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PART I - FINANCIAL INFORMATION
ITEM I - FINANCIAL STATEMENTS
WEIS MARKETS, INC.
CONSOLIDATED BALANCE SHEETS

(unaudited)

(dollars in thousands)

Assets

Current:

Cash and cash equivalents
Marketable securities

SERP investment

Accounts receivable, net
Inventories

Prepaid expenses and other current assets
Income taxes recoverable
Total current assets

Property and equipment, net
Goodwill

Intangible and other assets, net
Total assets

Liabilities

Current:

Accounts payable
Accrued expenses
Accrued self-insurance
Deferred revenue, net
Total current liabilities
Long-term debt
Postretirement benefit obligations
Accrued self-insurance
Deferred income taxes
Other

Total liabilities
Shareholders’ Equity

Common stock, no par value, 100,800,000 shares authorized, 33,047,807

shares issued,
26,898,443 shares outstanding
Retained earnings

July 1, 2017

17,582
63,059
13,206
76,024
267,077
14,457
715
452,120
870,507
52,330
17,737
1,392,694

178,732
32,187
13,186
4,815
228,920
51,951
15,758
21,353
125,076
8,876
451,934

9,949
1,076,950

December 31,
2016

14,653
67,171
11,154
96,170
276,783
16,310
1,625
483,866
878,195
52,330
16,913
1,431,304

199,159
50,947
19,330
6,730
276,166
64,476
15,277
21,353
119,445
7,865
504,582

9,949
1,062,778
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Accumulated other comprehensive income

(Net of deferred taxes of $3,256 in 2017 and $3,382 in 2016) 4718 4,852
1,091,617 1,077,579
Treasury stock at cost, 6,149,364 shares (150,857) (150,857)
Total shareholders’ equity 940,760 926,722
Total liabilities and shareholders’ equity $ 1,392,694 $ 1,431,304

See accompanying notes to Consolidated Financial Statements.

1




Edgar Filing: WEIS MARKETS INC - Form 10-Q

Table of Contents
WEIS MARKETS, INC.
CONSOLIDATED STATEMENTS OF INCOME

(unaudited)

13 Weeks Ended 26 Weeks Ended

g‘rlr‘l’gj;fsl)n thousands, except shares and per share 0 5617 June 25,2016 July 1,2017  June 25,2016

Net sales $ 876,569 $ 730,433 $ 1,728,798 $ 1,468,637
Cost of sales, including warehousing and distribution 636.690 528.495 1.259.123 1.059.588
expenses

Gross profit on sales 239,879 201,938 469,675 409,049
Operating, general and administrative expenses 212,161 177,881 421,707 353,723
Income from operations 27,718 24,057 47,968 55,326
Investment income and interest expense 412 682 1,236 1,319
Income before provision for income taxes 28,130 24,739 49,204 56,645
Provision for income taxes 9,655 9,474 18,893 21,252
Net income $ 18,475 $ 15,265 $ 30,311 $ 35,393
Z:’liltge}cllted—average shares outstanding, basic and 26.898.443 26.898.443 26.898.443 26.898.443
Cash dividends per share $ 0.30 $ 0.30 $ 0.60 $ 0.60
Basic and diluted earnings per share $ 0.69 $ 0.57 $1.13 $ 1.32

See accompanying notes to Consolidated Financial Statements.
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WEIS MARKETS, INC.

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(unaudited)
13 Weeks Ended 26 Weeks Ended
July 1, June 25, July 1, June 25,
(dollars in thousands) 2017 2016 2017 2016
Net income $ 18475 $ 15265 $ 30,311 $ 35,393

Other comprehensive income (loss) by component, net of tax:
Available-for-sale marketable securities

Unrealized holding gains (losses) arising during period

(Net of deferred taxes of $137 and $353, respectively for the 13 Weeks

Ended and $126 and $922, respectively for the 26 Weeks Ended) (198) 506 (134) 1,322
Reclassification adjustment for gains included in net income
(Net of deferred taxes of $0 and $111, respectively for the 26 Weeks

- - - (158)
Ended)
Other comprehensive income (loss), net of tax (198) 506 (134) 1,164
Comprehensive income, net of tax $ 18,277 $ 15,771 $ 30,177 $ 36,557

See accompanying notes to Consolidated Financial Statements.
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WEIS MARKETS, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(unaudited)

