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DESCRIPTION OF BUSINESS

Shopkeo Storas, Inc. has a lang history of innovation and creativity
in respanding to the dynamic neads of its customers. Founded in
1941, ShopKo began as a full-servics discount retailer. Pharmoceutical
sarvicas warse added in 1971 and aptical services wers added in
1978. The repasitioning of ShopKe from traditional discounting ta
specialty discount retailing bagan in 1991 with its Visian 2000
reengineering efforts. A few years loter, ShopKo parlayed its
pharmacy compeatenties inte pharmacy mail services. PraVanlaogs
prescription banefit management was created in 1994 and services
wre laber axpanded te includs visian bensfit management. In
1997, ProVantage transitionsd inte a highly sephisticated health
ears knawladge businass with ana of the largest repasitorias of
integrated pharmaceutical and health claims information.

Financial Highlights

ShopKao Slores, Inc. and Subsidiarias

Jan. 31, Fab, 1,
1556 1987

IH THOUSAMDE, EXCEPT PER SHARE DATA |5 Weeksl [52 Wi g
Gonsoidated Met Sales 52576922 52,310,369
Met Earnings § 49,382 5 45660
Basic Mat Earnings per Comman Share

Before Monrecurring Charge g 1.B0 5 1.42
Basic Mot Earnings per Comrman Share % 1.74 1 1.42
Dilutad Mt Eamings per Comman Shere - 1.72 % 1.40
Weighted Average Numiber of

Comman Shares Outsianding 28,3898 32,090
Adjusted Weighted Average Numbser of

Commaon Shares Qutstanding 28,775 32,563

dan. 31, Feb. 23,
1568 1957

IH THOUSAMNES, EXCEPT FER SHARE DATA |45 Weeks) I;52
Gonsoicaled Mel Sales 52,447 847 52333407
Mst Earnings 5 48845 & 44946
Basic Mal Earmings per Comiman Shang

Before Monrecurring Charge 5 1.79 ] 1.40
Basic Mot Earnings per Comeman Share 1 1.73 g 1.40
Diluted Mat Earmings per Comman Share 5 .71 5 1.3%
‘Wemhied fverage Mumber of

Camman Shares Outstanding 28,161 32092
Adjusted Weighled Awerage Number of

Comman Shares Cutstanding 28,569 32370

See accompanying financial statements.

Sraispen .

Shopko is a customear Festyle driven
spaciaty dscount retaler focused
on dominating targeted categonies
twough assortment, markesing and
store presentation. Shopio = con
tinuawsly focusing an progressae
techmigues o optimize performanca
in its 147 stores operating in

16 siates located prmarily in the
Midwes=t, Pacific Morthwest and
Waskern Mountain ragions of the
country. Four Vision Advantaga
storas are lacated in Ohio.

prd| {niage.

Through s wholly owned Provantage,
Inc. subsidiary, the Compary Serws
the rapidly growing managed health
care industry. Pro¥antage provides
clinical programs, enterrisewide
data warehause querying capabil-
ties, advanced research tooks wsing
on of the largest repositories of
integrated pharmaceutical and
heailth claims informatian, as well
as comprehensive health benefit
management senices indapandant
from drug manufacturers.
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TO OUR
SHAREHOLDERS:

“In the era of technology and progressive business practices,
people still make the difference. The achievements we

speak about this year, including record sales and earnings

r

per share, are a tribute to the human spirit and capability.

carmings for the taurth Straight year n & fow, Wi Sed niw

reconds for sales and basic eamings per share for the 52

weeks ended January 31, 1998 by eaming $1.80 per share, exchud

ing & nomrzcurring charge, on sales of 52,6 bilkon. If we had not

chanped our f2cal yesd, basic earmings were S51E2 per share,

excluding tha nonrecuring charge. In addition to our strang Brancial

results, we accompshed cur bwo strategic gaals far the year, The

first was to become independent of SUPERVALL Inc. The second

was 1o &dd sze and scale b cur redail operations. We are proud of
our accomplshments in 1997 and confident about our fubure.

W R charged our fscal year 80 the Natiorsl Retal Federaton
calendar. Az a part of the transition, wa ended the year thras wesaks
edrlieer thean usual on Janissry 31, 1998, In addbon b reparing resuls
far the shortened 4%weak year, comparable 52-week periods are
proncled for mare meanngiul compansans,

Sales increased 12 parcent to 52,6 bilion an a 52-week year
basis comfared with 52,3 bilian lor e same e perad 3 vear
earlier. Earnings increased to 549 millian, after a 52.8 milion pre-
tax charge in the frst quarter, which companes with 246 million for
tha same ime pefiod |ast year. Diuted earnings per share incraased
23 percant o 51.72 per sharg compared with 51.40 earings per
share for the same tme peniod last year. We sef anather new racond
far Earnings Belone Intenest, Taxes, Depreciation and Amorlizatan
[EBIMDA for the third straight wear in & row by achieving 5175 million.

Dusng the 29week iscal year ended Jarary 31, 1998, sales
increased to 32.4 billion. Eamings for the 49 waeks increased to
" 549 mallion after the predan charge in the first quarter,

j ur achievemants for the yaer are significant. We increased

DALE P. KRAMER
CHAIRMAR, PRESIDENT AHD CHIEF EXECUTIVE OFFICER
SHOPED STORES. IHG
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Lattear fo Sharsheldars
COKWTINMUED

Making a Differance for Shareholders
The resuts we delvered ane the direct result of & comprehensive,
inbegrated strategy that has aigaed the entice Sheplo argans
zation toward increased shareholder value through improved cus-
tomer satisfaction. In addition fo the financial performance,
1957 was & tuming point relative to the long-term growth goals
wai have established for Shaphio. We successiuly completed a
secondary publc offesing and stock buyback transaction wih
SUPERVALL which had held appraximately 46 percent of our
putstanding shares snce our inifial pebliic offering in 1991, We
also accelerabed our growth through acquisibons, We acheeasd
greater size and scale for our retal operations thiough the acqus
gition of PannDanials, Incorporated, a family owned general
merchandize retaler aperating 19 stores, We ako enhanced the
chnical servces and heslth care information technology capabiibies
of Frovantage through the acquisition of Phafark Corparation,
i privabely owned heakh care information technology company,
The table bedow quickly communicates our performance
relative to our préviowsly stated goals:

Earnings growih of 10-15 peroent 12%"
Consolidated sales growth of 10-15 percant 12%
Fetal comp store sakes growth of 3 percent 4%
Inzrease number ol stanes 17 Stores
Grore Proeritage sales and prafitabiity 52% and 42%
Deblbocapital ratic ol 45-55 percent 51%

“ERCLUGHG GME-PIME CHASTE IM FIRET QUAHTER OF LR

Clearly, Shopklo confinues to maintein its consistent finan-
off our balance shest while growing the Company. We negotiated
# 5300 millon wrsecured revohing credit Faclity ket July which
i available for working capital and general corporate purposes,

Dur results corfirm the foresight of the anginal Yision 2000
inifiatives insttuted in 1991, We now have a radically dferan-
hiated, IMestiebased merchandisng and marketing philosophy
called Beyomd 2000. Our stores are remodeded to focus on
spead, simplicity and friendliness of the shapping eupers
encz, We have made significant imestments in our distribationy’
legistics mfrastructure to suppart grosath. We have grown the
morumentaly successful ProVantage health management
business, Wa have reested inoworld dass technology far
enhanced speed and advanced knoaledge management,

Basic Earnings Per Share
ELFONL ROHAECUEEIRG
CTHARGE FOR 52 WIEKS

Undesiying each of
our acfevamants is & néin-
vensed operating madsl
and a corporate cul
ture that velues speed,
efibraces change and
welcomes continugus chak
lenge. We know we can .
never rest on yestenday's
rasults, Qur perfarmances
I5 a clear testament fo
our comenitment b con
tinuowus  transformation
that parmsates the antin
prganization.

Pertiaps the singe most sgaficant evert of the year was the
highly successhd secondary public offering and stock repurchase
of shanas hild by SUPERVALLL We repurchased B2 milion sharas
of the 14.7 milkon shares of Shopko common stock cwned by
SUPERVALL for 518.35 per share, SUPERVALLMs rermaining
B.5 million shares were sold in & sacondary public affering which
was priced at $25.00 per shara. Thi accretion of this transac-
tion as well as its impact on the long-term strategic autlock for
ShopHo bas added value o the appreciation of Shopko shock,

This transaction aso ends our 26-year successiul relation-
ship wilth SUPERWALLL 'We thark Mike Wright, Chairman,
President and Chief Executive Officer of SUPERVALLY and former
Chairman of the Shopkio Board, for s years of commitment
and dedication fo the success of Shopko and its shareholders,

Making a Leadership Difference
We have realigned our Senior management team to meat the
sigreficant demands of the strategic growsh goals we have
established for ShopKo Retal Stores and Provantage. Bil
Pedany was promated to President and Chief Dperating Officer
of Shopko Retad Stores, including retail pharmacy and ogtical,
and Jeff Jones was promated fo Executive Yioe President and
Chiet Dperating Cificer of Profartage. This management realign
ment creates a more effective onganizational structure of prin-
cipal leadership to strengthen our strategic focus on growth,
In August, we annpunced the addiion of Dr. James Reinertsan,
MLD., Chief Executve Cfficer of HeathSystem Minnesota, to
pur Board of Directars, Am brings cutstanding expertise in the
health information management arena — a critical competency
as we grow the Provantage health knowledge business.

TR FIR FER PR A
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Making a Difference in Retall Stores
Shopka's unigua spacially discount strategy continues to win
customer loyalty as evidenced by the number of ifestyle mer-
chandise categories achieving or exceeding performance
goals for the vear. Retail sales for the 52 weeks ended
January 31, 1998 increased io 52.1 bilion. We have made
significant strides in execution — mese effectively managing
payroll expenses while improving instore presentation and
continuing 1o deliver increasing Custamer Satisfaction and
Layalty Monitor scaras which are mdependerntly monitored,
We are halfway to cur stated goal of adding 30-35 stores
bey thee @nd of the year 2000, In Decembar, Shopto compisted
the acquisiton of FenmDeniels which cperated 18 Jacks stores
ard ane LotsA-Deats store m Iinois, lowa and Messoun. We
will comvert 17 acquired stores to the successful Vision 2000
farmat, inchading the addSon of pharmacy and cplical certers,
by late My end will close the ather two stofes by September.
Wa beligws the conversans wil produce a signifcant increass
in sales productivity per store with nominal everhead casts. The
customer demagraphics in these new markets are very similar
to owr existing merkets,
incroasng our confidanca
in achieving sales targets
sirilar to owr existeg
giores under fhe Yision
2000 farmat. We believe
there are significant syner-
gigs o be achisved o this
acquisiticn, The transiton
is an schedule and wehin
budget. We believe we are
developing  an excebent
template for the execution
of future acquisitans.

Mumbar of Stores

mnL M@ MR MR MW
B % W 5T o

Making a Difference in ProVantage

Provantage topped the one hal bilion dollar saies mark with a
52 percent increase in sales for the 52week period ended
January 31, 1958, In three short years, we have grown
PraVamtage from a 514 milion mail order pharmacy to a health
Benedft managemest ard highty sophisticated health care
knoaledge business. i is one of the world's largest rapasitories
for mtegrated pharmaceuticsl and health claims infcomation,
ProVaniage now infegrates health came information, chnical

E H O P K O R el ] SR I nas iRl Pl

suppart and comprehensive benefit management fo provide
sodutions o reduce health cang costs whils impriving the quality
of care through the sharing of infarmaticn,

ProVartage has gained a strategic advartage in the dynamic
and highly competitve health care knowledge industry fhrough
thir acquisition of Pharfdark. The warld class technological axper-
fise and premier health care information fechnology products
acquired enable Provantage to offer superior cinical drug uke
lzation review as well as sound outcomeas based monitoring ard
reseanch. ProViartage has become an intemational virtual arga-
nization with offices in six locations in the U5, and Evrope,
serving clients in all 50 states as well as England and Germany.

Making a Difference In Our Communities

We have a responsibility and a privilege to gave back to the
commisrities in which we do business. | am extremely proud to
anmaunci that Shaphlo was selected to receye this vear's pres-
tigicus Discounter in Serdce bo the Community eward by Déscount
Store News, a leading publication in the retail industry. Shopko
was gingled out for this honor from other retailers acrss the
coundry, ncluding much larger national chains.

We raised more than 51.1 milian for Special Oympics this
year through ShopKo's Charity Golf Classac. The maney was
distrinuted to the states inwhich we apsrate specialty dscount
storas. In 1997, Shop¥a also rased funds for more than 200
non-prafit organizations thet mest the needs of children and
famiies traughaout our markets.

People Make the Greatest Difference

Dne cannot speak of cur outstending performance without
acknowledging the peopie invabed, Each vear, | am mare amazed
at the contineed sprit, intelligance and heart | s2e among our
20,000 assocesies. We appreciabe our vendor pariners for their
continued commitment to mutual success. It 5 people wha burn
technoiogy, business prachices and strategies into performance.
In the end, it i3 all about people sening the most imporiant
pcgde of all — gur custamers. In doing that, we dalivar valua
to the customers and ta you, our valued sharehalders.

