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Forward-Looking Statements

The matters discussed in this Annual Report on Form 10-K include "forward-looking statements" about the
plans, strategies, objectives, goals or expectations of Spartan Stores, Inc. (together with its subsidiaries, "Spartan
Stores"). These forward-looking statements are identifiable by words or phrases indicating that Spartan Stores or
management "expects,” "anticipates,” "projects," "plans," "believes," "estimates," "intends," is "optimistic" or
"confident" that a particular occurrence "will," "may," "could,"” "should" or "will likely" result or that a particular
event "will," "may," "could," "should", or "will likely" occur or "continue" in the future, that the "outlook" or "trend"
is toward a particular result or occurrence, that a development is a "priority" or similarly stated expectations.
Accounting estimates, such as those described under the heading "Critical Accounting Policies" in Item 7 of this
Annual Report on Form 10-K, are inherently forward-looking. Our asset impairment and exit cost provisions are
estimates and actual costs may be more or less than these estimates. You should not place undue reliance on these
forward-looking statements, which speak only as of the date of this Annual Report.

nn nn nan

In addition to other risks and uncertainties described in connection with the forward-looking statements
contained in this Annual Report on Form 10-K and other periodic reports filed with the Securities and Exchange
Commission, there are many important factors that could cause actual results to differ materially. Our ability to
strengthen our retail-store performance; maintain or grow sales; respond successfully to competitors, maintain or
increase gross margin; maintain and improve customer and supplier relationships; reduce operating costs; sell on
favorable terms assets classified as held for sale; generate cash; continue to meet the terms of our debt covenants; and
implement the other programs, plans, priorities, strategies, objectives, goals or expectations described in this Annual
Report, our press releases and our public comments will be affected by changes in economic conditions generally or in
the markets and geographic areas that we serve, adverse effects of the changing food and distribution industries and
other factors including, but not limited to, those discussed in the "Risk Factors" discussion in Item 1A of this Annual
Report.

This section and the discussion contained in Item 1A, "Risk Factors," of this report, which is incorporated here
by reference, are intended to provide meaningful cautionary statements for purposes of the safe harbor provisions of
the Private Securities Litigation Reform Act of 1995. This should not be construed as a complete list of all of the
economic, competitive, governmental, technological and other factors that could adversely affect our expected
consolidated financial position, results of operations or liquidity. We undertake no obligation to update or revise our
forward-looking statements to reflect developments that occur or information that we obtain after the date of this
Annual Report.
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PART I

Item 1. Business
Overview

Spartan Stores is a leading regional grocery distributor and grocery retailer, operating in Michigan, Ohio and
Indiana. We operate two primary business segments: Distribution and Retail. We are the tenth largest wholesale
distributor to supermarkets in the United States and the largest wholesale distributor to supermarkets in Michigan. Our
distribution and retail operations hold a combined #1 or #2 market share in many of the key Michigan markets we
serve. For the fiscal year ended March 25, 2006 ("fiscal 2006"), we generated net sales of $2.0 billion.

Established in 1917 as a cooperative grocery distributor, Spartan Stores converted to a for-profit business
corporation in 1973. In January 1999, we began to acquire retail supermarkets in our focused geographic regions. In
August 2000, our common stock became listed on The NASDAQ Stock Market under the symbol "SPTN." Today,
with approximately 7,500 employees, Spartan Stores distributes a wide variety of products to over 350 independent
supermarkets and operates 70 conventional supermarkets and 19 deep-discount food and drug stores.

In fiscal 2005, Spartan Stores established four key management priorities that focused on the longer-term
strategy of the Company, including establishing a well-differentiated market offering for our Distribution and Retail
segments, and additional strategies designed to create value for our shareholders, retailers and customers. These
priorities were:

Distribution sales growth: Focus on penetration of existing customers, attract new customers due to competitive activities, continue
to refine our specialty goods offering, and share "best retail practices" with customers to drive growth.

Retail sales growth: Leverage investments in fuel centers and pharmacy operations to drive adjacent supermarket comparable sales,
continue the rollout of category management initiatives, specifically focusing on perishables offerings, and continue with our capital
plan focusing on remodels, adjacent acquisitions, expansions and new stores to fill in existing markets when available.

Margin enhancement: Continue focus on retail shrink improvement, increase penetration of private label programs, improved
offerings in our perishables department, and continue to focus on improving the cost of merchandise through vendor partnerships.
SG&A expense cost containment: Continue to focus on cost reductions and efficiencies to help offset inflationary pressures on
SG&A expenses.

We believe significant progress has been made towards achieving these long-term priorities in fiscal 2005 and
2006 and we will continue to focus on these items as we move forward.

Distribution Segment

Our Distribution segment provides a selection of approximately 42,000 stock-keeping units (SKU's), including
dry groceries, produce, dairy products, meat, deli, bakery, frozen food, seafood, floral products, general merchandise,
pharmacy, and health and beauty care items to over 350 independent grocery stores and our 89 corporate-owned
stores. In addition, we offer approximately 2,800 private label grocery and general merchandise items. Total revenues
from our Distribution segment, including shipments to our corporate-owned stores, were $1.6 billion for fiscal 2006.

Customers. Our Distribution segment supplies a diverse group of independent grocery store operators that
range from a single store to supermarket chains with as many as 21 stores and our corporate-owned stores. Pricing to
our customers is generally based upon a "cost plus" model for grocery, frozen, dairy, pharmacy and health and beauty
care items and a "variable mark-up" model for meat, deli, bakery, produce, seafood, floral and general merchandise
products.

Our Distribution customer base is very diverse, with no single customer exceeding 12% of Distribution net
sales, excluding corporate-owned stores. Our five largest Distribution customers (excluding corporate-owned stores)
accounted for approximately 32% of our fiscal 2006 Distribution net sales. In addition, approximately 58% of
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Distribution net sales, including corporate-owned stores, are covered under supply agreements with our Distribution
customers.

Distribution Functions. Our Distribution business utilizes approximately 1.9 million square feet of warehouse,
distribution and office space. We supply our independent Distribution customers and our corporate-owned stores from
our distribution centers located in Grand Rapids and Plymouth, Michigan. We believe that our distribution facilities
are strategically located to efficiently serve our customers. We are continually evaluating our inventory movement and
assigning SKU's to appropriate facilities within our distribution centers to reduce the time required to pick products.
During fiscal 2006, we implemented voice-activated selection technology in three of our warehouse facilities and
expect to add this capability to the last warehouse facility in fiscal 2007. This technology will significantly improve
inventory selection accuracy and will enable better management of warehouse inventory by allowing for "real time"
tracking.

Also in fiscal 2006, we reconfigured and reallocated existing facility space in our perishables warehouse, which
gives us the ability to accommodate additional volume and variety of produce business. One of the key changes is the
replacement of older banana ripening equipment with new equipment that utilizes the latest technology. These
changes will enhance the quality of the produce we offer the consumer and will enable our distribution customers and
corporate-owned stores the opportunity to offer increased variety, especially in the organics, value-added salads and
pre-cut fruits and vegetables categories.

To supply our Distribution customers, we operate a fleet of approximately 100 tractors, 200 conventional
trailers and 175 refrigerated trailers, substantially all of which are leased. In fiscal 2006, as part of a three-year effort
to upgrade the fleet, we replaced 32 tractors. We expect to continue investing capital into developing the fleet as our
wholesale distribution business expands. The new units have more logo visibility and should allow us to reduce
vehicle maintenance costs. Also in fiscal 2006, we implemented a new in-bound scheduling system that centralizes the
scheduling function, and should allow us to further reduce costs.