26 Weeks Ended

July 1, June 25,
(dollars in thousands) 2017 2016
Cash flows from operating activities:
Net income $ 30,311 $ 35,393
Adjustments to reconcile net income to
net cash provided by operating activities:
Depreciation and amortization 42,160 36,987
(Gain) loss on disposition of fixed assets (1,034) 58
Gain on sale of marketable securities - (269)
Deferred income taxes 5,757 4,775)
Changes in operating assets and liabilities:
Inventories 9,706 5,601
Accounts receivable and prepaid expenses 21,429 19,745
Accounts payable and other liabilities (40,409) (25,187)
Income taxes 910 6,072
Other 490 729
Net cash provided by operating activities 69,320 74,354
Cash flows from investing activities:
Purchase of property and equipment (40,334) (54,474)
Proceeds from the sale of property and equipment 2,106 146
Purchase of marketable securities (6,788)  (1,284)
Proceeds from maturities of marketable securities 5,802 835
Proceeds from the sale of marketable securities 4,806 15,213
Purchase of intangible assets (1,267)  (728)
Change in SERP investment (2,052) (1,264)
Net cash used in investing activities (37,727) (41,556)
Cash flows from financing activities:
Payments on long-term debt (12,525) -
Dividends paid (16,139) (16,139)
Net cash used in financing activities (28,664) (16,139)
Net increase in cash and cash equivalents 2,929 16,659
Cash and cash equivalents at beginning of year 14,653 17,596
Cash and cash equivalents at end of period $ 17,582 $ 34,255

See accompanying notes to Consolidated Financial Statements. There was $12.4 million paid for income taxes in the
first half of 2017 and $19.7 million paid for income taxes in the first half of 2016. Cash paid for interest related to
long-term debt was $540 thousand and $0 in the first half of 2017 and 2016, respectively.
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WEIS MARKETS, INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)

(1) Significant Accounting Policies

Basis of Presentation: The accompanying unaudited Consolidated Financial Statements have been prepared in
accordance with accounting principles generally accepted in the United States for interim financial information and
with the instructions for Form 10-Q and Article 10 of Regulation S-X. In the opinion of management, all adjustments
(consisting of normal recurring deferrals and accruals) considered necessary for a fair presentation have been
included. The operating results for the periods presented are not necessarily indicative of the results to be expected for
the full year. The Company has evaluated subsequent events for disclosure through the date of issuance of the
accompanying unaudited consolidated interim financial statements and there were no material subsequent events
which require additional disclosure. For further information, refer to the Consolidated Financial Statements and
footnotes thereto included in the Company's latest Annual Report on Form 10-K.

(2) Current Relevant Accounting Standards

In May 2014, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update (ASU)
2014-09, Revenue from Contracts with Customers (Topic 606), as amended by several subsequent ASU’s, which
establishes principles for recognizing revenue upon the transfer of promised goods or services to customers, in an
amount that reflects the expected consideration received in exchange for those goods or services. In August 2015, the
FASB issued a one-year deferral of the effective date of this new guidance resulting in it now being effective for the
Company beginning in fiscal year 2018. The Company is currently in the process of evaluating the impact of
adoption of the ASU. The Company expects that the adoption of the ASU will not have a significant impact on the
Company’s point of sale product sales. The Company expects to adopt the new standard using the full retrospective
method beginning December 31, 2017 and will further disclose the impact to the financial statements at that point.

In January 2016, the FASB issued ASU 2016-01 Financial Instruments — Overall (Subtopic 825-10): Recognition and
Measurement of Financial Assets and Financial Liabilities. ASU 2016-01 generally requires that equity investments
(excluding equity method investments) be measured at fair value with changes in fair value recognized in net

income. The Company expects that the adoption of ASU 2016-01 will likely have an impact on the net income
reported in the Company’s Consolidated Statements of Income, but will not impact the Company’s comprehensive
income or shareholders’ equity. The amendment is effective for fiscal years beginning after December 15, 2017, with
the cumulative effect of the adoption made to the balance sheet as of the date of adoption. Adoption will result in a
reclassification of the related accumulated unrealized appreciation, net of applicable deferred income taxes, currently
included in accumulated other comprehensive income to retained earnings, resulting in no impact on the Company’s
shareholders’ equity.

10
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In February 2016, the FASB issued ASU 2016-02 Leases (Topic 842). ASU 2016-02 requires lessees to recognize
assets and liabilities for the rights and obligations created by their leases with lease terms more than 12 months. ASU
2016-02 will become effective for annual periods beginning after December 15, 2018 and for interim periods within
those fiscal years. The Company is currently in the process of evaluating the impact of adoption of the ASU and
expects the adoption to have a significant impact on the Company’s Consolidated Balance Sheet.

