stores and positive comparable store sales. Average weekly sales per
supermarket for Canada were approximately $298,600 for fiscal 2005 versus $285,900 for the
corresponding period of the prior year, an increase of 4.4%. This increase was primarily due to the increase
in the Canadian exchange rate and higher comparable store sales.

GROSS MARGIN

The following table presents gross margin dollar results and gross margin as a percentage of sales by
reportable operating segment for fiscal 2005 as compared to fiscal 2004. Gross margin as a percentage of
sales increased 65 basis points to 28.67% for fiscal 2005 from 28.02% for fiscal 2004 primarily caused by the
sale of our Canadian operations which had a lower gross margin rate. We believe the impact on margin for
changes in costs and special reductions was not significant.

Fiscal 2005 Fiscal 2004
Gross Margin Rate to Sales% Gross Margin Rate to Sales%
United States $ 2,0844 29.71% $ 21779 29.76%
Canada 420.7 24.40 863.2 24.40
Total $ 25051 28.67% $ 3.041.1 28.02%

The following table details the dollar impact of several items affecting the gross margin dollar
decrease from fiscal 2004 to fiscal 2005:

Gross Margin

Sales Volume Rate Exchange Rate Other Total
United States $ (89.6) $ 39 $ - $ - $ (93.5)
Canada (58.8) 4.5 32.9 (421.1) (442.5)
Total $ (1484) $ 0.6 $ 32.9 $ (421.1) $ (536.0)
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STORE OPERATING, GENERAL AND ADMINISTRATIVE EXPENSE

The following table presents store operating, general and administrative expense (“SG&A”) by
reportable operating segment, in dollars and as a percentage of sales for fiscal 2005 compared with fiscal
2004. SG&A expense was $2,825.7 million or 32.33% for fiscal 2005 as compared to $3,114.1 million or
28.69% for fiscal 2004.

Fiscal 2005 Fiscal 2004
SG&A Rate to Sales% SG&A Rate to Sales%
United States $ 24622 35.09% $ 23072 31.53%
Canada 363.5 21.09 806.9 22.81
Total $ 28257 32.33% $ 3.114.1 28.69%

Included in SG&A in the U.S. for fiscal 2005 were certain charges as follows:

e costs relating to the closing of our owned warehouses in Edison, New Jersey and Bronx, New York of
$83.2 million (119 basis points) that were not sold as part of the sale of our U.S. distribution operations
and some warehouse facilities and related assets to C&S Wholesale Grocers as discussed in Note 8 —
Asset Disposition Initiatives;

e costs relating to the closure of stores in the Midwest as discussed in Note 8 — Asset Disposition
Initiatives of $114.0 million (163 basis points);

e costs relating to future occupancy costs for four stores closed in connection with Hurricane Katrina, the
write-off of an asset for a favorable lease that was recorded for one of these stores that is now closed,
our insurance deductible, and other related hurricane costs as discussed in Note 16 — Hurricane Katrina
and Impact on U.S. Business of $19.0 million (27 basis points);

e costs relating to the impairment of unrecoverable assets of $17.7 million (25 basis points) as discussed
in Note 6 — Valuation of Long-Lived Assets;

e costs relating to an administrative reorganization during fiscal 2005 of $17.6 million (25 basis points);

e costs relating to the consolidation of our operating offices in line with our smaller operations in the U.S.
of $14.8 million (21 basis points);

e costs relating to the cash tender offer completed during fiscal 2005 as discussed in Note 9 —
Indebtedness of $32.6 million (46 basis points);

e costs relating to the settlement of our net investment hedge as discussed in Note 18 — Hedge of Net
Investment in Foreign Operations of $15.4 million (22 basis points); and

e costs relating to workers compensation state assessment charges as discussed in Note 1 — Summary of
Significant Accounting Policies of $9.7 million (14 basis points).

Partially offset by:
e recoveries from our VISA/Mastercard antitrust class action litigation as discussed in Note 19 —

Commitments and Contingencies of $1.5 million (2 basis points); and
e net gains on real estate activity of $14.9 million (21 basis points) during fiscal 2005.
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SG&A in the U.S. for fiscal 2004 also included certain charges as follows:

e costs relating to the impairment of unrecoverable assets of $34.7 million (47 basis points);

e costs relating to severance and other charges of $10.7 million (15 basis points) relating to an
administrative reorganization; and

e costs relating to an increase in our workers’ compensation and general liability reserves of $27.2 million
(37 basis points) in response to both adverse development of prior years’ costs and other developments
including a continuing trend of rising costs.

Partially offset by:

e areduction in the vacation accrual of $8.6 million (12 basis points) due to a change in the vacation
entitlement practice. Prior to the change in the vacation operating policy, non-union employees were
fully vested on the first day of the calendar year. As such under SFAS No. 43, “Compensated
Absences”, our Company accrued vacation as it was earned by non-union employees (earned in the
calendar year immediately preceding the January 1 vesting date). Under the new vacation operating
policy, non-union employees vest over the year that vacation is earned, and accordingly, our Company
recorded a one-time adjustment to reduce the liability; and

e net gains on real estate activity of $22.5 million (31 basis points) during fiscal 2005.