DOt T

DALE P. ERAMER
Chgirman, Pragidestl gnd Chief Executive DFficer
Lhapke Stores, Ing
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SHOPKOIRETAIL

“We are committed to unique merchandising and marketing

ideas that focus on how to improve the shopping experi-

ences in response to the new value preferences of time com-
pressed American families. We are dedicated to continued
revenue and earnings growth by delivering increased

customer satisfaction and enhancing shareholder value.”

ShopKo Retail: A Model of Success

mproving customer satisfaction by beng students of consumer

trends, innowvators aof integration and champions of detal s a

characteristic that has fueled Shopka's prowth to become a
lzading speciaky discount retailer, & customer ifestyie driven company
facused on dominating targeted categones through assortment,
marketing and store presentation, Shoplo is continugusly foousing
pn progressie techniques to optimae performance in stores that
average approximately 85,000 squere faef,

Creer the last several years, Shopko has remodeled the majority
of its stores as wel as expanded and upgraded s logistic cape
blities and distribution centers. The Company has also developed
and implementad tachnology, mtegrated core funchons, and crested
an operating mogdel forused on changing customer lifestyle
trends. The Company is committed to offerng quality merchandise,
sefice and value to meet customers' requirements for bealth, home,
family basics, casual apparel and seasanal needs in its stores with
speed, friendiness and simplicity,

ShopHo's suecess i attributable to broad intemal snorsarshio
and enthusiastic suppart far its vision, operating principles and efiec-
tive change leadership. In a highly competitve industry, Shapho has
bezen freguently labeled a maverick o conventional discount retaling.
Senior management kzads the onganization fo be nimble and irventive,
The Compary has developed business planning processes whech
faster creative, walplanned, speedy and innevative rsk taking.

WILLIAM J. PODAMNY

FRESIDEMT AND CHIEF OPERATING OFFICER OF SHOFKO RETAIL STOREE,
EXECUTIVE VICE PRESIDEMT OF SHOPKO STORES, INC

PAOE #
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STRATELY

COMPRCEENEINE

YaLLUE
The repositicning of Shopko from
traditional decounting to specialty
discount refaing occurred Trom
1991 top 1995 wih its Wison 2000
reenginsaring effarts, Buldhg upan
Vision 2000, Shopko has developed and
implemanted a radically different cperating
micel el miakes it adapt 8 mesting the needs of
valeoriented customers who demand & friendly and speedy
shopping experiance in addition to corenience, quality and fair
pricing. This nes longterm strategic offensive, Beyond 2000, is
biased upon creating market opporiunites by sering Sme-strapped
consumirs’ changing shopping habits. The new Bayond 2000
pperating medel is based on four inferdepandent strategic initiatives.

Diffarentiating Strategy

The essence of ShopKo's strategy for differentiation Socuses on
selected and targeted merchandse category domimance ted to
charging Iifestye nesds. One of the most dramatic departuras from
traditional discount refaling is Shopko's focused apparel merchan
dising strategy. Meaningful assortments of frend comect men's,
wamen's and children’s casual spparel ane offéred in mone Sizes
and mare colors & the planned exclusion of carser, dressip and
coordinabe apparel. Men's, women's and children's activewear ara
other selected spparel calegonies ol dominance and concentrale
on the credbilty of such national brands as Mike®, Adidas® and
Resbok® in addition to Shopka's private brand equdy. The impact
of the merchandise offering for each selected area of product
dominance is emphasized through weskly advertized sakes
et The Compary dso uses image builling television cam
paigns fpcusing on differentiating Shopke. ..the store for you.

Integrated Business Planning Process

The imtegration of ShopKo's core disciplines — merchandising,
marketing, Kgstics and stong operatons — Fas made a skoking
contribution to ShopKo's strong overall performance. The executive
managemnent team is comprised of seasoned seniar executives with
exlensve expenence in department, dscount and specialty relabng,
The integratian of ther core competencies and a collaboratve team
cufture has ransfarmied Shopko indo a speciatty discounter. To be
batter and different in selected ifeshde areas of merchandising is

INTEGYATED LATERAL
DACEA AT IO FOF

IRTESARATED
HUE NERE

FLANNI NG

FADEERE

a maragementdirected procass

that attracts and dewelops self-
matvated prolessonals who ang
expacted to think smart, ask the
right quastions, and take welhplanned
risks on a5 grand & scale as possible,
Focused on innovation and integrated plan-
ning, ShopkKo slocates irmentory and capital
resources aoang with floor and advertising space accord

ing to parformance and companmy-wide strategic growth targets,

EXECUTION

Integrated Lateral Organization for Execution

The integrated lateral arganization = designed fo capitalze on
the interdependence of sermor management competencies and
core disciplines. In addtion to directing the stores in superior
execution of merchandising, marketng and logistical plans,
corporale headquarters channel the approprsbe resources 1o
mobilize the acthities around Shopke's diferentiation strategy.
Intenisa disciplines for distribution and imventory control Rave sub-
stantialy improved both instock positioning and irentony furmover,

Comprehansive Valua

shopko defivers added Bestyle valee preferences in the shapping
experience beyond just & velue price. The equity value of Shopko's
diffarentiated, proprietary branded product demands superiar
guality for a compeling price. Clamty of the merchandse offer
ing, simplicity, speed and friendiness of the shopping esper
ence all confribute be ShopKe's comprehensive value, Radically
improved Iventory replenishment and speed to the sales floar
ensures graater trend correctness, targeted product dominance
and differentiation. As students of maddie America's fastpaced,
changing family and personal needs, ShopKo is cantinually
improving customers' shooping experiencas with ongoing quality
enhancements, quick adaplalons 1o new consumer trends,
and increasingly simple and chear presantations of merchandise.

While riymiad Succesies have resulbed from Shoplo's frarsformalion,
the mast lasting one = the creafion of 8 dynemic, enfrepreneusial
envinanment that fostars confinuous improvement through inven-
tive, pro|ctive change, The cuituns 15 Socused on irspiing takmed
pepple to achieve ever higher levels of performance theough
improved customer satisfaction,

PRAEZE &
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merchandising strategy
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personalized
Professio

Ermpl{u's innovatie
evplution in retail pharmacy
and optical sarvices
exemplifies the Company’s
SUCCRSS in dendifying and

meeting consumer ifestyle
demands, The integration
aof pharmacy and cotical
sanices is a major element
af differentiation. More
than 10 million pharmacy
prescrigtions were filled
last year and approximately
667,000 prescriptions for
epaglasses and contact
lenzas werz filed. Retall
health services have
corsstentty soored high
merks in customer appeal,

FPREZE B

n¢ervi:es

traffic volume and profit
margin. The value added
serices are provided

[y & cadre of quakfied
professionats who provide
personal, knowledgeable
SBRice in an enviranment
that is infprmative and
friendly gz wall &s clinical.
Future apporhaidies for
continued growth wil focus
on increzsngly popular
trerids in family and per-
sonal health and welness,




Pl

.eenglnuﬂng the casual fumiture department fo offer
& wide assortment of quality merchandise in atiractive pre-
sentations has generated a significant new saurce of store
traffic for Shopko, A mearingful selection of quality products
representing the latest frends in office, home entertain-
ment, casual seating, kitchen and badroom furnifure are
displaved in an atiractive and inviting area to bestar support

EHODFIED EETHAHIL 8 TORES

oneering

customers’ purchasing decisions. To increase the ease of
the purchase, ShopHo has devisad a ficket pull system
which enables the customer o simply present a ticket for
selected furniture at checkout, with purchases directly
delvered from the store to the car, The reengineering of
casual furnifure reflects the Shopke philesophy to think,
plan and execute creatively on selected meschandiss ideas,
which are appealing to madern family needs.

FRGZE 9




more . ore

. hattering the retail paradigm that
focusing an size and color is risky,
Shaopho has differentiated its casual
apparel affering throwgh striking
presentations of wide assortments
of colors and sizes in trend comact

women's, men's and children’s clothing.

By offering selected national brands

SIZES

ahang with its own proprietary branded
labels, the Company can concentrata
on quality and & corversent shooping
envirenment from design fo delvery
an the salling floor. Fully committed
i providing cusiomers with what they
want, Shooko's spparel & trend comrect,
lifestyle driven and valee oriented,

The depth of irentary, irn-stock
pasitioning, consistent sizing and
labelng as well a3 effective signage
have faclitated the speed of the shopoing
experience. This superior execution
of comprehensive value contributes
significantly o the popularity of the
apparel areas af Shopko,




strategically positioned

appea

Emﬂﬁngr:ards.umpini
paper and party goods —

papular impulse buys amang
shappers — are musts for

any descount netailer, Shapkn
has applied ts dRerantiation
stritegies and comprehensie
value posEonng by presert:
ing a stare within a store to

EHOFIET@D

EETHAHIL

8 TORES

increase he visual impact
of the product and smplify
tha shopping exparience,
(iften bucking the industry
narms, Shopko has devoted
prime rzal estate ta the
Social Decasion Shop, which
is corveriently located in the
frant of the store adjacent

FREZE 11
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to seasanal menchandise and
the checkout tanes. Through
spacious aisles, intenesting
graptics and calor coondi
nated signage, the Company
has creabed an appeabng
erwiranmient within a friendly,
pasy-to-esn shop for bme
constraingd customess,




PROVANTAGEZINC!

“The landscape for health care is constantly changing. Advanced
technology, medical and pharmaceutical breakthroughs,
changing demographics, business combinations and new
government regulations ensure that rapid change will con-
tinue and cost pressures will remain. Our ultimate goal never
changes — reduce costs while improving the quality of care.”

Health Care Knowledge is Available Now!

to more than S500 milkon in annualized revenue, Provantages
originaly started as a mal order pharmacy and has fransitined
intp & sophisticated health care bnowledge business with ane of
the largest reposiones of miagrated pharmaceutical and health

] n thres short years, ProVantage has grown from 514 million

claams informatian. The ProVantage management team has grown
in sophistication and capabilities and can now provide superior
clinical and healih care knowledge services that reduce health
care casis while improving the quality of health care,

Shopko has leweraged its cone competencias in retad haalth
amd customer serice fo develop ProMantage in the form af a
comprenensive bensfit management enterpnse. Todsy, ProVaniage
provides products and services to clients that serve more than 25
melion peogle. Clents fall into five broad categones: payors, provadars,
drug manufaciurers, state and federal gavernments and regulatary
agencies, Proaniage products and related serdices ere wel posk
taned and focused on mdustry trends ard compesitive advantagas
bo drive future growth.

JEFFREY A. JOMNES

EXECUTIVE WICE FRESIDENT AHD
CHIEF OPERATINDG OFFICER, PROVAHTAGE, INC.
Ty CHIEF FINAMTIAL DFFICER, SHOPRED STORES, INC
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Sales

% IH HWILLIOARS
FOR 2§ WILKS
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The Meed for Knowledge |z Great
Hesfth care oosts have caised employers end
government agencies to place a greafer priority  sae
on managing costs end improving medical out-
comes. The demand for sophisticated health
care knowledge sendces & being driven by the
nead for comorehensive, positive and measur-
able information on medical oucomes, The
use of drugs to treat medical conditions con-
tinues to rise a5 the numbar of newly anproved
drugs continues to accelerate. As new uses
for drugs emtering the market increase, the
parcent of fotal health care dollars dedicated
to drug deployment continues o nerease. ]
Provantage (s better positiored tham any
other similar health cere management organze
tion 1o assist s clents wish both pharmacy
benefit management programs and the effective-
ness of drug deployment through its clnical
drug utilzation technologies that incorporate
both pharmaceutical and heatth clams data.
ProVantage is among the leaders in chirical drug
utdization review wih its product, Retionalled™ 5
— winngr of the 1995 Smithsonian Award for
Infarmation Technology in Medicine, FroVantage
has the abilfy fo predict adverse outcomes
and measure actusl saengs after nmtervenfions.

El

a3

oW

Reducing Drug-Related Hospltal Stays

Based upon a robest set of 5,000 clirical ndes, ProYantage offers
value added clinical services through & patient directed, highly
sophisticated clinizal product called Rationalbed® Approximately
25,000 alerts are sent to physicians on average each month which
gemanstrate sgnificant savings by identifying drug treatment relat-
ed confiicts that could result in increased drug and hospitaization
costs. ProVantage has found that approwimately 5 to 20 percent
of hospitalzations potertialy result from the problematic use of
pharmaceuticals, ProVantage believes chents could reduce thair
total health expenditures up to 10 percent by using Rationailad®
o lewer the number of pharmaceutical induced disorders.