Additional Services. We also offer and provide many of our independent Distribution customers with
value-added services, including:

Site identification and market analyses Coupon redemption

Store planning and development Product reclamation

Marketing, promotion and advertising Printing

Technology and information services Merchandising

Accounting and tax preparation Real estate services

Human resource services Construction management services
Retail Segment

On March 27, 2006, we acquired certain assets and assumed certain liabilities related to 20 stores of D&W Food
Centers, Inc. and D&W Associate Resources, LLC (together "D&W"). We continue to operate 16 of the 20 locations.
This acquisition positions us as the leading conventional supermarket operator in the metro Grand Rapids, Michigan
market and is expected to provide significant synergies to our operations. Our Retail segment now operates 70 retail
supermarkets and 19 deep-discount food and drug stores predominantly in midsize metropolitan, tourist and lakeshore
communities of Michigan and Ohio. Our retail supermarkets are operated under the banners Family Fare
Supermarkets, Glen's Markets and D&W Fresh Markets and our 19 deep-discount food and drug stores operate under
the banner The Pharm.

Our retail supermarkets maintain a #1 or #2 market share position in many of the Michigan markets they serve.
We believe that our strong market share positions result from our distinct "neighborhood market" focus and the
favorable name recognition of our banners. Our neighborhood market strategy distinguishes our stores from
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supercenters and limited assortment stores by emphasizing convenient locations, demographically targeted
merchandise selections, strong perishables offerings, customer service, value pricing and community involvement.

Our 70 retail supermarkets typically offer dry groceries, produce, dairy products, meat, frozen food, seafood,

floral products, general merchandise, beverages, tobacco products, health and beauty care products, delicatessen items
and bakery goods. Forty of our supermarkets also offer pharmacy services. In addition to

5.
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nationally advertised products, the stores carry private label items, including our Spartan brand, President's Choice,
Aroma Street Bakery and three private label brands that result from our strategic relationship with Topco Associates
LLC: Top Care, a health and beauty care brand label, Valu Time, a value brand label, and Full Circle, a natural and
organic brand label. These private label items provide above-average retail margins and we believe they help generate
increased customer loyalty. See "Marketing and Merchandising-Corporate Brands." Our retail supermarkets range in
size from approximately 20,000 to 62,000 total square feet and average approximately 40,000 total square feet per
store.

Our 19 deep-discount food and drug stores, which operate under the banner The Pharm, offer a unique
combination of a full-service pharmacy, general merchandise products and basic food offerings. These stores operate
under a deep discount format that emphasizes everyday low prices that are very competitive with supercenter offerings
and are less than those of a traditional supermarket or drug store. The Pharm stores range in size from approximately
17,000 to 37,000 total square feet and average approximately 28,000 total square feet per store.

During fiscal 2006, we opened 3 fuel centers in Michigan operating under the banners Family Fare Quick Stop
and Glen's Quick Stop. We now operate a total of 6 fuel centers. These fuel centers offer refueling facilities and in the
adjacent convenience store, a limited variety of immediately consumable products. Our prototypical Quick Stop stores
are approximately 900 square feet in size and are located adjacent to our supermarkets. We expect that the location of
the fuel center, along with cross-merchandising initiatives, will attract customers to the adjacent supermarket,
resulting in increased supermarket sales. We are planning to open several additional fuel centers over the next two
years. We also plan to include fuel centers with certain acquired stores and any newly constructed stores, where
possible.

We acquired our stores as a result of seven acquisitions from January 1999 to March 2006. The following chart
details the changes in the number of our retail stores over the last five fiscal years:

Number of Number of
Number of Stores Stores Number of
Stores at Acquired or Closed or Sold Stores at
Beginning of Added During During End of Fiscal
Fiscal Year Fiscal Year Fiscal Year Fiscal Year Year
2002 127 - - 127
2003 127 3 28%* 102
2004 102 - 27* 75
2005 75 - - 75
2006 75 - 2 73

* Represents closure/sale of Foodtown stores. See "Discontinued Operations" in Item 7.

On March 27, 2006, we acquired 16 operating stores from D&W Food Centers, Inc. bringing our total number
of stores to 89. See further discussion in Management's Discussion and Analysis of Financial Condition and Results of
Operations and in Note 2 to Consolidated Financial Statements included in Item 8.

During fiscal 2006, we reset and/or performed limited remodels on nine of our stores, which brings the total
number of stores that have been reset and/or remodeled in the last three years to 59, and began remodels/resets on six
of our newly-acquired D&W stores. During fiscal 2007, we plan to reset and/or perform remodels on 10 to 20
additional stores, including the six D&W stores, and begin construction on one to two new stores and four new fuel
centers. Capital expenditures, including remodeling, but excluding new stores and fuel centers, are expected to
approximate $15 million to $20 million per year as we continually maintain and update our store base. We evaluate
proposed retail projects based on demographics and competition within each market, and prioritize projects based on
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their expected returns on investment. Approval of proposed capital projects requires a projected internal rate of return
that meets or exceeds our policy; however, we may undertake projects that do not meet this standard to the extent they
represent required maintenance or necessary infrastructure improvements. We believe that focusing on such measures
provides us with an appropriate level of discipline in our capital expenditures process.
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Operating Segment Financial Data

More detailed information about our operating segments may be found in Note 12 to the consolidated financial
statements included in Item 8, which is herein incorporated by reference. All of our sales and substantially all of our
assets are in the United States of America.
Discontinued Operations

Our former convenience distribution operations, insurance operations and certain of our retail, Distribution and
real estate operations have been recorded as discontinued operations in accordance with Statement of Financial
Accounting Standards ("SFAS") No. 144, "Accounting for the Impairment or Disposal of Long-Lived Assets."
Accordingly, for all years presented all information in this Annual Report on Form 10-K have been adjusted and the
discontinued operations information is excluded, unless otherwise noted.

Convenience Distribution Operations

Discontinued convenience distribution operations consists of the former operations of our subsidiaries: United
Wholesale Grocery Company, L&L/Jiroch Distributing Company and J.F. Walker Company.

Insurance Operations

At March 25, 2006, we had approximately $1.7 million in insurance reserves for open claims liabilities related
to policies that were not ceded (transferred) to an unrelated third party. We will remain obligated under these policies
until all claims are closed. We have retained an independent third party administrator to manage these claims.
Retail Operations

Discontinued retail operations consist of 59 stores, including all former Food Town stores.
Distribution Operations

Discontinued Distribution operations consist of our Toledo, Ohio distribution centers that were consolidated
into our Michigan facilities during the fourth quarter of fiscal 2003. Spartan Stores continues to distribute to its The
Pharm stores in Ohio from its distribution facilities in Michigan.
Real Estate Operations

Discontinued real estate operations include properties either held for sale or previously sold.
Marketing and Merchandising

General. Our Distribution and Retail segments use combined marketing and merchandising departments to
effectively leverage the use of category management principles. Our Distribution segment pursues incremental sales to
existing and prospective customers by partnering with them to satisfy their consumers' needs. Our Retail segment's
marketing and merchandising strategies are consumer driven programs in keeping with the implementation of

improved category management practices.

With the efficiencies created from combining these functions and by partnering with our vendors to develop
more robust category management, we have been able to more effectively develop and roll out our merchandising

11
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programs, which has aided our ability to increase our sales and earnings. We have and will look to expand these
offerings and partner with our independent customers over time to continue to realize incremental benefits.

As we expand our service offerings, we believe that we differentiate ourselves from our competitors by offering

a full set of services, from our specialty warehouse in our Distribution segment to the addition of fuel centers in our
"neighborhood market" retail stores. In addition, during fiscal 2006 we began a fresh food initiative in

-
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our Distribution segment, with a focus on produce, that will allow us to accommodate current and forecasted new
produce customers, enhance the quality of the fruit we offer the consumer, and enable our distribution customers and
corporate-owned stores to offer increased variety in certain product categories. We expect to leverage this investment
going forward in anticipation of higher incremental produce sales volumes from new customers and expanded
contracts with existing customers.