In March 2016, the FASB issued ASU 2016-04 Liabilities — Extinguishments of Liabilities (Subtopic 405-20)
Recognition of Breakage for Certain Prepaid Stored-Value Products. ASU 2016-04 requires that an entity must
disclose the methodology and specific judgements made in applying the breakage recognized. ASU 2016-04 will
become effective for the financial statements issued for the fiscal years beginning after December 15, 2017. Early
application is permitted including adoption in an interim period. The Company expects that the adoption of the ASU
will not have a significant impact on the Company’s Consolidated Financial Statements.

11
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WEIS MARKETS, INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)

(3) Marketable Securities

The Company’s marketable securities are all classified as available-for-sale within “Current Assets” in the Company’s
Consolidated Balance Sheets. FASB has established three levels of inputs that may be used to measure fair value:

Level 1 Observable inputs such as quoted prices in active markets for identical assets or liabilities;

Level 2 Observable inputs, other than Level 1 inputs in active markets, that are observable either directly or
indirectly; and

Level 3 Unobservable inputs for which there is little or no market data, which require the reporting entity to develop
its own assumptions.

The Company’s marketable securities valued using Level 1 inputs include highly liquid equity securities, for which
quoted market prices are available. The Company’s municipal bond portfolio is valued using Level 2 inputs. The
Company’s municipal bonds are valued using a combination of pricing for similar securities, recently executed
transactions, cash flow models with yield curves and other pricing models utilizing observable inputs, which are
considered Level 2 inputs.

For Level 2 investment valuation, the Company utilizes standard pricing procedures of its investment advisory firm
which includes various third party pricing services. These procedures also require specific price monitoring practices
as well as pricing review reports, valuation oversight and pricing challenge procedures to maintain the most accurate
representation of investment fair market value.

The Company accrues interest on its bond portfolio throughout the life of each bond held. Dividends from the equity
securities are recognized as received. Both interest and dividends are recognized in “Investment income and interest
expense” on the Company’s Consolidated Statements of Income. Investment income was $672 thousand and $1.8
million in the second quarter and the first half of 2017, respectively. Investment income was $682 thousand and $1.3
million in the second quarter and the first half of 2016, respectively.

Marketable securities, as of July 1, 2017 and December 31, 2016, consisted of:

Gross Gross

12
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(dollars in thousands) Amortized Unrealized Unrealized Fair
Holding  Holding

July 1, 2017 Cost Gains Losses Value
Available-for-sale:

Level 1

Equity securities $ 1,198 $ 7034 §$§ - $ 8,232
Level 2

Municipal bonds 53,888 1,039 (100) 54,827

$ 55086 $ 8073 § (100) $ 63,059

Gross Gross
(dollars in thousands) Amortized Unrealized Unrealized Fair
Holding  Holding

December 31, 2016  Cost . Value
Gains Losses

Available-for-sale:

Level 1

Equity securities $ 1,198 $ 8,162 $ - $ 9,360

Level 2

Municipal bonds 57,739 531 (459) 57,811

$ 58937 $ 8,693 § (459) § 67,171

Maturities of marketable securities classified as available-for-sale at July 1, 2017, were as follows:

Amortized  Fair

(dollars in thousands) Cost Value
Available-for-sale:

Due within one year $ 6,154 $ 6,213
Due after one year through five years 25,830 26,176
Due after five years through ten years 21,904 22,438
Equity securities 1,198 8,232

$ 55,086 $ 63,059

13
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WEIS MARKETS, INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)

(3) Marketable Securities (continued)

The Company also maintains a non-qualified supplemental executive retirement plan and a non-qualified pharmacist
deferred compensation plan for certain of its associates which allows them to defer income to future

periods. Participants in the plans earn a return on their deferrals based on mutual fund investments. The Company
chooses to invest in the underlying mutual fund investments to offset the liability associated with the non-qualified
deferred compensation plans. Such investments are reported on the Company’s Consolidated Balance Sheet as “SERP
investment,” are classified as trading securities and are measured at fair value using Level 1 inputs with gains and

losses included in “Investment income and interest expense” on the Company’s Consolidated Statements of Income. The
changes in the underlying liability to the associates are recorded in “Operating, general and administrative expenses.”

(4) Accumulated Other Comprehensive Income

All balances in accumulated other comprehensive income are related to available-for-sale marketable securities. The
following table sets forth the balance of the Company’s accumulated other comprehensive income, net of tax.

