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Message to Shareholders

Welcome to the New Albertson’s. 2001 marked a year of revitalization and
renewal as we embarked on a strategic restructuring aimed at unleashing the
enormous untapped potential of our Company.

The revitalization of Albertson’s is exciting. It encompasses bhold strategies and
initiatives, infused with new ideas, new leadership, positive energy and hest
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practices. It also leverages our many strengths and rich heritage as we reinvent

and forcefully reposition Albertson’s to become the supermarket and drugstore
powerhouse of the 21st Century. We are pleased to report that, with the turnaround
underway less than a year, we already are making strong and steady progress
toward that goal.

In 2001, we announced our vision to transform Albertson’s into a unified team of
energized associates obsessed with creating the world’s No. 1 food and drug retailer
in every metric — market value, scale, profitability, customer service and associate
satisfaction. The journey to this new destination has become our passion!

While we acted boldly to reduce costs and to move the Company back into peak
competitive shape, we did not lose sight of our focus on customers or of our
continuing commitment to deliver strong results for shareowners.

Highlights for the year before restructuring and other charges included:
m Amarketvalue increase of $2.1 billion... up 20% during calendar year 2001
m Total revenues of $37.9 billion... up over $1 billion from the prior fiscal year
m Earnings on an EBITDA basis of $2.8 billion
m Cash flow from operations of $2.1 billion... up 17% from 2000
m Diluted earnings per share of $1.95 versus first call consensus of $1.91
m Debtreduction of $600 million
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Albertson’s restructuring was launched on April 24, 2001, when your board of
directors announced its decision to bring in a new Chairman of the Board and
Chief Executive Officer from outside the Company. This decision demonstrated
the board’s determination to move the Company in a new results-oriented direction.
Our charter since then has been to breathe a new spirit of competitiveness into
every corner of the enterprise, to deliver on commitments, motivate our associates
and reinvigorate our operations as we drive forward to enhance shareholder value.

On June 5, the stage was set with the adoption of five strategic imperatives that
now guide our every move:

IMPERATIVE #1
m Aggressive cost and process control was needed to recondition the
Company and begin returning it to peak competitive shape. We are now
well on our way to our goal of becoming the most efficient company in the
supermarket and drugstore industries. As we do this, we are identifying and
implementing effective new processes and best practices each day in
response to a dramatically changing global business environment.

IMPERATIVE #2
m Maximizing return on invested capital focuses intently on the effective
deployment each year of over $1.5 billion. In addition, we continue to rigorously
analyze existing assets to ensure they are building value for our shareowners.
Today we must make the right decisions every time and make them quickly
in order to protect our competitive advantage and safeguard the resources
entrusted to us by our shareholders.
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IMPERATIVE #3

m A customer-focused approach to growth has been a hallmark of
Albertson’s, and a major reason for the Company'’s historic success. This
focus must continue and intensify. It's not good enough to give customers what
we thinkthey want. We are eliminating this guesswork by listening even
more carefully to our customers in order to understand exactly what they
want and need. In short, our customers’ needs, and the efficient means of
satisfying them, must drive our decision-making process.

IMPERATIVE #4
m A company-wide focus on technology is a fundamental requirement

for any successful business enterprise in today’s digital world. There's far
more to supermarket and drugstore technology than checkout scanners,
loyalty cards and automated warehouses. Our industry has an outstanding
history of being a trendsetter in the application of technology, but we can’t
reston these laurels. Albertson’s is dedicated to being the leader in process,
communication and information technologies that serve our customers bhetter
than anyone else in the industry and enhance our bottom line in the process.

IMPERATIVE #5
m Energized associates may be listed among most companies’ business
priorities, but we are taking the importance of our associates’ roles to a

higher level. We want the most talented people available, but we also want

associates who are enthused about coming to work every day. We are striving

for total dedication by all of our associates, from the corporate offices to the
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aisles of every store in our coast-to-coast network. We want them to believe

W

their jobs at Albertson’s are the best in the industry.

Guided by these strategic imperatives, we acted decisively. We immediately
began by attacking our cost structure to begin bringing us in line with the best of
our competitors.

On July 18, we launched the most sweeping restructuring in Albertson’s long
history as we announced the closure of 165 underperforming stores, a reduction
of our non-store administrative staff by nearly 20 percent, the streamlining of our
field organization via division consolidation, and acceleration of the disposition
of our non-productive assets.

We have recorded nonrecurring charges of approximately $560 million pre-tax to
cover the costs of this restructuring. These changes will deliver $235 million in
positive cash flow.

In January 2002, we took another major step to further improve our financial position
when we completed the sale of 80 Osco drugstores in New England to Brooks
Pharmacy for $235 million. Although these stores were profitable, we determined
that they would not allow us to reach our goal of market share leadership in New
England. Consequently, we are investing these proceeds in more strategically
focused markets where we are bhetter positioned to build shareholder value.

Additionally, we recently launched Phase 2 of our restructuring announcing market
exits from Houston, San Antonio, Memphis and Nashville with attendant closings
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or staff reductions in division offices and distribution centers resulting in further

division consolidations. The stores in these markets did not meet the new criteria
we have established for the revitalized Albertson’s. We determined that they would
not maximize our return on invested capital, nor could they deliver on our goal of
market share leadership. The costs of this restructuring plan will require us to
record a charge of $580 million and should generate net positive cash flow of
$180 million pre-tax. We will invest these proceeds in more strategically focused
markets where we are better positioned to build shareholder value.

Business turnarounds are not easy. However, they are achievable, and, as in
Albertson’s case, they often are necessary. We are standing on the threshold of
something great. We have a huge advantage in the fundamental strengths that
are embedded in our rich heritage and we intend to exploit those strengths fully
in the pursuit of our goals.

Atthe heart of our plan is the belief that our fundamental strength is our people.
We have 220,000 of the best associates in the industry — men and women who are
eager to follow a clear vision to goals that will delight customers, improve their
lives, and enhance the performance of their Company. We are committed to
building the strongest leadership team in the industry and are intently focused
on our journey to become the No. 1 player in food and drug retailing. The New
Albertson’s has a “one-team” culture determined to release the vast potential
of this powerful Company.
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Also central to our plan is the overriding principle that nothing is more important

W

than total customer satisfaction. We must always remember that customers are
our reason for being, and we must satisfy their needs if we are to be the best at
what we do. It's that simple. This means that our customer proposition must hit the
mark every time — including location, price, selection and service — and every
associate must arrive at work each day determined to make a difference in that
customer dimension. Our new company-wide program “Customer First, Second
to None” is focusing our entire associate population on achieving that goal.

Another fundamental strength, of course, must be a lean and efficient cost structure.
Having just the right amount of cost and no more is critical to satisfying our cus-
tomers today, tomorrow and into the future. Every extra ounce of cost makes us
weaker and more vulnerable to competition. We will continue to do what it takes
to keep our organization lean and efficient and will stay on our fitness regimen,
in order to achieve the healthy financial returns that our shareholders deserve.
Our current restructuring initiatives and expense reduction programs have us on
track to eliminate $250 million in annual costs by mid-2002 and $500 million by
mid-2003. The efficiencies derived from this reduced cost structure are providing
us the fuel to accelerate our customer-focused approach to growth.

In the end, our new culture puts a premium on executing a two-dimensional strategy
simultaneously — operational excellence on the cost side and total customer

satisfaction on the marketplace side. Guided by a relentless focus on our five
imperatives, we will constantly strive to implement the critical initiatives
required to achieve our vision.

Albertson’s, Inc. 2001 Annual Report 7



In the following pages of this annual report, members of the Company’s new

leadership team will discuss our challenges and achievements, and the strategies
we will follow as we move into 2002 and beyond. Each of these discussions clearly
illustrates how we will apply our five strategic imperatives to move steadily
toward our objectives.

We are pleased to report that we are already well on our way and making greater
progress with every day.

During the pastfiscal year, our stock outperformed the index of the public
companies in our sector as well as the S&P 500 average. We continue to believe that
the purchase of Albertson’s stock can be one of the best investment alternatives
the Company can make. As aresult, the board of directors has expanded our stock
purchase program, authorizing the purchase and retirement of up to $500 million
of stock, at management's discretion, hetween December 6, 2001, and December 31,
2002. Albertson’s dividend payment policy was also continued. We have paid
dividends every quarter since the Company went public in 1959. At its meeting in
March 2002, the board of directors approved a quarterly cash dividend of 19 cents,
or an effective annual rate of 76 cents per share.

Looking at 2002 and beyond, we are enthusiastic and confident that Albertson’s
will reach its objectives. The Company is ready. We have the people. And we are
adding anew focus on innovative leadership, operational skills as well as a new
spirit of competitiveness — all driven by the following set of core values. Those
values say ...
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With an unyielding commitment to integrity, quality and compliance, we will:

W

1) Drive and passionately implement the spirit of customer first, second to
none... every day... in all we do.

2) Embrace a strong commitment to community citizenship... sharing
with those in need our time and our resources.

3) See change as an opportunity for growth and renewal... not as a threat.

4) Demonstrate bias for action and speed to establish and sustain competitive
advantage.

5) Foster a mindset of continuous improvement in every process, person, and
product... creating a culture that values the ideas of every associate...
relentlessly searches out and transfers best practices... believing that
there is an infinite capacity to improve everything we do.

6) Create anuplifting atmosphere for associates... by practicing positive
leadership each day... understanding that an organization’s attitude always
determines its altitude.

7) Build a strong commitment to diversity... constantly striving to build an
associate population at every level that mirrors our customer base, while also
developing formats and products that meet the diverse needs of our society.

8) Establish an uplifting environment of recognition and reward... both in the
wallet and the heart.

9) Show aclearintolerance for bureaucracy... insisting on excellence in
execution... and accountability for delivering results.
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10) Partner with and reward vendors who assist us in creating compelling
offers for our consumers and maximizing returns for our shareowners.

As we look to the future together, we assure you that the New Albertson’s will

demonstrate the energy and agility required to deal with the speed and pace of
change in this highly competitive industry. As we do it, we will always muster the
courage to make tough decisions, serve customers better than anyone else, and
demonstrate the ability to consistently execute and deliver on our commitments.

We look forward to a bright and prosperous year ahead!!

Larry J
Chairmah of the Board

Peter Lynch

Chief Executive Officer President & Chief Operating Officer
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Felicia Thornton
Executive Vice President & Chief Financial Officer

Aggressive Cost and Process Control

Maximize Return on Invested Capital

Aggressive cost and process control is one of our Company’s five strategic
imperatives. Maximizing return on invested capital is another. Together, these
two imperatives form the financial framework that drives and supports the stated
strategy of increasing long-term shareholder value. These imperatives provide us
with a clear charter to analyze how we allocate resources, manage operating costs
and optimize the return on capital expenditures. Our new financial strategy
requires us to use a more rigorous and disciplined screen to determine where
and how we invest our funds. As a result, we measure every decision against
clear, stringent and unbiased standards. Every investment must better serve
our customers and create long-term shareholder value.

During 2001, we focused our analytical efforts on isolating those assets, processes,
markets and initiatives that did not build shareholder value. During these analyses
we looked most closely at an acceptable rate of return on invested capital (ROIC).
Our 2002 operating and functional strategies now incorporate the aggressive
implementation of requisite financial screens that will ensure every asset meets
our defined ROIC metric. We are moving forward with this strategy in part, by

Albertson’s, Inc. 2001 Annual Report 15




l-

eliminating 165 underperforming stores, exiting several underperforming markets
and consolidating division offices across the country. During the process we also
reduced our administrative work force by 20% without reducing the number of
people directly serving our customers.

Aggressive cost control and process improvement fundamentally enables us to
operate with better speed, flexibility and efficiency. Every day we are looking at
new and more rigorous ways to improve our cost structure and eliminate under-
performing assets. We will continually scrutinize and justify every cost while
holding our leaders accountable for creating long-term shareholder value
throughout the Company.

Our new discipline around aggressive cost control and process improvement is
already yielding results. Our Selling, General & Administrative (SG&A) costs
steadily improved this year. Our utility initiatives offset many of the increased
energy costs that other companies in our industry are still struggling to overcome.
As aresult, we have implemented rigid new policies to control energy consumption
at all of our stores, distribution centers and offices. In addition, our focus on new
technological solutions also helped us counterbalance a number of other cost
increases in areas such as credit card fees and advertising.

The successes of 2001 are only the beginning. We are embracing these controls,
not as isolated events, but rather as part of an ongoing day-to-day process that
never ends. SWIFT, our company-wide best practices initiative, promises to help
achieve our goal of reducing annual costs by $250 million by mid-2002. In fact,
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through restructuring, process re-engineering and expense bullet trains the
Company has targeted an additional $250 million in annual cost reductions by
mid-2003... for a total cost reduction of $500 million. This forceful attack on
inefficient processes will accelerate the Company’s re-engineering effort. These
savings will in part be reinvested to strengthen a consumer-focused approach to
growth through investments in our customer service program, dual branded
combination stores, pricing, loyalty marketing programs, as well as to offset
increases in areas such as employee benefits and energy costs.

Our goal is to create and sustain long-term shareholder value.

Developing and executing aggressive cost control and process improvement
strategies is now a core responsibility of the Company’s operating divisions as
well as the support functions. Successful implementation of these strategies
will ensure our profitable long-term growth.

Our goal for maximizing the return on invested capital is to drive us toward optimum
shareholder value. Half of the planned investments included in our $1.7 billion
capital expenditure plan for 2002 are designated for replacing or remodeling
stores in existing markets. We will invest and remain in markets where we are
number one or number two — or have promising potential for growth. All future
investment decisions must survive this market share screen as well as our new
return on invested capital filter, which works hand in hand with controlling
costs and optimizing the efficiency of processes. We will work to ensure that
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these goals are met by linking them with compensation plans for our Company’s
leadership team.

Itis this kind of risk-reward approach that is creating the new Albertson’s culture.

All of our future investments in strategic markets must pass our hurdle rate for
return on invested capital. This is a new, nimble Albertson’s. We are driven to
become the premier food and drug retailer through our aggressive focus on
reducing costs, streamlining processes and ensuring that every dollar invested
enhances shareholder value.

Felicia Thornton
Executive Vice President & Chief Financial Officer
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Bob Dunst
Executive Vice President & Chief Technology Officer

Company-wide Focus on Technology

While technology always has been a substantial contributor to Albertson’s market
success, we now have an even sharper company-wide focus on this important
discipline. It has become a key element in achieving our goal of establishing the
Company as the leader in the new-era supermarket and drugstore industries.

We have given a top priority at Albertson’s to an effort that will harness the potential
of digitization to improve our efficiency and give the Company the cutting edge
that will improve our performance in an increasingly competitive marketplace.
From the checkout counters, to the distribution centers, to every facet of the
infrastructure that drives the Company’s main engine, we are using technology
more effectively to increase our competitive advantage and productivity.

For example, we use scan data inside our stores from checkout receipts and loyalty
cards, as well as external data from the World Wide Web and call centers, to gain
better marketing knowledge and keener insight into our customer base. We also
use e-auctions to take costs out of the procurement process. And we are currently
using management information systems, embedded in “digital cockpits” —or
centralized executive information services — to make real-time, fact-based
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decisions, that will make our business more effective. Consequently, technology’s
role has been expanded to support the Company’s wide range of supply-chain
initiatives, which reach from the farmer, rancher or pharmaceutical manufacturer
all the way to the consumer.

On the drugstore side of our business, we are improving the efficiency of our
pharmacies, as we become the most productive in our industry in terms of accu-
rately processing prescriptions and as we hecome the employer of choice for a
growing number of pharmacists.

Early in Fiscal 2002, we took a major step toward achieving best of class status
in technology with the opening of a new world-class data center designed to give
us the reliability, availability and scalability needed to support the Company’s
ambitious growth plans. During the next three years, Albertson’s will commit
significantly more capital to information and process technology, as we redefine
our needs and focus on our goal to become the industry’s undisputed leader in
retail technology.

Technological leadership is not new for Albertson’s. We were the first national
supermarket chain to develop its own home delivery Web site, having launched
our on-line grocery service in November 1999. A wide range of on-line services
are now available through www.albertsons.com.

The Company’s Internet retailing capability, accessed through our Web site, is
only one example of the Company’s deft use of technology. Over the past few years,
e-tailers with technological skills and inadequate food or drug experience have
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failed, and skillful drugstore or grocery operators with limited knowledge of
technology have floundered. Yet, Albertson’s has married the individual disciplines
needed in an innovative “brick-and-click” system, in order to achieve considerable
success in each of the markets we have entered.

We are taking a prudent, measured approach to the on-line grocery and drugstore
businesses, making full use of our retail expertise, brand recognition, existing
infrastructure and technological skills. Today, Internet shopping represents only
a small share of our business, butitis a growth segment, and we are dedicated to
capturing a strong share of this rapidly emerging sector with a modest capital
expenditure. Internet shoppers are offered a full selection of grocery, pharmacy
and dry-goods items, and they can choose to have orders delivered to their homes
or offices within a prescheduled 90-minute window, or pick them up, pre-paid and
pre-packed, at conveniently located Albertson’s stores.

In 2001, the Company’s technological strength was extended in the national
rollout of a program that is now substantially reducing energy consumption across
our more than 90 million square feet of retail space, as well as our warehouses and
offices. The latest energy-management technology has been introduced to our
facilities from coast to coast to maximize the effectiveness of this critical initiative
that helps us to control costs, while safeguarding our environment. The cost savings
achieved by the application of energy-management technologies allow us to quickly
recoup the moderate capital expenditures we have invested in the program.
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Today Albertson’s nationwide network of supermarkets and drugstores are built
on scores of departments, thousands of product categories, and hundreds of
thousands of associates. Itis animmensely complex business. Nonetheless, we are
able to manage the complexity through such innovations as real-time information,
sophisticated logistics, retail technology and electronic communications. These
innovations help associates to do their jobs, while, simultaneously, refining our
financial systems. As we move ahead, additional challenges must be met to expand
such new marketing initiatives as category-business planning and consumer-based
marketing. Technology helps us to tie all of this together.

During the past year, more astute consumers, heightened economic difficulties and
anew wave of non-traditional food and drug retailers has further heightened the
competitiveness of our industry. In order to meet these new challenges and grow
shareholder value, we will continue to rely on the exciting solutions that technology
offers as we aggressively implement the Company'’s strategic imperatives.

Bob Dunst
Executive Vice President & Chief Technology Officer
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Larry Stablein "
Executive Vice President, Marketing & Merchandising

Customer-focused Approach to Growth

Customers are the lifeblood of our business. They will continue to shop at our
stores only as long as we provide the best alternative available in an increasingly
competitive marketplace. Keeping in sync with the needs and desires of consumers,
while simultaneously improving the productivity of our business, are the keys to
our continued success.

We listen to our customers and know where we are succeeding, as well as where
we need to focus on improving. Our customers are telling us that they appreciate
the changes we made in 2001, and we are working to make Albertson’s even more
attractive to them in 2002.

Albertson’s strategic advantage in today’s marketplace comes from our unique
heritage in two independent marketplaces — food stores and drugstores. We are
aleader with decades of experience serving customers in both industries. We
é\l}lseHm';H aUsTo - understand the differing needs and expectations of consumers, whether they are
Q;?EE:;S?L'\:]:IDA : shopping at the produce counter orfilling a prescription at the pharmacy.

This unique position in the marketplace has enabled us to create the dual brand

combination stores that leverage our separate food and drug experiences, expertise
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and brand equity. We have fine-tuned the dual brand combo store for several years
in the Chicago market, where both our Jewel supermarkets and our Osco drugstores
have long had excellent reputations. Today customers recognize our Jewel-Osco
stores as leaders in food, pharmaceuticals and healthcare products.

Capitalizing on the excellent results from our pharmacy team and the pharmacy
network that drives our drugstores, we began expanding the dual brand combo
conceptin 2001 by opening Albertson’s-Sav-on stores in the fast-growing Reno
market, and Albertson’s-Osco stores in Tucson. Early in 2002, we expanded the
concept further as we opened Albertson’s-0sco stores in Omaha and Phoenix.
Additional dual brand combos will be opened in other cities in the future.

These dual branded combination stores are a huge competitive advantage for
Albertson’s. Qur competitors can’t easily match this concept because itis based
on separate, strong, stand-alone food and drugstore brands. Only Albertson’s is
independently established in both of these necessary consumer segments.