Corporate Brands. We currently market and distribute approximately 2,800 private label brand items including
our Spartan brand, President's Choice, Aroma Street Bakery and three private label brands that result from our
strategic relationship with Topco Associates LLC: Top Care, a health and beauty care brand label, Valu Time, a value
brand label, and Full Circle, a natural and organic brand label.

During fiscal 2004, we began the process of reenergizing our Spartan brand and rolled out an award-winning
redesigned label and many new product categories. Conversion to the redesigned label continued throughout fiscal
2005 and 2006 and is now being used on all of our private label products. We believe the new label has been well
received by consumers and that this brand is one of the most valuable strategic assets of the Company. We expect the
brand repositioning to lead to increased penetration with corporate-owned stores and distribution customers.

Competition

Our Distribution and Retail segments operate in highly competitive markets, which typically result in low profit
margins for the industry as a whole. Our Distribution and Retail segments compete with, among others, regional and
national grocery distributors, independently owned retail grocery stores, large chain stores that have integrated
wholesale and retail operations, mass merchandisers, limited assortment stores and wholesale membership clubs,
some of whom have greater resources than we do. The principal competitive factors in the retail grocery business
include the location and image of the store; the price, quality and variety of the products; and the quality and
consistency of service.

We believe we have developed and implemented strategies and processes that allow us to remain competitive in
our Retail segment. We monitor planned store openings by our competitors and have established proactive strategies
to respond to new competition both before and after the competitive store opening. Strategies to combat competition
vary based on many factors, such as the competitor's format, strengths, weaknesses, pricing and sales focus. During
the past three fiscal years, twelve competitor supercenters opened in markets in which we operate corporate-owned
stores. No additional openings are expected to occur during fiscal 2007 against our corporate-owned stores. As a result
of these openings we believe the majority of our supermarkets compete with at least one supercenter.

The primary competitive factors in the distribution business include price, product quality, variety and service.
We believe our overall service level, defined as actual units shipped divided by actual units ordered, is among industry
leading performance.

Seasonality

Our sales and operating performance vary with seasonality. Our first and fourth quarters are typically our lowest
sales quarters and therefore operating results are generally lower during these two quarters. Additionally, these two
quarters can be affected based on the timing of the Easter holiday, which results in a strong sales week. All quarters
are 12 weeks, except for our third quarter, which is 16 weeks and includes the Thanksgiving and Christmas holidays.
Many northern Michigan stores are dependent on tourism and therefore, most affected by seasons and weather
patterns, including, but not limited to, the amount and timing of snowfall during the winter months and the range of
temperature during the summer months.

Suppliers
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We purchase products from a large number of national, regional and local suppliers of name brand and private
label merchandise. We have not encountered any material difficulty in procuring or maintaining an adequate level of
products to serve our customers. No single supplier accounts for more than 14% of our purchases. We

_8-
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continue to develop strategic relationships with key suppliers. We believe this will prove valuable in the development
of enhanced promotional programs and consumer value perceptions.

Intellectual Property

We own valuable intellectual property, including trademarks and other proprietary information, some of which,
including "Spartan,” "Family Fare," "Glen's," "D&W", "The Pharm" and other related marks, are of material
importance to our business.

Technology

We invest in technology as a means of maximizing the efficiency of our operations and improving service to
our customers. Our focus has been to refine our reporting, business processes and data integrity to provide a base for
continuous improvement and seemless information flow.

Supply Chain. During fiscal 2006, we deployed voice selection technology in 75% of our warehouses and plan
to complete the rollout in fiscal 2007. We also deployed a network-based inbound transportation and appointment
scheduling system for our distribution centers. Our customer website was enhanced with a new ordering system for
use when ordering seasonal product. A new plan-o-gram management application was added for corporate stores and
our independent retailers.

Retail Systems. During fiscal 2006, a new online ordering system was deployed in all corporate-owned stores
in preparation for the implementation of perpetual inventory system and computer-assisted ordering. We installed six
additional "self-checkout" systems in our retail supermarkets, with 10 additional installations planned for fiscal 2007.
Our Electronic Payment and Point of Sale systems were further enhanced during fiscal 2006 with support for
third-party gift cards. We also improved our inventory and markdown management systems by deploying additional
automation tools for tracking transfers and returned product. We also began implementation of an improved front-end
auditing system for our retail locations to further enhance our cash and shrink controls.

Financial Systems. We completed the consolidation of all retail financial functions into our standard financial

software. With the completion of this project, all financial system functions are supported in a single software
environment.

Information Technology. We continued to reduce infrastructure costs through consolidation of our computing
and storage platforms.

Subsidiaries

Our Distribution segment consists primarily of our wholly owned subsidiary, Spartan Stores Distribution, LLC.
We operate our Retail segment primarily through two wholly owned subsidiaries, Family Fare, LLC and Seaway Food
Town, Inc. and their respective subsidiaries.

Associates

We currently employ approximately 7,500 associates, 4,100 of which are full-time and 3,400 of which are
part-time.

Unions represent approximately 16% of our associates. Contracts covering approximately 600 distribution

center and transportation associates expire in October 2006. A contract covering an additional 160 distribution center
and transportation associates will expire in April 2010. Contracts covering approximately 450 retail associates will
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expire between June 2006 and February 2009.

We consider our relations with our union and non-union associates to be very good and have not had any
material work stoppages in the last twenty years.

16



Edgar Filing: SPARTAN STORES INC - Form 10-K

Regulation

We are subject to federal, state and local laws and regulations covering the purchase, handling, sale and
transportation of our products. Several of our products are subject to federal Food and Drug Administration
regulation. We believe that we are in substantial compliance with all Food and Drug Administration and other federal,
state and local laws and regulations governing our businesses.

Forward-Looking Statements

The matters discussed in this Item 1 include forward-looking statements. See "Forward-Looking Statements" at
the beginning of this Annual Report on Form 10-K.

Available Information

The address of our web site is www.spartanstores.com. We make our Annual Reports on Form 10-K, Quarterly
Reports on Form 10-Q, Current Reports on Form 8-K and other reports (and amendments to those reports) filed or
furnished pursuant to Section 13(a) of the Securities Exchange Act available on our web site as soon as reasonably
practicable after we electronically file or furnish such materials with the Securities and Exchange Commission.
Interested persons can view such materials without charge by clicking on "Investor Information" and then "SEC
Filings" on our web site. Spartan Stores is an "accelerated filer" within the meaning of Rule 12b-2 under the Securities
Exchange Act.

Item 1A. Risk Factors

The Company's business faces many risks. These risks include those described below and may include
additional risks and uncertainties not presently known to the Company or risks that the Company currently deems
immaterial or unlikely. If any of the events or circumstances described in the following risk factors occurs, the
Company's financial condition or results of operations may suffer, and the trading price of the Company's common
stock could decline. This discussion of risk factors should be read in conjunction with the other information in this
Form 10-K Annual Report. All of our forward-looking statements are effected by the risk factors discussed in this
item and this discussion of risk factors should be read in conjunction with the discussion of forward-looking
statements which appears at the beginning of this report. This discussion of risk factors is not exhaustive, and we do
not undertake to revise any forward-looking statement to reflect events or circumstances that occur after the date the
statement is made.

We operate in an extremely competitive industry. Many of our competitors are much larger than we are and may be
able to compete more effectively.