Excluding the items listed above, SG&A within our core U.S. operations, as a percentage of sales,
decreased by 25 basis points during fiscal 2005 as compared to fiscal 2004 primarily due to a reduction in
administrative expenses of $49.5 million, a reduction in advertising costs of $9.9 million, and a reduction in
depreciation expense of $9.9 million partially offset by an increase in utilities expense of $15.9 million due
to rising costs of oil and gas.

The decrease in SG&A in Canada of $443.4 million (172 basis points) is primarily due to the
inclusion of 24 weeks of costs during fiscal 2005 as compared to 52 weeks of costs during fiscal 2004, in
addition to (i.) lower depreciation expense of $21.6 million as the Canadian assets were sold during fiscal
2005, and (ii.) the absence of costs relating to the settlement of the Canadian lawsuit of $24.9 million which
were included in fiscal 2004.

During fiscal 2005 and fiscal 2004, we recorded impairment losses on long-lived assets as follows:

Fiscal 2005 Fiscal 2004
U.S. Canada Total U.s. Canada Total

Impairments due to closure or conversion in the

normal course of business $ 9851 $§ 506 $10,357 $ 6,000 $ 709 $ 6,709
Impairments due to unrecoverable assets 17,728 - 17,728 34,688 — 34,688
Impairments due to closure of stores impacted by

Hurricane Katrina " 6,090 — 6,090 - - -
Impairments related to our asset

disposition initiatives 15,463 — 15463 _ 2,749 - 2,749

Total impairments $49,132 § 506 $49,638 $43.437 § 709 $ 44,146

(1) Refer to Note 16 — Hurricane Katrina and Impact on U.S. Business
(2) Refer to Note 8 — Asset Disposition Initiatives
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The effects of changes in estimates of useful lives were not material to ongoing depreciation
expense.

If current operating levels do not improve, there may be additional future impairments on long-lived
assets, including the potential for impairment of assets that are held and used.

GAIN ON SALE OF CANADIAN OPERATIONS

We sold our Canadian operations to Metro, Inc. at the close of business on August 13, 2005. Asa
result of this sale, we recorded a pretax gain of $912.1 million (gain of $805.3 million after tax) during
fiscal 2005.

INTEREST EXPENSE

Interest expense of $92.2 million for fiscal 2005 decreased from the prior year amount of $114.1
million due primarily to (i.) the repurchase of the majority of our 7.75% Notes due April 15, 2007 and our
9.125% Senior Notes due December 15, 2011 resulting in a reduction in interest expense of $15.8 million,
(ii.) a decrease in capitalized interest expense of $1.0 million due mainly to a reduction in new store builds,
and (iii.) lower interest expense of $8.8 million relating to our Canadian operations due to the inclusion of
its operating results for 24 weeks for fiscal 2005 as compared to 52 weeks for fiscal 2004 as a result of its
sale, partially offset by higher interest expense resulting from our on-balance sheet long-term real estate
liabilities, which includes sale-leaseback of Company-owned properties entered into in the fourth quarter of
fiscal 2003, of approximately $1.4 million and sale-leaseback of locations for which we received landlord
allowances of $0.5 million.

INCOME TAXES

The provision for income taxes from continuing operations for fiscal 2005 was $128.9 million (a
$110.4 million provision for our U.S. operations and a $18.5 million provision for our Canadian operations)
compared to a provision for income taxes from continuing operations for fiscal 2004 of $0.5 million (a $4.5
million provision for our U.S. operations and a $4.0 million benefit for our Canadian operations). Consistent
with prior year, we continue to record a valuation allowance against our U.S. net deferred tax assets.

For fiscal 2005, our effective income tax rate of 24.8% changed from the effective income tax rate of
0.3% for fiscal 2004 as follows:

Fiscal 2005 Fiscal 2004
Effective Tax (Provision) Effective
Tax Provision Tax Rate Benefit Tax Rate
United States $ (110,388) 21.3% $ (4,500) 2.5%
Canada (18,539) 3.5% 3,972 (2.2%)
$ (128,927) 24.8% $ (528) 0.3%

The change in our effective tax rate was primarily due to the tax provisions we recorded in the U.S. in
connection with (i.) our Company’s Domestic Reinvestment Plan as discussed in Note 12 — Income Taxes
and (i1.) the sale of our Canadian operations that occurred during fiscal 2005.
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DISCONTINUED OPERATIONS

Beginning in the fourth quarter of fiscal year 2002 and in the early part of the first quarter of fiscal
2003, we decided to sell our operations located in Northern New England and Wisconsin, as well as our Eight
O’Clock Coffee business. These asset sales are now complete.

Although the Canadian operations have been sold as of February 25, 2006, the criteria necessary to
classify the Canadian operations as discontinued have not been satisfied as our Company has retained
significant continuing involvement in the operations of this business upon its sale.

Income from operations of discontinued businesses, net of tax, for fiscal 2005 was $1.6 million, which
was primarily related to adjustments 