In 2001 we continued to adapt new technology and add services that respond to
the needs of our customers as we...

m Aggressively increased the number of fuel centers we operate. We'll continue
to add fuel centers in 2002, because so many customers like the convenience
of the one-stop shopping experience we are offering. We know this because
they tell us so, and we consistently register a spike in sales in our adjacent
supermarket when we add a fuel center.
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m Expanded our e-commerce program for the convenience of customers who
prefer to use the World Wide Web to order on-line and have their purchases
delivered to their doors, or to pick up their orders at one of our stores.

m Launched our “Focus on Fresh” initiative, which is improving the delivery of
fresh foods at every point from harvest to consumption. We are determined
to become the best in the industry at featuring the freshest products in every
department, from produce, to seafood, to floral.

m Adopted loyalty cards in some markets and will continue rolling them out to
others in 2002. Qur tests and consumer surveys showed us that customers
appreciate the convenience and value of loyalty cards. These cards also give
us broad guidelines for customer preferences in specific markets, so that we
are able to offer more of the products they want, and to provide information,
discounts, and special promotions relevant to each cardholder.

m Introduced an expanded line of corporate brand products. Qur customers
have told us they like the price and quality of our private brands. Sales of
these products are growing and in 2002, we will intensify the focus on our
private brand offerings, including the addition of a premium tier.

We also reorganized in 2001 to be able to listen more attentively to our customers,
to become more sensitive to the needs of our neighborhoods and to deliver on the
promise of neighborhood marketing. The restructuring undertaken in 2001 helps

us make important decisions closer to the customer. Now local divisions can more
closely control what happens in their neighborhood stores, yet can still gain value
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from the scale and expertise of the entire enterprise as we leverage our backstage
support into better products, prices and service.

This new organizational structure and resulting customer intimacy is the key to
our expanded neighborhood marketing program, helping us better support the
needs in each community with products that are in particular demand. Examples
include natural health foods, kosher foods as well as products favored by Hispanic,
African-American, and Asian-American customers. We pay close attention to
the needs of our customers in every community, and gauge every market to meet
the local needs and tastes.

We became more attuned to the needs of our customers in 2001, in order to bring to
life our core value, “Customer First, Second to None.” In 2002, we are continuing
to listen carefully to what our customers want and to act decisively in giving them
those products and services. As never hefore, throughout the entire organization
we have tremendous energy geared toward the relentless pursuit of quality and
the unyielding commitment toward better service for our customers.

Ultimately, we want consumers to see us as the best store in their neighborhood...
and we won’trest until we reach that destination.

’ Rabbi Marvin Feldman
MASHGIACH

ACME

BALA CYNWYD,
PENNSYLVANIA

Larry Stablein
Executive Vice President, Marketing & Merchandising
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Kathy Herbert
Executive Vice President, Human Resources

Energized Associates

There is an honest perplexity at the base of human resources work. How do we get
the right people in the right job, rightly trained to do it, rightly prepared to move
on when the next opportunity comes? How do we get the entire organization right
when we face the full gamut of obligations from complying with all federal and
local laws, to meeting the needs of our technology, marketing, and operations
groups, to satisfying every associate’s spoken or unspoken passion forarich
and satisfying work experience?

Driven at all times by the need to serve our customers better than our competition,
we are convinced that an energized workforce can do anything and everything that
constitutes excellence and that brings us to our vision of being the best. Success
in this area of leading people to a heightened level of energy cannot be described
in the logical and mechanical terms of engineering blueprints. Neitherisita
matter of magic or luck.

Yet somewhere between magic and mechanics there is a vast domain of human
experience. Within that domain, it will never be possible to understand the end
result “energized associates” in general, but only in stories. We don't live our lives
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or do our work “in general.” So any account of energy is necessarily embedded in
narratives, in stories of particular encounters, of real people doing real work — or
learning how, or teaching others, or developing new tools, or finding ways to
reward success.

The Albertson’s Human Resources team is committed to a business plan that will
generate such stories and along the way make Albertson’s a key employer of
choice across the nation. We recognize that our commitment requires clearly
delineated goals in the areas of policy, recruiting, training and communications, job
mobility, diversity, mentoring, benefits, technology, compensation, performance
measurement and succession planning.

Those areas have now been more fully addressed officially as the “charters” of
the Albertson’s Human Resources group. Prior to articulating the charters, a needs
assessment was completed with input from all functional areas of the Company.
The opportunities identified in that assessment hecame the foundation for a new
HR strategic and operating plan which is designed to work in concert with the
entire organization.

Achieving success in that area of “concert” with the organization has required a
redefinition of the HR function at Albertson’s. The role and capability of Human
Resources in each of our divisions and functional areas has been expanded. New
people are in place in many spots with new positions created where they were
deemed essential. The role of corporate HR has been re-defined to empower and
service both the divisions and the functional areas of the Company rather than to
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mandate or enforce policy. As this new HR team moves forward in its quest to

become a true business partner to the entire organization, it will identify specific
priorities and program elements and will continually sharpen the competencies
itrequires to meet those priorities.

Necessarily this involves some transformation of focus. We will hecome substan-
tially more proactive, rather than reactive. We will partner and guide, rather than
establish and mandate. We will remain people and customer focused, recognizing
that our people do the work and our customers are the reason we do it. Virtually
no area of the business falls outside the partnership with HR as we work to place
talented, trained and motivated associates in marketing, operations, technology,
retail stores, distribution centers and every other group within the Company. Our
efforts to do that will concentrate in these areas:

Training and Communications. Human Resources will establish a training and
communications strategy with supporting programs that address the needs of the
business, all based on the five strategic imperatives. The programs will focus on
all levels, locations and functions and will facilitate personal development
while ensuring essential operating competencies. Understanding the complete
picture and having the skills to do their jobs creates energized workers.

Technology. We will improve the accuracy, reliability and consistency of data,
while making information accessible to associates in both corporate and division
locations who need access to HR data to run the business. An energized workforce
utilizes the best tools and has the facts it needs to make wise decisions quickly.
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Succession Planning. We will anticipate tomorrow, even as we run the business
today. Consequently, we will establish company-wide and division-specific plans
to identify and develop future leaders at every level. An energized workforce is a
moving dynamic renewing itself in endless succession. Everyone is part of the
process.

Recruiting. A company-wide recruiting strategy will align recruiting processes
across the Company in three areas: stores, pharmacy and management. New talent
will be sought so that the Company’s future needs are being nurtured and developed.
An energized workforce never hecomes obsolete. Our core values will constitute
the basic screen by which recruits are evaluated. When in doubt, we will hire for
attitude and values and train for skills.

Performance Management and Measurement. \We will set clear, measurable goals
and objectives for all associates and provide regular feedback to them regarding
their performance. We will do this through a performance management system
that is effectively implemented and carefully monitored. One on one, we will talk
to our people about the work they do, as well as their strengths and development
needs. Personal energy comes from knowing where you stand and knowing
where the Company needs you to go.

Mentoring. We will establish a mentoring program for executive and middle
management positions to improve performance and retention among high perform-
ing employees, with an emphasis on women and minorities. We will encourage
experienced managers to counsel the newer members of our organization. An
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energized workforce starts new fires and protects young flames from the winds

of doubt or disappointment.

Job Mobility. We will make it easier for associates to move freely among different
operating units of the Company. Therefore, we will identify and align key processes,
policies and procedures so that job skills readily transfer. An energized work-
force loves to travel, to seek new adventure, to go where dreams lead and
opportunities beckon.

Diversity. We will develop a strategy and supporting programs to continue to
bring diversity into business practices in all areas of the Company. Our customers,
like our country, are a melting pot of all nations, religions, ethnicities, and cultures.
If we intend to serve them better than our competition does, then we must have
energized associates who speak their language, share their food heritage,
understand their culture, celebrate their holidays, and understand their needs.

Benefits, Compensation and Rewards. We will create compensation and benefits
strategies and programs that deliver cost effective, competitive and flexible
benefits. We will differentiate pay based on performance and reward associates
for achieving business goals. We will endeavor to favorably influence associate’s
attitude toward the Company, by linking their work with the profits they help
generate.

Our success as retailers requires that we address these issues. In very raw terms,
we are talking about retail survival in a highly competitive world. Customers will
go where their needs are best met. In every neighborhood we serve, the customers
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will go where the store and the people meet their needs best. Consequently, we
need a workforce that will be ready and willing to serve those customers. We need
an energized team in every store, with every team member believing that their
Company recognizes their contribution and respects them as individuals. In every
marketplace where we have stores, the workers will go where the employer
meets their needs best.

The 220,000 associates who are the Albertson’s Team comprise our human resource,
our most priceless and irreplaceable asset. Collectively they are the spectrum
that reflects our remarkable hues and the prism through which our energy passes.
We could never attain our vision if our people didn’t embrace and transform it
from anidea to a reality. As a result, energizing them is the critical under-pinning
and foundation of our Company.

We begin from a position of enormous strength: our 220,000 associates are the
bestin the business! They are the people... they are our power... the great work
gets done through them.

Kmﬁgw

Kathy Herbert
Executive Vice President, Human Resources
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Albertson’s, Inc., is one of the largest retail food and drug chains in the world. The Company operates 2,421 stores
in 33 states across the country. Retail operations are supported by 19 Company-owned distribution centers.
Albertson’s is headquartered in Boise, [daho, and employs 220,000 people. The Company's stock is traded on the
New York and Pacific stock exchanges under the symbol ABS.
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FINANCIAL

HIGHLIGHTS

SALES

(dollars in millions)
o1 ]$38
| |$37
99 |$37
98] | $36
97| |$34

OPERATING PROFIT % TO SALES

0 3.46% 4.71%

00 4.52% Il 4.99%
o[ 3.31% I 5.15%
98] 4.60% I 5.22%
97] 4.92% ] 4.96%

DILUTED EARNINGS PER SHARE

NET EARNINGS
(dollars in millions)

o[ $5017 NN § 795

0o $765 M $ 870
o[ §204 NG $ 955
98| $807 I $ 949
97 $797 1 $838

EBITDA PERCENT TO SALES

NET EARNINGS % TO SALES

0 1.32% 2.09%

00] 2.08% M 2.37%
9 1.08%] 2.55%
9] 2.23% I 2.65%

97|

2.36% M 2.48%

CAPITAL EXPENDITURES

(dollars) (FIFO basis) (dollars in millions)
o[ $1.23 TN $1.95 ul| 6.2% I 7.4% o |$1,686
00[ ST.83 1M $2.08 00| 7.2% M 7.6% 00 1$1,932
[ $0.95 NG 5 2.26 9] 5.9% I 7.7% 99 |$2,098
98] S1.90 M $2.25 98] 7.7% M 7.7% 98] |$2,097
97 $7.85 $1.98 97] 71.3%17.4% 97] |$1,864
B Excluding restructuring and other
non-routine charges
JANUARY 31, FEBRUARY 1,
(DOLLARS IN MILLIONS, EXCEPT PER SHARE DATA) 2002 2001 % CHANGE
Sales $ 37931 |$§ 36,762 3.2
EBITDA - FIFO basis $ 2337 | $ 2,638 (11.4)
Net earnings $ 501 | $ 765 (34.5)
Netearnings % to sales 1.3% 2.1% (38.1)
EPS —basic $ 123 | $ 1.83 (32.8)
EPS —diluted $ 123 | $ 1.83 (32.8)
Dividends per share $ 076 | $ 0.76 0.0
Total assets $ 15,967 | $ 16,078 (0.7)
Stockholders’ equity $ 5915 | $ 5,694 39
Common shares outstanding 406,553,000 405,317,000 0.3
Return on average assets 3.1% 4.8% (35.4)
Return on average stockholders’ equity 8.6% 13.4% (35.8)
Number of stores 2,421 2,512 (3.6)
Number of associates 220,000 235,000 (6.4)
Average store size (square foot):
Food and combination food/ drugstores 50,000 48,900 2.2
Stand-alone drugstores 18,600 18,400 1.1
All stores 40,500 39,100 3.6
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MANAGEMENT'S DISCUSSION
AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

(dollarsin millions, except per share data)

The New Albertson’s
Anewleadershipteam has been assembled to take Albertson’sinto the future. This team has identified many actions
and programs with whichto drive the Company’s future competitiveness, profitability and return on invested capital.

One of the first actions taken was to identify and communicate internally and externally five strategic imperatives

thatserve as a guide and afilter for all future actions. These five imperatives, together with the major actions taken

to date, follow:

1)Aggressive Cost and Process Control. Eachmain category of expense, including labor is rigorously
monitored by a member of executive management. A Board approved restructuring plan that included a
Voluntary Separation Plan and Involuntary Severance Plan resulted in a 20 percent reduction in corporate and
administrative staff above store level. Through the continued focus on expenses, overhead and store processes
the Company expects to achieve $250 in annualized expense reductions by the second quarter of Fiscal 2002
and an additional $250 by mid 2003 for a total of $500 in targeted annualized costreductions.

2)Maximize Return on Invested Capital. The Companyhasimplemented aformal processtoreview and
measure all significantinvestments in corporate assets. The goal of the Companyisto hold a number 1 or 2 market
sharein an area, or have a plan of action which provides a reasonable expectation of achieving this goal in
orderto continue to maintain an investmentin that area. A thorough review was completed at both the individual
asset or store level and atthe market area level. As a result of the review, the Company identified 165 under-
performing stores and on July 18,2001, announced its commitment to close and dispose the identified stores.
The Company closed 80 of these stores as of January 31,2002, and expects to sell or close the remaining 85 stores
by mid 2002. In addition, the Company formulated plans to accelerate the disposal of surplus property through
anauction process for owned properties and aggressive lease termination negotiations for leased properties. As
aresultof the initial restructuring, the number of division offices was reduced from 19 to 15.

During the fourth quarter of 2001, Albertson’s sold 80 New England Osco drugstores.
Additionally, the Company also made the decision to exit Miami, Florida and the Springfield/Joplin, Missouri markets.

On March 13,2002, the Company announced a second phase inthe asset rationalization process. As a result, the
Company will completely exit four underperforming markets: Memphis, Tennessee; Nashville, Tennessee;
Houston, Texas; and San Antonio, Texas. These market exits will occur through a combination of store closures
and store sales and involve a total of 95 stores. In connection with this action, the number of division offices will
be further reduced from 15to 11, and the Tulsa, Oklahoma and Houston, Texas distribution facilities will be sold
or closed. The Company recently announced the sale of its Tulsa, Oklahoma distribution facility to Fleming
Companies, Inc. This sales agreement also includes a long-term supply arrangement under which Fleming will
provide procurement and distribution services for Albertson’s Oklahoma and Nebraska stores.
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The 2002 capital expenditure program will shift to more remodels and replacement stores. Also, investments in
the Company’s technology infrastructure both in the stores and in the back office will be a strong focus of the
2002 capital spending program.

3)Customer-focused Approach to Growth. The Companyintends to re-direct non-value added dollars
saved from the expense and process control programs back into the marketplace in order to impact customers
and drive growth. Albertson’s focus is on the following programs that are intended to drive customer loyalty and
profitable sales growth. A company-wide “Service First, Second to None” program is reinvigorating the
employees’ focus on customer service. A “Focus on Fresh” initiative is improving the delivery of fresh foods
throughoutthe Company’s fresh departments. The Company’s Jewel-Osco stores in Chicago, lllinois have a
decade of experience operating a unique dual brand food and drugstore format. This unique format was rolled
outto the Tucson, Arizona and Reno, Nevada markets during Fiscal 2001 and will continue to be introduced to
additional markets during Fiscal 2002. During the fourth quarter of 2001, the Company expanded its loyalty card
program to the Dallas/Fort Worth, Texas area. Albertson’s plans to roll out loyalty card programs to additional
markets during Fiscal 2002. Albertson’s private label product program will be enhanced during 2002, with a goal
of developing a premier program and increasing its sales penetration in this category.

4)Company-wide Focus on Technology. The Companyhasembracedacompany-wide focus ontechnology
with the goal of becoming an industry leader. The Company plans to commit a greater share of its capital
expenditures to information and process technology over the next three to five years to serve customers and
improve operating efficiencies. The Company has recently rolled outits Albertsons.com on-line shopping service
to additional markets. With these expansions, Albertsons.com is now available to more than 700 zip codes in
California, Oregon and Washington.

5)Energized Associates. Albertson’swill strive to become the employer of choice in the food and drugstore
industry. The Company plans to reduce bureaucracy and layers of management, build stronger communication
systems, improve training programs and implement new performance-based reward programs. To instill a sense
of ownership at the store level, the Company announced that as of November 1, 2001, all store directors and
pharmacy managers are now eligible for stock options.

Business Combination

On June 23,1999, Albertson's, Inc. (“Albertson’s” or the “Company”) and American Stores Company (“ASC")
consummated a merger with the issuance of 177 million shares of Albertson’s common stock (the “Merger”). The
Merger constituted a tax-free reorganization and has been accounted for as a pooling of interests for accounting
and financial reporting purposes.

Critical Accounting Policies

The Company’s discussion and analysis of its financial condition and results of operations are based upon the
Company's consolidated financial statements, which have been prepared in accordance with accounting principles
generally accepted in the United States of America. The preparation of these financial statements requires the
Company to make estimates and judgements that affect the reported amounts of assets, liabilities, revenues and
expenses, and related disclosure of contingent assets and liabilities. On an ongoing basis, the Company evaluates
its estimates, including those related to bad debts, inventories, intangible assets, income taxes, assets held for sale,
impairment of long-lived assets, self-insurance, restructuring, benefit costs, contingencies, litigation and unearned
income. The Company bases its estimates on historical experience and on various other assumptions and factors that
are believed to be reasonable underthe circumstances, the results of which form the basis for making judgements
aboutthe carrying values of assets and liabilities that are not readily apparent from other sources. The Company,
based on its ongoing review, will make adjustments where facts and circumstances dictate. Historically, actual
results have not significantly deviated from those determined using the estimates described above.
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The Company believes the following critical accounting policies are important to the portrayal of the Company's
financial condition and results and require management’s most difficult, subjective or complex judgments, often
as aresultof the need to make estimates about the effect of matters that are inherently uncertain.

SELF-INSURANCE The Company is primarily self-insured for workers’ compensation, automobile and general
liability costs. The Company records its self-insurance liability, determined actuarially, based on claims filed and an
estimate of claimsincurred butnotyetreported. Any actuarial projection of ultimate losses is subjectto a high degree
of variability. Sources of this variability are numerous and include, but are not limited to, future economic conditions,
courtdecisions and legislative actions. The Company’s workers’ compensation future funding estimates anticipate
no change inthe benefit structure. Statutory changes could have a significantimpact on future claim costs.

The Company’s workers’ compensation liahilities are from claims occurring in various states. Individual state
workers’ compensation regulations have received a tremendous amount of attention from the state’s politicians,
insurers, employers and providers, as well as the public in general. Recentyears have seen an escalation in the
number of legislative reforms, judicial rulings and social phenomena affecting this business. The changesina
state’s political and economic environmentincrease the variability in the unpaid claim liabilities.

ASSET IMPAIRMENTS The Company accounted for the impairment of long-lived assets in accordance with
Statement of Financial Accounting Standards (SFAS) No. 121 and, beginning in 2002, will accountforitinaccordance
with SFAS No. 144. For assets to be held and used, the Company tests for impairment using undiscounted cash
flows and calculates the amount of impairment using discounted cash flows. For assets held for sale, impairmentis
recognized hased onthe excess of remaining book value over expected recoveryvalue. The recoveryvalue is the fair
value as determined by independent quotes or expected sales prices developed by internal specialists. Estimates of
future cash flows and expected sales prices are judgments based upon the Company’s experience and knowledge
of local operations and cash flows that are projected for several years into the future. These estimates can be
significantly impacted by changes in real estate market conditions, the economic environment, capital spending
decisions and inflation.

For propertiesto be closed that are under long-term lease agreements, the present value of any remaining liability
under the lease, discounted using risk-free rates and net of expected sublease recovery, is recognized as a liability
and expensed. If the real estate and leasing markets change, the assumptions regarding sublease recovery could
significantlyimpactthe Company’s recorded liability.

RESTRUCTURING The Companyrecords restructuring charge liabilities in accordance with Emerging Issues
Task Force (EITF) Issue No. 94-3. The estimates of future liabilities may change, requiring the recording of additional
closure costs orthe reduction of liabilities already recorded. Changes in estimates occur when exit costs are more
or less costly than originally estimated.