Our Distribution and Retail segments compete with, among others, regional and national grocery distributors,
independently owned retail grocery stores, large chain stores that have integrated wholesale and retail operations,
mass merchandisers, limited assortment stores and wholesale membership clubs, some of whom have greater
resources than we do.

This competition may result in reduced profit margins and other harmful effects on us and the independent retail
grocery stores that we supply. Ongoing industry consolidation could result in our loss of customers that we currently
supply and could confront our retail operations with competition from larger and better-capitalized chains in existing
or new markets. We cannot assure you that we will be able to compete successfully in this environment.
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Unfavorable changes in government regulation could harm our business.

Like other companies that sell food, our stores are subject to various federal, state, local, and foreign laws,
regulations, and administrative practices affecting our business. We must comply with numerous provisions regulating
health and sanitation standards, facilities inspection, food labeling, equal employment opportunity, minimum wage,
and licensing for the sale of food, drugs, and alcoholic beverages.

-10-
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We cannot predict the nature of future laws, regulations, interpretations, or applications, or determine what
effect either additional government regulations or administrative orders, when and if promulgated, or disparate
federal, state, local, and foreign regulatory requirements would have on our future business. They could, however,
require that we recall or discontinue sale of certain products, make substantial changes to our facilities or operations,
or otherwise result in substantial increases in operating expense. Any or all of such requirements could have an
adverse effect on our results of operations and financial condition.

Safety concerns regarding our products could harm our business.

Concerns regarding the safety of food products sold by us could cause shoppers to avoid purchasing certain
products from us, or to seek alternative sources of supply for some or all of their food needs, even if the basis for
concern is outside of our control. Any loss of confidence on the part of our customers would be difficult and costly to
re-establish. Any real or perceived issue regarding the safety of any food items sold by us, regardless of the cause,
could have a substantial and adverse effect on our business.

We may not be able to implement our strategy of growth through acquisitions.

Part of our growth strategy involves selected acquisitions of additional retail grocery stores or grocery store
chains. We cannot assure you that we will be able to implement this part of our growth strategy or that it will be
ultimately successful. We may not be able to identify suitable acquisition candidates in the future, complete
acquisitions or obtain the necessary financing.

Because we operate in the Distribution business, future acquisitions of retail grocery stores could result in us
competing with our independent grocery store customers and could have adverse effects on existing business
relationships with our distribution customers.

The success of our retail store acquisitions will depend, in part, on whether we obtain the business synergies and
related cost savings that we anticipated in connection with these transactions and any future acquisitions.

Our business is subject to risks from regional economic conditions and other factors in our markets.

Our business is dependent upon the sale of groceries and related products to our customers. Most of our sales
are to customers located in Michigan and Ohio. Adverse economic conditions or reduction in the populations of or the
loss of purchasing power by residents in those areas could reduce the amount of groceries purchased, which could
adversely affect our revenues and profitability. Further adverse developments in the automotive and auto supply
industries in Michigan could have an additional adverse affect on purchasing power of our customers and prospective
customers in some markets served by our retail stores and those of our distribution customers.

Many of our retail grocery stores, as well as stores operated by our independent grocery store customers, are
located in areas of northern Michigan that are heavily dependent upon tourism. Unseasonable weather conditions and
higher fuel costs in these areas could result in decreased sales by our retail grocery stores and decreased sales to our
distribution customers, adversely affecting our business.

A substantial number of our associates are covered by collective bargaining agreements.
Certain of our associates, particularly those in our Distribution segment, are covered by collective bargaining
agreements, most of which expire at various times over the course of the next four years. In future negotiations with

labor unions, we expect that rising health care, pension and employee benefit costs, among other issues, will continue
to be important topics of negotiation. Upon the expiration of our collective bargaining agreements, work stoppages by
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the affected workers could occur if we are unable to negotiate acceptable contracts with labor unions. This could
significantly disrupt our operations. Further, if we are unable to control health care and pension costs provided for in
the collective bargaining agreements, we may experience increased operating costs and an adverse impact on future
results of operations.

-11-

20



Edgar Filing: SPARTAN STORES INC - Form 10-K

Post-retirement obligations could increase future expenses.

We contribute to several multi-employer pension plans based on obligations arising under collective bargaining
agreements. These plans are not administered by or in any way controlled by us and we have relatively little control
over the level of contributions we are required to make to these plans. We believe a number of these multi-employer
plans are underfunded. As a result, we expect that contributions to these plans may increase. Additionally, the benefit
levels and related issues will continue to create collective bargaining challenges. Under current law, an employer that
withdraws or partially withdraws from a multi-employer pension plan may incur a withdrawal liability to the plan,
which represents the portion of the plan's underfunding that is allocable to the withdrawing employer under very
complex actuarial and allocation rules. The amount of any increase or decrease in our required contributions to these
multi-employer pension plans will depend upon the outcome of collective bargaining, actions taken by trustees who
manage the plans, governmental regulations, the actual return on assets held in the plan, and the potential payment of
a withdrawal liability if we choose to exit a market, among other factors.

We maintain defined benefit retirement plans for substantially all of our employees that do not participate in
multi-employer pension plans. Expenses associated with the defined benefit plans may significantly increase with
changes to actuarial assumptions or investment returns on plan assets that are less favorable than projected.

Risks associated with insurance plan claims.

We use a combination of insurance and self-insurance to provide for potential liabilities for workers'
compensation, automobile and general liability, property insurance, director and officers' liability insurance, and
employee health care benefits. The liabilities that have been recorded for these claims represent our best estimate,
using generally accepted actuarial reserving methods, of the ultimate obligations for reported claims plus those
incurred but not reported for all claims incurred through March 25, 2006. Any actuarial projection of losses is subject
to a high degree of variability. Changes in legal trends and interpretations, variability in inflation rates, changes in the
nature and method of claims settlement, benefit level changes due to changes in applicable laws, and changes in
discount rates could all affect ultimate settlements of claims.

Changes in vendor promotions or allowances, including the way vendors target their promotional spending, and
our ability to effectively manage these programs could significantly impact our margins and profitability.

We cooperatively engage in a variety of promotional programs with our vendors. As the parties assess the
results of specific promotions and plan for future promotions, the nature of these programs and the allocation of
dollars among them change over time. We carefully manage these programs in order to maintain or improve margins
while at the same time increasing sales for us and for the vendors. A reduction in overall promotional spending, or a
shift in promotional spending away from certain types of promotions that we and our distribution customers have
historically utilized, could have a significant impact on profitability.

Unavailability of our data systems could harm our business.
We have large, complex information technology systems that are important to our business operations.
Although we have installed security programs and procedures, security could be compromised and systems

disruptions could occur. This could result in a loss of sales or profits or cause us to incur significant costs to reimburse
third parties for damages.

Item 1B. Unresolved Staff Comments

21



None.