Pharmaceuticals Represent 10% of Total Health Care Costs
Provantage has a full sue of compesitive health benefit manage-
ment products and sendces. With approximately 50,000 netwaork
pharmacies, the Provantage Prescription Bensfit Management
pperaton offers a means of providing quality prescription benefits
af lower costs. The mail order faclity offers even greater cost

Outcomns
Research Growth

PATIEMT HIETORIES IR MILLIORE

FE. ML F@. M0 MK
Moo W T W

1]

ACQUIRED IR AUBLAT, 1987
A3 & FURCHASED
HUSIMESS TEAMSACTIOH

F AR @ ¥ A WM T A S E. | NG,

effectveness for maintenance medications. The
Vision Benefit Management operation has a grow-
ing nefwork of retall optical cheins and private
ophthalmedogists and aptomedrists.

Demonstrated Savings
Through Outcomes Rezearch

EpiMed® is a powerful drug and dsease gutcomes
research tool which gives customers access to
configentiaized heafth encourder information for
approcimately 22 mikon U5, and inbemational
patients yieldng over 75 milion patient years of
history. Significant findings have been made
regarding the efficacy of dugs and the impact of
drugs ard vanous dseases on patients. Epibled® is
11 targeted toward large dnug companies, providers,
universibes and govermmenial research agencies.

Better Management Improves
the Quality of Care

Provmed® is an adminisirative, financial and clinical
decision support tool used to manage profitability
through direct and easy access o enterprise-wida
data pritical to managing total health care costs,
This robust data warehouse aliows clients fo fumn
enterprise-wide data infe actipnable information
using decision suppart. Future develcpment efforts
are focused on more advenced, state-ofthe-art
medical lagic which can be broady marketed.

LU

Inte The Mext Millenniuwm

Demographic and industry trends will continue to suppart the
growth of ProVantage. Initially marketed fo small to mid-size
sefHnsured employers, inswrance companies and thind party
administrators, ProWantage has developed and acquered
advanced clinical and technohagical capabdities which enable it
to increase the size and sophisticatan of its client graup.

With the combination of chnical programs, enferprise-wide
data warehouse querying capabilites, advanced research toals
using one of the largest repositories of integrated pharmac euti-
cal and health claims information as well as comprehensive
health benefit management semices independent from drug
manufacturers, Provantage has aifferentiated itself in a com-
petitive marketplace. These compelitive advantages, a genuing
focws om customer sarvice and a confinued mission to increase
the quality of care while reducing costs will drive continued
growth for ProVantage.
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TREERELS

HEALTH CARE

First aplical canters
apanad in Bwes Shopia B

eSared in Wisconsin

HEALTH BENEFIT
ADMINISTRATION

Pregéription and Vision Management

Mational Pharmaty and
Optical Retail Netwarks

Mail Order Pharmady

Farmulary Administration

Small to Mid-Sizec

- SeHnzured Conmporations
- Indrante Companes

- HMO=

- Third Parky Adminisirators

Stabe and Federal Governments

Mew medications and increased
prudent wee of older medications are
reducing hospitalizations and increasing
the percent of total health care dollars
epint on pharmaceuticals

5-20F% of hospitalization: potentially
risguilt from problematic use of
pharmadeuticals

ImGreasing pathents’ access 1o providers

CLINICAL
SERYICES

Appropriste Therapeutc mtervantion

Farrulary Design based on
efficacy frst then economic

Drug WHilization Review

- Priopac s - Concumenl
- Relrepac e - Adtvanced Halroapachive
Dig=ase Management Programs

- Chnically Based - Quanlitatpsely Measured

Mid-Size to Large:

- SeHnzured Corporaliong
- Fsurante Companes

- HMO=

- Third Party Adminilrators

State and Federal Governments

Lasng-Term Care Providers

Chinical programs are being used more
frequently to combat riging health care coste

- Formulay Design
- Therapeulic Swilching

Digease management programs
still do not deliver as promised



KNOW

(]
1996

hoquisition of a
# PR, Bravell inc.

DECISION
SUPPORT

Enterprise-wide Data Warshousing
- Decision Suppart

- Elecironic Reparting

- Data kning

Pharmaceutical Claims Data Warehowss
- Eleciranic Reporting

- Decigion Suppar

- Data kning

Miid-Size to Large:

- SeHnzured Comporations
- Inzirance Compames

- HMO=

To compete effectively, need for administration
and clinical decision suppart increatss

Solutions that allow inlegration through
sharing of information will be critical

Real gucomes measures to maniler and report
performance and quality will be highly valued

iIs aval

Acquisition of & PER,
CaraSiraam Sorip Card

Started Visice Baraf®
Managamani [VEM|

Developed clinical
- PrOgrams —
ProVEx and Pro¥med

OQUTCOMES
RESEARCH

Duitcomes research softwars praduct
supporting gobal access to healkh cars
database with medical and drug data for

22 milllion lives

Health Care Providers

State and Federal Goverrments
Regulatory Agencies
Pharmaceutical Manufssburers

Lasng-Term Care Providers

Integration of prescripion and medical data

Patient confidentiality has become
intraasingly imporisnt

Qutcomes sludies support increased use
of medications ad preferred treatment for

many medical conditicns

4 (4
1996 1997

Acquired Fhanmark
Corporation &

Established strstngic |
alfance with ThiskMad LLC |

(4
1997

INCREASE

QUALITY

OF CARE

REDUCING



Management’s Discussion and Analysis

ShopKo Stores, Inc. and Subsidiaries

it Adigriast 1997, the Company approved 4 change m ks fecal
year end to the Saturday closest to the end of January, com
mencig Januay 31, 1998, This change in the Compams fiscal
year condorms fo the National Retall Federation calendar, The
Company's sudited consoicated financial statements wera
prsiaed for the 49 weeks erdid Jarvany 31, 1998 (fscal 1997,
the 52 weaks anded February 22, 1997 (fiscal 1996), and the
52 weeks ended Febwuary 24, 1996 (fscal 1995). For comparative
purpases, e Company i also providing supplemantal unaudded
Pnancial inforrmation cancerning the Comgany’™s results of opera:
tiars far e 52 weeks ended Jenuary 31, 1998 and February 1,
1987 which rdormation is mekaded mmediately preceding the
Dampaiy's sudiled consohdalad financial stafements and mabes
thereto, In e apimon of mansgement, His unaudiled financlal
informatian includes aV acdiustmends lor & fair presentalion of the
resilts of aperatians far e penods presenfed.

RESULTS OF OPERATIONS

Thee Tollorwirg Eatie 5abs borth iems from the Company's Consolidated
Statements of Eamings as percentages of consolidabed net sales:

FISCAL YEARS ENDED

Jan. 31, Fen, 22, Fab, 24,
1558 1957 19545
(09 Weslis) (52 Weeks) (52 Weeks|

Revenias:
Mt sales 100.0% 100.0% 100.0%
Licensed department
rentals and
other income as 0. 0.7
100.5 1004 1007
Costs and Expenses:
Cost of sales 770 Tad 745
Selli rel and
amiristratue
BAPENSES 165 1340 18.4
Manrecurring change 01
amortization
BApENSES 24 28 29
96.0 a0 458
Income from operations 45 48 49
Intarest expense 1.2 14 1.7
Eamings before
income faxes 33 32 3.2
Prawizian far
income faxes 1.3 1.2
et eamnings 2.0% 1.9% 2.0%

The Company has two business segments: a Retal Store segment
[which inciudes general merchandise, retail pharmacy and retal
oplical operations) and a Provartage segment bwhich includes pre-

serphon benelil managemend, mal serdce pharmacy, vision benefil
managernent and health information technologyl. Inbercampary
sabes, which consist of prescriptions that were both sold at a Shopko
plarmacy and processed by PFrovanage, hinve been eiminabed.

That Sallcraing tablis set farth ems fram i Company's busness
segments a5 percentages of et sales;

Retail Store Segment
FISCAL YEARS EWDED
Jan. 31, Feb, &2, Feb. 24,
1338 1957 1596
(49 Wepls) (52 Woeksl (52 Waaks)

Revenuas;
Mel sales 100.0% 10, 0% 100.0%
Licensed department
rankals and
other incarme 0.8 0.5 0.7
1008 10005 100.7
Costs and Expansos:
Cost of sales 73,6 738 7348
Selling, geniral and
dchrministrative
EHpEnsEs 18.0 13.3 18.3
[eprecsation and
amortizaton
BHpEnSES 2.6 24 249
94.2 oi9 5.0
Income from aperations 6.4% 57% 57%
ProVantage Segment
FISCAL YEARS ENDED
Jan. 31, Fely. 22, Feb. 24,
1998 1947 15496
(49 Weslisd |52 Weeks) 152 Waaks)
Revenuas:
Mat sales 100.0% 100.0% 100.0%
Licensed department
renals and
pther income 01 0.2 05
1001 102 1005
Costs and Expanses:
Cost of sales 8925 431 41.0
Selli rel and
acminisirative
EApENSEs 38 18 55
ampirtization
BApENSES 1.0 0.6 11
ar4 G575 436
Income from oparations 2.7% 2% 9%

Fiscal 1997 Compared to Fiscal 1996

Consolidated net sales for fiscal 1997 (49 waeks) increased
5§114.4 million or 4.9%, over fiscal 1995 (52 weeks) to 52 447 8
millian. When comparad to the corresponding 4%9week pariod of
the previous fiscal year, consolidated net sales increased 11.0%.
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Retal Store sales for fiscal 1907 (49 weeks) decreased 0.0% o
542 million from fscal 1996 (52 weeks) fo 52,0016 milion, ‘When
compared to the correspording 9week period of the previous fis-
cal year, Retail Store sales increased 5.1% and comparable Rebail
Store sales increased 3.7%. The comparable Retal Shore increases
for that period by calegony were as folows: Rebal Health - 1003%,
Mopard = 28%, and Hardine Horme = 1.6%, The Cofmpay atlrit
ubas these comparable Retail Store increases in large part to the
suceess of its menchandising operations and markeling initiatives.
Changes in nital comparable store saies bor a year ang based
updn those stores which wane open Tar e entire preceding vear,

Provanbage salis for fiscal 1997 (40 weeks) increased 35.4% or
51234 milion over fiscal 1996 (52 weeks) to 34722 million,
Whn companed 1o the comespanding 45week period of the pres
ous fiscal year, Provantage sakes increased 47.1%. This incredse
is primarily abrioutabie to growth in claims processing activities,
miast of which was imernally gererated and a portion of which was
chiit 1o the acquisitan of CameStream Soip Cand, Inchided i
ProVantsge sales ang amounts biled 1o insurancs companias, third
party administrabors and saf-lunded medical plan sponsars lar
midical chaims and ciaims processing Tees; the amount of pre-
scriplion sales through the mail serdce pharmacy; the amaunts
billed to pharmaceutical manufacturers and third party farmutary
adiministratars Tar Sormulary Tees: and conlract and Bcense lees
far health information technology services. The formulary fees
inchaded in Provantage saies were 5155 milion and $16,7 milian
for fiscal years 1997 and 1996, respectively, On a per claim basis,
niet formikary fees were 5048 and 50.51 lor fiscal vears 1997
and 1908, respectiviely, Management expects the net lormulary
leis pir cham o cortinie bo decline in fiscal 1008,

Consolidabed gross mangins as percentages of sales were 23.0%
and 23.6% for fiscal 1997 and 1996, respectively. Fetail Slone
Erass manging as pencentages of sales wene 26.40% and 26.2%
for fiscal 1997 and 1996, respectiely, The Retal Store gross
frarging mclide a UFD credit of 53.7 milica for fiscal 1997 and
# LIFD charge ol 52,6 million Tor fiscal 19595, Retal Store gross
miarging, befare LIFD expense, were 26,2% and 26.3% far fiscal
1997 ard 1996, respectively, Provaniage gross marging as
percentages of sales were 7.5% and 5.9% for fiscal 1997 and
1906, respectively, This increase is primanly due to improwed
Eross mangin rales in ProVartage's ormikary busngess,

Corsoidated seling, general and administrative mxpenses & 4 per
centage of net sabes decreased o 16.5% in fiscal 1997, companed
with 1700 in fscal 1995, Retail Store seling, general and adminis.
Iratn epEnsns were TEOW and 18.3% of net sakes for fecal

1957 and 1996, rspecSinly, This mproveimert i5 prirarly dug o

irane eflechively managng stone payral costs, Provantage seling,
peneral and adminisirafive epenses increased 0.1% of ret sales fo
3.5% compared with 3.8% in fiscal 1996, This increase is primardy
o to ackiloral imsstments in information technoiogy and infra
structre support related to contirued growth, Seling, peneral and
admiistrative experses wil be impacted in fiscal 1958 by the Penn-
Danigts acoiistion See Capial Expendiunes and Aoquisitions,”

The Campars cperating eamings (earmings before interest
and mcorme taoes) increased 4,95 o S101.0 million in fiscal
1997 frofm 5105.8 milion in fiscal 1996, Retail Store operating
eamings (pamings before corporale expenses, inberest and
incame taxes) increased 12,0% ta 5127.3 milion in fiscal 1997
campared bo S11.3.7 million in fescal 1996, This incnease is po
marily due bo increased sales and expense conbral iniliates,
Pro¥antage operaling earmings increased 32,8% in fiscal 1997
b 5127 million compared o 39.5 milkan n fiscal 1996, This
increase is primarily due o growth in prescription benelit man-
agement servces and busness acquisitions,

et irterest axpense as a percentage of net sales decreased
to 1.2% in fiscal 1957 compared with 1.4% in fiscal 1996. This
decradse = primarily due b nereased sales.