PENSION cosTs Many of the Company’s associates are covered by noncontributory defined benefit pension
plans. The Company accounts for these costs in accordance with SFAS No. 87. That statement requires the
Companyto calculate pension expense and liabilities using actuarial assumptions, including a discount rate and
long-term returns on assets. Actual returns on plan assets in excess of return assumptions have, in pastyears,
kept pension expense and cash contributions to the plans at modest levels. Recent weaker market performance
may significantly increase pension expense and cash contributions in the future unless asset returns again
exceed the assumptions used. Changes in the interest rates used to determine the discount rate may also cause
volatility in pension expense and cash contributions.
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Results of Operations

Salesfor 2001 were $37,931 compared to $36,762in 2000 and $37,478 in 1999 (a 53-week year). The following table sets
forth certainincome statement components expressed as a percentto sales, and the year-to-year percentage
changesinthe amounts of such components:

PERCENTTO SALES PERCENTAGE CHANGE

2001 2000 1999 2001VS. 2000 2000VS.1999
Sales 100.00 100.00 100.00 32 (1.9)
Gross profit 28.41 28.38 27.52 33 1.2
Selling, general and administrative expenses 23.90 23.79 23.06 36 1.2
Restructuring charges and other 1.23 — — n.m. n.m.
Gain on sale of New England Osco drugstores (0.14) — — n.m. n.m.
Merger-related (credits) charges (0.04) 0.07 1.06 n.m. n.m.
Litigation settlement charge — — 0.10 n.m. n.m.
Operating profit 3.46 452 331 (21.0) 34.0
Interest expense, net 1.14 1.05 0.94 121 9.2
Earnings before income taxes and extraordinary item 2.30 3.46 2.40 (31.5) 41.6
Netearnings 1.32 2.08 1.08 (34.4) 89.2

n.m.—notmeaningful

Increasesin sales are primarily attributable to the continued development of new stores and identical and comparable
store sales increases. During 2001 the Company opened or acquired 144 stores, remodeled 103 stores and closed
or sold 235 stores (including the sale of 80 New England Osco drugstores and the closure of 80 stores due to the
Company's restructuring plan). Net retail square footage was 98.1 million square feet as of the end of Fiscal 2001
and 2002. Adjusting for the effect of the sale of 80 New England Osco drugstores and 80 restructuring closures, net
retail square footage would have increased by 4.0% during 2001. During 2000, net retail square footage increased
by 2.5%. Identical store sales, stores that have been in operation for two full fiscal years, increased 0.8% in 2001
and 0.3% in 2000. Comparable store sales, which include replacement stores, increased 1.3% in 2001 and 0.6% in 2000.
Identical and comparable store sales continued to increase through higher average ticket sales per customer.
Management estimates that overall inflation in products the Company sells was flatin 2001, there was overall
deflation of 0.4% in 2000 and overall inflation of 0.2% in 1999.

In addition to store development, the Company has increased sales through its continued implementation of best
practices acrossthe Company and its customer-focused approach to growth. These programsinclude: the “Focus
on Fresh” initiative; a renewed focus on customer service through the “Service First, Second to None” program;
implementation of the preferred loyalty card program; dual branded combination stores; and expansion of the on-line
shopping service. Other solutions include neighborhood marketing, targeted advertising and exciting new and
remodeled stores.

Gross profit, as a percentto sales, remained relatively flat between 2001 and 2000. The increase in 2000 over 1999
resulted primarily from animproved sales mix of partially prepared, value-added products. Gross profitimprovements
in 2000 were also realized through the continued utilization of the Company's distribution facilities and increased
buying efficiencies. The Merger has created buying synergies and margin improvements from the implementation
of best practices across the Company. The pre-tax LIFO adjustment, (as a percent to sales), decreased gross profit
by $10(0.03%)in 2001, increased gross profit by $23 (0.06%) in 2000 and decreased gross profit by $30 (0.08%) in 1999.
The net pre-tax LIFO charge for 2001 was $5, comprised of $10 of charges recorded in cost of sales, $3 of credits
recorded with gain on sale of New England Osco drugstores and $2 of credits recorded with restructuring and other.

Costof salesinclude vendor allowances and advertising expense related to the Company's buying and merchandising
activities. Vendor allowances consist primarily of promotional allowances, advertising allowances and, to a lesser
extent, slotting allowances. The Company utilizes vendor allowances to fund pricing promotions, advertising
expense and slotting expense. Gross advertising expense (excluding advertising allowances) totaled $537in 2001,
$550in 2000 and $654 in 1999.

Selling, general and administrative (SG&A) expenses as a percent to sales increased in 2001, primarily due to
workers’ compensation costs and benefit expenses caused by sharply higher health care costs. The 2001 increase in
SG&A expenses was partially offset by reductions in directlabor costs. The increase in 2000 over 1999 was primarily
due to increased salary and related benefit costs resulting from the Company's initiatives to increase sales,
increased depreciation expense associated with the Company’s expansion program and larger losses from asset
impairment and dispositions.

Otherincome, for the year ended January 31,2002, includes $16 of charges for a decrease in company-owned life
insurance, and $8 of credits for stock received from the demutualization of two insurance companies.

The Company'’s effective income tax rate from continuing operations for 2001 was 42.6%, as compared to 40.0%
for 2000 and 52.5% for 1999. The increase for 2001 over 2000, is due to lower earnings before income taxes, non-
deductible restructuring expenses and company-owned life insurance. The effective income tax rate for 1999 was
impacted by the non-deductible portion of merger-related costs.

Restructuring and Other Non-Routine Items

Restructuring

OnJuly 17,2001, the Company’s Board of Directors approved a restructuring plan designed to improve future financial
results and to drive future competitiveness. The planincludes certain exit costs and employee termination benefits,
as described below, that will be incurred within approximately one year of the Board approval date.

ACTION STATUS

Reduction in administrative and corporate overhead Substantially complete
Closing of 165 underperforming retail stores 80 closed as of year end
Consolidation and elimination of four division offices Completed

Process streamlining Ongoing

As aresult of the restructuring plan, the Company recorded pre-tax charges of $509 ($314 after tax or $0.77 per
diluted share) made up of $468 restructuring and other, and $41 of period costs (including $35 of inventory write-
down recorded in cost of sales) for the 52 weeks ended January 31, 2002. The following table presents the pre-tax
charges, incurred by category of expenditure, and related restructuring reserves included in the Company’s
Consolidated Balance Sheets:

EMPLOYEE LEASE

SEVERANCE ASSET TERMINATION
COSTS IMPAIRMENTS COSTS OTHER TOTAL
Additions $ 4 $ 3% $ 51 § 12 $§ 509
Utilization 33 396 7 12 448
Balance atJanuary 31, 2002 $ 1M1 § — § 5 $§ — $ 61

Employee severance costs consist of severance pay, health care continuation costs and outplacement service costs
for employees who participated in the Company’s Voluntary Separation Plan and for employees who were terminated
or notified of termination under the Company's Involuntary Severance Plan. In accordance with the restructuring
plan, 1,341 managerial and administrative positions above store level have been identified for termination. As of
January 31,2002, 995 positions have been terminated. The remaining terminations will occur as originally planned.
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As part of the Company’s restructuring plan, all stores were reviewed utilizing a methodology based on return on
invested capital. Based on this review, the Company identified and committed to close and dispose 165 under-
performing stores in 25 states. All stores identified for closure were evaluated for assetimpairment by comparing
the fair value, less selling cost, to the recorded book value. Fair value used in the impairment calculation was
based on third party offers or market value for comparable properties. For stores under operating lease agreements,
the presentvalues of any remaining liability under the lease, net of sublease recoveries, or lease termination costs
were expensed. As of January 31, 2002, 80 stores have been closed.

Assetsto be disposed ofinclude land, buildings, equipment, leasehold improvements, and inventory for stores and
division offices thatwere included in the restructuring discussed above. These assets are reported as assets held
forsale inthe Company’s Consolidated Balance Sheets.

Other costsinclude various expenses related to the Company’s decision to exit certain insignificant businesses
and the consolidation of the division offices.

Therestructuring planalsoincluded actions to accelerate the disposal of surplus property whichincluded terminating
leases through negotiated buyouts and selling properties through auctions. During 2001, a $51 pre-tax adjustment
was recorded in selling, general and administrative expenses and included in the closed store reserves for the
additional charges expected to be incurred as a result of these actions.

Merger-Related Charges (Credits)

Results of operations include $6 of merger-related credits ($4 after tax) for fiscal year 2001, $151 of merger-related
charges ($93 after tax) for fiscal year 2000, and $683 of merger-related charges ($529 after tax) for fiscal year 1999.
The following table presents the pre-tax charges (credits) incurred by category of expenditure and merger-related
accrualsincluded inthe Company’s Consolidated Balance Sheets:

ASSET INTEGRATION

IMPAIRMENTS SEVERANCE AND OTHER TOTAL
Additions $ 264 $§ 124 $§ 343 §$§ 731
Adjustments (22) (7) (19) (48)
Utilization (242) (93) (315) (650)
Balance at February 3,2000 — 24 9 33
Additions 36 21 97 154
Adjustments (3) (3)
Utilization (36) (35) (100) (171)
Balance atFebruary 1,2001 — i 6 13
Additions 8 2 5 15
Adjustments (20) (1) (1) (22)
Utilization 12 (3) (10) (1)
Balance atJanuary 31,2002 $ — $ 5 § — S 5

54 Albertson’s, Inc. 2001 Annual Report

Assetimpairments include the loss on disposal of duplicate and abandoned facilities, including administrative
offices, intangibles and information technology equipment which were abandoned by the Company. Operations
for the year ended January 31, 2002, included $15 of pre-tax credits associated with the reversal of previous
impairment charges related to the sale of the American Stores’ Tower in Salt Lake City, Utah. The Company closed
onthe sale of this property on May 15, 2001, thus completing the asset dispositions resulting from the Merger.

Severance consists of retention costs for certain individuals and termination benefit liabilities for 633 individuals
who have already been terminated.

Integration and other costs consist primarily of incremental transition and integration costs associated with
integrating the operations of Albertson’s and ASC, and are being expensed as incurred. These include such costs
as advertising, labor associated with system conversions and training and relocation costs. Also included are
transaction and financing costs which consist primarily of professional fees paid for investment banking, legal,
accounting, printing and regulatoryfiling fees. Financing costs also include the extraordinary loss on extinguishment
of debt.

In connection with the Merger, the Company recorded net pre-tax charges through the firsttwo quarters of 1999 of $47
related to Limited Stock Appreciation Rights. Thisisincluded in the Integration and Other category above.

Other Non-Routine Items
The Company recorded a $54 pre-tax one-time gain during the fourth quarter of 2001 resulting from the sale of 80
New England Osco drugstores.

The Company recorded, in selling, general and administrative expenses, a $36 pre-tax one-time gain during the
fourth quarter of 2001 resulting from an amendment to the Company'’s long-term disability plan. The amendment
changed the salary continuation feature from a cumulative benefit based on years of service, to a set percentage
of salary benefit.

The Company recorded a $20 pre-tax one-time charge during first quarter of 2000 and included itin selling, general
and administrative expenses to reflect liabilities related to certain previously assigned leases and subleases to
tenants who are in bankruptcy.

The Company recorded a $37 pre-tax one-time charge during the third quarter of 1999 resulting from an agreement
reached to settle eight multi-state cases combined in the United States District Courtin Boise, Idaho, which raised
variousissuesincluding “off-the-clock” work allegations. Under the agreement, current and former employees who
meet eligibility criteria may present their claims to a settlement administrator. While the Company cannot specify
the exact number of individuals who are likely to submit claims and the exact amount of their claims, the one-time
charge isthe Company’s current estimate of the total monetary liability, including attorney fees, for all eight cases.
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Summary of Restructuring and Other Non-Routine Items

Due to the significance of the restructuring charges, merger-related charges (credits), and other non-routine
items and their effect on operating results, the following table is presented to assistin the comparison of income
statement components withoutthese charges and credits:

52 WEEKS ENDED 52 WEEKS ENDED 53 WEEKS ENDED
JANUARY 31,2002 FEBRUARY 1,2001 FEBRUARY 3,2000
AS REPORTED ONE-TIME \W/0 ONE-TIME W/0 ONE-TIME \W/0 ONE-TIME
Sales $ 37,931 $ 37,931 100.00%| $ 36,762 100.00% $ 37,478 100.00%
Costof sales 271155 § (35) 21,120 71.50 26,292 71.52 21,122 7237
Gross profit 10,776 35 10811 2850 10,470 28.48 10,356 27.63
Selling, general and
administrative expenses 9,064 (40) 9,024 23.19 8,637 23.49 8,427 22.49
Restructuring
charges and other 468 (468)
Gainon sale of
New England
Oscodrugstores (54) 54
Merger-related credits (15) 15
Operating profit 1,313 474 1,787 an 1,833 4.99 1,929 5.15
Interest expense, net (432) (432)  (1.14) (385) (1.05) (352) (0.94)
Other (expense) income, net (8) (8) (.02) (3) (0.01) 12 0.03
Earnings before
income taxes 873 474 1,347 3.55 1,445 3.93 1,589 424
Income taxes 372 180 552 1.46 575 1.56 634 1.69
Net earnings $§ 501 $ 294 § 17195 209% $ 870 237% $§ 955 2.55%

The costs of the Company’s restructuring plan and integrating Albertson’s and ASC have resulted in significant
nonrecurring charges and incremental expenses. These costs had significant effects on the results of operations of
the Company for the past three years. During 2001, the Company recognized $560 ($345 after tax) of charges ($442
noncash) associated with the restructuring plan announced on July 18, 2001. In connection with the restructuring
plan announced on March 13,2002, the Company expects to incur nonrecurring pre-tax charges of approximately
$580, of which, $510 will be noncash. Nonrecurring charges and expenses of implementing integration actions,
related to the Merger, were originally estimated to total $700 after income tax benefits. On an after-tax basis, and
subsequentto the first quarter 1999, the Company has incurred $634 of merger-related costs and does not expect
to exceed its original estimate.

Liquidity and Capital Resources

Cash provided by operating activities during 2001 was $2,092, compared to $1,791in 2000 and $1,418 in 1999. Cash
provided by operating activities in Fiscal 2001 was primarily impacted by noncash restructuring charges when
compared to Fiscal 2000. Cash provided by operating activities in Fiscal 2000 was primarily impacted by higher
earnings when compared to Fiscal 1999. Also, driving the change is the decrease in inventories offset by the
decrease in other currentliabilities, mostly tax related.

The Company’s financing activities for 2001 included new long-term borrowings of $623, a netdecrease of commercial
paperand bank line borrowing of $1,153, and dividend payments of $309 (which represents 38.8% of 2001 net earnings
without restructuring and other non-routine items). The Board of Directors, atits March 2002 meeting, maintained
the regular quarterly cash dividend of $0.19 per share, for an effective annual rate of $0.76 per share.

The Company utilizes its commercial paper and bank line programs primarily to supplement cash requirements for
seasonal fluctuations in working capital and to fund its capital expenditure program. Accordingly, commercial
paper and bank line borrowings will fluctuate between reporting periods. The Company had no commercial paper
or bank line borrowings outstanding at January 31,2002, as compared to $1,153 outstanding as of February 1, 2001.
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In support of the Company’s commercial paper program, the Company had three credit facilities totaling $1,750
during Fiscal 2001. The firstagreement for $100 expired in February 2002 and was renewed for an additional year to
expire in February 2003. The second agreement for $700 expired in March 2002 and was replaced, based on the
Company’s revised liquidity requirements, by a $350, 364-day credit agreement. The third agreement for $950
expires in March 2005. All of the credit agreements contain an option which would allow the Company, upon due
notice, to convert any outstanding amounts atthe expiration datestotermloans. The agreementsinplace atyear end
also contain certain covenants, the mostrestrictive of which requires the Company to maintain consolidated tangible
networth, as defined, of atleast $2,100. As of January 31, 2002, the Company'’s consolidated tangible net worth, as
defined, was approximately $4,200. Upon the execution of the $350, 364-day credit agreement, the consolidated
tangible net worth threshold increased to $3,000, and an additional covenant was added requiring a fixed charge
coverage of atleast 2.7 times. As defined in the new agreement, the fixed charge coverage ratio based on 2001
results was 4.2 times. No borrowings were outstanding under the credit facilities as of January 31, 2002, or
February 1, 2001.

The Company filed a shelf registration statement with the Securities and Exchange Commission (SEC), which
became effective in February 2001 (the “2001 Registration Statement”), to authorize the issuance of up to $3,000in
debt securities. The Company intends to use the net proceeds of any securities sold pursuant to the 2001
Registration Statement for retirement of debt and general corporate purposes, including the potential purchase of
outstanding shares of Albertson’s common stock.

During Fiscal 2001, the Company issued $600 of term notes under the 2001 Registration Statement. Proceeds were
used primarily to repay borrowings under the Company’s commercial paper program. As of January 31, 2002,
$2,400 of debt securities remain available forissuance under the 2001 Registration Statement.

During Fiscal 2000 and Fiscal 1999, the Company issued $1,200 and $1,300, respectively of term notes under a prior
shelf registration statement filed with the SEC in 1999. Proceeds were used primarily to repay borrowings under
the Company’s commercial paper program.

Following the Merger, the Company consolidated several of the commercial paper, bank lines and other financing
arrangements. The consolidation of debtincluded the repayment of outstanding amounts under ASC's revolving
creditfacilities and other debt containing change of control provisions and the tender for, or open market purchases
of, certain higher coupon debt. As a result, certain debt was extinguished during 1999.

The Board of Directors adopted a program on December 3, 2001, authorizing, at management’s discretion, the
Company to purchase and retire up to $500 of the Company’s common stock beginning December 6, 2001 through
December 31, 2002. No purchases were made during Fiscal 2001. During Fiscal 2000, the Company purchased and
retired 18.7 million shares of its common stock at a total cost of $451, or an average price of $24.15 per share, under
a Board authorization which expired on December 6, 2001.

The Company’s operating results continue to enhance its financial position and ability to continue its planned
expansion program. Cash flows from operations and available borrowings are adequate to support currently
planned business operations, acquisitions and capital expenditures. Free cash flow (defined as cash generated by the
business after capital expenditures—net of proceeds from disposals, and dividend payments but before acquisitions,
divestitures and share purchases)was $584 and $(106) in 2001 and 2000, respectively. The Company has short-term
financing capacity in the form of commercial paper up to $1,400 and long-term capacity under the 2001 Registration
Statement of $2,400.
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As of January 31,2002, the Company's credit ratings were as follows:

S&P MO00DY'S FITCH
Long-term debt BBB+ Baal —
Short-term debt A2 P2 F2

The Company believes thata downgrade inthe Company's current credit ratings will have no material effect on the
fixed-term debt portfolio. There are no payment acceleration provisions inthe Company’s fixed-term debt portfolio
related to a downgrade in the Company’s credit ratings. The Company also believes that a downgrade in the
Company’s credit ratings would not adversely affect its ability to refinance any current maturities of fixed-term
debt. Any adverse changes to the Company’s credit ratings could limitthe Company’s access to the commercial
paper market and increase the cost of debt, but would not affect the Company’s ability to borrow funds under the
Company’s credit facilities.

Contractual Obligations and Commercial Commitments

Albertson's has assumed various financial obligations and commitments in the normal course of its operations and
financing activities. Financial obligations are considered to represent known future cash payments that the
Company is required to make under existing contractual arrangements, such as debt and lease agreements. The
following table represents the scheduled maturities of the Company’s long-term contractual obligations as of
January 31, 2002:

LESSTHAN 1 YEAR YEARS 1-3 YEARS 4-5 AFTER5YEARS TOTAL
Long-term debt $ 123 § 610 $ 205 $ 4245 $ 5183
Capital lease obligations’ 45 82 74 467 668
Operating leases’ 333 650 559 2,264 3,806
Contracts for purchase of property
and construction of buildings 233 233
Other? 6 3 1 10
Total contractual cash obligations $ 740 $ 1345 $ 839 $ 6976 $ 9,900

' Representsthe minimum rents payable andincludes leases associated with closed stores accrued for under the Company's restructuring and closed
store reserves. Amounts are not offset by expected sublease income.

? Otherincludes transportation contracts with third parties. The Company has entered into energy supply agreements which have terms through 2006.
These agreementsinclude certain provisions that could potentially require the Company to pay additional amounts if the actual usage is less than the
minimum usage per the contract documents or if the contracts were terminated. This number is extremely difficult to estimate due to the uncertainty
of future energy usage and change in the market value of energy, therefore no amounts have beenincluded above.