Edgar Filing: SPARTAN STORES INC - Form 10-K

-12-

22



Item 2. Properties

Distribution Segment Real Estate
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The following table lists the location, approximate size and ownership of the facilities used in our Distribution

segment.
Facilities Location Total Square Ownership
Feet

Dry grocery Grand Rapids, MI 585,492 Owned
Perishables (refrigerated) Grand Rapids, MI 306,522 Owned
General merchandise Grand Rapids, MI 232,700 Owned
General office (including print shop) Grand Rapids, MI 127,323 Owned
General office Maumee, OH 29,802 Owned
Transportation and salvage Grand Rapids, MI 78,760 Owned
Warehouse and office Grand Rapids, MI 89,002 Leased
Dry grocery Plymouth, MI 414,700 Leased
Total 1,864,301

Retail Segment Real Estate

The following table lists the retail banner, number of stores, geographic region, approximate total square

footage under the banner, average store size (in square feet) and ownership of our retail supermarkets and
deep-discount food and drug stores:

Number Total
of Geographic Square Average
Retail Banner Stores Region Feet Store Size Ownership
Family Fare Supermarkets 26%* Western Michigan 1,093,695 42,065 Leased
Glen's Markets 34 Northern and Central Michigan 1,216,716 35,786 Leased
D&W Fresh Markets 10* Western Michigan 476,339 47,634 Leased
The Pharm 16 Northwestern and Central Ohio 450,834 28,177 Leased
The Pharm 3 Northwestern and Central Ohio 77,897 25,966 Owned
and Southeastern Michigan
Total 89 3,315,481 37,253

* Six of the Family Fare Supermarkets and all of the D&W Fresh Markets were acquired in Fiscal 2007. Total square
footage of the acquired stores is 718,426 and the average store size is 44,902 square feet.
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The following table lists the retail banner, number of stores, geographic region, approximate total square
footage under the banner, average store size (in square feet) and ownership of our fuel centers:

Number Total
of Geographic Square Average

Retail Banner Stores Region Feet Store Size Ownership
Family Fare Quick Stop 2 Western Michigan 1,880 940 Land lease
Family Fare Quick Stop 2 Western Michigan 5,093 2,547 Owned
Glen's Quick Stop 2 Northern Michigan 3,754 1,877 Land lease
Total 6 10,727 1,788
Item 3. Legal Proceedings

Various lawsuits and claims, arising in the ordinary course of business, are pending or have been asserted
against Spartan Stores and its subsidiaries. While the ultimate effect of such lawsuits and claims cannot be predicted
with certainty, management believes that their outcome will not result in a material adverse effect on the consolidated
financial position, operating results or liquidity of Spartan Stores.

Item 4. Submission of Matters to a Vote of Security Holders
No matters were submitted to a vote of Spartan Stores' shareholders during the fourth quarter of fiscal 2006
through the solicitation of proxies or otherwise.

-14-
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PART II

Item 5. Market for Registrant's Common Equity and Related Stockholder Matters
Spartan Stores' common stock is traded on the National Market System of The NASDAQ Stock Market under
the trading symbol "SPTN."

Stock sale prices are based on transactions reported on The NASDAQ Stock Market. Information on quarterly
high and low sales prices for Spartan Stores' common stock appears in Note 13 to the consolidated financial
statements and is incorporated herein by reference. At May 12, 2006 there were approximately 595 shareholders of
record of Spartan Stores' common stock.

During fiscal 2004 and 2005, we did not pay any dividends. During fiscal 2006, the board of directors approved
a change to the Company's dividend policy. Under the new policy, the Company paid a quarterly cash dividend of
$0.05 per common share in the fiscal 2006 fourth quarter. Under its senior revolving credit facility, the Company is
generally permitted to pay dividends in any fiscal year up to an amount such that all cash dividends, together with any
cash distributions or share repurchases, do not exceed $15.0 million. Although we expect to continue to pay a
quarterly cash dividend, adoption of a dividend policy does not commit the board of directors to declare future
dividends. Each future dividend will be considered and declared by the board of directors at its discretion. The ability
of the board of directors to continue to declare dividends will depend on a number of factors, including our future
financial condition and profitability and compliance with the terms of our credit facilities.

The information required by Item 201(d) of Securities and Exchange Commission Regulation S-K is
incorporated herein by reference from the table entitled "Equity Compensation Plans" in Spartan Stores’ definitive
proxy statement relating to its annual meeting of shareholders to be held in 2006.

The following table provides information regarding the Company's purchases of its own common stock during
the fourth quarter. The Company has no public stock repurchase plans or programs. All transactions reported are with
associates under stock compensation plans. These include: (1) shares of Spartan Stores, Inc. stock delivered in
satisfaction of the exercise price and/or tax withholding obligations by holders of employee stock options who
exercised options, and (2) shares withheld to satisfy tax withholding obligations that occur upon the vesting of the
restricted shares. Under the Company's employee stock compensation plans, the value of the shares delivered or
withheld is the average of the high and low price of the Company's common stock on the date the relevant transaction
occurs.

Spartan Stores, Inc. Purchases of Equity Securities

Total
Number of Average
Shares Price Paid
Period Purchased per Share
Period 1 (January 1 - 28, 2006)
Employee Transactions
Period 2 (January 29 - February 25, 2006)
Employee Transactions 63,955 $ 11.61
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Period 3 (February 26 - March 25, 2006)
Employee Transactions 6,111

$ 12.65

Total for Fourth Quarter ended March 25, 2006 70,066

$ 11.70

-15-
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Selected Financial Data
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The following table provides selected historical consolidated financial information of Spartan Stores. The
historical information was derived from our audited consolidated financial statements as of and for each of the five
fiscal years ended March 30, 2002 through March 25, 2006. As noted elsewhere in this Form 10-K, for all years
presented, all information in this Form 10-K has been adjusted for the reclassification of discontinued operations
information, unless otherwise noted. See Note 4 to the consolidated financial statements in Item 8 for additional
information on discontinued operations.

(In thousands, except per share data)

Year Ended
March 25, March 26, March 27, March 29, March 30,
2006 2005 2004 2003 2002

Statements of Earnings Data:
Net sales $ 2,039,926 $ 2,043,187 $ 2,054,977 $ 1,975,677 $ 2,112,599
Cost of sales 1,657,742 1,656,516 1,679,478 1,612,142 1,719,257
Gross margin 382,184 386,671 375,499 363,535 393,342
Selling, general and administrative

expenses 344,095 349,174 362,937 354,182 361,019
Provision for asset impairments and exit

costs (A) 1,057 - - 47,711 1,030
Operating earnings (loss) 37,032 37,497 12,562 (38,358) 31,293
Interest expense 7,669 9,315 13,146 17,322 17,250
Debt extinguishment (B) - 561 8,798 - -
Other, net (1,306) (924) (275) (730) (2,934)
Earnings (loss) before income taxes,

discontinued operations and

cumulative effect of a change

in accounting principle 30,669 28,545 (9,107) (54,950) 16,977
Income taxes 10,307 8,682 (3,187) (19,159) 5,476
Earnings (loss) from continuing

operations 20,362 19,863 (5,920) (35,791) 11,501
Loss from discontinued

operations, net of taxes (C) (2,190) (1,037) (778) (51,164) (1,654)
Cumulative effect of a change in

accounting principle, net of taxes - - - (35,377) -
Net earnings (loss) $ 18,172 $ 18,826 $ (6,698) $  (122,332) $ 9,847

Basic weighted average shares
outstanding 20,796 20,439 20,016 19,896 19,549
Basic earnings (loss) from continuing

operations per share $ 0.98 $ 0.97 $ (0.30) $ (1.80) $ 0.59
Basic earnings (loss) per share 0.87 0.92 (0.33) (6.15) 0.50
Cash dividends per share 0.05 - - - -

Balance Sheet Data:
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Total assets $ 378,597
Property and equipment, net 115,178
Working capital 20,736
Long-term obligations 64,015
Shareholders' equity 145,417
(A) See Note 5 to Consolidated Financial Statements
B) See Note 6 to Consolidated Financial Statements
©) See Note 4 to Consolidated Financial Statements

$

384,457
108,879
30,258
91,946
125,410

-16-

392,864
108,437

38,125
124,616
105,667

556,306
120,072

87,164
183,817
109,632

760,591
266,423
115,631
295,213
231,492
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Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations
Executive Overview

Spartan Stores is a leading regional grocery distributor and grocery retailer, operating principally in Michigan,
Ohio and Indiana.

