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Cautionary Note Regarding Forward-Looking Statements

This Form 10-K and our 2014 Annual Report to Stockholders contain forward-looking statements in addition to

historical information. We use words such as “anticipate,” “believe,” “could,” “estimate,” “expect,” “forecast,” “intend,” “look
forward,” “may,” “plan,” “potential,” “project,” “should,” “target,” “will” and “would” or any variations of these words or othe
with similar meanings to identify such forward-looking statements. All statements that address activities, events or
developments that we intend, expect or believe may occur in the future are forward-looking statements within the

meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of

1934, as amended. These “forward looking statements” may relate to such matters as our industry, business strategy,

goals and expectations concerning our market position, future operations, future performance or results, margins,

profitability, capital expenditures, liquidity and capital resources, interest rates and other financial and operating

information and the outcome of contingencies such as legal and administrative proceedings.
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Our forward-looking statements contained in this Form 10-K are based on management’s current expectations and are
subject to uncertainty and changes in circumstances. We cannot guarantee that the results and other expectations
expressed, anticipated or implied in any forward-looking statement will be realized. The following are some of the
factors that could cause actual future results to differ materially from those expressed in any forward-looking
statements: accounting entries and adjustments at the close of a fiscal quarter; unexpected expenses and risks
associated with our business; our ability to remain competitive in the areas of merchandise quality, price, breadth of
selection, customer service and convenience; the effective management of our merchandise buying and inventory
levels; the quality and safety of food products and other items that we may sell; our ability to anticipate and/or react to
changes in customer demand; changes in economic and financial conditions, including U.S. fiscal and monetary
policy, and the resulting impact on consumer confidence; other changes in consumer confidence and spending;
unexpected consumer responses to promotional programs; unusual, unpredictable and/or severe weather conditions,
including their effect on our supply chain and our store operations; the effectiveness of our logistics and supply chain
model, including the ability of our third-party logistics providers to meet our product demands and restocking needs
on a cost competitive basis; the execution and management of our store growth, including the availability and cost of
acceptable real estate locations for new store openings, the capital that we utilize in connection with new store
development and the anticipated time between lease execution and store opening; the mix of our new store openings
as between build to suit sites and second-generation, as-is sites and as between existing markets and newer markets;
the actions of third parties involved in our store growth activities, including property owners, landlords, property
managers, contractors, subcontractors, government agencies, and current tenants who occupy one or more of our
proposed new store locations, all of whom may be impacted by their financial condition, their lenders, their activities
outside of those focused on our new store growth and other tenants, customers and business partners of theirs;
impairment of recorded goodwill and other long-lived assets; global economies and credit and financial markets; our
ability to maintain the security of electronic and other confidential and/or personal information; serious disruptions
and catastrophic events; competition; personnel recruitment and retention, including the outcome and costs of the
current CEO search being conducted as part of our previously announced leadership change; acquisitions and
divestitures, including the ability to integrate successfully any such acquisitions; information systems and technology;
commodity, energy, fuel and other cost increases; compliance with laws, regulations and orders; changes in laws and
regulations; outcomes of litigation and proceedings and the availability of insurance, indemnification and other
third-party coverage of any losses suffered in connection therewith; tax matters; numerous other matters of national,
regional and global scale, including those of a political, economic, business, and competitive nature; and other factors,
many of which are beyond our control. Should one or more of these risks or uncertainties materialize, or should any of
our assumptions prove incorrect, our actual results may vary in material respects from those projected in these
forward-looking statements. You should bear this in mind as you consider forward-looking statements.

Any forward-looking statement made by us in this Form 10-K speaks only as of the date hereof. Factors or events that
could cause our actual results to differ may emerge from time to time, and it is not possible for us to predict all of
them. We undertake no obligation to publicly update or revise any forward-looking statement, whether as a result of
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new information, future developments or otherwise, except as may be required by any applicable securities laws. You
are advised, however, to consult any further disclosures we may make in our future reports to the Securities and
Exchange Commission, on our website, or otherwise.




Edgar Filing: Fresh Market, Inc. - Form 10-K

The Fresh Market, Inc.

Annual Report on Form 10-K
For Fiscal Year Ended January 25, 2015
Table of Contents

Item 1.
Item 1A.
Item 1B.
Item 2.
Item 3.
Item 4.

Item 5.

Item 6.
Item 7.
Item 7A.
Item 8.
Item 9.
Item 9A.
Item 9B.

Item 10.
Item 11.

Item 12.

Item 13.
Item 14.

Item 15.

PART I

Business

Risk Factors

Unresolved Staff Comments
Properties

Legal Proceedings

Mine Safety Disclosures

PART II

Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities

Selected Financial Data

Management's Discussion and Analysis of Financial Condition and Results of Operations
Quantitative and Qualitative Disclosures About Market Risk

Financial Statements and Supplementary Data

Changes in and Disagreements With Accountants on Accounting and Financial Disclosure
Controls and Procedures

Other Information

PART III

Directors, Executive Officers and Corporate Governance

Executive Compensation

Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters

Certain Relationships and Related Transactions, and Director Independence

Principal Accountant Fees and Services

PART IV
Exhibits and Financial Statement Schedules

SIGNATURES

—
— =

RIBERI

(3

BB B
S NO oo oo 10 NO I

2 2 2

&




Edgar Filing: Fresh Market, Inc. - Form 10-K

PART I

Item 1. Business.
General

The Fresh Market is a growing specialty grocery retailer focused on creating an extraordinary food shopping
experience for our customers. Since opening our first store in 1982, we have offered high-quality food products, with
an emphasis on fresh, premium perishables and an uncompromising commitment to customer service. We seek to
provide an attractive, convenient shopping environment while offering our customers a compelling price-value
combination. As of January 25, 2015, we operated 169 stores in 27 states across the United States.