Unrealized Gains

on Available-for-Sale
(dollars in thousands) Marketable Securities
Accumulated other comprehensive income balance as of December 31,2016  $ 4,852

Other comprehensive loss before reclassifications (134)

Amounts reclassified from accumulated other comprehensive income -
Net current period other comprehensive loss (134)
Accumulated other comprehensive income balance as of July 1, 2017 $ 4,718

14
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The following table sets forth the effects on net income of the amounts reclassified out of accumulated other

comprehensive income for the periods ended July 1, 2017 and June 25, 2016.

(dollars in thousands) Location

Unrealized gains on available-for-sale marketable securities
Investment income
Provision for income taxes
Total amount reclassified, net of tax

(5) Acquisitions

Gains Reclassified from
Accumulated Other
Comprehensive Income
to the

Consolidated Statements
of Income

13 Weeks 26 Weeks
Ended Ended

July June July June

1, 25, 1, 25,
2017 2016 2017 2016

$-% -8 - 5269
- - - (11D
$-8% -8 -85158

On August 1, 2016, the Company purchased five Mars Super Market stores located in Maryland. Weis Markets, Inc.
acquired these locations and their operations in an effort to expand its presence in the Baltimore County region. The
results of operations of the former Mars Super Market acquisition are included in the accompanying Consolidated
Financial Statements from the date of acquisition. The five former Mars Super Market stores contributed $22.7
million and $45.9 million to sales in the second quarter and the first half of 2017, respectively. The cash purchase
price paid was $24.6 million for the property, equipment, inventories, prepaid expenses and goodwill related to this
purchase. The Company accounted for this transaction as a business combination in accordance with the acquisition
method. The fair value of intangibles was determined based on the discounted cash flow model and property and
equipment were determined based on external appraisals. Weis Markets, Inc. assumed two lease obligations in the
acquisition of the former Mars Super Market stores and entered into two new lease agreements. Goodwill of $13.3
million has been recorded, based upon the expected benefits to be derived from new management business strategy

and cost synergies. The goodwill is deductible for tax purposes.

15
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WEIS MARKETS, INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)

(5) Acquisitions (continued)

In September 2016, the Company began its acquisition of 38 former Food Lion, LLC stores. Within eight weeks,
ending in October 2016, Weis Markets acquired 21 Maryland, 13 Virginia and 4 Delaware former Food Lion, LLC
stores. The results of operations of the 38 former Food Lion, LLC stores are included in the accompanying
Consolidated Financial Statements from the date of acquisition. The Company accounted for this transaction as a
business combination in accordance with the acquisition method. The fair value of intangibles was determined based
on the discounted cash flow model and property and equipment were determined based on external appraisals. The
acquired locations were part of a FTC forced divestiture in the approval process of the merger of Ahold and Delhaize
Group, which resulted in a below fair value purchase price consideration. The cash purchase price paid was $29.4
million for the property, equipment, inventories, prepaid expenses and liabilities. Weis Markets, Inc. assumed thirty
lease obligations and ownership of eight locations. The Company recognized a gain of $23.9 million on the purchase
of the 38 former Food Lion, LLC stores. The 38 former Food Lion, LLC stores contributed $95.2 million and $188.9
million to sales in the second quarter and the first half of 2017, respectively.

On October 30, 2016, Weis Markets acquired a former Nell’s Family Market store located in East Berlin, Pa from C&S
Wholesale Grocers. The results of operations of the former Nell’s Family Market acquisition are included in the
accompanying Consolidated Financial Statements from the date of acquisition. The purchase price was $13.0 million,
of which $3.4 million is payable over a 4 year term for the property, equipment, inventory, prepaid expenses and
liabilities. The Company accounted for this transaction as a business combination in accordance with the acquisition
method. The fair value of intangibles was determined based on the discounted cash flow model and property and
equipment were determined based on external appraisals. The former Nell’s Family Market contributed $4.6 million
and $8.7 million to sales in the second quarter and the first half of 2017, respectively. Goodwill of $3.9 million has
been recorded, based upon the expected benefits to be derived from new management business strategy and cost
synergies. The goodwill is deductible for tax purposes.

The pro forma information includes historical results of operations of the 38 former Food Lion Supermarket and 5
former Mars Super Market stores but does not include efficiencies, cost reductions, synergies or investments in lower
prices for the Company’s customers expected to result from the acquisitions. The unaudited pro forma financial
information is not necessarily indicative of the results that actually would have occurred had the 38 former Food Lion
Supermarket and the 5 former Mars Super Market stores been acquired at the beginning of 2016. Pro forma results of
sales, assuming the acquisitions had taken place at the beginning of 2016, are included in the following table. The
Company does not have reliable information to provide additional pro forma disclosures.