We currently operate two reportable business segments: Distribution and Retail. Our Distribution segment
provides a full line of grocery, general merchandise, frozen and perishable items to over 350 independently owned
grocery stores and 89 corporate-owned stores. Our Retail segment operates 70 retail supermarkets in Michigan under
the banners Family Fare Supermarkets, Glen's Markets and D&W Fresh Markets, 19 deep-discount food and drug
stores in Ohio and Michigan under the banner The Pharm, and 6 fuel centers in Michigan under the banners Family
Fare Quick Stop and Glen's Quick Stop. Sixteen of our supermarkets were acquired early in Fiscal 2007. Our retail
supermarkets have a "neighborhood market" focus to distinguish them from supercenters and limited assortment
stores. Our deep-discount food and drug stores offer a unique combination of full-service pharmacy, general
merchandise products and basic food offerings.

Our sales and operating performance vary with seasonality. Our first and fourth quarters are typically our lowest
sales quarters and therefore operating results are generally lower during these two quarters. Additionally, these two
quarters can be affected based on the timing of the Easter holiday, which results in a strong sales week. All quarters
are 12 weeks, except for our third quarter, which is 16 weeks and includes the Thanksgiving and Christmas holidays.
Many northern Michigan stores are dependent on tourism and, therefore, most affected by seasons and weather
patterns, including, but not limited to, the temperature and rainfall during the summer months, and to a lesser extent,
snowfall during the winter months.

On March 27, 2006, we acquired certain assets and assumed certain liabilities of sixteen operating and four
non-operating supermarkets from D&W Food Centers, Inc. and D&W Associate Resources, LLC (together "D&W"),
a privately held Grand Rapids, Michigan-based retail grocery operator with 20 retail stores located in West Michigan.
Under the terms of the Purchase Agreement, we assumed leases at 20 stores and acquired leasehold improvements,
inventories and certain other operating assets associated with those stores, D&W trademarks, trade names and
intangibles, and certain other property for a purchase price of $47.9 million in cash. The acquisition has been financed
with borrowings on our senior secured revolving credit facility.

In fiscal 2005, we established four key management priorities that focused on the longer-term strategy of the
Company, including establishing a well-differentiated market offering for our Distribution and Retail segments, and
additional strategies designed to create value for our shareholders, retailers and customers. These priorities were:

1. Distribution sales growth: Focus on penetration of existing customers, attract new customers due to competitive activities, continue
to refine our specialty goods offering and share "best retail practices" with customers to drive growth.

2. Retail sales growth: Leverage investments in fuel centers and pharmacy operations to drive adjacent supermarket comparable sales,
continue the rollout of category management initiatives, specifically focusing on perishables offerings and continue with our capital
plan focusing on remodels, expansions, adjacent acquisitions and new stores to fill in existing markets when available.

3. Margin enhancement: Continued focus on retail shrink improvement, increased penetration of private label programs, improved
offerings in our perishables department and continue to focus on improving the cost of merchandise through vendor partnerships.

4.  SG&A expense cost containment: Continue to focus on cost reductions and efficiencies to help offset inflationary pressures on
SG&A expenses.

Significant progress has been made towards achieving these longer-term priorities in fiscal 2006 and we continue to
remain focused on these priorities, as well as integrating our recent retail acquisition.

The matters discussed in this Item 7 include forward-looking statements. See "Forward-Looking Statements" at
the beginning and "Risk Factors" in Item 1A of this Annual Report on Form 10-K.
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Results of Operations

The following table sets forth items from our Consolidated Statements of Operations as a percentage of net sales
and the year-to-year percentage change in dollar amounts:

Percentage of Net Sales Percentage Change
March 25, March 26, March 27,
2006 2005 2004 2006/2005 2005/2004

Net sales 100.0 100.0 100.0 0.2) 0.6)
Gross margin 18.7 18.9 18.3 (1.2) 3.0
Selling, general and administrative

expenses 16.8 17.1 17.7 (1.5) (3.8)
Provision for asset impairments and exit

Costs 0.1 - - * -
Operating earnings 1.8 1.8 0.6 (1.2) 198.5
Other income and expenses 0.3 0.5 1.0 (28.9) (58.7)
Earnings (loss) before income taxes and

discontinued operations 1.5 1.3 0.4) 7.4 *
Income taxes 0.5 0.4 0.1) 18.7 *
Earnings (loss) from continuing 1.0 0.9 0.3) 2.5 *
operations
Loss from discontinued operations, net of

taxes 0.1) (0.0) (0.0) 111.2 33.3
Net earnings (loss) 0.9 0.9 0.3) 3.5 *

* Percentage change is not meaningful

Results of Continuing Operations for the Fiscal Year Ended March 25, 2006 Compared to the Fiscal Year
Ended March 26, 2005

Net Sales. Net sales decreased $3.3 million, or 0.2%, from $2,043.2 million in fiscal 2005 to $2,039.9 million
in fiscal 2006. Higher sales in the Distribution segment to new and existing customers and increased fuel center sales
were offset by lower retail segment sales due to closed stores, the sale of a retail-store joint venture, the shift in the
Easter holiday sales to fiscal 2007 and an increase in competitive store openings during fiscal 2006 and fiscal 2005.

Net sales in our Distribution segment, after intercompany eliminations, increased $35.2 million, or 3.1%, from
$1,120.6 million to $1,155.9 million primarily due to new customer sales of $21.9 million and increased sales to
existing customers of $17.7 million, net of a shift in the timing of the Easter holiday, partially offset by the transition
of a distribution customer to a new supplier of $4.4 million.

Net sales in our Retail segment decreased $38.5 million, or 4.2%, from $922.6 million to $884.0 million. The
sales decline included reductions of $15.2 million from the sale of a retail-store joint venture, $11.4 million from two
closed stores, and $3.0 million from the shift in the Easter holiday. The influence of higher energy costs on consumer
spending and the 6 competitor retail store openings during fiscal 2006, coupled with the four competitive openings in
fiscal 2005, also contributed to the sales decline. Partially offsetting these items were higher fuel sales of $18.0
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million and new in-store pharmacy sales. Comparable store sales decreased by 1.8%, including the positive
contribution of 1.5% by fuel center sales, partially offset by 0.7% for the shift in the Easter holiday.

During the past three fiscal years, twelve competitor supercenters opened in markets where we operate
corporate-owned stores. We do not expect any additional openings in our corporate-owned store markets during fiscal
2007. We believe that the new competitor supercenter openings which are expansions of existing discount stores or in
markets already served by a supercenter, our improved marketing and merchandising practices and the continued
weakening of conventional food competitors will allow us to sustain our growth, but at rates closer to industry
averages.

18-
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Gross Margin. Gross margin represents sales less cost of sales, which include purchase costs and promotional
allowances. Vendor allowances that relate to our buying and merchandising activities consist primarily of promotional
allowances, which are generally allowances on purchased quantities and, to a lesser extent, slotting allowances, which
are billed to vendors for our merchandising costs, such as setting up warehouse infrastructure. Vendor allowances are
recognized as a reduction in cost of sales when the product is sold. Lump sum payments received for multi-year
contracts are amortized over the life of the contracts based on contractual terms.

Gross margin decreased by $4.5 million, or 1.2%, from $386.7 million to $382.2 million. As a percent of net
sales, gross margin decreased from 18.9% to 18.7%. The gross margin rate decline was primarily due to a higher
concentration of distribution and fuel sales in fiscal 2006. We expect to continue to add supermarket fuel centers,
which generate lower profit margins but significant sales.

Selling, General and Administrative Expenses. Selling, general and administrative ("SG&A") expenses
consist primarily of salaries and wages, employee benefits, warehousing costs, store occupancy costs, advertising,
utilities, equipment rental, depreciation and other administrative costs.