The Companyis contingently liable as a guarantor of certain leases thatwere assigned to third parties in connection
with various store closures and dispositions. The Company believes the likelihood of a significant loss from these
agreements is remote because of the wide dispersion among third parties and remedies available to the Company
should the primary party fail to perform under the agreements.

Albertson’s commercial commitments as of January 31, 2002, representing possible commitments triggered by
potential future events, are as follows:

TOTAL YEAR1 YEARS 2-3 YEARS 4-5 AFTER5YEARS
Available lines of credit $ 1750 $ 80 $§ — $ 9B $§ —
Letters of credit—standby 40 40
Letters of credit—commercial 13 13
Potential commercial commitments $ 1803 § 83 $ — $§ 950 $§ —
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The following leverage ratios demonstrate the Company’s levels of long-term financing as of the indicated year end:

JANUARY 31, FEBRUARY 1,

2002 2001

Long-term debtand capitalized lease obligations to capital ' 47.5% 51.1%
Long-term debt and capitalized lease obligations to total assets 335 37.0

! Capital includes long-term debt, capitalized lease obligations and stockholders’ equity

Letters of Credit

The Company had outstanding Letters of Credit of $53 as of January 31,2002, all of which were issued under separate
bilateral agreements with multiple financial institutions. Of the $53 outstanding atyear end, $40 were standby letters
of credit covering primarily workers’ compensation or performance obligations. The remaining $13were commercial
letters of credit supporting the Company’s merchandise import program. The Company paid issuance fees that
varied, depending on type, up to 0.50% of the outstanding balance of the letter of credit.

0ff Balance Sheet Arrangements

Albertson’s, Inc. has no significantinvestments that are accounted for under the equity method in accordance
with accounting principles generally accepted in the United States of America. Investments that are accounted for
underthe equity method have no liabilities associated with them that would be considered material to Albertson’s.

Capital Expenditures

The Company continues to retain ownership of real estate when possible. As of January 31,2002, the Company held
title to the land and buildings of 42% of the Company's stores and held title to the buildings on leased land of an addi-
tional 9% of the Company’s stores. The Company also holds title to the land and buildings of most of its administrative
offices and distribution facilities.

The Company is committed to keeping its stores up to date. In the last three years, the Company has opened or
remodeled 630 stores representing 28% of the Company’s retail square footage as of January 31,2002. The following
summary of historical capital expenditures includes capital leases, stores acquired in business and asset
acquisitions, assets acquired with related debt and the estimated fair value of property financed by operating leases:

2001 2000 1999

New and acquired stores $ 874, $ 1066 $ 1,126
Remodels 348 423 296
Retail replacement equipment, technology and other 247 170 248
Distribution facilities and equipment 64 174 198
Total capital expenditures 1,533 1,833 1,868
Estimated fair value of property financed by operating leases 153 99 230
$ 1686, $ 1932 § 2,098

The Company's strong financial position provides the flexibility for the Company to grow throughiits store development
program and future acquisitions.
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Quantitative and Qualitative Disclosures about Market Risk

The Company is exposed to certain market risks that are inherentin the Company’s financial instruments, which
arise from transactions entered into in the normal course of business. From time to time, the Company enters into
certain derivative transactions allowed by the Company’s risk management policy. The Company does not enter
into derivative financial instruments for trading purposes. The Company uses derivatives primarily as cash flow
hedgesto setinterestrates for forecasted debtissuances, such as interest rate locks.

The Company is subjectto interest rate risk on its fixed interest rate debt obligations. Commercial paper borrowings
do not give rise to significant interest rate risk because these borrowings have maturities of less than three
months. Generally, the fair value of debt with a fixed interest rate will increase as interest rates fall, and the fair value
willdecrease asinterestratesrise. The Company manages its exposure to interest rate risk by utilizing a combination
of fixed rate borrowings and commercial paper borrowings.

The Company has no foreign exchange exposure and as of January 31, 2002, has no outstanding derivative
transactions. There have heen no material changesinthe primary risk exposures or management of the risks since
the prioryear. The Company expects to continue to manage risks in accordance with the current policy.

The table below provides information aboutthe Company’s debt obligations that are sensitive to changes ininterest
rates. For debt obligations, the table presents principal cash flows and related weighted average interest rates by
expected maturity dates:

2002 2003 2004 2005 2006 THERE-AFTER TOTAL FAIRVALUE

Fixed rate debtobligatons $ 123 § 106 $ 504 § 202 $ 3 $ 4245 §$ 5183 $ 5516
Weighted average
interest rate 9.8% 71.2% 6.6% 14% 7.8% 15% 1.5%

Related Party Transactions
Albertson’s 2001, 2000, and 1999 transactions with related parties are not considered material. See “Related Party
Transactions” inthe Notes to Consolidated Financial Statements.

Recent Accounting Standards

Effective February 2, 2001, the Company adopted SFAS No. 133 as amended, “Accounting for Derivative
Instruments and Hedging Activities.” SFAS No. 133 requires all derivative financial instruments to be recognized
as either assets or liabilities in the Consolidated Balance Sheetand measured atfair value. The cumulative effect of
adoption of SFAS No. 133 asitrelates to interest rate locks was a $5 gain (net of taxes). Losses on contracts settled
during 2001 amounted to $1 (net of taxes). These amounts are reported in other comprehensive income in the
accompanying Consolidated Stockholders’ Equity. The amounts reclassified from other comprehensive income to
interest expense for 2001 and the expected reclassifications for 2002 are insignificant.
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In June 2001 the Financial Accounting Standards Board (FASB) issued two new pronouncements SFAS No. 141,
“Business Combinations” and SFAS No. 142, “Goodwill and Other Intangible Assets.” SFAS No. 141, which is
effective for acquisitions initiated after June 30, 2001, prohibits the use of the pooling-of-interest method for business
combinations and establishes the accounting and financial reporting requirements for business combinations
accounted for by the purchase method. Adoption of this standard had no effect on the financial statements of the
Company. SFAS No. 142 requires that anintangible asset that is acquired shall be initially recognized and measured
based onits fair value. The statement also provides that goodwill should not be amortized, but shall be tested for
impairment annually, or more frequently if circumstances indicate potential impairment, through a comparison of
fairvalue toits carrying amount. SFAS No. 142 became effective for Albertson’s on February 1,2002. In accordance
with the provisions of SFAS No. 142, the Company will complete the analysis of goodwill and other intangible
assets forimpairment no later than August 1, 2002, and will record any required impairment by the end of 2002. The
Company is currently evaluating the impact of the new accounting standard on existing goodwill and other intangible
assets. The ultimate impact of the new accounting standard has yetto be determined. The net book value of goodwill
was $1,468 and $1,560 as of January 31,2002 and February 1,2001, respectively. Goodwill amortization expense of
$56, $57, and $58 was recorded in 2001, 2000, and 1999, respectively, and will no longer be recorded in subsequent
fiscal years.

In July 2001 the FASB issued SFAS No. 143, “Accounting for Asset Retirement Obligations.” SFAS No. 143 will
become effective for Albertson’s on January 31, 2003. This statement addresses financial accounting and reporting
for ohligations associated with the retirement of tangible long-lived assets and the associated asset retirement
costs. The Company is currently analyzing the effect that this standard will have on its financial statements, but
believes it will not have a significant effect on the financial statements of the Company.

In August 2001 the FASB issued SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets.”
SFAS No. 144 which replaces SFAS No. 121 and APB No. 30, became effective for Albertson’s on February 1,2002.
This Statement retains the requirements to (i) recognize an impairment loss only if the carrying amount of a long-lived
assetis notrecoverable from its undiscounted cash flows and (ii) measure an impairment loss as the difference
betweenthe carrying amountand fair value of the asset. This Statementremoves goodwill fromits scope, eliminating
the requirement to allocate goodwill to long-lived assets to be tested forimpairment. This Statement requires that
along-lived assetto be abandoned, exchanged for a similar productive asset or distributed to owners in a spin-off,
be considered held and used until itis disposed of. This Statement requires the accounting model for long-lived
assets to be disposed of by sale, be used for all long-lived assets, whether previously held and used or newly
acquired. Discontinued operations are no longer measured on a netrealizable value basis, and future operating
losses are no longer recognized before they occur. This Statement broadens the presentation of discontinued
operations in the income statement to include a component of an entity (rather than a segment of a business). A
component of an entity comprises operations and cash flows that can be clearly distinguished, operationally and
for financial reporting purposes, from the rest of the entity. The Company is currently analyzing the effect that this
standard will have on its financial statements and believes it will require additional disclosures but will not have a
significant effect on the operating results of the Company.

EITFIssue Nos. 00-14, “Accounting for Certain Sales Incentives;” 00-22, “Accounting for Points and Other Time-Based
or Volume-Based Sales and Incentive Offers, and Offers for Free Products or Services to be Delivered in the
Future;” and 00-25, “Vendor Income Statement Characterization of Consideration from a Vendor to a Retailer”
addressthe appropriate accounting for certain vendor contracts and loyalty programs. The Company’s accounting
procedures are in compliance with the accounting requirements called for by these Issues.
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Environmental

The Company hasidentified environmental contamination sites related primarily to underground petroleum storage
tanks and groundwater contamination at various store, warehouse, office and manufacturing facilities (related to
current operations as well as previously disposed of businesses). The Company conducts an ongoing program for
theinspection and evaluation of new sites proposed to be acquired by the Company and the remediation/monitoring
of contamination at existing and previously owned sites. Undiscounted reserves have been established for each
environmental contamination site unless an unfavorable outcome is remote. Although the ultimate outcome and
expense of environmental remediation is uncertain, the Company believes that required remediation and continuing
compliance with environmental laws, in excess of current reserves, will not have a material adverse effect on the
financial condition of the Company. Charges against earnings for environmental remediation were not material in
2001, 2000 or 1999.

Cautionary Statement for Purposes of “Safe Harbor Provisions”
of the Private Securities Litigation Reform Act of 1995

Fromtime to time, information provided by the Company, including written or oral statements made by its represen-
tatives, may contain forward-looking information as defined in the Private Securities Litigation Reform Act of 1995.
All statements, other than statements of historical facts, which address activities, events or developments thatthe
Company expects or anticipates will or may occurin the future, including such things as integration of the operations of
acquired or merged companies, expansion and growth of the Company’s business, future capital expenditures and
the Company’s business strategy, contain forward-looking information. In reviewing such information it should be
keptin mind that actual results may differ materially from those projected or suggested in such forward-looking
information. This forward-looking information is based onvarious factors and was derived using various assumptions.
Many of these factors have previously beenidentified in filings or statements made by or on behalf of the Company.

Important assumptions and other important factors that could cause actual results to differ materially from those
set forth in the forward-looking information include changes inthe general economy, changes in interest rates,
changesin consumer spending, actions taken by competitors, particularly those intended to improve their market
share, and other factors affecting the Company’s business in or beyond the Company’s control. These factors
include changesinthe rate of inflation, changes in state or federal legislation or regulation, adverse determinations
with respectto litigation or other claims (including environmental matters), labor negotiations, the cost and stability
of energy sources, the Company’s ability to recruit, retain and develop employees, its ability to develop new stores
or complete remodels as rapidly as planned, its ability to implement new technology successfully, the stability of
product costs, the Company’s ability to integrate the operations of acquired or merged companies, the Company’s
ability to execute its restructuring plans, and the Company’s ability to achieve its five strategic imperatives.

Other factors and assumptions notidentified above could also cause the actual results to differ materially from
those setforth in the forward-looking information. The Company does not undertake to update forward-looking
information contained herein or elsewhere to reflect actual results, changes in assumptions or changes in other
factors affecting such forward-looking information.
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CONSOLIDATED

EARNINGS
52 WEEKS 52 WEEKS 53 WEEKS
JANUARY 31, FEBRUARY1, FEBRUARY 3,
(INMILLIONS, EXCEPT PER SHARE DATA) 2002 2001 2000
Sales $ 37931 $ 36762 $ 37,478
Costof sales 27,155 26,329 27,164
Gross profit 10,776 10,433 10,314
Selling, general and administrative expenses 9,064 8,747 8,641
Restructuring charges and other 468
Gain on sale of New England Osco drugstores (54)
Merger-related (credits) charges (15) 24 396
Litigation settlement charge 37
Operating profit 1,313 1,662 1,240
Other (expenses) income:
Interest, net (432) (385) (353)
Other, net (8) (3) 12
Earnings before income taxes and extraordinary item 873 1,274 899
Income taxes 372 509 472
Earnings before extraordinary item 501 765 427
Extraordinary loss on extinguishment of debt, net of tax benefit of $7 (23)
Net Earnings $§ 501, $§ 765 $ 404
Basic Earnings Per Share:
Earnings before extraordinary item $ 123 § 18 § 101
Extraordinary item (.05)
Net Earnings $ 123 § 18 $§ 096
Diluted Earnings Per Share:
Earnings before extraordinary item $ 123 § 18 $ 100
Extraordinary item (.05)
Net Earnings $ 123 § 18 $ 095
Weighted Average Common Shares OQutstanding:
Basic 406 418 422
Diluted 408 418 423

See Notes to Consolidated Financial Statements
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CONSOLIDATED
BALANCE SHEETS

(IN MILLIONS, EXCEPT PER SHARE DATA)

JANUARY 31,
2002

FEBRUARY1,

2001

ASSETS
Current Assets:

Cash and cash equivalents $ 85| $ 57
Accounts and notes receivable, net 681 547
Inventories 3,196 3,364
Prepaid expenses 149 154
Assets held for sale 326 114
Deferredincome taxes 172 70
Refundable income taxes 36
Total Current Assets 4,609 4,342
Land, Buildings and Equipment, net 9,282 9,558
Goodwill and Intangibles, net 1,639 1,727
Other Assets 437 451
Total Assets $ 15,967 | $ 16,078
LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities:
Accounts payable $ 2093 $§ 2163
Salaries and related liabilities 584 561
Taxes otherthan income taxes 153 141
Income taxes 51
Self-insurance 198 218
Unearnedincome 88 112
Restructuring reserves 61
Merger-related reserves 5 13
Currentportion of capitalized lease obligations 14 20
Current maturities of long-term debt 123 62
Other 212 105
Total Current Liabilities 3,582 3,395
Long-Term Debt 5,060 5,715
Capitalized Lease Obligations 276 221
Self-Insurance 307 216
Deferred Income Taxes n 116
Other Long-Term Liabilities and Deferred Credits 756 715
Commitments and Contingencies
Stockholders’ Equity:
Preferred stock—$1.00 par value; authorized — 10 shares;
designated —3 shares of Series A Junior Participating; issued —none
Common stock—$1.00 par value; authorized — 1,200 shares;
issued —407 shares and 405 shares, respectively 407 405
Capitalin excess of par 94 43
Accumulated other comprehensive loss (19)
Retained earnings 5433 5,241
Total Stockholders’ Equity 5915 5,694
Total Liabilities and Stockholders’ Equity $ 15967 | $ 16,078

See Notes to Consolidated Financial Statements
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CONSOLIDATED
CASH FLOWS

(INMILLIONS)

52 WEEKS
JANUARY 31,
2002

52 WEEKS
FEBRUARY1,
2001

53 WEEKS
FEBRUARY 3,
2000

Cash Flows From Operating Activities:

Netearnings $ 501 $§ 765 $ 404
Adjustments to reconcile net earnings to net cash provided by operating activities:
Depreciation and amortization 970 944 853
Goodwill amortization 56 57 58
Noncash merger-related (credits) charges (13) 21 272
Restructuring and other noncash charges 442
Gain on sale of New England Osco drugstores (54)
Loss (gain) on asset sales 22 (4) (2)
Netdeferred income taxes and other (106) 14 (53)
Decrease (increase) in cash surrender value of company-owned life insurance 17 4 (12)
Changes in operating assets and liabilities:
Receivables and prepaid expenses (104) 3 46
Inventories 119 118 (233)
Accounts payable (70) (12) (9)
Other currentliabilities 287 (175) 108
Self-insurance n 24 (79)
Unearnedincome 3 19 76
Otherlong-term liabilities (49) 13 (11)
Net cash provided by operating activities 2,092 1,791 1,418
Cash Flows From Investing Activities:
Capital expenditures (1,487) (1,771) (1,837)
Proceeds from disposal of land, buildings and equipment 288 189 83
Decrease (increase) in other assets 40 33 (122)
Proceeds from divestitures and duplicate assets 393
Net cash used ininvesting activities (1,159) (1,549) (1,483)
Cash Flows From Financing Activities:
Proceeds fromlong-term borrowings 623 1,222 1,841
Payments on long-term borrowings (89) (417) (970)
Netcommercial paper activity and bank borrowings (1,153) (475) (430)
Proceeds from stock options exercised 23 6 32
Cash dividends paid (309) (315) (265)
Stock purchases and retirements (451)
Tax payments for options exercised (14)
Net cash (used in) provided by financing activities (905) (430) 194
NetIncrease (Decrease)in Cash and Cash Equivalents 28 (188) 129
Cash and Cash Equivalents at Beginning of Year 57 245 116
Cash and Cash Equivalents at End of Year $ 85| $ 57 § 245

See Notes to Consolidated Financial Statements
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CONSOLIDATED
STOCKHOLDERS' EQUITY

ACCUMULATED
COMMON CAPITAL OTHER TOTAL
STOCK $1.00 INEXCESS ~ COMPREHENSIVE RETAINED TREASURY STOCKHOLDERS’  COMPREHENSIVE
(DOLLARS IN MILLIONS) PAR VALUE OF PARVALUE (LOSS) INCOME EARNINGS STOCK EQUITY INCOME
Balance at January 28,1999 $§ 4% § 579 $§ — § 5027 $ (5199 $ 5522 $ 801
Netearnings 404 04 § 404
Issuance of 131,099 shares of stock
for stock options and awards (1) 4 3
Merger-related stock option charge 47 47
Exercise of stock options,
including tax benefits 1 30 31
Treasury and fractional
share retirements (14) (496) 510 —
Sharesissued for limited stock
appreciation rights 2 (16) (14)
Stock purchase incentive plan 2 5 7
Dividends (298) (298)
Balance at February 3, 2000 424 145 — 5133 — 5702 $ 404
Net earnings 765 765 $ 765
Deferred tax adjustment
related to stock options (12) (12)
Exercise of stock options,
including tax benefits 6 6
Stock purchases and retirements —
18,659,200 shares (19) (92) (340) (451)
Deferred stock unitplan 1 1
Dividends (317) (317)
Balance at February 1, 2001 405 48 — 5,241 — 5694 § 765
Netearnings 501 51 §$ 501
Exercise of stock options,
including tax benefits 2 26 28
Deferred stock unitplan 19 19
Directors’ stock plan 1 1
Dividends (309) (309)
Minimum pension liability,
adjustment (net of tax of $16) (23) (23) (23)
Interestrate locks
Cumulative effect of adoption of new
accounting principle (netof tax of $3) 5 5 5
Loss onsettled contracts
(netoftax of $1) (1) (1) (1)
Balance at January 31,2002 $ 407 $ 94 $§ (19 $ 5433 $§ — §$ 5915 $§ 482

See Notes to Consolidated Financial Statements

NOTES TO CONSOLIDATED
FINANCIAL STATEMENTS

(dollars in millions, except per share data)
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Business Description and Basis of Presentation

Albertson’s, Inc. (the “Company”) is incorporated under the laws of the State of Delaware and is the successorto a
business founded by J.A. Albertson in 1939. On June 23, 1999, Albertson’s, Inc. (“Albertson’s” or the “Company”) and
American Stores Company (“ASC”) consummated a merger. Based on sales, the Company is one of the largest retail
food and drug chains in the world. As of January 31, 2002, the Company operated 2,421 stores in 33 Western,
Midwestern, Eastern and Southern states. Retail operations are supported by 19 major Company distribution operations,
strategically located in the Company’s operating markets.

The consolidated financial statements have been prepared in accordance with accounting principles generally
accepted in the United States of America and include all entities in which the Company has control, including its
majority-owned subsidiaries. All material intercompany transactions and balances have been eliminated.

Summary of Significant Accounting Policies

FIscAL YEAR END The Company’sfiscal yearis generally 52 weeks and periodically consists of 53 weeks because the
fiscal year ends on the Thursday nearest to January 31. Unless the context otherwise indicates, reference to a fiscal
year of the Company refers to the calendar year in which such fiscal year commences.