Supplemental Comparison of Fiscal 1997 fo Fiscal 1996

Thee supplemental companson b read in conjunclion with the
Company's unaudited firancial infarmation for the 52 weeks ended
January 31, 1998 and February 1, 1997 included on page 22,
Annual Consolidated Sales Summary
92 WEEKS
%
Comparabia

2247 M- % Saore Sales
DOLLARS M miLLIGNS 13198 297 (Crange  Increase

Business Segments
Retail Store 52,1034 SZO0ODE 51N 3.E5%
ProVanlage 5005 3301 51.8% L
Intercompany (27.4] 205 WA L
Consolidated 525709 523104 115% Hyh

Consolidsted gross margn as a percent of salkes for the 52 weeks
endad January 31, 1958 was 23.0% compared with 23.7% for the
52 wesks ended February 1, 1997, The Retal Store gross margin
85 a percent of sales for the same period was 26.4% compared
with 26.3% for the preceding pericd. The FIFO Redail Store gross
margin as a percent af sales for the 52 weeks was 26.3% com-
pared with 26.4%. ProVantage's gross margin &5 & percent of

sales for the same period increased to 7.4% from &.8% primarily
dus to improved gross mangin rates in its formulary businass.
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Cansolidated seling, genaral and administrative axpenses as
a percant of sales for the 52 weeks ended Jarary 31, 19598
decreased to 16.6% from 17.0%, Redail Store seling, general
and adrinistrative expense as a percent of sales lor the same
peeericnd wis 18.1% companed with 18.3% for the preceding period,
Trie decreass is prmarily due to more effectively managng
store payrall costs, ProVantage's selling, general and adminis-
brative expenses increased o 4.0% of sales for the 52 weeks
ended January 31, 1998 compared with 3.6% ol sales for the
preceding period, This increase &= primarily due 1o additional
imeestments in infarmetion technoiogy and infrastruciure Support
related to cantinued growth,

Flzcal 1986 Compared to Flscal 1955
Consoldated net sales fior fiscal 1996 (52 weeeks) increased 18.6%
or 53554 milion over fiscal 19495 (52 weaks] o 52,3334 milion.

Retail Store sales increased 6.6% or $124.7 million owver fiscal
19595 to 52,006_7 million. Comparable Retsil Stora sales increased
6.0%. The comparahble Retal Stare increasas by calegory were
as foliows: Apparel — 1 2%, Retail Health — B% and Hardline Home —
3%, Changes in retail comparable store sales for a fiscal yesr
are basad upon those stores which were apan for the enbre
praceding fizcal year,

ProVantage sales increased 271.7% or $254.9 milion owver fiscal
19495 to 53488 millian. Management attributas this increase
primariy to intarnally penerated growth end supplementally to the
acquisitian of CareStream Scrip Card in August 1996, Incleded
in ProVentage sales are amounts billed to insurance companies,
third party adminiztrators and self-funded medical plan sponsors
and the amounts billed to phammacautical manuiacturers and third
party farmulary administrators for formulary fees. The formulary
fees included in ProvVaniage sales were 516.7 milion and 55.7
millian for fiscal years 1996 and 1995, respectivaly. On a per
claim basis, net formulary fees were 50.51 and S0.79 far fiscal

years 1996 and 19495, respectively.

Consolidated gross margins as percenteges of sales were 23.6%
and 25.5% fior fizcal 1996 and 1995, respectively. Retal Store
Ef0SS Margins &5 percantages of sales wera 26.2% for both fiscal
years and include LIFQ charges of 52.6 milion and 52.2 milian for
fiscal 1996 and 1995, regpectively. Retall Store gross margins,
before LIFD expense, were 26.3% in fiscal 1956 and fiscal 1995,
Provantage gross margins as pencentages of sakes were 6.9%% and
9.0% for fizcal 1996 and 1995, respactively. This decreasa is
attributable 1o & larger percentage of the sales coming from the
lowar gross margin claims processing activties and to an increasa
in the percentage of formulary fees shaned with clients.

Cansoidated seling. general and adminisirative expenses
decreasad 1.4% of net sabes (o 17.00% compared with 15.4% in
fiscal 1995, The decrease is due o increased sales related 1o
Provariage. Retsl Store seling, peneral and admivistrathee expenses
ware 18,3% af net sales for bath fiscal years, Provantage seling,
peneral and admiristrative eapenses decreased 1,75 ol net sales
bo 8% companad with 5.5% in fecal 1995, This decreasi i pri
marily due 1o keveraging costs against increasing sales volumes,

Thr Gomnpany's opesaling earnings (eamings belane interest and
income taoes] inoneased B.6% 10 S105.8 milan in fiscal 199G
froen 5974 milicn in Beeal 1995, Relal Store operaling eamings
[zamings before comparate expenses, inferest and income takes)
increased 6.0% to 51137 milion in fiscal 1996 comparnad to
S107.2 milion in fscal 1995, This increase is primanly dus o
increased sales. ProVentage aperatng earnings increased in fscal
1956 ko 59.5 millian compared 1o 32,7 million in fiscal 1995,
Thes incresase is priranily due to growth in prescopbion berelit
managernent servces and busness acquistions,

Mt interest expense o fscal 1996 decreased from the prios
v by 0.3% of net sakes o 1.4% of net sales. This decrease is
primariy dug o increased sales and increased mterest income,
Irrberiest incorme increased S0 4.3 millian in fiscal 1996 comparned
with 51,8 milkan in fecal 1995,

LIGQUWIDITY AND CAPITAL RESDURCES

The Campany relies on cash gensrated from s operatians,
with the remaining needs being met by shartterm and long-tarm
borrowings. Cash provided fram operating activities was
5142.6 milion, $111.7 milion and 5155.6 milion in fiscal years
1997, 1996 and 19495, respectively.

The Company enberad into a new 5200.0 millien revaling credit
faciiity on July B, 1957, The new faciity, effective through Januany 31,
2002, has terms and conditions similar to fhose of the prior credit
agresment. Funds generated from operations, and if necessary, the
rewvalving cradit faciity are expected to fund the projecied working
capital needs and total capital expanditures through fiscal 1998

Capital Expanditires and Acquisitions

Thr Comnpany spent 32,0 million on capital caperdifures
[excluding acquistions in fiscal 1997, compared to 538.9 million
in Bscal 1996 and 553.0 milion in &scal 1995, The foliowing table
sets forth e companents of the Compamy's capital expenditures
and acquistions [in mellionsk
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FISCAL YEARS ENDED
Jan. 31, Fab. 22, Fab. 24,
1998 1997 1996
(49 Wealcs) (52 Weels) (52 Weeals)

Capital Expenditures
Merw shones £ 0.0 L 25 5149
Remodeling and
refiduring 126 14.6 4.7
Distributoon cenders o7 1.3 .7
Maragement rdormation
and poiri-of sale
ecquiprnent ard
syslems 168.0 18.8 11.7
Crlbear o7 1.7 1.0
Total $32.0 53189 583.0
Boquestions 540.5 S1.5

While the Cornpary did not complisbe any major remodils in edsting
Shopko stores or construct any new stores in fiscal 1997, the
Compary did sperd 512,65 milion for menchandse nifistves and
stang equipment and Sxduring reptacemants. On Dacernber 19,
1997, Shapkio acquired the retail chain Pern Daniels, hcomorabed
[*Perri Daniets"), which operated 18 Jacks discount stores and ane
Lots-ADeals close-out store in lowa, Ningis and Mssouri. The
Compeany is converting 17 of te Jacks retail locations fo Shopko
stones, including the addition of instore pharrmacies and optical
corirs, Th shores will rerain open dunng rernodeing, which i tar-
geted for completion in July 1956, The capital supendiures retsted
to e remadeling are anticipated o be approwimately 535.0 millon,

The Cornpany’s tobal capital expendiures for the Sscal year ending
Jarvary 30, 1999 are anticipabed bo approxirmate S80.0 &0 5900
frealian, e rajority of which would rélate b remodeling B receny
acouired Penndllaniels shores, supporting the exisbing ralal esiness
for merchandise initistives and ongoing store equipment and fodur-
ing replacements and conbinuing investments in sysiems bechnolagy.
Thiz amount eacludes & captal that may be requred for acquise
ticris of businesses or real estate, Such plans may be reviewed
and revised from Bme bo Bre in light of changrg condiions,

The Compary expects o pursue growth of its Fetail Store business
thwaugh new stare constrection or acquistion of existing relal
stares or busnesses, The Campany may ako consider the acqui
sition of health services busnesses. Such plans may be reviewed
and reasad Inom brae B0 bme in ight of changing condibions.
Depending wpon the size and structune of any such agguesitions,
the Cormpany may require additicnal capital resaurces, The
Company belewes that adequate sources of capital will be available.

On August 2, 1996, the Compary completed the acquisition of
CaraSlreatm Scrip Cand from Mvalex Carparatian, formerly known

s Foodeyer Health Corporaticn, CareStream Scrip Cand is a
pressription bene management company which has been e
grated with the Company's Provantage subsidiary, The purchase
price wias 5305 million in cash, with & supplemental cash pay:
rrient af bebween $2.5 milian and 55.0 million due betwesn
rrionths and five wears afler August 2, 1996, The purchase price
was lumded from the Company’s available cash,

On Qctober 4, 1996, the Company and the founders of Bravel
eriered into an agreement whenshy the Company () acouired the
remaring 3% of the common shock of Bravell which the Company
cid mab scowre in Jaruary 1995, Gi) extinguished all remaining
coftingant payment obigations to the faunders, and i et
the Tounders' employment agreements, On Aprd 10, 1997, the
Company satishied s obligations under this agreermaent by making
a paymaent of aporoximately 58.9 milian to the founders,

On August 20, 1997, the Company acquired The Mikali Group,
Ing. and its subsidiaries (*Mikalix®), an intarnational privately hald
group ol companies based in Mexandda, Vingins. Mikai's primary
subsidiary is Pharhark Corporation (PharMark™), a saftware and
database development company providing nlonmation driven
strategies for cpbimizing medical and phanmaceutical oulcomes,
Ther purchiase price for Mikals was approsimately 5153 milion,
of which 5133 million was paid in cash and 52,0 million is due
over the et fva years, The seliers of Mikal mery also be enfifled
ta contingent payments of up ta 58,0 milion in the aggregate
based on Tlure incredses in the market valoe of ProVantage's
putstanding comman stack [Ehe “Cantingent Paymaents™l, The
Contingent Payments, i any, will be dus an the lirst b cocur of
Aagist 20, 2002 and certain Fqidly avanls rdsbed 1o ProVantage.
The Corfingent Payments may be made, at the Company's election,
in gither cash, Company comman stock, or ProVantage comman
shock; provided, however, thal any stock used for such payments
must be traded in & public markal,

On Decafrber 19, 1997, Shoako baught the outstanding siock
of PenevDaniels, a relail chain headguartered in Quincy, llinois
far approximately $16.4 milian in cash and $42.5 milian of
assumed debt, of which approsimately 3210 milion was retined
at th e af the closing. The Company utlized cash and bor
rowings urder ibs revolving credit facilty 1o fund the acquisition
and the retirerment of & portion of Peni-Darets outslarding debt.
The acquisition was accounted lor under the purchase method of
accounting, PenrDaniels oparated 18 Jacks discount stores in
lowa, linois and Missouri and one Lotsa-Deals closeout stone in
Maling, Minois. The results of PernDaniels operations since the
ciate al acquisition hase Been included in the Bscal 1997 consoli-
dabed stabement of earmngs.
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In canmiection with the PennDaniels acquisition, Shopko expects to
incur norreciiming pre-tax costs of approxmatedy $10.0 milion for
cuplicate operations at the Penn-Daniels administrave office and
warghouse unfil they are consolidated with Shopkao's operations
and for other transaction related fems, These estimated costs ane
expecied 1o be incurred primarily in the first haf of fiscal 1998,
The Compamy expects to fund these casts from aveilzble cash and,
if necassary, bormowing under the Compary's revohing credit taciiy.
Th PennDiariels acquisition is expected 1o be slightly accretive o
fiscal 1958 eamings per share excluding the nonrecurming pre-tax
costs described abowe, and fo be sightly dilutve to fiscal 1998
eamings when such costs are factored into fiscal 1998 results.