SG&A expenses decreased $4.0 million, or 1.2%, from $349.2 million to $345.2 million, and were 16.9% of net
sales compared to 17.1% last year. The decrease in SG&A is due primarily to the following:

The sale of a single-store joint venture which had SG&A expenses of $4.2 million

Reduced store labor costs of $2.5 million due to productivity improvements and $1.2 million due to lower sales
Lower advertising expenses of $1.0 million

The closure of two The Pharm stores which decreased SG&A by $0.8 million

Reduced Michigan Single Business Tax of $0.9 million at the Distribution segment primarily due to the favorable conclusion of an
audit

Reduced depreciation and amortization of $0.7 million primarily due to the completion of depreciable lives on a large number of
acquisition-related store assets purchased more than five years ago

A contract termination payment received of $0.6 million

These decreases are largely offset by the following:

Increased utilities expense of $1.9 million

Legal and professional fees associated with the conclusion of the review of strategic alternatives and a contract dispute resolution of
$1.4 million
The termination and penalty payments received in the prior year from a former Distribution customer of $1.3 million

Increases in compensation and benefits of $1.0 million due to increases in sales volume at the Distribution segment

The costs of operating additional fuel centers of $1.0 million

Increased transportation fuel costs of $1.0 million

Increased credit card fees of $0.7 million

Provision for Asset Impairments and Exit Costs. Asset impairments and exit costs, included in SG&A

expenses above, were $1.1 million for fiscal 2006. An asset impairment charge of $0.3 million was incurred related to
banana ripening equipment that was replaced. We upgraded this equipment to the latest technology and expanded our
produce storage facility in anticipation of higher incremental produce sales volumes from new customers and
expanded contracts with existing customers. We also increased the exit cost reserve $0.5 million due to changes in
real estate market conditions and recorded a $0.3 million charge for the closure of two The Pharm stores.
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Interest Expense. Interest expense decreased $1.6 million, or 17.7%, from $9.3 million to $7.7 million, and
was 0.4% of net sales compared to 0.5% last year due to lower total average borrowings partially offset with market
driven rate increases. Total average borrowings decreased $31.6 million from $111.8 million to $80.2 million as a
result of debt repayments resulting primarily from cash flow from operations and the use of our net operating loss tax
carryforward.

The weighted average interest rate, including financing fee amortization, increased to 9.56% for fiscal 2006
from 8.33% for fiscal 2005.

Debt Extinguishment. We recorded a $0.6 million non-cash charge for the write-off of unamortized financing
fees during the third quarter of fiscal 2005 as result of refinancing activities.

Other, net. Other, net increased $0.4 million, from $0.9 million to $1.3 million. Fiscal 2006 included a gain on
the sale of land of $1.4 million and fiscal 2005 included a gain of $0.8 million on the sale of a single store joint
venture.

Income Taxes. The effective tax rate is 33.6% and 30.4% for fiscal 2006 and fiscal 2005, respectively.
Companies are regularly audited by federal and state tax authorities, which may result in proposed assessments or
adjustments. During the fourth quarter of fiscal 2005, the Internal Revenue Service concluded its audit of the fiscal
2001 through 2003 tax returns. As a result of the audit, we released $2.0 million in tax reserves that were no longer
required with respect to those years, of which $1.3 million is reflected in continuing operations and reduced our
effective tax rate to 30.4% for fiscal 2005. The remaining $0.7 million is included in the Loss from discontinued
operations on the Consolidated Statements of Operations.

Results of Continuing Operations for the Fiscal Year Ended March 26, 2005 Compared to the Fiscal Year
Ended March 27, 2004

Net Sales. Net sales decreased $11.8 million, or 0.6%, from $2,055.0 million in fiscal 2004 to $2,043.2 million
in fiscal 2005.

Net sales in our Distribution segment, after intercompany eliminations, decreased $11.8 million, or 1.0%, from
$1,132.4 million to $1,120.6 million primarily due to the transition of two distribution customers to new suppliers of
$15.4 million, a lower than anticipated conversion rate from the change in our deli and bakery program from a jointly
managed program to a warehouse supported program of $21.5 million and lower other direct sales to customers of
$8.3 million. These decreases were partially offset by new customer sales of $22.8 million, a shift in timing of the
Easter holiday and increased prescription drug program sales.

Net sales in our Retail segment were essentially flat at $922.6 million in fiscal 2004 and fiscal 2005.
Comparable store sales increased by 0.7%. Sales increases at our supermarkets were offset by sales declines at our
deep-discount food and drug stores and the sale of our joint venture in a retail store, which resulted in a sales decline
of approximately $4.9 million.

Comparable store sales at our supermarkets increased 2.4% despite four new supercenter store competitive
openings that impacted sales for most of fiscal 2005. The increase includes 0.8% due to a change in the recording of
bottle deposits as a liability when sold and an asset when returned, rather than a net reduction in sales as was done in
previous fiscal years, as supermarkets typically receive more returns of bottles than originally sold. This change has
no impact on reported gross margin dollars. We believe this revised reporting method better reflects the true sales
performance of our stores. The remaining sales increases were due primarily to continued improvements in marketing,
merchandising and operations, the shift in timing of the Easter holiday and contributions from new in-store
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pharmacies and fuel centers of 0.7%. These increases were partially offset by lower prescription sales at certain
in-store pharmacies due to the United Auto Workers ("UAW") mail-order mandate.

Comparable store sales at our The Pharm deep-discount food and drug stores decreased 5.7% in fiscal 2005.
The sales decreases were primarily due to lower prescription sales as a result of the UAW mail-order mandate and the
resulting effect on front-end sales. Also contributing to the decrease were the strong sales gains recorded in the prior
year due to aggressive promotions and the cycling of customers from the previous year's Food Town store closings.
On a two-year basis, which we believe more appropriately reflects the long-term effect of our retailing strategies,
comparable store sales at our deep-discount food and drug stores increased 2.8%.
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Gross Margin. Gross margin increased by $11.2 million, or 3.0%, from $375.5 million in fiscal 2004 to $386.7
million in fiscal 2005. As a percent of net sales, gross margin increased from 18.3% to 18.9%. The gross margin
improvement was primarily due to improved buying practices resulting from our category management improvements
at both segments, a $3.7 million non-cash inventory charge in the fourth quarter of fiscal 2004 related to the
implementation of a stock ledger and margin management system and a $2.3 million favorable supply contract
settlement in the third quarter of fiscal 2005 related to pricing on purchases during the previous three years, including
$0.6 million attributable to fiscal 2005.

Selling, General and Administrative Expenses. SG&A expenses decreased $13.8 million, or 3.8%, from
$362.9 million in fiscal 2004 to $349.2 million in fiscal 2005, and were 17.1% of net sales compared to 17.7% in the
previous year. The decrease in SG&A is due to the following:

Reduced depreciation and amortization of $5.2 million, primarily at the Retail segment due to the completion of depreciable lives on
a large number of acquisition-related store assets purchased more than five years ago
Reduced labor costs of $5.0 million at the Retail segment driven primarily by operating efficiencies

Reduced bad debt expense due to improved collection systems and procedures and recoveries of $0.8 million

Receipt of termination and penalty payments from a former Distribution customer of $1.3 million

A non-recurring $1.4 million charge in the fiscal 2004's first quarter related to the retirement distribution to the former Chief

Executive Officer

Severance costs of $1.4 million associated with corporate staff reductions in fiscal 2004

These decreases are partially offset by increases in employee benefit and transportation costs, including the

reinstatement of service credits for the cash balance pension plan during fiscal 2005 and increased fuel costs in our
Distribution segment.