USE OF ESTIMATES The preparation of the Company’s consolidated financial statements, in conformity with
accounting principles generally accepted in the United States of America, requires managementto make estimates and
assumptions. Some of these estimates require difficult, subjective and/or complex judgments about matters that are
inherently uncertain, and as a result, actual results could differ from these estimates. These estimates and assumptions
affectthe reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date
of the financial statements, and the reported amounts of revenues and expenses during the reporting period.

SEGMENT INFORMATION The Company operates retail food and drugstores. These operations are within a single
operating segmentand all are within the United States.

DERIVATIVES Fromtime to time, the Company enters into certain derivative transactions allowed by the Company’s
risk management policy. The Company does not enter into derivative financial instruments for trading purposes. The
Company uses derivatives primarily as cash flow hedges to setinterest rates for forecasted debtissuances, such as
interestrate locks. These contracts are with major financial institutions and are very short-termin nature. The gain or
loss oninterest rate locks is deferred in other comprehensive income and recognized over the life of the related debt
instrument as an adjustment to interest expense.

RECLASSIFICATIONS Certainreclassifications have been made in prior years’ financial statements to conform to
classifications used inthe currentyear.

CASH AND CASH EQUIVALENTS The Company considers all highly liquid investments with a maturity of three
months or less atthe time of purchase to be cash equivalents.

INVENTORIES The Company values inventories atthe lower of cost or market. Cost of substantially all inventories is
determined on a last-in, first-out (LIFO) basis.
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CAPITALIZATION, DEPRECIATION AND AMORTIZATION Land, buildings and equipment are recorded at cost.
Depreciationis provided on the straight-line method over the estimated useful life of the asset. Estimated useful lives
are generally as follows: buildings and improvements-10to 35 years; fixtures and equipment-3 to 10 years; software-3
to5years;leasehold improvements-10to 25 years; intangibles-3to 10 years; and capitalized leases-20to 30 years.

The costs of major remodeling and improvements on leased stores are capitalized as leasehold improvements.
Leasehold improvements are amortized on the straight-line method over the shorter of the life of the applicable lease
orthe useful life of the asset. Assets under capital leases are recorded atthe lower of the fair market value of the asset
or the present value of future minimum lease payments. These leases are amortized on the straight-line method over
their primary term.

Beneficial lease rights and lease liabilities are recorded on purchased leases based on differences between contractual
rents under the respective lease agreements and prevailing market rents at the date of the acquisition of the lease.
Beneficial lease rights and lease liabilities are amortized over the lease term using the straight-line method.

coobwiLL Goodwill resulting from business acquisitions represents the excess of cost over fair value of net assets
acquired and is being amortized over 40 years using the straight-line method. The practice of amortizing goodwill will
be discontinued in Fiscal 2002 with the adoption of Statement of Financial Accounting Standards (“SFAS”) No. 142
(see “Recent Accounting Standards”). Goodwill is principally from the acquisition of Lucky Stores, Inc. in 1988.
Accumulated amortization amounted to $708 and $660 in 2001 and 2000, respectively.

COMPANY-OWNED LIFE INSURANCE The Company has purchased life insurance policies to cover its obligations
under certain deferred compensation plans for officers, key employees and directors. Cash surrender values of these
policies are adjusted for fluctuations in the market value of underlying investments. The cash surrender value is
adjusted each reporting period and any gain or loss is included with other income (expense) in the Company's
Consolidated Earnings.

IMPAIRMENT OF LONG-LIVED ASSETS AND CLOSED STORE RESERVES The Company accounted forthe impairment
of long-lived assets in accordance with SFAS No. 121 and, beginning in 2002, will accountforitin accordance with
SFAS No. 144. For assets to be held and used, the Company tests for impairment using undiscounted cash flows and
calculates the amount of impairment using discounted cash flows. For assets held for sale, impairment s recognized
based on the excess of remaining book value over expected recovery value. The recovery value is the fair value as
determined by independent quotes or expected sales prices developed by internal specialists.

For properties to be closed that are under long-term lease agreements, the present value of any remaining liability
underthe lease, discounted using risk-free rates and net of expected sublease recovery, is recognized as a liability
and expensed.

SELF-INSURANCE The Companyis primarily self-insured for property loss, workers’ compensation and general liability
costs. Self-insurance liahilities are determined actuarially based on claims filed and estimates for claims incurred but
notreported. The majority of these liahilities are not discounted.

DEFERRED RENT The Companyrecognizesrentholidays and rentescalations on a straight-line basis over the term of
the lease. The deferred rent amountis included in other long-term liabilities and deferred credits on the Company’s
Consolidated Balance Sheets.

REVENUE RECOGNITION Revenueisrecognized atthe point of sale for retail sales. Vendor allowances and credits
that relate to the Company’s buying and merchandising activity are recorded in cost of sales and are recognized as
earned according to the underlying agreement. Two forms of agreement exist, one based on volume and the other
based ontime. Vendor allowances consist primarily of promotional allowances, advertising allowances and, to a
lesser extent, slotting allowances. The Company utilizes vendor allowances to fund pricing promotions, advertising
expense and slotting expense. The discount earned by customers by using their preferred loyalty card is recorded by
the Company as a reduction to sales price. The only income recognized from any in-store rental arrangement is the
lease amountreceived based on space occupied.

STORE OPENING c0STS Noncapital expendituresincurred in opening new stores or remodeling existing stores are
expensed inthe yearin whichthey are incurred.
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ADVERTISING Advertising costsincurred to produce media advertising for major new campaigns are expensed in
the year in which the advertising first takes place. Other advertising costs are expensed when incurred. Cooperative
advertising credits fromvendors are recorded in the period in which the related expenseisincurred. Gross advertising
expenses of $537, $550 and $654, excluding cooperative advertising money received from vendors, were included
with cost of sales inthe Company’s Consolidated Earnings for 2001, 2000 and 1999, respectively.

STOCK-BASED cOMPENSATION SFASNo. 123, “Accounting for Stock-Based Compensation,” encourages, butdoes
notrequire, companiestorecord compensation costfor stock-based employee compensation plans atfair value. The
Company has chosen to continue to account for stock-based compensation using the intrinsic value method pre-
scribed in Accounting Principles Board Opinion (“APB") No. 25, “Accounting for Stock Issued to Employees,” and
related Interpretations. Accordingly, compensation cost of stock-based compensation is measured as the excess, if
any, of the quoted market price of the Company’s stock at the date of the grant over the option exercise price and is
charged to operations over the vesting period. Income tax benefits attributable to stock options exercised are credited
to capital in excess of par value.

INcomE TAXES The Company provides for deferred income taxes during the yearin accordance with SFAS No. 109.
Deferred income taxes represent future net tax effects resulting from temporary differences between the financial
statement and tax basis of assets and liabilities using enacted tax rates in effect for the year in which the differences
are expected to be settled or realized. The major temporary differences and their net effect are shown in the "Income
Taxes" note to the Consolidated Financial Statements.

EARNINGS PER SHARE (EPS) Basic EPSis computed by dividing consolidated net earnings by the weighted average
number of common shares outstanding. Diluted EPS is computed by dividing consolidated net earnings by the sum of
the weighted average number of common shares outstanding and the weighted average number of potential common
shares outstanding. Potential common shares consist primarily of outstanding options under the Company’s stock
option plans.

COMPREHENSIVE INcOME The Company reports comprehensive income in accordance with SFAS No. 130,
“Reporting Comprehensive Income.” Comprehensive income refers to revenues, expenses, gains and losses thatare
notincluded in net earnings but rather are recorded directly in stockholders’ equity. ltems of comprehensive income
otherthan net earnings were insignificantin 2000 and 1999.

Closed Store Reserves

When executive management approves and commits to closing or relocating a store, the transaction is accounted for
in accordance with the Company’s policy (see “Summary of Significant Accounting Policies”). The following table
shows the pre-tax expense, and related reserves, for closed stores and other surplus property:

LEASE ASSET

LIABILITIES IMPAIRMENTS TOTAL

Balance atJanuary 29, 1999 $ 23 $ — 3 23
Additions 5 6 n
Adjustments 1 (2) (1)
Utilization (4) (4) (8)
Balance atFebruary 3,2000 25 — 25
Additions 7 40 47
Adjustments (2) (2)
Utilization (8) (40) (48)
Balance atFebruary 1,2001 22 — 22
Additions 4 16 20
Adjustments (2) (2) (4)

Adjustments —Restructuring 23 28 51
Utilization (8) (42) (50)
Balance atJanuary 31,2002 $ 39 § — § 39
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The restructuring plan (discussed in “Restructuring Plan”) included actions to accelerate the disposal of surplus
propertythatincluded terminating leases through negotiated buyouts and selling owned properties through auctions.
The $51 pre-tax restructuring adjustments are the additional charges expected to be incurred as a result of these
actions. These charges are included in selling, general and administrative expenses in the Company’s Consolidated
Earnings. $30 of the reserve balance as of January 31,2002 is included with accounts payable and the remaining $9 is
included with other liabilities and deferred credits in the Company’s Consolidated Balance Sheets. For the period ended
February 1, 2001, $5 of the reserve balance was included with accounts payable with the remaining $17 included with
other liabilities and deferred credits. The related assets are recorded at their estimated fair value, less selling costs,
and reported as assets held for sale in the Company’s Consolidated Balance Sheets.

Restructuring Plan

OnJuly 17,2001, the Company’s Board of Directors approved a restructuring plan designed to improve future financial
results and to drive future competitiveness. The planincludes certain exit costs and employee termination benefits,
as described below, thatwill be incurred within approximately one year of the Board approval date.

ACTION STATUS

Reduction in administrative and corporate overhead Substantially complete
Closing of 165 underperforming retail stores 80 closed as of year end
Consolidation and elimination of four division offices Completed

Process streamlining Ongoing

As aresult of the restructuring plan, the Company recorded pre-tax charges of $509 (8314 after tax or $0.77 per diluted
share) made up of $468 restructuring and other and $41 of period costs (including $35 of inventory write-down recorded
in cost of sales) for the 52 weeks ended January 31, 2002. The following table presents the pre-tax charges, incurred
by category of expenditure, and related restructuring reserve accruals included in the Company’s Consolidated
Balance Sheets:

EMPLOYEE LEASE

SEVERANCE ASSET TERMINATION
COSTS IMPAIRMENTS COSTS OTHER TOTAL
Additions $ 4 $ 3% $ 517 $ 12 $ 509
Utilization 33 396 1 12 448
Balance atJanuary 31, 2002 $ " $§ — 8 5 § — $ 61

Employee severance costs consist of severance pay, health care continuation costs, and outplacement service costs
foremployees who participated in the Company’s Voluntary Separation Plan and for employees who were terminated
or notified of termination under the Company’s Involuntary Severance Plan. In accordance with the restructuring
plan, 1,341 managerial and administrative positions above store level have been identified for termination. As of
January 31,2002, 995 positions have been terminated.

As part of the Company’s restructuring plan, all stores were reviewed utilizing a methodology based on return on
invested capital. Based on this review, the Company identified and committed to close and dispose 165 underperforming
stores in 25 states. All stores identified for closure were evaluated for lease liability or assetimpairment, including
goodwill, in accordance with the Company’s policy (see “Summary of Significant Accounting Policies”). As of
January 31,2002, 80 stores have been closed.

Assets to be disposed of include land, buildings, equipment, leasehold improvements and inventory for stores and
division offices thatwereincluded inthe restructuring discussed above. These assets are recorded at their estimated
fairvalue, less selling costs, and reported as assets held for sale in the Company’s Consolidated Balance Sheets.

Other costs include various expenses related to the Company’s decision to exit certain insignificant businesses and
the consolidation of the division offices.

Merger, Divestitures and Related Costs

OnJune 23,1999, Albertson’s, Inc. and American Stores Company consummated a merger with the issuance of 177
million shares of Albertson’s common stock (the “Merger”). The Merger constituted a tax-free reorganization and has
beenaccounted for as a pooling of interests for accounting and financial reporting purposes.
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Results of operationsinclude $6 of merger-related credits ($4 after tax) for fiscal year 2001, $151 of merger-related
charges ($93 after tax) for fiscal year 2000, and $683 of merger-related charges ($529 after tax) for fiscal year 1999. The
following table presents the pre-tax charges (credits) incurred by category of expenditure and merger-related accruals
included inthe Company’s Consolidated Balance Sheets:

ASSET INTEGRATION

IMPAIRMENTS SEVERANCE AND OTHER TOTAL
Additions $ 264 $§ 124 $§ 343 § 7131
Adjustments (22) (7) (19) (48)
Utilization (242) (93) (315) (650)
Balance atFebruary 3,2000 — 24 9 33
Additions 36 21 97 154
Adjustments (3) (3)
Utilization (36) (35) (100) (171)
Balance atFebruary 1,2001 — 7 6 13
Additions 8 2 5 15
Adjustments (20) (1) (1) (22)
Utilization 12 (3) (10) (1)
Balance atJanuary 31, 2002 $ — S 5 § —  $ 5

Asset impairments include the loss on disposal of duplicate and abandoned facilities, including administrative
offices, intangibles and information technology equipment which were abandoned by the Company. Operations for
the year ended January 31, 2002, included $15 of pre-tax credits associated with the reversal of previous impairment
chargesrelated to the sale of the American Stores’ Tower in Salt Lake City, Utah. The Company closed on the sale of this
property on May 15, 2001, thus completing the asset dispositions resulting from the Merger.

Severance consists of retention costs for certain individuals and termination benefit liabilities for 633 individuals who
have already been terminated.

Integration and other costs consist primarily of incremental transition and integration costs associated with integrating
the operations of Albertson’s and ASC and are being expensed as incurred. These include such costs as advertising,
labor associated with system conversions and training and relocation costs. Also included are transaction and
financing costs which consist primarily of professional fees paid for investment banking, legal, accounting, printing
and regulatory filing fees. Financing costs also include the extraordinary loss on extinguishment of debt.

As discussedinthe “Stock Options and Stock Awards” note, the Company recorded net pre-tax charges through the first
two quarters of 1999 of $47 related to Limited Stock Appreciation Rights (“LSARs”). These charges are included in the
integration and other category above.The actual change of control price used to measure the value of these exercised
LSARs became determinable atthe date the Merger was consummated.

The costs of integrating the two companies have resulted in significant nonrecurring charges and incremental
expenses. These costs had a significant effect on both 2000 and 1999 results of operations of the Company. Nonrecurring
charges and expenses of implementing integration actions were originally estimated to total $700, after income tax
benefits. On an after-tax basis, and subsequentto first quarter 1999, the Company hasincurred $634 of merger-related
costs and does not expectto exceed its original estimate.

Supplemental Cash Flow Information
Selected cash payments and noncash activities were as follows:

2001 2000 1999
Cash payments forincome taxes $ 403 $§ 549 § 52
Cash payments for interest, net of amounts capitalized 296 373 413
Noncash investing and financing activities:
Capitalized lease obligations incurred 9 62 24
Capitalized lease obligations terminated 19 6 14
Deferred stock units 19 1
Tax benefits related to stock options 4 1 n
Deferred tax adjustment—related to stock options 3 12
Liabilities assumed in connection with asset acquisitions 7
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Store Dispositions
During January 2002 the Company sold 80 New England Osco drugstores for $235 million in a transaction thatresulted
in a $54 pre-tax one-time gain.

Accounts and Notes Receivable
Accounts and notes receivable, net, consisted of the following:

JANUARY 31, FEBRUARY 1,

2002 2001

Trade and other accounts receivable $ 685 $§ 578
Currentportion of notes receivable 40 7
Allowance for doubtful accounts (44) (38)
$ 681 $ 547

Inventories

Approximately 97% of the Company’s inventories are valued using the last-in, first-out (LIFO) method. If the first-in,
first-out (FIFO) method had been used, inventories would have been $597 and $591 higher at the end of 2001 and 2000,
respectively. Netearnings (basic and diluted earnings per share) would have been higher by $3($0.01) in 2001, lower by
$14($0.03) in 2000, and higher by $18 ($0.04) in 1999. The replacement cost of inventories valued at LIFO approximates
FIFO cost.

During 2001 and 2000, inventory quantities were reduced. These reductions resulted in a liquidation of LIFO inventory
quantities carried atlower costs prevailing in prior years as compared with the cost of 2001 and 2000 purchases. As a
result, cost of sales were decreased by $10in 2001 and $26 in 2000. This increased net earnings (basic and diluted
earnings per share) by $6 ($0.01) in 2001 and $15 ($0.04) in 2000.

Land, Buildings and Equipment
Land, buildings and equipment, net, consisted of the following:

JANUARY 31, FEBRUARY1,

2002 2001

Land $ 2105 $ 2,69
Buildings 5,598 5,418
Fixtures and equipment 5471 5,491
Leasehold improvements 1,535 1,548
Capitalized leases 326 314
15,035 14,940
Accumulated depreciation and amortization (5,753) (5,382)
$ 9282 $ 9558

Goodwill and Intangibles
Goodwill and intangibles, net, consisted of the following:

JANUARY 31, FEBRUARY 1,

2002 2001

Goodwill $ 2176 $ 2220
Intangible assets 346 320
2,522 2,540

Accumulated amortization (883) (813)
$ 1639 §$ 1,727
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Indebtedness
Long-term debt consisted of the following (borrowings are unsecured unless indicated):

JANUARY 31, FEBRUARY 1,
2002 2001
2001 Shelf Registration:
8.0% Debentures due May 1, 2031 $ 400
7.25% Notes due May 1, 2013 200
1999 Shelf Registration:
7.5% Notes due February 15,2011 7000 $ 700
8.35% Notes due May 1, 2010 275 275
8.7% Debentures due May 1, 2030 225 225
7.45% Debentures due August 1, 2029 650 650
6.95% Notes due August 1, 2009 350 350
6.55% Notes due August 1,2004 300 300
Prior Authorizations:
Medium-term notes, due 2013 through 2028, average interest rate of 6.5% 317 317
Medium-term notes, due 2007 through 2027, average interest rate of 6.8% 200 200
7.75% Debentures due June 15,2026 200 200
7.5% Debentures due May 1, 2037 200 200
8.0% Debentures due June 1, 2026 272 272
7.9% Debentures due May 1, 2017 95 95
7.4% Notes due May 15,2005 200 200
Medium-term notes, due 2003 through 2028, average interest rate of 7.0% 245 245
9.125% Notes due April 1,2002 80 80
Other Long-Term Debt:
Notes due July 3,2004, average interest rates of 6.7% and 6.5%, respectively 200 200
Industrial revenue bonds, average interestrate of 6.1% 1" "
Secured mortgage notes and other notes payable,
average interest rates of 11.0% and 9.4%, respectively 63 104
Commercial paper and bank lines of credit 1,153
5,183 5,771
Current maturities (123) (62)
$ 5060 $ 5715

As of January 31, 2002, there were no outstanding commercial paper borrowings. The Company has established the
necessary credit facilities, through its revolving credit agreements, to refinance outstanding commercial paper and
bankline borrowings on a long-term basis. Outstanding borrowings are classified as noncurrentbecause itis the
Company’sintentto refinance these obligations on a long-term basis. The effective interest rate for these borrowings
during the fiscal year ended January 31,2002 was 5.04%.

Insupportofthe Company’s commercial paper program, the Company had three creditfacilities totaling $1,750 during
Fiscal 2001. The first agreement for $100 expired in February 2002 and was renewed for an additional year to expire in
February 2003. The second agreement for $700 expired in March 2002 and was replaced, based on the Company’s
revised liquidity requirements, by a $350, 364-day credit agreement. The third agreement for $950 expires in March
2005. All of the credit agreements contain an option which would allow the Company, upon due notice, to convert any
outstanding amounts at the expiration dates to term loans. The agreements in place at year end also contain certain
covenants, the most restrictive of which requires the Company to maintain consolidated tangible net worth, as
defined, of at least $2,100. As of January 31, 2002, the Company’s consolidated tangible net worth, as defined, was
approximately $4,200. Upon the execution of the $350, 364-day credit agreement, the consolidated tangible net worth
threshold increased to $3,000, and an additional covenantwas added requiring a fixed charge coverage of atleast2.7
times. As defined in the new agreement, the fixed charge coverage ratio based on 2001 results was 4.2 times. No
borrowings were outstanding under the credit facilities as of January 31, 2002, or February 1, 2001.