Termination of Plan Reorganization

On Saptember 7, 1996, the Company entered imto a Plan of
Rearganization with PharMor, Inc. (Phardor”) and Cabot Noble,
In. (“Cabot Neble®). Fursuant to the Plan of Reorganization, the
Company and PharMor would have become subsidiaries of Cabot
Mabde. On April 2, 1997, the Company, Cabot Moble and Phar-Mor
mubually agreed 1o lerminate this plarned business combination,
The Company reconded a nonfecurmng pretas charge of 528 milkon
[50.06 par share), during the first guarter of fiscal 1997 for costs
incurred in conmecton with the tarminated business combinatian,

Stock Buyback Agreement

On April 24, 1997, the Company and Supervals Inc, (*Supenvaly]
enfered imto an agresment pursuant to which Supervaly exited its
45% investment in the Company. Under the termes of the agreement,
the companies compleled two Simutangous ransacliors. The licst
transaction was a 515000 milion stock bisback, whereby the
Company repurchased 8,174,387 shares of its comman stock
held by Supenvaly fior $18.35 per shara, The second transaction
wars a seoondary pubiic offering of Supervalu’s remaning 6,557,280
shares of the Compeny’s commen stock and 983,592 addtional
shares which were issued by the Company o cover over-alotments.
The secordary ofiering was pricad at 32500 per share on June 26,
1957, The stock buyback and sscondary offering wene completed
on July 2, 1997, The Company recesed 523.4 milion proceeds
from the sale of the over-alkotment shares. Suparvalu paid the
underwriting discount for the shares it sold and certain othar
expinses refated 1o the secondary offering.

Year 2000

Thaz Company i in the prooess of addressing Year 2000 complance.
Management has inifiated & compreensie progct designed fo
eliminate or minimize any business disnuption associated with date
procassing problames in computer and other electronic systems.
Thae Company will utiize bath internal and exderal mssunces o conr
plete Bie Year A000 assessment, modification dahere necessaryl
and testing process.

A a resull of the significant mvestment made by the Company
in bath hardware and software over the past several years,
management doas not anticipate that Year 2000 complisnce ini-
tiatives will ba disruptive to its oparafions. The overall cast of
ihese initiabves 5 nol expected to have a material impact on
the Compam’s financial statements.

A part of Be process, the Company is &0 communicabing with
pihers with whom it does sgnificant bisiness to determing ther
Year 2000 compliance readiness. There can be no guarantee that
tha systems of other companies on which the Company™s sysiems
rihy will be complant, or that a falure by anather campany o
bring its systems into compliance would not have a material
aifverse effect on the Company.

Treasury Steck Retirement

In the first quarber of fescal 1998, the Company will retire al

B, 174,387 shares of common stock held &5 treasury stock for

accouring purposes, and such shares will be returmed to the stahs
of authorized but unissued shares. As a result, the 5152.2 milion

dssigned to treasury stock wall be eliminated wilh & cormespanding

decrease in paF value, sdditions packn capital and retained aamings.

Inflatian
Inflation has not had a significant efect on tha resulls of oparations
of the Company ar @5 irtemal and external sources of oudity,

Recent Pronouncements

In 19457, Sistement of Financial Accounting Stendards P5FARST)
Ma. 130, "Reporfing Comprebansive Income,” and 5FAS Mo, 131
‘Disclosures sbout Segments of an Enterprise and Felated
Infermation,” wene =sued. Both statements mist be adopled
by the Compary beginring February 1, 1998, The Company is
currantly avaluating the impact of these statemants on the
consolidated financial statements.

Forward-Looking Statements

Certain statements contained in Managament's Discussion and
Analysis and elsewhene in this annual report are forsardlooking
statements within e mearing of e Privete Securtes: Litigaton
Reform Act of 1995, These statements dsciss, among other
things, e=pected growth, future revanuas, product develapment 2nd
deplayment plares and future parformance. The forsarddooking
staberments are subpct o risks and uncertanties which could causs
actual results to differ materially from ose dscussed in such

but are not imited to, those idenified in e Company's June 1597
Regstraton Statement on Form 5-3 (Reg. No, 333-26615) and
oiher risks and uncertainties &5 miay be indicated in Be Company's
subsequent filngs with the Securities and Exchange Commission,
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Ten Year Financial Summary

ShopKo Stores, Inc. and Subsidiaries

FISCAL YEARS ENDED

dan. 31, Feh 22 Feh 24, Feb. 25, Febu 35, Feb. 2V, Feb 29, Feb 23,  Feb 24, Feb. 25,
1998 1987 1994 1955 1594 1953 1532 19531 15907 1983
(49 Weaks] (52 Weeks) (52 'Weaksl (52 Woeks) (52 'Weeksl 152 Weeksl (53 Weeksl (52 Woeks! 152 Weaksl (52 Weeks)

Summary of Operations (milllons)
Mt sales S2448 52333 51,968 51853 51,739 51683 S1B48 51521 51430 51,248
Licensed departmenl
rentals and other income 12 13 14 1z 12 11 11 1z 11 10
Gross margn 564 B50 501 488 453 457 452 417 3549 380
Selling, general and
admimsirative expensas 404 a7 3l 156 34 126 CFS] 296 B2 262
Monrecurring charge™ 3
amortizabion expenses 58 &l 56 53 a7 43 a1 L) i5 il
Inbenest expense = net 3l az a4 29 21 1E 17 21 20 16
Eamings before incoma taxes 80 T4 &3 a2 53 al B 73 70 61
Mat eamings 49 45 iz !} iz 50 50 45 13 il
Per Share Diata (dollars)
Basic net earmings
pe=r common shara 50L73 S140 S51M S118 5100 515 5 188" 5 141 5 1.3 § 1.15%9
Diluted net earmings
[eRF COMMGH Shang 1.71 1.3% 1.20 1.1E 1.00 1.56 1.55% 1.41% 1.3* 115"
Cash dividends deckarad
par common share™® 02z Q.04 0.44 .44 .44 11
Financial Data [millicns)
‘Warking capital § 144 5 232 5 215 5 187 S 119 S5 @ 5 M S5 W 5 B 5 &
Proparty and
equipment — net 630 803 al? 618 573 493 445 432 412 369
Total assets 1,251 1,234 1,118 1,110 953 79z 06 692 643 575
Total debt™ 440 421 414 429 3 225 193 215 237 231
Total shareholders' eguity 396 461 4z2 3aF 3r4 355 3 273 228 184
Capital expendifures az L 53 95 134 a1 53 54 &0 41
Financial Ratios
Current ratio 1.4 1.7 18 1.7 15 1.4 14 14 1.3 14
Return on begiming essats  4u0% d.0% 5% 0% 41% T1% 1.7% T0% 7.4% 1A%
Return on begirning
shareholders’ eguily 10.6% 10.7% 9.7% 10.1% 9.0% 15.7% 18.1% 15,7% Z2.9%  248%
Total debt as % of
total capitalzation™ S1.4%  4BE% 18 5% 50.9% 16.2% AT 378 47 B% BO0%  539%
Other Year End Data
Stores open at vear end 149 130 124 124 117 111 109 104 %8 87
Avarage stare sizs -
souare fest BB, 754 BSR40  A9S45 9060 90440 2 B9500  AV400  BYEO00  EFO000 85,900
i1 The effect of adopling Statemest of Firancial Accounting Standerds [5FRE") No. 106, “Employers’ Accourfing for Posiretirement Benefits Cster Than Pensions,”

rasiibed in & degresss in et samings of S0.6 mikon (50.02 per shane). Adoplion of SFAS No. 109, “Accay Tor ncome Teoes,” Bad no efact on reparted net
eanmings of Bnancial positien,

= Ingledes the effect of a chasgr in the method of accounting for LR isventonies which increased ned eamings by 53,0 million,

& honrecurring charge related 1o the: termination of the proposed combina®on with Phar-kor 2nd Cabat obile.

& The nusnber of common shanes wsad in e computalion i the jolal rumber of shepes of e Company’s Common Slock cutstanding upon completion of te infl pubdic offering.
B Firsd quartarty diidand wers declared in e fourth quarter of Tiscal 1991,

] termiration of the proposed combination wits Pharddor and Calot Moble, the Company determingd 10 seiain samings for the grows asd eoparsion of iks usisess
wm'l:dn:lar: or gy Ay cash dhadends.

01 Tidal debil Fcludes shartbarm debl, corenl portod of lonbem obligabons, bnglerm obipefioss snd payable b relabed party.
E Tolal captalization inchudes shareholders’ equity, tolal debt and non-currenl delerred income Eees,
& incledes 19 stores acquined from PemnDanigls, iIncomporaies, bwo of which will e closed by Seplember 1558,
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Supplemental Financial Infermation

ShopKo Stores, Inc. and Subsidiaries

IN THOUSAMDS, EXCERT PER SHARE DATA

Fal Sales

Comparablie slom
sales increase

Sales incrowse over 1996

ross mangin
Percant ol met sales

Oithr incamig
Percant af nel sales

Selling, general and

adminisirative expenses
Percant af nel sales

Manrecurring change

Deprecition and
armartization experses
Percant af nel sales

Income from operations
Percent of net sales

Inberg st expense = net

Earnings bedore incame tooes

Pravisian Tar incame tages
et earmnings

Eamings per shang - basic
Earmings per shane = dilited

This unaudited fnancial information should be read in conunction with the Compasy's awdited consobdated firancial statements incduding the notes therefo.

Retail Store

F1957 F1996
£2,103,419 52,000,830
3.8% 5.9%

5.1%

555 807 524,879
28.4% 26.3%
11,724 12,333
0.6% O6%
381,099 365580
18.1% 18.3%
58,112 57,053
2.7% 2595
130,320 114,529
8.2% 5. 7%

52 WEEKS ENDED
Jarumary 31, 1588 F1997] and February 1, 1537 F1536]

Pro¥antaga
F1957 F199&
SRO0.A91  5370,043
51.8%

37,283 22,444
T4% B.E%
539 44
0.1% 0.3%
15,950 11,823
4.0% 3.6%
4,779 223
0.9% 0.7%
13,053 9,227
28% 2.B%
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Carporate

F1e47

1956

Tokal

F19a7

F1956

$[27.388) 520509 $2,576.922 52,310,369

28,603

2800

(29.808)

16070

471

(16,541

11.5%

593,090
23.0%

12,263
0.5%

427,652
16.6%

2,800

51,298
2.4%

113,585
4.4%

32,239
81,328
31,944
45,382
1.74
1.72

5
5
5

547273
23.7%

13,177
0.6%

353,478
17.0%

59,757
2.6%

107215
4™

32,000
5215
29,546
45,569
142
1.40




Consolidated Statements of Earnings

ShopKo Stores, Inc. and Subsidiaries

IN THOUSAMDS, EXCERT PER SHARE DATA

Revenues;
Met sales
Licensed department rentals and other incame

Costs and Expanses:
Cost of sales
Seling, general and administrative expenses
Momnecurring charge
Depreciabon and amartization expenses

Incaime lram operations
Inberg st expense = net

Earnings bedore incomse taoes
Pravisian lor income baoes

Met earmnings

Basic net earrings per common shan

Weighied sverage number of commaon shares outstanding

Diluted net sarrings per common shans

Adjusted weighted average number of common shanes outstanding

Jee nobtes Lo consclidated Financial statements,
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Jan. 31,
(49 Wesics)

52 447 847
11,758
2,459,603

1,883,851

2 800

2,348,578
111,025

A1,55%8

$ 1.73
28,161
$ 1.71

PISCAL YEARS EWNDED

Fab. 22,
1597
(52 Wesics)

52333407
13068
2,346,465

1,783,741
Jaroaz

5eA33
2,240,666

105,795
3LAT7

4,022
23076

5 40546
5 1.40
32,092
5 1.3%
32370

Feb. 24,
1596
(52 Wesics)

51,568,016
13524
1,581.5+0

1,466,733
361402

56,343

1,834,518

97422
34,282

63,140
24,701

3 38439
5 1.20
32,005
5 1.20
32,056




Consolidated Balance Sheets

ShopKo Stores, Inc. and Subsidiaries

IN THOUSANDS

Assats
Current assats:
Cash and cash equivalents
Receivabies, kess alowance for losses of 58,637 and 35,585, respectively
Merchandise imneniones
Otfer current assels
Total current assets
Orher asets and delemed chamges
Intangbibke assels - net
Property and eguipment = nat
Total assets

Liabilities and Sharebolders” Equity
Curreni [abiles:
docounls payvable - trade
Accrued compensation and relabed tases
fccrued ather Rbiitas
fecrued incgme and ather laxes
Current portion of long-benm obligations
Total current liabdlilies
Langderm oblgations
[lerred ncome taxes
Shareholders” equity:
Prefurred stock; none outstanding

Comman stock; shanes issued, 33,941 at January 31, 1993 and 32,167 at February 22, 1997

Additional paickin capita
Relained samings
Less treasury stack; 8,174 shanes
Total sharehalders’ aquity
Total liabelities and shareholders” equity

See notes to consclidated Financial statemants.
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87,812

13,508

7,202
71,668
629,733
$1,250,835

§ 193,848

135522

4,174

438,125

339
283,520
284,218

(152,179]
395,996
$1,250,835

Feb. 22,
19a7

5 124,550
85176
334,962
10482
965172
5,558
60330
G02.832
$1,233,892

5 165,712
34,861
113064
17664
2014
333315
418,714
20,993

12z
245,137
215,405

460,864
51,233,892




Consolidated Statements of Cash Flows

ShopKo Stores, Inc. and Subsidiaries

IN THAOUSANDS

Cash Flows from Operating Activities:
Ml samings

Adjustrments o reconcile net earmings to ned cash provided by operating actiilies:

Depreciation and amartization
Provision lor ksses on recenables
{Gaind on the sale of property and equipment
Deferred income laoes
Change in assets and liabdities [excluding elffects of business acqusitionsk
Receiables
Merchandise irvenbaries
(rihes currant assats
Oiheer assets and intangibles
Accounts payable
Accrued lebiltes
Met cash provided by operating activities

Cash Flows from Investing Activities:
Paymients for property and equipment
Proceeds fram the sake of praperty and equipmant
Business acousitons, net of cash acquired
Mt cash (used in) investing activities

Cash Flows from Financing Activites:
Change in shortlerm debt
Change in comman stock fram stock oplions
Change in comiman stack fram public offerng
Purchass of treasury stock
Dividends. pad
Reduction in debt and capdal leases
Mat cash |used in) financing activities

Mt [decrease) increase n cash and cash equivalents
Cash and cash equivalents at beginning al year
Cash and cash equivalents at end of year

Supplemental cash Bow infarmation:

Moncash investing and linancial activities -
Capital ez obligations incurmed
Restricted stock issued

Cash paid during the period 1o
Interest
Income fanes

See notes Lo consclidated Financial statemants.
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Jan. 31,
49 Weaics)

4 48,845

2,999
(1,334]

13,593
19,872)
1,282
(1,878
17,867
33,137
142,801

{32,003

2,348
(#0,488)
{70,143)

£ 418

T

FISCAL YEARS EWNDED

Fab. 22,
1537
152 Wesles)

5 44,946

59833
1.200
12,1400
(LG200

(40,636
12525
523
(12,0621
21,074
54,133
111,722

(38855

3275
(30,5000
56,124

1249

(10,583
11,183
(10517

35081
B3 469
$124,550

$ 5533
$ 1mz2

§ 31,663
§ 30,086

Feb. 24,
1996
152 Wesles)

5 38439

56,383
23

2735
5206

(124700
TE190
2448
(2879
4655
(1,395
155,551

(53012
4,171

[48.841)

(15,0000

(14,083
(56

(25,833

76,871
12,598
5 BHAG69

$ 2573

$ 34803
$ 33.062




Consolidated Statements of Shareholders’ Equity

ShopKo Stores, Inc. and Subsidiaries

Camman Stock
B THOUSANDS, ERCEPT FEE SHARE DATA Sharas  Amount
Balances at February 25, 1995 32006 5320
Ml samings
Cash divicdends deckared on

common stock - 50,94 per share

Balances at February 24, 1996 32,005 F20
Ml samings

Sale of comman stock under aplion plans o7

Incoimi b benefit retabed o shock aplions

Issuarce of restricted stock 65

Restricted stock expenss

Cash divicends deckaned on
common stock = 30,27 per share

Balances at February 22, 1957
Ml samings

Sake ol comman stack under apfion plans T80
Income tax benefit related bo stock opfians

Sale of common sleck in public oflerng T2
Issuance of restriched slock 10
Remeasurament of restricted stack
Restricted stock expensa

Purchase of theasury stack
Balances at lanuary 31, 19598

2,167

33,541

See notes Lo conselidated financial statemaents.

22

0

$339

Additicnal
Pairks
Capital

5242843

242,843
1,248

1,011

245,137

10,900
3,653
23404
245
1

5283,520

Retaned
Eamings
5154112
36435

(14,083

178468
44,546

11012
L]

{7060
215,405
46.EL5

1246
i7m

5264318
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Treasury Stock Tedal

Sharas fimount Sharas Aot
32005 5397275
38,439
114,083
32,005 421,631
44,346
a7 1.24%
35

65
63
(7 0El0
3167 460,364
48,845
a0 10,307
3,658
) 23,419

10
487
174 50152178  B174 (152,179
(8,174} S[152,179) 25,767 5395996




Motes to Consolidated Financial Statements

ShopKo Stores, Inc. and Subsidiaries

EUMMARY OF SIGMIFICANT
ACCOUMTING POLICIES

Organization and Basis of Presentation
Thr consolidated financsal stabemants inchude the accounts

of Shopko Stores, Inc. and its subsidiaries (*Shopka® or the
“Compary™). Ml significant imlercompary sccolrts and Fansachions
have been eiminatad. The Company, which is a Minnesota corpo-
ratian, was inconporated in 1961 and in 1971 became a whaly
pamed subsidiary of Supervalu lnc. [“Supervalu™L On October 16,
1991, the Company seld 17,250,000 comman shares or 54%
of equity ownership in an initiel publc offering. On July 2, 1957,
Supervaly exited 25 remaining 46% investment in the Compary
thraugh a stock buyback and secondary public offering.

Shopko is engaged in the business of providing genesal mer
chandisa and heglth services through s retail stores. Retail
stores are operated in the Midwest, Western Mourtain and
Pacific Mortivwest steies and four free-standing oplical centers
are lpcated in Ohic. The Company also provides custom pre-
scription benefit managemant sarvices; pharmacy mail sendce;
visian banedil management serices and baalth care knowkedgs
through technology and clinical support services through s
subsiciary ProVantage, Inc. ("Provantage”), Provantage conducts
business throughout the United States and parts of Europe,

Change in Fiscal Year

The Company changed its fiscal year end from the last Saturday
in February fo the Saturday nearast lanuary 31, effactive with
the fiscal year endid Jaruary 31, 1958, This change was made
in ordier fo coincide the Compamy's fiscal yeer with tha calendar
predaominantly used by the retail industry, The current year
cansalidated balance sheet and statements of eamings, cash
firws ard shareholdiers” equity ane presented for the year ended
January 31, 1998 (49 weels), Al other years prasented are for
52 weeks ending the kast Saturday in February, In addition, the
table balow illustrates how the fiscal years are referred to in the
nates b consoidated firancial statements.

February 23, 1997 through January 31, 1998 (49 weeks) 1997
Febrisry 25, 1996 through Febrary 22, 1907 (62 wesks) 1996
February 26, 1995 through February 24, 1996 (52 wesks) 1995

Cash and Cash Equivalents

The Company records all highly liquid investments with a8 maturity
of threa manthis or kess a5 cash aquivalents, In accordance with
Statemant of Financial Accounting Standards ("SFAS™] Mo, 115,
“Mecouring Tor Certain Investrments in Debt and Equity Securities,”
these investments are classified as trading securities and are
reporied at Far value,

Receivables

Receivables consist of amounts colectible from third party phar-
macy msurance carriers and selllunded medical plan sponsars
far medical claims, from merchandise vendors for promational
and achertising alowances, from retail stone customes Tor optical,
main store layaway and pharmacy purchases and from pharma-
ceutical manufacturers and third party formulary administratoes
far formulary fees. Substantialy all amounts are expected ta be
calasted wihin ond year.

Marchandise Inventories

Merchandize inventories are stated at the lowear of cost or market.
Cast, which includes certain detribition ard transporbation
costs, i determinad through use of the kastin, first-out (LIFD)
method for substantialy al imentories. IF the Firstin, firstout
[FIFQ) method had bean used to determine cost of msentaries,
the Company's inventonies woukd have been higher by appro-
mately 538.1 millian at January 31, 1998, 541.2 milion at
February 22, 1997 and 535.2 millaon at February 24, 1996,

Proparty and Equipmant

Property and eguipment are carried at cost. The cost of buidngs
and eguipment is depreciabed over the estimated usebul lives of
the assets. Buildings and certain eguipment (principalty computar
and relal slore equpment] are depreciated using the siraighiine
method. Remaining properties are depreciated on an accelerated
bersis, Uselul Ives generally assigned are: buildings = 25 to 50
years; retail store equipment — & to 10 years; warehouse, trans
partation and other eguipment - 3 to 10 years, Costs of kease
hodd improvements are amartized ower the period of the lease ar
the estimatied usehd Be of the asset, whichever is shorter, using
the straghtdine method. Property under capital leasas & amor-
tized ouer the relaled lease tanm using the straightling method,
Interest on property under construction of 50.1 and 0.2 milion
was capitalized in fiscal years 1996 and 1993, respectivaly.
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Motes to Consolidated Financial Statements

ShopKo Stores, Inc. and Subsidiaries

Thir componants ol prapéerly and agupmant ans:
Janm, 31, Feb, 22,

N THOUSANDS 1558 1957
Praperty and equipment at cost:
Land & 118,723 5 107982
Buildings 532,732 492,001

Equipment 348817 313,505
Leasehald improvements 53,932 49,929
Praperty under construction 456 2,219
Property under capital leases 28,419 26,419

1,071,079 992,055

Less accurnuiated depreciation
and amortization:

Property and equipment 430,293 380,643
Property under capital leases 11,053 8,580

et property and eguipmient $ 6290733 5 G02AR

Intangible Assats

The excess of cost over fair value of the net assets of busi-
nesses acquired is amartized using the straight-ime method
owar 18 to 22 years. Accumulated smortization for these casts
was 55.7 milkon and 52.5 million at January 31, 1998 and
February 22, 1997, raspactively.

Impairment of Long Lived Assets
That Company evaluates whether everts and crcumstances have
pocurred that indicate the remaining estimated useful fe of long
I assets may warrant revison o that the remaining balance
of an as=et may nof be recoverable. The measunament of passible
imparment is based an the abilty to recover the belancs of assets
from expected future pperating cash flows on an undiscountad
berss. I S opinion of management, no such imparment existed
as of January 31, 1998 or Fabruary 22, 1997,

Accrued Other Liabilities

Accroed other liabiliies include amourts relabed o Provartage
far medica claims and formulary rebate sharing and other currant
latilities not relabed 1o compensation o taxes. &S of Janisry 31,
1958 and February 22, 1997, the amounts payable by
Provaniage for medical claims and lormulary rebate sharing
incheded in the accrwad other liabiities were 5564 milicn and
S30.8 milkon, respectively,

ProVantage Accounting

ProVantage records as sales the amounts biled to insurance
campanies, third party administrators and sefunded medical plan
spansors for medical claims and claims processing fees, the
amount of prescrplion sales through the mail seruce phammady,
the amounts billed to pharmaceutical manuiacturers and third
party farmulary administrators for fanmutary fees and contract
and license feas for haakth information tachnalogy sarvices.
Cost of sales includes the amaunis paid o network pharmacies
and aptical centers for medical claims, the cost of prescrigtion
medications sold firough the mal service pharmacy and the
amoiunts paid ta plan sponsars for shared farmulary fees,

Pre-Opening Costs
Pre-opening costs of retail stores are charged against earnings
in the year the store opens.

Met Earnings Per Commaon Share

In 1997, SFAS Mo, 128, “Eamngs Per Share” was issued, SFAS
Ma. 128 replaces the previously reporied primary and fully diuted
carmings per share with basic and dluted esrmings per Share.
Basic net eamings per comman share are compited by dividing
ned earnings by e weghted average number of common shanes
outstanding. Diuted net samings per commaon share are computed
by dwiding net eamings by the weighted average rumber of
comman shares outstanding increased by the number of dilutive
pobential common shiares based on he treasury stock method, Al
eamings par share amounts for al periods presanted are restated
b eordorm with thie adaption of SFAS No. 128, For fcal years
1947, 19598 and 19495, respactvely, the weighted average shares
outstanding were increased by 408,000, 278,000 and 51,000
far the dlutve affect of employee stock options in calculating
dilubed eamings per shane.

Use of Estimates

The preparation of financial statements in confarmity with genarally
aocepled acoourting prnciples requines management 1o make
estimates and assumptions that affect the raported amounts of
assets ard habiibes and declosure of contingent asseds and lia-
bilities at the data of the financial statements and the reporting
period, Aol results could differ Trom hose estimates,
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Motes to Consolidated Financial Statements

ShopKo Stores, Inc. and Subsidiaries

ACQUISITIONS

On January 3, 1995, the Compary compleled the scquisition of
Bravell, Inc. ("Braval®), a prescription benefit management com-
parry. Thi transaction was accounted for a5 & purchase, whanaby
the Company acquired 97% of the cutstanding comman stack of
Brawell for approsimately $17.3 milion, The Company was also
required to make additional payments which were contingent
upon huture results of Brawel's operations, In fiscal 1996, 50.7
million was paid based on the results of fiscal 1995. On Apri 10,
1997, the Company made a payment of approsimately 8.9 mik
lian to the founders of Bravell to (i) acquire the remaining 3% of
the common stack of Bravel which the Company did not acquire
in Jarwary 1955, (i} extinguish all remaining contingent payment
chligations to the founders and Oiil ferminate the lounders’
employment agreements.