13 Weeks Ended 26 Weeks Ended

17
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) July 1, June 25, June 25,
(dollars in thousands) ) 2016 July 1,2017 2016
Sales $ 876,569 $ 870,645 $ 1,728,798 $ 1,748,968

(6) Long-Term Debt

On September 1, 2016, Weis Markets entered into a revolving credit agreement with Wells Fargo Bank, National
Association (the Credit Agreement). The Credit Agreement provides for an unsecured revolving credit facility with
an aggregate principal amount not to exceed $100.0 million with an additional discretionary amount available of $50.0
million. On March 13, 2017, the unsecured revolving credit facility was increased to $120.0 million. As of July 1,
2017, $52.0 million of the available $120.0 million was borrowed from the credit facility. The loan will bear interest
on the outstanding principal amount at the one month LIBOR rate plus the applicable margin rate of 0.65% until its
maturity on September 1, 2019. The loan was used to fund the recent acquisitions and the Company’s working capital
requirements. The only financial covenant in the credit facility requires the Company’s trailing twelve month EBITDA
to be at least $75.0 million. The Credit Agreement is also being utilized by the Company for $15.2 million of
outstanding letters of credit as of July 1, 2017. The letters of credit are maintained primarily to support performance,
payment, deposit or surety obligations of the Company. The Company does not anticipate drawing on any of them.

Interest expense related to long-term debt for the period ended July 1, 2017 was $260 thousand and $533 thousand for
the second quarter and the first half of 2017, respectively.
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WEIS MARKETS, INC.
ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis of Weis Markets, Inc.’s (the “Company”’) financial condition and results of
operations should be read in conjunction with the unaudited Consolidated Financial Statements and related notes
included in Item 1 of this Quarterly Report on Form 10-Q, the Company’s audited Consolidated Financial Statements
and the related notes included in the Company’s Annual Report on Form 10-K for the year ended December 31, 2016,
filed with the U.S. Securities and Exchange Commission, as well as the cautionary statement captioned
"Forward-Looking Statements" immediately following this analysis.

Company Summary

Weis Markets is a conventional supermarket chain that operates 204 retail stores with a total of 23,000 associates
located in Pennsylvania and six surrounding states: Delaware, Maryland, New Jersey, New York, Virginia and West
Virginia. Its products sold include groceries, dairy products, frozen foods, meats, seafood, fresh produce, floral,
pharmacy services, deli products, prepared foods, bakery products, beer and wine, fuel, and general merchandise
items, such as health and beauty care and household products. The store product selection includes national, local and
private brands and the Company promotes by using Everyday Low Price, Low Price Guarantee and Loyalty
programs. The Loyalty program includes fuel rewards that may be redeemed at the Company’s fuel stations or one of
its third party fuel station partners.

Utilizing its own centrally located distribution center and transportation fleet, Weis Markets self distributes
approximately 67% of product with the remaining being supplied by direct store vendors. In addition, the Company
has three manufacturing facilities which process milk, ice cream and fresh meat products. The corporate offices are
located in Sunbury, Pa where the Company was founded in 1912. The Company's operations are reported as a single
reportable segment.

In 2016, Weis Markets acquired five Mars Super Market locations in Baltimore County, Md, 38 Food Lion stores
throughout Maryland, Virginia and Delaware, and a Nell's Family Market in East Berlin, Pa. The completion of these
individual acquisitions expanded the Company's footprint into Virginia and Delaware, and increased its store count by
25 percent. Beginning August 1, 2016, the Company converted the 44 stores to Weis Markets stores in 96 days
ending in November, during which it interviewed and hired more than 2,000 team members who were previously
employed at the acquired locations. In 2017, the acquired store group is providing a positive cash flow for the
Company as management continues to develop the stores using its business model. Although there are no pending
acquisitions, the Company continues to investigate acquisition opportunities as well as grow its existing store base
organically.

19
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On March 9, 2017, the Company opened its new 65,000 square-foot prototype store next to a major competitor in
Enola, Pa. Designated the “Community Market” format, the store features a brand new store layout and unique features
to elevate the shopping experience including a pub, grill and ice cream parlor, featuring the Company’s own ice

cream. The store contains a Pennsylvania foods section and more than 1,900 organic and gluten-free products, along
with a mix-and-match pick K-cup 12-packs section and a Chobani Yogurt Bar. The Company plans to review the
success of the new features and utilize them where appropriate in other stores.

9
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS

OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
(continued)

Results of Operations

Analysis of Consolidated
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