Albertson’s filed a shelf registration statement with the Securities and Exchange Commission (SEC), which became
effective on February 13,2001 (“2001 Registration Statement”) to authorize the issuance of up to $3,000in debt securities.
In May 2001 the Company issued $600 of term notes under the 2001 Registration Statement. The notes are composed
of $200 of principal bearing interest at 7.25% due May 1,2013 and $400 of principal bearing interest at 8.0% due May 1,
2031. Proceeds were used primarily to repay borrowings under the Company’s commercial paper program.
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Albertson’s filed a shelf registration statement with the SEC, which became effective in February 1999 (the 1999
Registration Statement”), to authorize the issuance of up to $2,500 in debt securities. In January 2001 the Company
issued the remaining $700 of term notes available under the 1999 Registration Statement. The $700 principal bears
interestat 7.5% and matures February 15,2011. In May 2000 the Company issued $500 of term notes under the 1999
Registration Statement. The notes are composed of $275 of principal bearing interest at 8.35% due May 1, 2010, and
$225 of principal bearing interest at8.7% due May 1, 2030. In July 1999 the Company issued $1,300 of term notes under the
1999 Registration Statement. The notes are composed of $300 of principal bearing interest at 6.55% due August 1, 2004;
$350 of principal bearing interest at 6.95% due August 1,2009; and $650 of principal bearing interest at 7.45% due
August 1,2029. For all issues, proceeds were used primarily to repay borrowings under the Company’s commercial
paper program.

In July 1999 the Company negotiated an amendment to a $200 term loan agreement between ASC and a group of
commercial banks. The amended loans carry interest based upon a pricing schedule (which averages 6.70%)
dependent upon the Company’s long-term debt rating, and mature July 3, 2004.

The Company has pledged real estate with a cost of $151 as collateral for mortgage notes which are payable on various
schedules, including interest at rates ranging from 6.8% to 16.5%. The notes mature from 2002 to 2019.

Medium-term notes of $30 due July 2027 contain a put option which would require the Company to repay the notes in
July 2007 if the holder of the note so elects by giving the Company a 60-day notice. Medium-term notes of $50 due April
2028 contain a put option which would require the Company to repay the notes in April 2008 if the holder of the note so
elects by giving the Company a 60-day notice.

The $200 of 7.5% debentures due 2037 contain a put option which will require the Company to repay the note in 2009 if
the holder of the notes so elects by giving the Company a 60-day notice.

Following the merger with ASC the Company consolidated several of the commercial paper, bank lines and other
financing arrangements. The consolidation of debtincluded the repayment of outstanding amounts under ASC's
revolving credit facilities and other debt containing change of control provisions and the tender for, or open market
purchases of, certain higher coupon debt. As a result, certain debt was extinguished during 1999.

Netinterest expense was as follows:

2001 2000 1999

Debt $ 408 $§ 366 $ 350
Capitalized leases 30 27 27

Capitalized interest (23) (21) (26)
Interest expense 415 372 351
Bank service charges, netof interestincome 17 13 2
$ 432 § 3B § 353

The scheduled aggregate maturities of debt outstanding at January 31, 2002, are summarized as follows: $123in 2002,
$106 in 2003, $504 in 2004, $202 in 2005, $3 in 2006 and $4,245 thereafter.

Capital Stock

OnDecember 2, 1996, the Board of Directors adopted a stockholder rights plan, which was amended on August 2,
1998, and March 16, 1999, under which all stockholders receive one right for each share of common stock held. Each
right will entitle the holder to purchase, under certain circumstances, one one-thousandth of a share of Series A
Junior Participating Preferred Stock, par value $1.00 per share, of the Company (the “preferred stock”) at a price of
160 dollars. Subject to certain exceptions, the rights will become exercisable for shares of preferred stock 10 business
days (or such later date as may be determined by the Board of Directors) following the commencement of a tender
offer or exchange offer that would resultin a person or group beneficially owning 15% or more of the outstanding
shares of common stock.
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Under the plan, subjectto certain exceptions, if any person or group as defined by the plan becomes the beneficial
owner of 15% or more of the outstanding common stock or takes certain other actions, each right will then entitle its holder
as defined by the plan, other than such person or group, upon payment of the 160 dollars exercise price, to purchase
common stock (or, in certain circumstances, cash, property or other securities of the Company) with a value equal to
twice the exercise price. The rights may be redeemed by the Board of Directors ata price of $0.001 per right under certain
circumstances. The rights, which do not vote and are not entitled to dividends, will expire atthe close of business on
March 21,2007, unless earlierredeemed or extended by the Board of Directors of the Company. In connection with the
Merger, no person or group became the beneficial owner of 15% or more of the common stock.

The Board of Directors adopted a program on April 25, 2000, authorizing, but not requiring, the Company to purchase
and retire up to $500 of the Company’s common stock. This program was increased by an additional $1,000 by the
Board of Directors on December 6, 2000, for a total of $1,500. The revised program enabled the Company to purchase
stock from April 25,2000 through December 6,2001. During Fiscal 2000 the Company purchased and retired 18.7 million
shares atatotal cost of $451 or an average price of $24.15 per share. On December 3, 2001, the Board of Directors
adopted a program authorizing, but not requiring, the Company to purchase and retire up to $500 of the Company's
common stock from December 6,2001 through December 31,2002. No shares were purchased during Fiscal 2001.

Income Taxes
Deferred tax assets and liabilities consist of the following:

JANUARY 31, FEBRUARY 1,
2002 2001

Deferred tax assets (no valuation allowance considered necessary):
Basisinfixed assets $ 264 $§ 157
Self-insurance 188 162
Compensation and benefits 264 238
Unearnedincome 18 22
Other, net 91 128
Total deferred tax assets 825 707

Deferred tax liabilities:

Basisinfixed assets and capitalized leases (515) (584)
Inventories (126) (104)
Compensation and benefits (59) (36)
Other, net (24) (29)
Total deferred tax liabilities (724) (753)
Net deferred tax assets (liabilities) $ 101, $  (46)

The change in net deferred tax assets includes total adjustments of $10 for the year ended January 31,2002, related to
stock options of $(3) and other comprehensive income of $13.

The Company has federal and state net operating loss carryforwards of $7 and $32, respectively, that will expire in
years 2005 through 2021. Based on management’s assessment, itis more likely than not that all of the deferred tax
assets associated with the net operating loss carryforwards will be realized; therefore, no valuation allowance is
considered necessary.

Income tax expense on continuing operations consists of the following:

2001 2000 1999
Current:

Federal $ 462 $ 458 $ 476
State 47 40 48
509 498 524

Deferred:
Federal (124) 10 (47)
State (13) 1 (5)
(137) 1 (52)
$ 372| $ 509 § 472
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The reconciliations between the federal statutory tax rate and the Company’s effective tax rates are as follows:

2001 PERCENT 2000 PERCENT 1999 PERCENT
Taxes computed at statutory rate $ 306 350 $§ 446 350 § 315 35.0
State income taxes net of federal
income tax benefit 37 4.2 54 43 38 42
Goodwill amortization 27 31 21 1.6 22 25
Merger-related charges 2 0.2 115 12.8
Other 2 03 (14) (1.1) (18) (2.0)
$ 312 426 $§ 509 400 § 472 52.5

Stock Options and Stock Awards

The Company’s stock option and stock award plans (Albertson’s, Inc. 1995 Amended and Restated Stock-Based
Incentive Plan) (the “1995 Plan”) provide for the grant of options to purchase shares of common stock and stock
awards. At January 31,2002, Albertson’s had one stock-based incentive plan in effect under which grants could be
made with respect to 50 million shares of the Company’s common stock. Under this plan, approved by the stockholders
most recently in 2001, options and stock awards may be granted to officers and key employees to purchase the
Company’s common stock. During 1999, the Company’s stock-based incentive plan was amended to, among other
things, include the grant of options and other awards to non-employee members of the Board of Directors. During
2001, the Company's stock-based incentive plan was amended to, among other things, increase the number of shares
allowed by the plan from 30 million to 50 million. Generally, options are granted with an exercise price atnotless than
100% of the closing market price on the date of the grant. The Company's options generally become exercisable in
installments of 20% per year on each of the first through fifth anniversaries of the grant date or vest 100% on the third
anniversary of the grant date and have a maximumterm of 7 to 10 years.

DEFERRED STOCK UNITS The Board of Directors adopted a program effective December 6, 2000, which authorized
the award of deferred stock units with dividend equivalents paid in cash quarterly under the 1995 Plan to key officers of
the Company. Under this program, 900,800 of the units will be distributed in stock on December5, 2003, if the applicable
officers are still employed as an officer of the Company on that date, unless otherwise deferred by those officers. The
Companyisrecognizing this expense overthe three-year service period. Additional grants were made during Fiscal 2001
to key officers of the Company of which 788,670 of the units will be distributed in a manner elected by the participantona
date after said participant ceases to be an officer of the Company. 8,000 of the units will be distributed in stock on
September 17,2002 and on each September 17th for the next four years, unless otherwise deferred. 8,000 of the units
will be distributed in stock on November 19,2002 and on each November 19th for the nextfour years, unless otherwise
deferred. 21,243 of the units will be distributed in stock on December 3,2002 and on each December 3rd for the next
three years and 21,245 of the units will be distributed in stock on December 3, 2006, unless otherwise deferred.

VARIABLE ACCOUNTING TREATMENT FOR OPTION PLANS Inthe first quarter of 1999, a market price adjustment of
$29 was recorded as a reduction of pre-tax merger-related costs to reflect a decline in the relevant stock price atthe
end of the first fiscal quarter relative to LSARs. The actual change of control price used to measure the value of these
exercised LSARs became determinable atthe date the Mergerwas consummated and resulted in no further adjustments.
Upon Merger consummation, the change of control price was $53.77 per share, resulting in the issuance of approximately
1.7 million Albertson’s shares.

LSARs relating to approximately 4.0 million equivalent stock options became exercisable upon regulatory approval of
the merger with ASC, which resulted in recognition of an additional pre-tax charge of $76 in the second quarter of
Fiscal 1999. This charge was based upon a change of control price of $56.96 per share, which included an adjustment
factor forthe early termination of the LSAR feature. A total of 0.8 million Albertson’s shares were issued in satisfaction
of those options for which the LSAR feature was elected and the remaining options were converted into options to
acquire approximately 1.2 million Albertson’s shares.
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sTock opTIONS Asummaryof sharesreservedforoutstanding options as of the fiscal year end, changes during the
year and related weighted average exercise price is presented below (shares in thousands):

JANUARY 31,2002 FEBRUARY 1,2001 FEBRUARY 3, 2000

SHARES PRICE SHARES PRICE SHARES PRICE
Outstanding at beginning of year 25290 $ 3279 18015 $§ 3834 9989 $ 3501
Granted 6,406 32.64 8,683 21.78 12,536 39.76
Exercised (1,303) 21 (287) 21.54 (3,907) 33.00
Forfeited (2,348) 34.70 (1,121) 39.58 (603) 39.43
Outstanding atend of year 28,045 $§ 33.06 25290 $ 32.79 18015 § 38.34
Options exercisable atend of year 11414 $§ 3567 7251 § 3714 5640 § 3544

As of January 31,2002, there were 20 million shares of Company common stock reserved for the granting of additional
options and stock awards.

The following table summarizes options outstanding and options exercisable as of January 31,2002, and the related
weighted average remaining contractual life (years) and weighted average exercise price (sharesin thousands):

OPTIONS OUTSTANDING OPTIONS EXERCISABLE
SHARES REMAINING SHARES
OPTION PRICE PER SHARE OUTSTANDING LIFE PRICE EXERCISABLE PRICE
$16.87-$22.63 7,139 88 § 2166 1821 $§ 2159
24.31— 34.87 13,629 8.3 31.42 4,541 30.24
35.00- 45.94 2,601 4.7 40.43 2,601 40.43
47.00— 51.19 4,676 14 51.15 2,451 51.11
$16.87-851.19 28,045 79 § 33.06 11414 § 3567

The weighted average fair value at date of grantfor Albertson’s options granted during 2001, 2000, and 1999 was $6.61,
$7.35,and $10.42 per option, respectively. The fair value of options at date of grant was estimated using the Black-Scholes
model with the following weighted average assumptions:

2001 | 2000 1999

Expected life (years) 30 3.0 3.0
Risk-free interest rate 3.62% 5.46% 5.96%
Volatility 30.09 54.83 37.03
Dividend yield 2.33 3.49 1.81

The Company has adopted the disclosure-only provisions of SFAS No. 123, “Accounting for Stock-Based
Compensation.” Had compensation costbeen determined based on the fair value atthe grant date consistentwith the
provisions of this statement, the Company’s pro forma net earnings and earnings per share would have been as follows:

2001 2000 1999

Netearnings:

As reported $ 501 $ 765 $§ 404

Pro forma 472 738 375
Basic earnings per share:

Asreported 1.23 1.83 0.96

Pro forma 1.16 1.77 0.89
Diluted earnings per share:

Asreported 1.23 1.83 0.95

Pro forma 1.16 1.76 0.89

The 2001 and 2000 pro forma net earnings resulted from reported net earnings less pro forma after-tax compensation
expense. The 1999 pro forma earnings of $375 resulted from reported net earnings of $404, less the 1999 pro forma
after-tax compensation expense of $67 ($49 of which related to an adjustment for the acceleration of unamortized
compensation expense for the stock options granted prior to 1999 which vested in connection with the merger with
ASC) and the elimination of net merger-related after-tax stock option charges of $38 included with as-reported net
earnings. The proforma effect on netearningsis not representative of the pro forma effect on netearningsin future years.
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Employee Benefit Plans

Substantially all employees working over 20 hours per week are covered by retirement plans. Union employees
participate in multi-employer retirement plans under collective bargaining agreements. The Company sponsors both
defined benefitand defined contribution plans.

The Albertson’s Salaried Employees Pension Plan and Albertson’s Employees Corporate Pension Plan are funded,
qualified, defined benefit, noncontributory plans for eligible Albertson’s employees who are 21 years of age with one
ormore years of service and (with certain exceptions) are not covered by collective bargaining agreements. Benefits
paid to retirees are based upon age at retirement, years of credited service and average compensation. The
Company’s funding policy for these plans is to contribute the amount necessary to meet the funding requirements as
defined by the Internal Revenue Code.

The Company also sponsors the Albertson’s Savings and Retirement Estates (“ASRE”) Plan (formerly the American
Stores Retirement Estates Plan) which is a defined contribution retirement plan. ASRE was originally authorized by the
ASC Board of Directors for the purpose of providing retirement benefits for employees of ASC and its subsidiaries. During
1999, ASRE was authorized by Albertson’s Board of Directors to provide retirement benefits for all qualified employees
of the Company and its subsidiaries. In conjunction with the authorization of ASRE, the company-sponsored defined
benefit plans were amended to close the plans to future new entrants. Future accruals for participants in the defined
benefit plans are offset by the value of Company profit sharing contributions to the new defined contribution plan.

The Company sponsors a tax-deferred savings plan which is a salary deferral plan pursuantto Section 401(k) of the
Internal Revenue Code. The plan covers employees meeting age and service eligibility requirements, except those
represented by a labor union, unless the collective bargaining agreement provides for participation. In addition, the
Company provides a matching contribution based on the amount of eligible compensation contributed by the employee.

All Company contributions to ASRE and the company-sponsored 401(k) plan are made atthe discretion of the Board of
Directors. The total amount contributed by the Companyisincluded with the ASRE defined contribution plan expense.

The Company also sponsors an unfunded Executive Pension Makeup Plan and an Executive ASRE Makeup Plan.
These plans are nonqualified and provide certain key employees retirement benefits which supplement those provided
by the Company’s other retirement plans.

Net periodic benefit (income) expense for defined benefit plans is determined using assumptions as of the beginning
of each year. The projected benefit obligation and related funded status are determined using assumptions as of the
end of each year. Assumptions used at the end of each year for the company-sponsored defined benefit pension
plans were as follows:

2001 | 2000 1999

Weighted-average discount rate 6.75% 7.15% 7.50%
Annual salaryincreases 3.70-450 | 3.70-450 4.35-4.50
Expected long-term rate of return on assets 9.00 9.50 9.50

Net periodic benefit (income) expense for company-sponsored defined benefit pension plans was as follows:

2001 2000 1999
Service cost—benefits earned during the period $ 1 $ 14 3 45
Interest coston projected benefit obligations 35 32 34
Expected return on assets (48) (55) (49)
Amortization of prior service cost (7) 5
Recognized netactuarial (gain) loss (4) 1
$ 9 $ 8 $ 31

78 Albertson’s, Inc. 2001 Annual Report

The following table sets forth the funded status of the company-sponsored defined benefit pension plans:

JANUARY 31, FEBRUARY 1,
2002 2001
Change in projected benefit obligation:
Beginning of year benefit obligation $ 495 § 423
Service cost 1 14
Interest cost 35 32
Actuarial loss | 29
Amendments n
Benefits paid (15) (14)
End of year benefit obligation 567 495
Changeinplan assets:
Plan assets atfair value at beginning of year 537 582
Actual return on plan assets (57) (32)
Employer contributions 1 1
Benefit payments (15) (14)
Plan assets at fair value atend of year 466 537
Funded status (101) 42
Unrecognized netloss 165 19
Unrecognized prior service cost (71) (79)
Additional minimum liability (67) (1)
Netaccrued pension cost $ (74 $ (19
Prepaid pension costincluded with other assets $ PRI 16
Accrued pension costincluded with other long-term liabilities (99) (35)
Netaccrued pension cost $ (74 $ (19

AtJanuary 31,2002, the accumulated benefit obligation exceeded the fair value of the plans’ assetsin the Albertson’s
Employees Corporate Pension Plan and the Executive Pension Makeup Plan. The provisions of SFAS No. 87,
“Employers’ Accounting for Pensions,” require recognitioninthe balance sheet of an additional minimum liability and
related intangible asset for pension plans with accumulated benefits in excess of plan assets; any portion of such
additional liability which is in excess of the plan’s prior service costis a component of other comprehensive income
and is reflected in stockholders’ equity, net of related tax benefit. Accordingly, at January 31, 2002, a liability of $67
was included in other long-term liabilities, an intangible asset equal to the prior service cost of $28 was included in
other assets, and a charge of $23 net of deferred taxes of $16 was reflected as a minimum pension liability adjustment
in other comprehensive income under stockholders’ equity in the Company’s Consolidated Balance Sheets.

The following table summarizes the projected benefit obligation, accumulated benefit obligation, and plan assets of
the individual plans thathave a projected benefit obligation in excess of plan assets:

JANUARY 31, FEBRUARY 1,
2002 2001
Projected benefit obligation:
Albertson’s Employees Corporate Pension Plan $ 331§ 289
Executive Pension Makeup Plan 20 18
Accumulated benefit obligation:
Albertson’s Employees Corporate Pension Plan 330 288
Executive Pension Makeup Plan 20 16
Plan assets (fair market value):
Albertson’s Employees Corporate Pension Plan 250 285

Assets of the two funded Company defined benefit pension plans are invested in directed trusts. Assets in the directed
trusts are invested in common stocks (including $52 of the Company’s common stock at January 31,2002 and February 1,
2001), U.S. government obligations, corporate bonds, international equity funds, real estate and money market funds.
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The Company also contributes to various plans under industrywide collective bargaining agreements, primarily for
defined benefit pension plans. Total contributions to these plans were $49 for 2001, $58 for 2000, and $98 for 1999.

Retirement plans expense was as follows:

2001 2000 1999

Defined benefit pension plans $ (9 $ 8 $ 31
ASRE defined contribution plan 154 155 110
Multi-employer plans 49 58 98

$§ 194 $§ 205 $ 239

Most retired employees of the Company are eligible to remain in its health and life insurance plans. Retirees who elect
to remain in the Albertson’s-sponsored plans are charged a premium which is equal to the difference between the
estimated costs of the benefits for the retiree group and a fixed contribution amount made by the Company. The
Company also provides certain health care benefits to eligible ASC retirees of certain defined employee groups under two
unfunded plans, a defined dollar and a full coverage plan. The net periodic postretirement benefit costwas as follows:

Since the subsidy levels forthe Albertson’s and the ASC defined dollar plans are fixed and the proportion of grandfathered
ASC retirees is small, a health care costtrend increase or decrease has no material impact on the accumulated
postretirement benefit obligation or the postretirement benefit expense.

SFAS No. 112, “Employers’ Accounting for Postemployment Benefits” requires employers to recognize an obligation for
benefits provided to former orinactive employees after employment but before retirement. The Company is self-insured
for certain of its employees’ short-term and long-term disability plans which are the primary benefits paid to inactive
employees prior to retirement.