On August 2, 1996, the Company completed the acquisition of
CareStream Scrip Card from Avatex Carparation, formesty known
% Fowmeyer Health Corporation, CareStrearn Scrip Card is a
prescriptian benefid managament company which has besn inte-
grated with the Company's Provantage subsidiary, The purchase
price was 530.5 millian in cash, with & supplemental cash pay-
mient of bebween 52,5 milion and 35.0 milion due between i
mionths and five years after August 2, 1996. The purchase price
was lunded fram the Company’s available cash,

On August 20, 1957, the Company acquired The Mikalio Group,
Ing. and its subsidiaries CMEai"), an inlemational privabely held
group of companies based in Alexandria, Virginia. Mikaln's primary
subsidiary is Pharltark Corporation (Pharhark”], a software and
databiase develapment company providing inforrnation driven
sirategies lor apbimizng medical and pharmaceutical outcames.
The purchase price for Mikaliz was approcimately 515.3 milion,
of which 5133 milion was paid in cash and 52.0 milion is due
pwer the next bao years. The sellers of Mikaliz may also be ent-
thed fo cortingent payments of up to S8.0 million in the aggregate
based on future increases in the market value of ProVantage's
putstanding common stock ithe “Contingent Payments™). The
Cantingent Payments, if any, wil be dus an the first to oocur of
August 20, 2002 and certain fiquidty events relzbed to ProVantage.
The Coringent Payments may be made, at the Company’s eleciion,
in either cash, Company common stock, of Provantage commen
stock; provided, however, that any stock usad for such payments
st ba traded 0 a public marked

Dn December 19, 1997, the Company bought e cutstanding
stock of PennDanials, Incorporated (FennDeniels®), a retail chain
headquartered in Quincy, linois Tor appraximately $16.4 milion
in cash end $42.5 milion of assumed debt, of which approxi-
miabely 521.0 milion was retired at the tme of e closing. The
Company utiized cash and borrowings under its revolving credit
faciity to fund the acquisition and the retirement of 2 partion of
PannDaniels” outstanding dabd. The acquisition was accounted
for under the purchase method of accounting, Penn-Dariels
operated 18 Jacks discount stores in lowa, [linois and Missouri
ard onie Lots-A-Deals close-oul Slone in Mabne, Minges,

The allocation of the purchase prices of Bravell, CareStraam
Serp Card and Mikalix were based on Tar values at the dates
of acquisition. The excess of the purchase prices over the fair
viline of the net assets acquired (geadeilll of apprasimately
572.0 milkon is being emartized on a straightdine basis over 18
bo 22 years, The alliocation of the purchase price of PenrDaniels
was based on astimated fair values at the date of acquisitian.
The estimates are based on available information and are sub-
ject to change upan completion of the appraisal process. The
resutts of Bravel's, CareStream Scrip Cand's, Mikalix's and
PereHllanials' operations since the dates of acouisition have
been included in the consoldatied statement ol earnings.

SHORT-TERM DEEBT

The Company enfered info a nesw 5200.0 milkon revohing credit
facility on July 8, 1997, The new faciity effective through
January 31, 2002, has terms and conditions similar to thoss
of the prior credd agreement, The Company pays an annual
facility fee of 1/5 of one percent. As of Janwary 31, 1998 and
February 22, 1997, the Company had no amourts cutstanding
under tha current or prior agreemsants,

The Company 350 issues ketters of credit during the ordinary
coursa of business as reguired by fareign vendors. As of
Jaruary 31, 1998 and February 22, 1997, the Cormpany b issued
lettars of credit for $21.5 milion and 533.4 milion, respectively.
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LONTG-TERM OBLIGATIONS AND LEASES

Jan, 31, Fab, 22,
IN THOUSAMDS 1998 1947

Sermar Unsecuned Mabas,
9.0% due Movember 15, 2004,
lass unarnartized discount of
5200 and 5227, respectively
Seriar Unsecuned Nabes,
8.5% due March 15, 2002,
lass unarnarbized discount af
5150 and 5184, respectively 29,850 99 516
Seriar Uinsecuned Mabes,
0,2% due March 16, 2022,
less unarnartized discount af

$ 99800 5 99773

S462 and 5480, respectively 29,538 99,520
Serior Unsecuned Nabes,

6.5% due August 15, H003,

less unarnartized discount af

5154 and 5182, respectively 09,846 99,818
Industrial Revanume Band,

6.4% dus May 1, 2008 1,000 1,000
Martgage obligations 21,304
Capital lease obligations 18,961 20,801

440,259 420,728

Less current poetion 4,174 2014
Langderm ohbigations S436,125 5418714

The notes contain certain covenants which, among ather things,
restrict the ability of the Company to consolidste, merge or comey,
transfer or lease s properties and assets substantially as an enfirety,
bo creabe s or bo enter into Sae and keaseback transactions.

The martgage obligations represent debt collaterized by certain
properlies assumd in the PennDaniels acquisition, The interest
rates on this dett range from 7.25% to B.75% with maturites
ranging from Fabruary 1999 to April 2007,

Approximate annual matsites of long-term obligations, exchsding

capital leases, for the fve years subsequent to the year ended
January 31, 1998 are as follows lin thousands)

Long-Tarm
Y&ar Oblgalicns
19498 5 oar
1993 331
2000 1,511
2001 1,642
2002 106,349
Later 306,538
Total maturities 421 338

The undereriting and is=suance costs of al the long-term oblge-
tians are being amortized aver the terms of the nobes using the

siraighi-ine method. 0 Janiary 31, 1998 and February 22,
19497, 52.3 milkon and $2.6 milicn remained ta be amortized
oier fubune pericds. Amortization expense far these costs was
50,3 million in fiscal years 1997, 1996 and 1995,

The Company leases certain stores and computer equipment
under capital bases, Mary of thase leases incude renswal
options, and cocasionally, includa options fo purchase,

Aerartizalion of praperty Whder capital leases was 52,5, 55T and
§1.1 million in fiscal years 1997, 1996 and 1995, respactiely.
Minimurm futung abligations under capital leases in efect at
January 31, 1998 are as follows lin thousands)

Leass
e Obligations
1D % 3968
1955 el o1
2000 2492
2001 2492
2002 2,520
Later 24 177
Takal Fninirium fulure abligations 38.93E
Less interest 194977
Prasert value of minimum fulure obligations % 1E56]

Thar prisent values of mrimum fulure cbigabions shown above
are calculated based on interest rabes ranging from 7.4% to
13.4%, with 2 weighted average of 10,5%, determined bo be
applicable at the inception of the leases,

Inberest expense on e cutstandng obiigations under capital
legses was 52.1, 522 and 51.7 milkon in fiscal years 1997,
1996 and 1995, respectively.

Caontingent rent expense, based primaridy on sales performance,
far capial and operating eases was 50.5 milion in each of the
fiscal years 1997, 1996 and 1995,

In addifion & iks capital leasas, the Company is abligated under
operating leases, primanily for land and buidings. Miemuem
future obligations under operating heases in efect at Jaruary 31,
1998 ama as folows lin thousands):

Lease
Yiear Obligations
1 G 5 EJOD
1960 B61E
2000 6,397
2001 5794
2002 4,591
Later =pl o)

Tokal minirmum cidigations % BTag7
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Tortal minimurn rental expense, nel ol sublesss ncome, related to all
pperating leases with tenms grester than one year was 5.3, 546
and 53.5 millon i fiscal years 1997, 1596 and 1995, respectively,

Certzin operating leases require payments to be mada an an
escalating bass, The sccompanying corsolidated statements of
eamnings reflect rent expanse on a straightdine basis over the
berm af the leases, An obligation of 52.8 million and 318 mik
lian, representing pro-rata future payments, i reflectad in the
accompanying consoidated balance sheets at January 31, 1998
and Febnuary 22, 1597, respectively.

INCOME TAXES

Deferred income taxes refiect te net ta effect of temparary dil
farancas betwsaen the camying amaounts of assets and liabilities
far financial reporting purposes and the amounts used for income
tax purposes. Camponents of the Company's net deferrad fax
liakility are a5 Taloes On thousands):

1997 1956

Dederred tan liabilities:

Praparty and equipment 5 28,200 5 25812

LIFO) imvertory valuation 9,800 6518

(thasr 3,058 2418

Tatal cefarred tax Babiites 39,098 34,748
Deeferred fam assals:

Reserdes and allowances | 20,8:30] [15,155)

Capital loazas 12,.252] (2,033

Tatal dafarred tax assels
Mat delarmed tas liabdity

22872 (17,188
518228 5 17,560

Thee amounts reflected in the provison for income tases ane based
on applicable federal stabutory rates, adusted for parmanent oif-
farences between francial and taxable incame, The provsion for
fedaral and =tate income taees includes e following (in tousands):

1997 1496 1945

Currest

Federal S2ra12 525 858 516,163

State 5.191 4836 3332

(Genaral business and

ather tax credits (1]

Defermred {1,334) 11,620 5,206
Total provisian 531,598 525,076 S24,701

Thit aMective tax rati varies Trom the stalutony fedaral incame

tax rate for the folowing reasons:
1997 1996 1995
Statutory income te rate 35.0% 38.0% 38.0%
State income tanes, net
of federal tax benefits 4.3 4.0 4.0
(rther 1] 0.3 0.1
Effective income tax rate 50.3% 39.3% 39.1%

Pravision i made for deferred income tamas and future income
tax bemelits applicable to temporary differences bebwsen linar
cial and tax reparting. The sources of these differences and the
effects of each are as folows Gin thowsands):

1997 1996 1995

Depreciztion 5 (142 5 3,288 52,804
Imentory and LIFG

valuation resemes 2,021 212} 2504
Insurance acoruals and

valuatian resemnes (148) (1,625} (537}
Orthesr prropserty

ralated itams (A0 117
Campensalion {1,850} (433} (329}
(rther [1,375) (1,859} &7
Total deferred fax

[benefit) eapersa 5(1,334) 510,620} 55,206

Crther temparary differences between financial and tae reporting
include amortization and interest relating bo capital leases and
certain provisions for expenses which ane not deducted for tax

purpases untl pad,

FREEFERREED AMD COMMON STOCK

Tha Company has 20,000,000 shares of $0.01 prefarred stock
aifthorzed bid unissued, There sre 75,000,000 share of S0.01
par value common stock autharized.

The Companys Stock Option Plans allow the granting of stock
poticns fo various officers, directors and other employess of the
Cormpany at prices nat kess than 100 peroent of far market vaiee,
determined by the closing price on the date of grant. The Companmy
has reserved 2, 400,000 and 1,200,000 shares for ssuance under
the 1931 and 1995 Sock Option Plans. The majority of these
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oplicns vist al thee rale of 40% on i secand anfiversary of Be
grant date end 20% annually thereafter for afficers and employees
and at the rate of 60% on the second anniversary af the date of
grant and 20% annually thereafter for nonemployes directors. Al
slack aplioes vast imimediately upon a change of corfral, Changes
in the ppticns are &= follows [shares/options in thousands):

Weighted
Aeefage
Exprcae
Shares Price Range Price
Dutstanding,

Feh. 25, 1995 14936  51000-5162% 51354
Granted 576 1050 - 1075 1064
Canceled and forfeited (139 10.00- 1625 [LEF7)
Dutstanding,

Feh. 24, 1996 2,373 1800 - 1625 1282
Granted B4z 1063 - 1625 11.59
Exarcised =l 1800 - 18.00 291}
Canceled and forfeited (183 1000 - 1625 (1184}
Dutstanding,

Feh. 22, 1997 24836 1800 - 1625 1263
Granted 1,233 1786 - 2869 2145
Exarcized (783 1000 - 1625 [13.58)
Canceled and forfeited (7900 10.00 - 2455 (1141}
Dutstanding,

Jlan. 31, 1998 2206  510.00-528.69 517.32
Waghted
frrage

Oplons Exarcise

Exgrcizable Price
January 31, 1998 T4l £13.38
February 22, 1997 1,305 14,14
February 24, 1996 1,062 14.39

Thr Tolrwing tabbes sumimsanse iformation about stack oghions
put=tanding at Jaruary 21, 1958 (sharas in thousandsl:

Options Oulstanding

Shares ‘Wegghted
Cutgtanding Aueragea Aueragea

Rarge af at Jar. 31, Femaning Exercise
Exercie Prices 1998 Canfrachual Life Price
510.00 to 514.00 S4T 6.8 years 510.58
514.01 to 518.00 54 57 1580
S18.01 to 528.69 4ak 9.5 2ig
510.00 to 528.69 2296 ia 51732

Cptions Exercisabla

Shares Weaghted
Exarczsable MvErage
Rarge af at Jan. 31, Exgrcise

Exercisz Prices 1538 Prica
510,00 to 514.00 2T 51060
514,01 to 518.00 455 15.04

518,01 to 528,69

510,00 to 528.65 Til 513.3%

Thar Company has adopbed the disclosureanty provisions ol
SFAS Mo. 123, “Accounting for Stock-Based Compensatian.”
Accordingly, no compensation cost has been recognized for the
Company's stock option plans. If the Company had elected io
recognine compensation cost based on the T&r vale of the
ootions granted at grant date s prascribed by SFAS Moo 123,
et earrings and divted net earnings per comman shane would
have baen reduced ta the proforma amounts indicated bebow:

18997 1546
Ml samngs On housands)

As reported 548,845 344,946

Prabarma 48,325 44,228
Dilutad net earmings per commaon share

As reported £ LM 5 L3%

Prafarma 1.68 1.37

The weighted average fair value of options granted was 57.35
per share i fiscal 1997 and $3.04 per share in fiscal 1996,

Thee fair value of stock pplions used fo compuie proforma net eam-
ings and dided nel eamings pier comimon share desclosunes is the
esbmatad present walue at grant date using the Black-5choles

optionpricing model with weighted sersge sssumplions a5 folkes

1887 1546
Riskfrany inbarast rate T.0% 1.0%
Expected wolatlity 35.0% 26.0%
Diicher] il 0L0% 005
Expected cption life,
standard option 2.0 to 5.0 years 5.0 years
Expected option life,
parfarmance visted option 2.5 yoars

I fiseal 1993, the Corpary adapied a Fetncted Stock Plan which
provides awards of up to 200,000 shares of commoen stock to key
emplovees of Be Company. Plan participants ane enfitied to cash
dividends and ta wote their respective shares. Restrictions imit
the sale or Franster of the shanes duning a restricted peniod, There
ware 75,000 and 70,000 shares of restricted siock outstanding
at Jamsary 31, 1958 and February 22, 1997, respectiely,
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EMPLOYEE BEENEFITE

Substantially &l employess of the Company are covered by a
defined contribution profit sharing plan. The plan provides for two
types of company contributions; an amount determined arrually
by the Board of Directars and an employer matching contribution
ol to onehall of the first & percent of compensation conbributed
by participating employess. Cortributions were $12.8, 511.8 and
57.7 million for fiscal vears 1997, 1996 and 1995, respeciively,

The Compamy also has changs of control severance agresments
with certain key officers. Under these sgreements, the officers ane
entitied to 8 lump-sum cash payment egual to a muttipls of ons,
bw or three tirmes their annual sakary phus a multiple of one, two or
thiree times their avarage annual bonus for the three fiscal years
immediabely preceding the date of bermination, i, within Bso years
after 8 “change of control® (as defined in such agreements) the
Company terminabes the indvidual's employment without cause.