Interest Expense. Interest expense decreased $3.8 million, or 29.1%, from $13.1 million in fiscal 2004 to $9.3
million in fiscal 2005, and was 0.5% of net sales in fiscal 2005 compared to 0.6% in fiscal 2004 due to lower interest
rates resulting from the amendment of our senior secured revolving credit facility ("credit facility") and the resulting
repayment of the supplemental secured credit facility. See additional discussion in "Liquidity and Capital Resources,"
below. Total average borrowings decreased to $111.8 million from $174.6 million as a result of debt repayments
primarily generated from the divestiture of non-core business activities and cash flow from operations.

In accordance with Emerging Issues Task Force Issue No. 87-24, "Allocation of Interest to Discontinued
Operations," interest was allocated to discontinued operations based on the interest on debt that was required to be
repaid as a result of disposal transactions. Interest expense of $1.9 million was allocated to, and is included in, loss on
discontinued operations in the Consolidated Statements of Operations for fiscal 2004. Interest expense is no longer
allocated to discontinued operations as all related debt has been repaid as a result of the disposal of these operations.

The weighted average interest rate decreased to 8.33% for fiscal 2005 from 8.77% for fiscal 2004.

Debt Extinguishment. We recorded a non-cash pre-tax charge of $0.6 million and $8.8 million during the third
quarters of fiscal 2005 and 2004, respectively, for unamortized bank fees associated with previous financing activities.

Other, net. Other, net includes gains on sale of assets and interest income. Fiscal 2005 includes a $0.8 million
gain recorded on the sale of our 65% ownership interest in a retail store to its former joint venture partner in the third
quarter of fiscal 2005. We received total consideration of $4.5 million from the transaction that was used to reduce
outstanding debt.

Income Taxes. Companies are regularly audited by federal and state tax authorities, which may result in
proposed assessments or adjustments. During the fourth quarter of fiscal 2005, the Internal Revenue Service
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concluded its audit of the fiscal 2001 through 2003 tax returns. As a result of the audit, we released $2.0 million in tax
reserves that are no longer required with respect to these years, of which $1.3 million is reflected in continuing
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operations and reduced our effective tax rate to 30.4%. The remaining $0.7 million is included in the Loss from
discontinued operations on the Consolidated Statements of Operations.

Discontinued Operations
Convenience Distribution Operations

During the fourth quarter of fiscal 2004, we completed the sale of the operating assets of United Wholesale
Grocery Company ("United"). Proceeds received on the sale of these assets were $16.9 million. The asset sale
included a continuing supply agreement between Spartan Stores and the new owner; however, this supply agreement
does not constitute a significant continuing involvement, as defined by SFAS No. 144, "Accounting for the
Impairment or Disposal of Long-Lived Assets." As such, the operations and discontinued cash flows of United have
been eliminated from the ongoing operations of Spartan Stores.

During the first quarter of fiscal 2004 we completed the sale of substantially all the assets of L&L/Jiroch
Distributing Company and J.F. Walker Company to The H.T. Hackney Co. for approximately $40.8 million in cash
and the assumption of certain liabilities.

Insurance Operations

At March 25, 2006, we had approximately $1.7 million remaining in insurance reserves for open claim
liabilities related to policies that were not ceded (transferred) to an unrelated third party. We will remain obligated
under these policies until all claims are closed and we have retained an independent third party administrator to
manage these claims. We have not issued policies since December 31, 2001 and retain liability only for those policies
issued prior to September 1, 2000. In fiscal 2005, a $1.2 million credit was recorded based upon better than
anticipated claims results, which resulted in lower actuarial determined liabilities. Net loss from the insurance
operations from the measurement date, January 2001, to March 25, 2006 totaled $1.8 million.

Retail Operations

During fiscal 2003, we closed 15 retail stores and announced the closing of 13 of its Food Town retail stores
principally located in Toledo, Ohio and outlying areas with the remaining 26 Food Town stores to be sold or closed.
During fiscal 2004, we completed the sale of 24 Food Town stores for net proceeds of $42.1 million. Stores not sold
were closed.

We anticipate that we will be subject to a partial withdrawal liability from a multi-employer pension plan
related to the 2003 closures of certain of our discontinued Food Town stores when a final determination is made after
June 30, 2006. Recent estimates provided by the trustees of the multi-employer pension plan indicate that there will be
an underfunded liability which we believe to have resulted from a change in actuarial assumptions, investment
performance, other employers' withdrawals, or a combination of these factors, occurring subsequent to the closure of
these stores. We intend to challenge such a determination prior to settling the partial withdrawal liability when
assessed after June 2006. We have estimated our liability based on available preliminary information and recorded an
after-tax charge of approximately $1.1 million in Discontinued Operations in the third quarter of fiscal 2006.

Distribution Operations
We consolidated our Toledo, Ohio distribution operations into our Michigan facilities during the fourth quarter
of fiscal 2003. As a result of the decision to exit the Food Town stores, the operations related to these facilities were

classified as discontinued operations in the consolidated financial statements because the operations and cash flows of
these facilities were substantially eliminated from ongoing operations. We continue to distribute to our The Pharm
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stores in Ohio from our distribution facilities in Michigan.
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Real Estate Operations

In fiscal 2004 and 2003, we sold properties representing substantially all of the remaining assets and operations
of our former Real Estate segment; accordingly, we have reported the results of operations of the discontinued
components of the Real Estate segment and the net gain (loss) on disposal as discontinued operations.

Discontinued operations generated sales of $320.0 million in fiscal 2004. There were no sales in fiscal 2006 or
fiscal 2005. Total assets of discontinued operations were $6.1 million at March 25, 2006 and March 26, 2005.

For all years presented, the Consolidated Statements of Operations, Consolidated Statements of Cash Flows and
all related financial and nonfinancial disclosures in the notes to the consolidated financial statements in the Annual
Report on Form 10-K have been adjusted and the discontinued operations information is excluded, unless otherwise
noted.

Critical Accounting Policies

This discussion and analysis of our financial condition and results of operations is based upon our consolidated
financial statements. The preparation of these financial statements requires us to make estimates and assumptions that
affect the reported amounts. On an ongoing basis, we evaluate our estimates, which are based on historical experience
and on various other assumptions and factors that we believe to be reasonable under the circumstances. We have
discussed the development, selection and disclosure of these estimates with the Audit Committee of the Board of
Directors. Based on our ongoing review, we will make adjustments as we consider appropriate under the current facts
and circumstances.

We believe that the following represent the more critical estimates and assumptions used in the preparation of
our consolidated financial statements.

Goodwill. In accordance with SFAS No. 142, "Goodwill and Other Intangible Assets," goodwill is reviewed for
impairment on an annual basis. Fair value is determined based on the discounted cash flows and comparable market
values of the segment. Determining market values using a discounted cash flow method requires that we make
significant estimates and assumptions, including long-term projections of cash flows, market conditions and
appropriate discount rates. Our judgments are based on historical experience, current market trends and other
information. While we believe that the estimates and assumptions underlying the valuation methodology are
reasonable, different assumptions could result in different outcomes. In estimating future cash flows, we rely on
internally generated five-year forecasts for sales and operating profits, including capital expenditures and a 3%
long-term assumed growth rate of cash flows for periods after the five-year forecast. We generally develop these
forecasts based on recent sales data for existing operations and other factors. Based on our annual review during fiscal
2006, fiscal 2005 and fiscal 2004, no goodwill impairment charge was required to be recorded. No goodwill
impairment charge would be required even if the current estimate of future discounted cash flows was 10% lower.

Impairment of Long-Lived Assets Other Than Goodwill. 1ong-lived assets to be held and used are evaluated
for imp