During 2001, a plan amendment made to the Company’s long-term disability plan changed the salary continuation feature
from a cumulative benefit based onyears of service to a set percentage of salary benefit. This amendment resulted in
areduction of the obligation by $36, which was recognized immediately in accordance with the Company’s policy for
plan amendments. Following is a summary of the obligation for postemployment benefits included in the Company’s
Consolidated Balance Sheets:

JANUARY 31,
2002

FEBRUARY 1,
2001

2001 2000 1999

Service cost $ 3/ $ 3 3 3
Interest cost 4 4 4
Amortization of unrecognized gain (1) (1) (1)
$ 6 § 6 $ 6

The following table sets forth the funded status of the company-sponsored postretirement health and life insurance

benefit plans:

JANUARY 31, FEBRUARY 1,
2002 2001
Change inaccumulated benefit obligation:
Beginning of year benefit obligation $ 66| $§ 62
Service cost 3 3
Interest cost 4 4
Plan participants’ contributions 12 10
Actuarial loss 2 2
Benefits paid (16) (15)
End of year benefit obligation n 66
Plan assets activity:
Employer contributions 5 5
Plan participants’ contributions 12 10
Benefit payments (17) (15)
Funded status M) (66)
Unrecognized net gain (10) (16)
Accrued postretirement benefit obligations included with other long-term liabilities $ (81) | $§ (82
Discountrates as of end of year 6.75% 7.15%

Included with salaries and related liabilities $ 12| $ 12
Included with other long-term liabilities 54 74

$ 66| $ 86

The Company also contributes to various plans under industrywide collective bargaining agreements which provide
for health care benefits to both active employees and retirees. Total contributions to these plans were $362 for 2001,
$286 for 2000, and $316 for 1999.

Employment Contracts
The Company has entered into employment contracts with certain executives for periods up to three years (and ten
years forthe Chairman of the Board and Chief Executive Officer). The agreementsinclude specified amounts for signing
bonus, base salary, annual bonus payments, stock option awards and deferred stock unit awards. In the event of
termination of employment without cause, the executive would be entitled to certain guaranteed payments and the
vesting of stock awards.

Inaddition, as a part of the mergerwith ASC, the Company has entered into retention agreements with certain executives
underwhichthey are paid an annual retention bonus if they continue to be employed by the Company through June 2002.

Leases

The Company leases a portion of its real estate. The typical lease period is 20 to 30 years and most leases contain
renewal options. Exercise of such optionsis dependent onthe level of business conducted at the location. In addition,
the Company leases certain equipment. Some leases contain contingent rental provisions based on sales volume at
retail stores or miles traveled for trucks. Capitalized leases are calculated using interest rates appropriate atthe
inception of each lease. Following is an analysis of the Company's assets under capitalized leases, $12 of real estate
and equipmentisincluded in assets held for sale at January 31, 2002:

For measurement purposes, a 6% annual rate of increase in the per capita cost of covered health care benefits was
assumed for plans covering ASC retirees for 2001 and is expected to remain at that level thereafter. For the ASC
defined dollar plan, no future increases in the subsidy level were assumed. Annual rates of increases in health care
costs are not applicable in the calculation of the Albertson’s benefit obligation because Albertson’s contribution is a
fixed amount per participant.

With the exception of the plans covering ASC grandfathered retirees, all postretirement plans are contributory, with
participants’ contributions adjusted annually. The accounting for the health care plans anticipates that the Company
will notincrease its contribution for health care benefits for non-grandfathered retirees in future years.
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JANUARY 31, FEBRUARY 1,

2002 2001

Real estate and equipment $ 338 $§ 314
Accumulated amortization (112) (132)
$ 22| $ 182
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Future minimum lease payments for noncancelable operating leases (which exclude the amortization of acquisition-
related fair value adjustments), related subleases and capital leases at January 31, 2002, are as follows:

OPERATING CAPITAL

LEASES SUBLEASES LEASES

2002 $ 333 § (43) $ 45
2003 332 (36) 42
2004 318 (29) 40
2005 292 (19) 37
2006 267 (15) 37
Remainder 2,264 (61) 467
Total minimum obligations (receivables) $ 3806 $ (203 668
Interest (378)
Presentvalue of net minimum obligations 290
Current portion (14)
Long-term obligations at January 31,2002 $ 276

The Company is contingently liable as a guarantor of certain leases that were assigned to third parties in connection
with various store closures and dispositions. The Company believes the likelihood of a significant loss from these
agreements is remote because of the wide dispersion among third parties and remedies available to the Company
should the primary party fail to perform under the agreements.

Rent expense under operating leases, excluding the amortization of acquisition-related fair value adjustments of $13
in 2001, and $14in 2000 and 1999, was as follows:

2001 2000 1999

Minimum rent $ 375 § 369 $§ 330
Contingentrent 28 30 29
403 399 359

Sublease rent (94) (97) (58)
$ 309, $§ 302 $ 301

Related Party Transactions

Inthe normal course of business, Albertson’s has entered into leases for 9 stores and 2 office locations ($3 of rent paid
during Fiscal 2001), purchased a piece of land ($2 during Fiscal 2001), purchased inventory for resale ($82 during Fiscal
2001), and engaged consulting services (insignificant) from entities that have a relationship with certain members of
the Company’s Board of Directors. All of the foregoing transactions were conducted at competitive rates.

The Company has made loans to certain executive officers in connection with their relocation. As of January 31, 2002,
the amounts outstanding were insignificant.

Financial Instruments

Financial instruments which potentially subject the Company to concentration of credit risk consist principally of
cash equivalents and receivables. The Company limits the amount of credit exposure to each individual financial
institution and places its temporary cash into investments of high credit quality. Concentrations of credit risk with
respecttoreceivables are limited due to their dispersion across various companies and geographies.

The estimated fair values of cash and cash equivalents, accounts receivable, accounts payable, short-term debt,
commercial paper and bank line borrowings approximate their carrying amounts. Substantially all of the fair values
were estimated using quoted market prices. The estimated fair values and carrying amounts of outstanding debt
(excluding commercial paper and bank line borrowings) were as follows:

JANUARY 31, FEBRUARY1,

2002 ‘ 2001

Fairvalue $ 5516 $ 4,470
Carrying amount 5183 4,624
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Environmental

The Company hasidentified environmental contamination sites related primarily to underground petroleum storage tanks
and groundwater contamination at various store, warehouse, office and manufacturing facilities (related to current
operations aswell as previously disposed of businesses). The Company conducts an ongoing programforthe inspection
and evaluation of new sites proposedto be acquired by the Company and the remediation/monitoring of contamination
at existing and previously owned sites. Undiscounted reserves have been established for each environmental
contamination site unless an unfavorable outcome is remote. Although the ultimate outcome and expense of environ-
mental remediation is uncertain, the Company believes that required remediation and continuing compliance with
environmental laws, in excess of currentreserves, will nothave a material adverse effect on the financial condition of
the Company. Charges against earnings for environmental remediation were not material in 2001, 2000 or 1999.

Legal Proceedings

In April 2000 a class action complaint was filed against Albertson’s as well as American Stores Company, American
Drug Stores, Inc., Sav-on Drug Stores, Inc. and Lucky Stores, Inc., wholly owned subsidiaries of the Company, in the
Superior Court for the County of Los Angeles, California (Mario Gardner, et al. v. American Stores Company, Albertson’s,
Inc., American Drug Stores, Inc., Sav-on Drug Stores, Inc. and Lucky Stores, Inc.) seeking recovery of overtime due to
plaintiffs” allegation that they were improperly classified as exempt under California law. A class action with respect
to Sav-on Drug assistant managers was certified by the court. A case with very similar claims, also involving the
assistantdrug managers and operating managers, was filed against the Company’s subsidiary Sav-on Drug Stores,
Inc.in Los Angeles Superior Court (Rocher, Dahlin et al. v. Sav-on Drug Stores, Inc.) and was also certified as a class
action. Subsequentto year end, the Court of Appeal of the State of California, Second Appellate District reversed the
Rocher class certification, leaving only two plaintiffs. The Company will now seek decertification of the Gardner
class. The Company has strong defenses against these lawsuits, and is vigorously defending them. Although these
lawsuits are subject to the uncertainties inherentin the litigation process, based on the information presently avail-
able tothe Company, management does not expectthe ultimate resolution of these actions to have a material adverse
effectonthe Company’s financial condition.

In August2000 a class action complaintwas filed against Jewel Food Stores, Inc., anindirect wholly owned subsidiary of
the Company, in the Circuit Court of Cook County, lllinois (Maureen Baker, et al. v. Jewel Food Stores, Inc. and Dominick’s
Supermarkets, Inc., Case No. 00L 009664) alleging milk price fixing. On December 21,2001, the Company’s motion for
summary judgment was denied, and the Company has appealed this denial. The Company has strong defenses
againstthis lawsuit, and is vigorously defending it. Although this lawsuit is subjectto the uncertainties inherentin the
litigation process, based on the information presently available to the Company, management does not expect the
ultimate resolution of this action to have a material adverse effect on the Company’s financial condition.

Anagreementhasbeenreached, and courtapproval granted, to settle eight purported class and/or collective actions
which were consolidated in the United States District Courtin Boise, Idaho, which raised various issues including
“off the clock” work allegations and allegations regarding certain salaried grocery managers’ exempt status. Under
the settlement agreement, current and former employees who meet eligibility criteria may present their claims to a
settlement administrator. Additionally, current and former grocery managers employed in the state of California may
presenttheir exempt status claims to a settlement administrator. While the Company cannot specify the exact number
of individuals who are likely to submit claims and the exact amount of their claims, the $37 pre-tax ($22 after-tax)
charge recorded by the Company in 1999 is the Company’s current estimate of the total monetary liability, including
attorney fees, for all eight cases. During the first quarter of 2001 this liability was reduced by an $18 cash payment for
legal expenses.

The Company is also involved in routine litigation incidental to operations. The Company utilizes various methods of
alternative dispute resolution, including settlement discussions, to manage the costs and uncertainties inherentin
the litigation process. Inthe opinion of management, the ultimate resolution of these legal proceedings will nothave a
material adverse effect onthe Company's financial condition.
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Recent Accounting Standards

Effective February 2, 2001, the Company adopted SFAS No. 133 as amended, “Accounting for Derivative Instruments
and Hedging Activities.” SFAS No. 133 requires all derivative financial instruments to be recognized as either assets
or liahilities in the Consolidated Balance Sheet and measured atfair value. The cumulative effect of adoption of SFAS
No. 133 asitrelatestointerestrate locks was a $5 gain (net of taxes). Losses on contracts settled during 2001 amounted
to $1 (net of taxes). These amounts are reported in other comprehensive income in the accompanying Consolidated
Stockholders’ Equity. The amounts reclassified from other comprehensive income to interest expense for 2001 and
the expected reclassifications for 2002 are insignificant.

In June 2001 the Financial Accounting Standards Board (FASB) issued two new pronouncements SFAS No. 141,
“Business Combinations” and SFAS No. 142, “Goodwill and Other Intangible Assets.” SFAS No. 141, which is effective for
acquisitions initiated after June 30, 2001, prohibits the use of the pooling-of-interest method for business combinations
and establishes the accounting and financial reporting requirements for business combinations accounted for by the
purchase method. Adoption of this standard had no effect on the financial statements of the Company. SFAS No. 142
requires that an intangible assetthatis acquired shall be initially recognized and measured based on its fair value.
The statement also provides that goodwill should not be amortized, but shall be tested forimpairment annually, or
more frequently if circumstances indicate potential impairment, through a comparison of fair value to its carrying
amount. SFAS No. 142 became effective for Albertson’s on February 1,2002. In accordance with the provisions of
SFAS No. 142, the Company will complete the analysis of goodwill and other intangible assets for impairment no later
than August 1, 2002, and will record any required impairment by the end of 2002. The Company is currently evaluating
the impact of the new accounting standard on existing goodwill and other intangible assets. The ultimate impact of
the new accounting standard has yet to be determined. The net book value of goodwill was $1,468 and $1,560 as of
January 31,2002 and February 1, 2001, respectively. Goodwill amortization expense of $56, $57, and $58 was recorded
in 2001, 2000, and 1999, respectively, and will no longer be recorded in subsequent fiscal years.

InJuly 2001 the FASB issued SFAS No. 143, “Accounting for Asset Retirement Obligations.” SFAS No. 143 will become
effective for Albertson’s on January 31,2003. This statement addresses financial accounting and reporting for obligations
associated with the retirement of tangible long-lived assets and the associated asset retirement costs. The Company
is currently analyzing the effect that this standard will have onits financial statements, but believes it will not have a
significant effect on the financial statements of the Company.

In August 2001 the FASB issued SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets.”
SFAS No. 144 which replaces SFAS No. 121 and APB No. 30, became effective for Albertson’s on February 1,2002. This
Statement retains the requirements to (i) recognize an impairment loss only if the carrying amount of a long-lived
assetis notrecoverable from its undiscounted cash flows and (ii) measure an impairment loss as the difference
between the carrying amount and fair value of the asset. This Statement removes goodwill from its scope, eliminating
the requirement to allocate goodwill to long-lived assets to be tested forimpairment. This Statement requires that a
long-lived assetto be abandoned, exchanged for a similar productive asset or distributed to owners in a spin-off, be
considered held and used until itis disposed of. This Statement requires the accounting model for long-lived assets to
be disposed of by sale, be used for all long-lived assets, whether previously held and used or newly acquired.
Discontinued operations are no longer measured on a net realizable value basis, and future operating losses are no
longer recognized before they occur. This Statement broadens the presentation of discontinued operationsinthe income
statementtoinclude a component of an entity (ratherthan a segment of a business). A component of an entity comprises
operations and cash flows that can be clearly distinguished, operationally and for financial reporting purposes, from the
rest of the entity. The Company is currently analyzing the effect that this standard will have on its financial statements
and believes it will require additional disclosures but will not have a significant effect on the operating results of
the Company.

Emerging Issues Task Force (“EITF”) Issue Nos. 00-14, “Accounting for Certain Sales Incentives;” 00-22, “Accounting
for Points and Other Time-Based or Volume-Based Sales and Incentive Offers, and Offers for Free Products or
Servicesto be Delivered inthe Future;” and 00-25, “Vendor Income Statement Characterization of Consideration from
aVendor to a Retailer” address the appropriate accounting for certain vendor contracts and loyalty programs. The
Company’s accounting procedures are in compliance with the accounting requirements called for by these Issues.
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Computation of Earnings Per Share
2001 2000 1999

DILUTED BASIC DILUTED BASIC DILUTED BASIC

Netearnings $ 501 $ 501 $§ 765 $ 765 $ 404 $ 404
Weighted average common shares outstanding 406 406 418 418 422 422
Common share equivalents 2 — 1
Weighted average shares outstanding 408 418 423
Earnings per common share and

common share equivalent: $ 123 $ 123 § 18 $§ 18 $ 095 $ 096
Calculation Of Common Share Equivalents:

Options to purchase

common shares 17 2 6

Common shares assumed purchased

with potential proceeds (15) (2) (5)

Common share equivalents 2 — 1
Calculation Of Common Share Assumed

Purchased With Potential Proceeds:

Potential proceeds from exercise of

options to purchase common shares $ 455 $ 52 $ 242

Common stock price used under

the treasury stock method $ 3112 $ 2799 $ 46.18

Common shares assumed purchased

with potential proceeds 15 2 5

Outstanding options excluded in 2001, 2000 and 1999 (option price exceeded the average market price during the period)
amounted to 9.4 million shares, 16.6 million shares, and 3.5 million shares, respectively.

Subsequent Event

On March 13,2002, the Company announced a second phase in its restructuring process. The Company intends to
completely exitfour underperforming markets: Memphis, Tennessee; Nashville, Tennessee; Houston, Texas; and San
Antonio, Texas. These market exits will occur through a combination of store closures and store sales and involve atotal
of 95 stores. In connection with this action, the number of division offices will be reduced from 15to 11 and the Tulsa,
Oklahoma and Houston, Texas distribution facilities will be sold or closed. Albertson’s expects to record nonrecurring
pre-tax charges of approximately $580, primarily related to assetimpairments in this restructuring plan. This $580 total
includes approximately $510 in noncash charges. The disposition of all the assets related to this restructuring plan
should generate net positive pre-tax cash flow of about $180.

Albertson’s recently announced the sale of the Tulsa, Oklahoma distribution facility, as mentioned above, to Fleming
Companies, Inc. This sales agreement also includes a long-term supply arrangement under which Fleming will provide
procurement and distribution services for Albertson’s Oklahoma and Nebraska stores.
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INDEPENDENT
AUDITORS' REPORT

Deloitte

&Touche

The Board of Directors and Stockholders of Albertson’s, Inc.:

We have audited the accompanying consolidated balance sheets of Albertson’s, Inc., and subsidiaries as of January 31,2002
and February 1,2001, and the related consolidated statements of earnings, stockholders’ equity, and cash flows for each
of the three years in the period ended January 31, 2002. These financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America.
Those standards require thatwe plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An auditincludes examining, on a test basis, evidence supporting the
amounts and disclosuresinthe financial statements. An auditalso includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements presentfairly, in all material respects, the financial position of
Albertson’s, Inc., and subsidiaries at January 31,2002 and February 1, 2001, and the results of their operations and their
cash flows for each of the three years in the period ended January 31, 2002, in conformity with accounting principles
generally accepted in the United States of America.

Loboitls £ Ttk 117

Deloitte & Touche LLP
Boise, Idaho
March 15, 2002

RESPONSIBILITY FOR
FINANCIAL REPORTING
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The management of Albertson’s, Inc., is responsible for the preparation and integrity of the consolidated financial
statements of the Company. The accompanying consolidated financial statements have been prepared by the
management of the Company, in accordance with accounting principles generally accepted in the United States of
America, using management'’s best estimates and judgment where necessary. Financial information appearing
throughout this Annual Reportis consistent with thatin the consolidated financial statements.

To helpfulfill its responsibility, nanagement maintains a system of internal controls, including aninternal audit department,
designed to provide reasonable assurance that assets are safeguarded against loss or unauthorized use and that
transactions are executed in accordance with management’s authorizations and are reflected accurately in the
Company's records. This system is continually reviewed, improved, and modified in response to changing conditions and
operations, and to recommendations made by the independent auditors and internal auditors. The concept of reasonable
assuranceis based onthe recognition that the cost of maintaining a system of internal accounting controls should not
exceed benefits expected to be derived from the system. The Company believes that its long-standing emphasis on
the highest standards of conduct and ethics, setforth in comprehensive written policies, serves to reinforce its system
of internal controls.

Deloitte & Touche LLP, independent auditors, audited the consolidated financial statements in accordance with auditing
standards generally accepted in the United States of America to independently assess the fair presentation of the
Company’s financial position, results of operations and cash flows.

The Audit/Finance Committee of the Board of Directors, composed entirely of outside directors, oversees the fulfillment
by management of its responsibilities over financial controls and the preparation of financial statements. The
Audit/Finance Committee meets with internal and external auditors at least four times per year to review audit plans
and auditresults. This provides internal and external auditors direct access to the Board of Directors.

Managementrecognizes its responsibility to conduct the business of Albertson’s, Inc., in accordance with high ethical
standards. This responsibility is reflected in key policy statements that, among other things, address potentially
conflicting outside business interests of Company employees and specify proper conduct of business activities.
Ongoing communications and review programs are designed to help ensure compliance with these policies.

/ N
o] R
Larry Jghnston Felicia Thornton

Chairfman of the Bgard & Executive Vice President &
ChiefiExecutive Officer Chief Financial Officer
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FIVE-YEAR SUMMARY
OF SELECTED FINANCIAL DATA

52 WEEKS 52 WEEKS 53WEEKS 52 WEEKS 52 WEEKS
JANUARY 31, FEBRUARY 1, FEBRUARY 3, JANUARY 28, JANUARY 29,
(DOLLARS IN MILLIONS, EXCEPT PER SHARE DATA) 2002 2001 2000 1999 1998
Operating Results:
Sales $37,931 $36,762  $37,478  $35872  $33,828
Earnings before extraordinary item 501 765 427 801 797
Extraordinary item (23)
Netearnings 501 765 404 801 797
Net earnings as a percentto sales 1.32% 2.08% 1.08% 2.23% 2.36%
Common Stock Data:
Earnings per share before extraordinary item:
Basic $ 123 $ 183 $ 1.0 $ 1.9 $ 189
Diluted 1.23 1.83 1.00 1.90 1.88
Extraordinary item:
Basic (0.05)
Diluted (0.05)
Earnings per share:
Basic 1.23 1.83 0.96 1.91 1.89
Diluted 1.23 1.83 0.95 1.90 1.88
Cash dividends per share:
Albertson’s, Inc. 0.76 0.76 0.72 0.68 0.64
American Stores Company equivalent 0.14 0.57 0.56
Financial Position:
Total assets $15,967 $16,078 $15,719 $15,131 $13,767
Long-term debtand capitalized lease obligations 5,336 5,942 4,990 5,108 4,333
Other Year End Statistics:
Number of stores 2421 2,512 2,492 2,564 2,435

Allfiscal years consist of 52 weeks, exceptfor 1999 which is a 53-week year.