In accardance with SFAS Na. 106, "Employers” Accounging far
Postretirernent Berwfits Other Than Pensions,” the Company
accrues the estimated cast of retirse benefts, ather than persions,
curing employees’ credibed service period. The net periodic costs
far postretiremant benefits include the following (in thousands):

1997 1944 19495
Semvice cost for benefits
accumulated during the year $130 548 5 49§
Interest cost on acoumulated
benefit oblgation 138 5 96
Met peripdic postretirement
banefit cost 5268 5143 Slad

The Company's postretirement health care plans currently are
not funded. The accurmulated postretirement benefit abigations

are 2= follows (n thousands):
Jan. 31, Fah, 22,

1998 1947
Retreas 5 343 5 423
Active plan participants 1,842 1,163
Unrecognized net (loss) [425)
Total accumulated
pastretirement oblgations £1,760 51,586

The assumed discount rate u=ed in determining the accumulated
pastratirement benefil abigation was 7.0% a= ol January 31,
1998 and 7.3% as of February &2, 1957,

Thir assirmed Faalth cang cost trend rate used in mesasuning the
accumulated postretirement benefit chiigation was 8.3% for fiscal
1997 decreasing each successive yvear until it resches 5.5% in
fiscal 2015 aftar which it remairs constant. & 1% increase in the
heathicans trend rabs would have an iminateral eflect on the accu
mulsted pastretirement benefit obligation at the end of fiscal 1947
and fiscal 1956 and on the met pericdic cost Tor i fiscal vears,

FAIR VALUES OF FINAMNCIAL INSTRUMENTS

The following disclosure is made in accordance with the requie-
ments of SFAS Mo, 107, Dsclosunes about Fair Value of Financidl
Instruments." The following methods and assumptians werea
i by the Company n estimating its far value dscksunes
far financial instrumeants.

Shorterm debt and langterm chigations: The carrying amounls,
if amy, of the Compamy's borrowengs under its short-banm revalving
criedit agresment approaimate their Tair value, The fair values
of the Campany's langtarm obligations are astimated using
descounbed Cash flow analysis based on mtenest rates thal are
currently available to the Company for issuance of debt with
similar berms and remaining maturities.

The carrying amounts and fair values of the Company's
firancial instruments at January 31, 1998 are as folows
[amaunts in thousands):

Carnying Fair
Amount Yalua
Long-term chigatians:
Senior Unsecured Matas,
due Nowember 15, 2004 5% 89800 51131
Senior Unsecured Matas,
due March 15, 2002 449 850 107 680
Senior Unsecured Matas,
due March 15, 2022 49538 122 8638
Senior Unsecured Mates,
due August 15, 2003 44 844 100,509
Indizstrial Revenue Baond,
cue May 1, 2008 1,000 1,000
Mortgage obligations 1,304 112
Capital lease obligations 18,961 P W |
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UNAUDITED QUARTERLY FINANCIAL INFORMATION

Unauditad guarterly fnancial imicernation is as folows:

IN THOUSAMDS, EXCEFT PER SHARE DATA

First

{16 Weeks]
Mat sales 5719,968
Gross margns 163,583
Mat eamings 7,238
Basic net earmings par common shara 0.22
Weighted awerage shares 32,240
Diluted net earmings par common share 0.22
Adjusted weighted average shares a2 rer
Dividends declared per common share
Price range per common share® 26%-14%

First

{16 Weeks]
Mat sales 56104911
Gross margns 146,351
Mat eamings 5,754
Basic net earrings per common share 0.1a
Weighted avarage shares 32,04
Diluted net earmings per common share 013
Adjusted weighted average sharas 32,431
Dividersds declared per common share 011
Price range par comman shara® 1611

“Frice range par comesnon share neflscts the highest and lowest thock marked prices

EIGHIFICANT EYENTS

Termination of Combination

On September 7, 1956, the Company entered into a Plan of
Recrganization with Phardor, Inc. (PharMoe®) and Cabot Noble,
Ing. (“Cabat Noble'). Pursiant bo the Plan of Reorganization, the
Compery and Phardor would have become subsidiarias of
Cabot Moble, On April 2, 1997, the Comparny, Cabot Noble and
Phar-Mor mutuzlly agreed to tesminate this planned business
cofbinatian The Cofmpary recorded a onidime pre-ta charge
of approximately 52.8 milion {50.06 per share} during the first
guarter of fiscal 1957 to cover costs associated with the termi-
nated business combination.

FISCAL TYEAR (49 WEEKE] ENDED JAMUARY Z1, 1958

Second Thilrd Faurth Year
{12 Weeks] {12 Weeks (% Waaks) 49 Weals)
5546,106 5608389 3573,384 52,447 84T

119,852 138,143 142,378 LER

4,173 11,912 23,522 48,845

015 046 0.99 1.73

26,973 23,718 5,749 28,161

015 045 0.98 1.7

Zraan 26,458 26,086 28,569

2% =28 2821 25% =194 29%-14%
ISCAL YEAR |52 WEEKS) ENDED FEBRUARY 22, 1987

Second Third Fourth Year
(12 Weeks| (12 Weeks] (12 Weeks| (52 Wesls)
5 458,517 5 551,208 5632, 5 2333407

112,974 131,258 159,043 545 660

ERE H) 10,935 24,39 44,546
.12 034 0.6 140
32,052 32,073 32,052 az.0az
12 034 0.5 1.35
2472 32413 32,31 23T
1 022
16%-13: 16%-15 16%-14% 164 -11%

o4 B8 Mew York Siock Exchenge during asch quarisr.

Common Stock Buyback and Secondary Offering

On April 24, 1997, the Company and Supervalu Inc. *Suparvalu®)
entered into an agreement pursissnt to which Supervaly exited its
46% investment in the Company, Under the terms of the agres-
ment, the companies completed bwo simutaneous ransactions,
The first transaction was a 51500 millian sfock buyback, whanshy
the Company repurchased B,174,387 shares of 5 common
stock held by Supervelu for 518.35 per share. The second trans-
action wis & secondary public ofering of Supervalu's remaining
6,557 280 shares of the Company’s common stock and %83,592
additional shares which weng issiued by the Company bo cover
over-aliotments. The secondary offering was priced at 525.00 per
share on June 26, 19597, The siock buyback and secondary
oiffaring were completed on July 2, 1957, The Company received
5234 millon procesds from e sae of the cver-aliotment shares,
Supervalu paid the underwriting discount for the shares it soid
and certain ofher eapenses relabed to the secondary offering.
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EUSINESS SECMENT INFORMATIOMN

The Company has Beo bisiness segments: a Felail Stare segiment [which inchides penera marchandess, retal pharmacy and retal oplical
pperafians) and & ProVantage segment (which includes prescription benefit managament, mail servce pharmacy, vision benefit management
and health informtion technolagy). Information about the Company's operations in the different busnesses is &5 folows lin thousands):

Met Sales
Foetal Store
Frovantage
Infercom ey
Total net sales
Eamings Before Income Taxes
Foetal Store
Frovantage
Corporate
Inferest gxpense
Earnings before incame taes
Asspis
Foetal Store
Frovantage
Corporate
Total assets
Depreciation and &mortization Expenses
Foetal Store
Frovantage
Corporate
Total depreciation and amortzation expenses
Capital Expenditares
Foetal Store
Frovantage
Corporate
Tatal capital expendibunas

1997

52,001,588
472,215
[Z5,938)

52,447,847

§ 127,289
12 664
[Z8.908)
[(30,582)
5 B0443

51,051,875
143,308
55852
51,250,835

5 53,245
4,641

366

5 58252

5 Z7782
3,514

727

§ 32,003

"Iiercompany sales oonsl of prescriplions et wene bol sold af 3 ShopHo phamacy and prodacsed by Provanisge.
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FIGGAL YEARS
1996

52,005,731
348, 7E)
(20, 10

52,333,407

% 113,683
9,513
(17417
(30,777

5 74022

5 G85,374
123,847
124,671

51,233,852

5 57,035
2,312

485

% 59,813

5 34,258
2,953
1,684

5 33,899

1995

51,881,038
53,845
16867
51,968,016

& 107216
2,713
12,507
(34,287

§ 63140

5 991,235
38,981
BV 694
51,117,960

5 54987
1,009

39z

& 66,383

5 51315
136
G961
§ 53012




Independent Auditors’ Report

T thir Board af Directors and Sharsholders
Shopko Stones, .

We have audited the consolidaled balance sheals of ShapKo
Stores, nc. and subsidiaries as of Jaruary 31, 1993 and
February 22, 1997 and the related consolidated statements
of earnings, shareholders’ equity and cash Nows far the year
(49 weeks] ended January 31, 1998 and for each of the two
years (52 weeks) in the period ended February 22, 1997, These
firancial statements are the responsbilily of te Company's
management, Jur responsibilty is to express an opinion an
these financial statements based on aur audits.

We conducted our audils in accordance with generally accepbed
auditing standards, Those standards reguire thal we plan and
prlarm e audil bo cbtan reasonable assurance about whether
the linancial stabements are free of material misstatemant. An
audit includes examining, on a test basis, evidence supparting
this amourts and disclesings in the francial stalements. AR aidi
50 includes assessing the accounting principles used and sg-
nificant estimates made by management, a5 well a5 evaluating
the guweral linancial statement presentation, 'We believe that our
udits provicde a reasonable basis Tor our apinion,

I cur openion, such consdlidated tnancial stabements prasent lairy,
in all materal respects, the financial position of Shopko Stores,
Inc. and subsiciaries as of Janary 31, 1998 and February 22,
1997, and the results of ther operaions and their cash fiows lor
the year (49 weeks) ended January 31, 1538 and for each of the
bwi yiars (52 weaks)h in the period ended February 22, 1997 in
conlormity with generally accepled accourding principhes,

DELCHTTE & TOUCHE LLP
Mitwaukee, Wisconsin
March 12, 1998

Shareholders’ Information

Shopko Stones, nG. common shares & listed on te New Yark
Stack Exchange under the symbal "SKO™ and in newspapers as
*Shopko,” As of March 20, 1998, Shopko's common shares
ware held by 1,060 recard sharehol ders,

Transfer Agent and Registrar

For hizlp with questions regarding losl, stolen or destroyed stock
certificates, consolidation of accounts, transferring of shares
and name and address changes, call Morwest Shareowner
Senices sl 1-B00-0689716.

1998 Annual Maoting

Thir ancal meeting ol sharehakdess will ba held May 13, 1993
at 10 a.m, at the Best Western Midway Hotel, 780 Packer Drive,
Gresan Bay, Wisconsin,

Investor Relations,Form 10-K
A copy of the Company's 1997 Form 104 annual report to the
Securities and Exchange Commission will be fumishid withaut
charge o any shareholder upon writhen request, Writhen requasts
should be direcbed toc Imeastor Relations Departmant

Shopko Slones, e,

PO, Box 19060

Green Bay, W1 543079060

You can reach Shopko via e lnbemet al waw, shapko,com
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Va8 President, Feal
Framacy Oparation:

Jamins B, Alverd
Vi® President,
Dressoral Menhandise
Wanager
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Vil President,
DPrasoral Memchandise
Wanager

Michail [ Betliga
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