2001 operating results included pre-tax restructuring charges of $560 ($345 after tax or $0.85 per share), pre-tax gain of
$54 (832 after tax or $0.08 per share) on sale of New England Osco drugstores, pre-tax credit for amendment to benefit
plans of $36 ($21 after tax or $0.05 per share), pre-tax charge for management changes of $9 ($6 after tax or $0.01 per
share), and pre-taxmerger-related credits of $6 ($4 after tax or $0.01 per share). Restructuring chargesincluded severance,
the write-down of assets to net realizable value and lease termination costs. Merger-related credits included a credit for a
reversal of a priorimpairment charge as well as charges for severance, the write-down of other assets to net realizable
value and integration costs.

2000 operating resultsincluded pre-tax merger-related charges of $151 ($93 after tax or $0.22 per share), and a pre-tax
charge of $20 ($12 after tax or $0.03 per share) for animpairment—lease contingency. Merger-related charges included
severance, the write-down of assets to net realizable value and integration costs.

1999 operating resultsincluded pre-tax merger-related charges of $683 ($529 after tax or $1.25 per share), and a pre-tax
charge of $37 ($22 after tax or $0.05 per share) for a litigation settlement. Merger-related chargesincluded severance, the
write-down of assets to netrealizable value, transaction and financing costs, integration costs and stock option charges.

During 1999 American Stores Company paid only one quarterly dividend due to the consummation of the Merger.

1998 operating resultsincluded a pre-tax merger-related stock option charge of $195 ($132 after tax or $0.31 per share)
related to the exercisability of 6 million equivalent limited stock appreciation rights due to the approval by ASC's stock-
holders of the Merger Agreement and a $24 pre-tax charge ($16 after tax or $0.04 per share) related to management's
decisionto close 16 underperforming stores.

1997 operating results included pre-tax charges of $34 related to the sale of stock by a major stockholder and pre-tax
charges of$13 related tothe sale of a division of ASC’s communications subsidiary (total of $41 after tax or $0.10 per share).
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QUARTERLY
FINANCIAL DATA

(DOLLARS IN MILLIONS, EXCEPT PER SHARE DATA - UNAUDITED) FIRST SECOND THIRD FOURTH YEAR
2001
Sales $ 9331 $ 9577 $ 9363 $ 9660 $ 37,931
Gross profit 2,658 2,680 2,655 2,783 10,776
Operating profit (loss) 435 (135) 47 596 1,313
Net earnings (loss) 186 (151) 176 290 501
Earnings (loss) per share:
Basic 0.46 (0.37) 0.43 0.7 1.23
Diluted 0.46 (0.37) 0.43 0.71 1.23
2000
Sales $ 9013 $ 9214 $ 8991 $ 9544 $ 36,762
Gross profit 2,516 2,642 2,553 2,122 10,433
Operating profit 376 421 384 481 1,662
Netearnings 179 194 172 220 765
Earnings per share:
Basic 0.42 0.46 0.41 0.54 1.83
Diluted 0.42 0.46 0.41 0.54 1.83

During 2001, operating results of quarters two, three, and four were affected by pre-tax restructuring charges totaling
$560 ($345 after tax). Restructuring chargesincluded severance, the write-down of assets to net realizable value and
lease termination costs. First quarter 2001 included a pre-tax one-time charge of $9 ($6 after tax) for management
changes. Fourth quarter 2001 included a pre-tax gain of $54 ($32 after tax) for the sale of New England Osco drugstores
and a pre-tax credit of $36 ($21 after tax) for an amendment in the Company'’s disability benefit plans. During 2001 and
2000 all quarters’ operating results were affected by merger-related charges and credits. Net pre-tax merger-related
credits totaling $6 ($4 after tax) were recorded during 2001 and net pre-tax charges of $151 ($93 after tax) were recorded
in 2000. Merger-related chargesincluded severance, the write-down of assets to netrealizable value and integration
costs. First quarter 2000 included a pre-tax charge of $20 (812 after tax) for an impairment—lease contingency. The
following table reflects the net earnings (loss) and earnings per share (EPS) effect of these items.

FIRST SECOND THIRD FOURTH ANNUAL

NET EPS NET EPS NET EPS NET EPS NET EPS
EARNINGS (LOSS) E(L) EFFECT E(L) EFFECT E(L) EFFECT E(L) EFFECT E(L) EFFECT
2001
Restructuring $ (334) $(082) $ (3 $(001) $ (8 $(0.02) $ (345 $ (0.85)
Management
change $ (6) $ (0.01) (6) (0.01)
New England
Oscodrug
-stores sale 32 0.08 32 0.08
Benefit Plan
amendment 21 0.05 21 0.05
Merger-related 6 0.01 (1) (0.00) (1) (0.00) 4 0.01
2000
Merger-related $ (35) $ (0.08) $ (17) $(0.04) $ (16) $(0.04) $ (25 $ (0.06) $ (93) $ (0.22)
Impairment—
Lease
contingency (12) (0.03) (12) (0.03)

The Company estimates the quarterly LIFO reserves, which cannot be accurately determined until year end. The LIFO
method of valuing inventories (decreased) increased net earnings and EPS as follows:

FIRST SECOND THIRD FOURTH YEAR
2001
Netearnings $ 4 $ 4 $ 5 $ 10 § (3)
Basic and diluted EPS (0.01) (0.01) (0.01) 0.02 (0.01)
2000
Netearnings $ 3 $ 3 $ (5 $ 2% $ 14
Basic and diluted EPS (0.01) (0.01) (0.01) 0.06 0.03

Due to rounding and different periods used to compute weighted average outstanding shares, the sum of the quarterly
EPS may not equal the annual EPS.
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Retired President of American Stores
Company

Hank Bryant*

Retired Managing Director in the
Corporate Finance Unit of J.P. Morgan
& Co.Incorporated

Paul Corddry ?®
Retired Senior Vice President, Europe,
of H.J. Heinz Company

Bonnie Hill "

President of B. Hill Enterprises, LLC
&retired President & Chief Executive
Officer of The Times Mirror Foundation

Clark Johnson °®
Retired Chairman of the Board & former
Chief Executive Officer of Pier 1 Imports, Inc.

: J|

Larry Johnston ™

Chairman of the Board & Chief Executive
Officer of the Company

Vic Lund °

Vice Chairman of the Board & retired
Chairman of the Board & Chief Executive
Officer of American Stores Company

Peter Lynch'
President & Chief Operating Officer of the
Company

Betty Rivera ®

Cabinet Secretary of the Energy, Minerals
& Natural Resources Department of the
State of New Mexico

Joe Scott ®

Chairman of the Board of Alscott, Inc.,
& Chairman of the Board of the J.A.

& Kathryn Albertson Foundation, Inc.

Will Storey ©

Retired Executive Vice President & Chief
Financial Officer of American President
Companies, Inc.

Director Emeritus

Kathryn Albertson
Director Emeritus of the J.A. & Kathryn
Albertson Foundation, Inc.

Executive Committee

Larry Johnston, Chairman
Paul Corddry

Clark Johnson

Betty Rivera

Will Storey

Audit/Finance Committee
Will Storey, Chairman

Cecil Andrus

Pam Bailey

Hank Bryant

Joe Scott

Compensation Committee

Clark Johnson, Chairman
Gary Ames

Pam Bailey

Hank Bryant

Bonnie Hill

Nominating/Corporate
Governance Committee

Betty Rivera, Chairman
Gary Ames

Cecil Andrus

Teresa Beck

Paul Corddry
Bonnie Hill

Vic Lund

Joe Scott
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OFFICERS
Larry Johnston, Chairman of the Board & Chief Executive Officer
Peter Lynch, President & Chief Operating Officer
Bob Banks, EVP, Development Tom Brother, EVP, Distribution Roe Cefalo, EVP, Operations
Shirley Christoffersen, VP, Property Dario Bell, VP, Transportation Wayne Denningham, President,
Management & Store Maintenance Bruce Christiansen, VP Dallas/Ft. Worth Division
Greg Goins, GVP, Real Estate Distribution Administration John Colgrove, VP, Marketing
Carolyn Bock, VP, Surplus John Raudabaugh, VP, Clem Washington, VP, Operations
Property Warehousing Kim Gray, VP, Houston Division
Sue Kelley, VP, Economic Dave Robertson, GVP, Distribution Paul Gossett, VP, Marketing
Research : P o
. Brian Rood, VP, Distribution Scott Hays, VP, San Antonio Division
Mark Lavin, VP, Rea| Estate Bob Schuler, VP, Controller Carl Jablonski, President
Colin McKeon, VP, Real Estate, Distribution & Manufacturing Eastern Divisior'l !
Eastern Division : [P
3 Martin Teall, VP, Distribution Frank Eckstein, Area VP, East
Dave McKinney, GVP, Real Estate .
George Redfearn, VP, Real Bill Mann, Area VF, West
Estato, Midwost Division B°zlﬁ(“"c°|" EVR O‘LBF:"N“"[:: t Judy Spires, SVP, Marketing
ike Clawson, VP, w :
Dennis Kinde, GVP, Architecture Division 0 88 Ggrald Melville, VP,
& Engineering ) ) ) Midsouth Division
Gary Paterson, VP, Design MnkeW|thers,VI.°, Operations Brian Murty, V.P' L
Craia Brown. VP Architecture Bob Colgrov_e, P_rl?s_ldent, Rocky Mountain Division
Dan To?lin VP C'ons’tr ction Intermountain Division Mark Ouellette, VP, Marketing
, VE, uct itchi i .
Ritchie Casteel, VP, Operations Shane Sampson, President,
Frank Yaksitch, VP, Marketing Florida Division
Mike Patton, President, Jim LaJeunesse, VP, Marketing
No. Cal. Division Jim Perkins, VP, Operations
Craig Allen, SVP, Marketing Pete Van Helden, President,
Harvey Molendyk, VP, Midwest Division
Merchandising Jim Gentile, SVP, Marketing
Donna Robbins, SVP, Operations Doug Cygan, VP, Fresh Foods
Pat Adams, VP, Operations, Merchandising
North Bay Area Ed Hanson, VP, General
Michelle Lawrence, VP, Merchandise & Grocery
Operations, South Bay Area Merchandising
JimRice, VP, Southwest Division Keith Nielsen, SVP, Operations
Dave Simonson, President, Greg Gullickson, Area VP,
So. Cal. Division Central
Dennis Bassler, SVP, Marketing Bob Hughes, Area VP, South
Fred Schuit, SVP, Operations Roy Whitmore, Area VP, North
Charla Giles, Area VP,
San Diego Ertharin Cousin, SVP, Public Affairs
Ed Little, Area VP,
So.Los Angeles
Greg McNiff, Area VP,
Las Vegas
Jacque Morris, Area VP,
Central Coast
Terry Rocheleau, Area VP,
Quad Counties
o
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Bob Dunst, EVP,
& Chief Technology Officer

Mark Bates, GVP, Technology

Keith DeMeyer, VP,
Telecommunications

Roger Hansen, VP,
Computer Operations

Tony Jolley, VP,
Technology Services

Jim Jacobsen, VP, Distribution/
Procurement Systems

Jeff Oshan, VP, Store Systems

Kathy Herbert, EVP, Human Resources

Dave Biderman, VP, HR
Administration

Tim Corry, VP, HR, Midwest Division
Laura Hamblin, VP, HR, Southeast
Peggy Jones, VP, HR, No. Cal. Division

John McGovern, VP, HR,
Drug Division

Michele Murphy, VP, HR,
Eastern Division

Sue Neumann, GVP, Education
& Communications

Terri Hughes, VP, Training
Mike Plecki, VP, Compensation

Jack Snow, GVP, HR
& Employee Benefits

Marcia Williams, VP, Diversity

Eileen Kowalski, GVP, Retail
Operations, Corporate

Debra Apker, VP,
FrontEnd Operations

John Sims, EVP & General Counsel
Bill Arnold, GVP, Real Estate Law

Lee Mumford, VP, Real Estate Law

Linc Sharp, VP, Real Estate Law
Chip Cole, GVP, Litigation
& Regulatory Affairs

Kaye O'Riordan, VP
& Corporate Secretary

Paul Rowan, GVP, Business Law

Larry Stablein, EVP, Marketing
& Merchandising
Larry Hansen, GVP, Grocery
Merchandising/Procurement

Todd Michael, VP, Grocery
Merchandising

Mitch Oddo, VP, Liquor
Merchandising/ Procurement

Steve Hilton, VP, Product Quality
& Environmental Affairs

Shan Kumar, VP, Category
Marketing & Planning

Terry Lee, VP, Corporate Brands
Pam Powell, GVP, Marketing
Chris Mielke, VP, Marketing

Clement Stevens, GVP,
Fresh Foods Merchandising /
Procurement

Kathy Brady, VP,

Service Deli Merchandising /
Procurement

Kip Gruell, VP, Meat
Merchandising/Procurement
Peggy McReynolds, VP,
Bakery Merchandising /
Procurement

Ed Tommack, VP, Produce
Merchandising / Procurement

John Strong, VP, Strategic Sourcing
Jim Willyard, Corporate VP,
Marketing & General Merchandise

Mike Massimino, Corporate VP,
General Merchandise Sales,
Food Stores

Bruce Hiller, VP,
General Merchandise Sales

Rory Mecham, VP,
General Merchandise Sales

Felicia Thornton, EVP
& Chief Financial Officer

Renée Bergquist, VP,

Investor Relations

John Boyd, GVP & Treasurer
Mike Bessent, VP
& Assistant Treasurer

Larry Harmon, VP, Internal Controls

John lverson, GVP, Risk Management
Ed Raffo, VP, Safety
Kathy Schroeder, VP, Claims
Administration

Rick Navarro, SVP & Controller
Boyce Bailey, VP, Tax
Accounting
Ron Volger, VP, Financial
Reporting

Dave Ober, GVP & Controller,

Retail Accounting

Dan Zvonek, VP, Finance,
Drug & General Merchandise
Operations

Kevin Tripp, EVP,
Drug & General Merchandise
Gerry Bay, VP,
Pharmacy Operations
Mark DeBruin, VP, Managed Care,
Drug Stores Division
Dennis Palmer, VP,
Drug Stores Division
Gary Hunstiger, Area VP, Central
Matt Miles, Area VP, Southern
California North

Bob Potter, Area VP, Southern
California South

Larry Wahlstrom, VP, Sales and
Marketing, Drug Division

Mark Shadle, VP,

Pharmacy Operations

Brad Trom, VP, Pharmacy Operations

Steve Young, EVP, Labor Relations
& Employment Law

John Calleri, VP, Labor Relations
& Employment Law

Karen Casey, VP, Labor Relations
& Employment Law

Virginia Javier, VP, EEO

Andy Scoggin, VP, Labor Relations
& Employment Law

Tom Walter, VP, Labor Relations
& Employment Law
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Larry Johnston *
Chairman of the Board
& Chief Executive Officer

Peter Lynch *®
President & Chief Operating Officer

Bob Banks ©
Executive Vice President, Development

Tom Brother’
Executive Vice President, Distribution

Bob Butler ™
Executive Vice President, Operations

Roe Cefalo '
Executive Vice President, Operations

Ertharin Cousin *
Senior Vice President, Public Affairs

Bob Dunst
Executive Vice President & Chief
Technology Officer

Kathy Herbert "
Executive Vice President, Human
Resources

John Sims °®
Executive Vice President & General Counsel

Larry Stablein *
Executive Vice President, Marketing
& Merchandising

Felicia Thornton °®
Executive Vice President & Chief Financial
Officer

Kevin Tripp ®
Executive Vice President, Drug & General
Merchandise

Steve Young "
Executive Vice President,
Labor Relations & Employment Law
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STOCKHOLDERS'
INFORMATION

Address

Albertson’s, Inc.

General Offices

250 Parkcenter Boulevard
P.0.Box 20

Boise, Idaho 83726
Telephone: (208) 395-6200

Internet Address
Major press releases and other corporate data are available
onAlbertson’s Web site: www.albertsons.com

Auditors
Deloitte & Touche LLP
Boise, Idaho

Stock Transfer Agent and Registrar
American Stock Transfer & Trust Company
59 Maiden Lane

New York, NY 10038
Telephone: (888) 788-5081

Internet address: www.amstock.com

Stockholders of Record
There were 30,367 stockholders of record at March 25, 2002.

Annual Meeting

The 2002 Annual Meeting of Stockholders will be held at
9:00 a.m. Pacific Daylight Time on Thursday, June 6, 2002,
inReno, Nevada.

Dividend Reinvestment Plan

The Company’s Dividend Reinvestment Plan allows
stockholders of record to invest their quarterly dividends
automatically and to purchase additional shares under
the Plan with voluntary cash payments. More information
may be obtained from American Stock Transfer & Trust
Company at (877) 842-1551, www.investpower.com or
fromthe Corporate Secretary of Albertson’s, Inc.

Information Contact

Information on individual accounts or on procedures
necessary to make changesinanaccountis provided
by American Stock Transfer & Trust Company at (888)
788-5081 between the hours of 8:00 a.m. and 7:00 p.m.,
Eastern Time, after a stockholder identifies his or her
account by providing a taxpayer identification number,
the registration name onthe securities and the address of
record. When directing correspondence to American
Stock Transfer & Trust Company at the address shown,
stockholders are reminded to include a reference to
Albertson’s, Inc.

Company Profile Available

A copy of the Company Profile, which contains a discussion
of our core values, including equal opportunity, environ-
mental quality and community support, as well as statistical
information aboutthe Company, is available to stockholders
onthe Company’s Web site, or without charge upon request
tothe Corporate Secretary of Albertson’s, Inc.

Form 10-K Availahle

A copy of Form 10-K Annual Report filed with the Securities
and Exchange Commission for Albertson’s, Inc., Fiscal
year ended January 31,2002, is available to stockholders
on the Company’s Web site, or without charge upon
requestto the Corporate Secretary of Albertson’s, Inc.

Corporate Governance Guidelines

A copy ofthe Company's Corporate Governance Guidelines
is available to stockholders onthe Company’s Web site, or
without charge upon request to the Corporate Secretary
of Albertson’s, Inc.

OTHER
INFORMATION

Other Information
The Company’s stockis traded onthe New York and Pacific stock exchanges under the symbol ABS. The high and low
stock prices by quarter were as follows:

FIRST SECOND THIRD FOURTH YEAR
HIGH Low HIGH Low HIGH Low HIGH Low HIGH Low
2001 $ 3405 $ 2700 $ 3372 §$ 2730 $ 3699 $ 2925 $ 3559 $ 2826 $ 3699 $ 27.00
2000 34.94 23.06 39.25 30.00 31.50 20.06 28.88 21.00 39.25 20.06
1999 61.94 49.06 56.94 48.56 52.25 37.00 38.31 29.00 61.94 29.00

Cash dividends declared per share were:

FIRST SECOND THIRD FOURTH YEAR
2001 $ 019 $ 019 $ 019 $ 019 $ 076
2000 0.19 0.19 0.19 0.19 0.76
1999 0.18 0.18 0.18 0.18 0.72

In March 2002 the Board of Directors maintained the regular quarterly cash dividend of $0.19 per share, for an effective
annualrate of $0.76 per share. The quarterly rate will be paid on May 10, 2002, to stockholders of record on April 15, 2002.

94 Albertson’s, Inc. 2001 Annual Report

Albertson's Family of Stores

£\ Albertsonscom ACME Jewel

You Click. We Deliver. — .
he Foob

l’, )\ Albertsons 9sco Savon drugs. OscoDrug
Albertsons
Max
£\ Albertsons Savon  SavonHealth.com Jdewel-Osco

© 2002 Albertson’s, Inc.

Allrights reserved.

The Names and Logos depicted

are trademarks or service marks of Albertson’s, Inc.
@ Recycled/Recyclable




Albertsons

ALBERTSON'S, INC.
250 Parkcenter Boulevard
P.0.Box 20
Boise, Idaho 83726
www.albertsons.com