History

The Fresh Market opened its first store in Greensboro, North Carolina in 1982. In the 1980s and early 1990s, the
Company expanded its presence throughout the southeastern United States. In 1996, the Company entered Florida,
where as of January 25, 2015 we have 40 stores, making Florida our largest market. We continue to introduce our
store to new markets and entered the Midwest in 2005, the Northeast in 2009, the Plains states in 2012, and Texas in
2013.

Throughout The Fresh Market’s history, we have been characterized by a culture of continuous growth and an
innovative approach to perishable product offerings. As the Company has grown, we have implemented numerous
organizational, technological and process improvements to better standardize our systems and processes and
contribute to our ability to scale our operations. At the same time, we have fostered a spirit of innovation that
encourages our management to continually challenge and enhance our product offerings and services.

Competitive Strengths
We attribute our success in large part to the following competitive strengths:

Outstanding food quality, store environment and customer service. We are dedicated to delivering a superior shopping
experience that exceeds our customers’ expectations by offering fresh, premium products and providing a high level of
customer service. Our high-quality food offerings are the result of our careful selection of distinct products based on a
range of attributes such as taste, color, size, grade, marbling, growing conditions, origins and freshness. Additionally,
our stores are designed to delight our customers’ senses with an aesthetically pleasing environment. Elements of this
environment include colorful product presentations, accent lighting, music and various aromas including flowers,
coffee and freshly baked goods. Additionally, we strive to engender employee pride and enthusiasm, reflecting our
belief that a motivated, knowledgeable staff and a service-oriented, engaging shopping experience foster a strong
relationship with our customers, generate favorable word-of-mouth publicity and drive sales.

Business well positioned for changing industry trends. We believe that The Fresh Market is well positioned to
capitalize on evolving consumer preferences and other trends currently shaping the food retail industry. These trends
include:

& growing emphasis on customer convenience and the shopping experience;
an expanding number of eating and snacking occasions among consumers beyond the traditional breakfast, lunch, and
dinner;
an increasing consumer focus on healthy, fresh and quality offerings as well as food attributes such as organic,
non-GMO, and gluten-free offerings;
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an increasing consumer interest in locally-grown products including regionally and locally sourced food;
an improving perception of private-label product quality; and
an increase in the average age of the U.S. population, driven by an aging Baby Boomer population which, we believe,

tends to make a greater number of shopping trips and higher food at home spending per household than younger age
groups.
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We believe that our differentiated food shopping experience, product offerings and smaller-box format complement
these industry dynamics and will enable us to continue growing successfully and profitably.

Highly-profitable smaller-box format. Since our founding, we have exclusively operated a smaller-box format, which
has proven to be highly profitable. Our stores average approximately 21,000 square feet and carry an edited
assortment of approximately 10,000 to 11,000 SKUs at any one time, while many conventional supermarkets are
approximately 40,000 to 60,000 square feet and carry an average of 45,000 SKUs. Within this smaller-box format, we
focus on higher-margin food categories. Further, we believe our format facilitates interaction among our store
managers, customers and staff, enhancing the customers’ shopping experience. Our disciplined focus on this format
leads to more consistent execution across our store base, which we believe allows us to generate higher operating
margins than conventional supermarkets. Additionally, the smaller-box format is adaptable to different retail sites and
configurations. We expect this format will enable us to continue to extend our geographic presence without
compromising our profitability or shopping experience.

Scalable operations and replicable store model. We believe that our infrastructure, including our management systems
and distribution network, enables us to replicate our profitable store format and differentiated shopping experience.
We expect this infrastructure to be capable of supporting significant expansion. We believe our standardized systems
and processes, which rely on refined tools for procurement, inventory management, store operations and employee
hiring, training and scheduling, are scalable to meet our expansion goals. We currently outsource substantially all of
our logistics functions to third-party distributors and vendors whom we expect to have sufficient capacity to
accommodate our anticipated growth. Additionally, each of our stores utilizes standard product display fixtures with
flexible arrangement and design options that enable us to successfully replicate our customers’ shopping experience in
stores of various sizes and dimensions. Our store management mobility tracking system allows us to efficiently deploy
staff across our stores and place experienced managers in each of our new stores, helping provide a consistent
shopping experience at each of our stores.

Experienced management team with proven track record. Our executive management team has extensive experience
across a broad range of industries and employs an analytical, data-driven approach to decision-making that is designed
to encourage innovation and stimulate continuous improvement throughout the organization. Our executive
management team has an average of fourteen years of experience in the retail industry and an average of six years
with the Company, and is complemented by merchandising and operations management with an average of over thirty
years of food retail experience and an average of fifteen years with the Company.

While we have set forth our competitive strengths above, food retail is a large and competitive industry and our
business involves numerous risks and uncertainties. These risks include the possibility that our competitors may be
more successful than us in attracting customers. Some of these competitors have been in business longer or may have
greater financial resources than us, which may give them a competitive advantage in sourcing, promoting and selling
products. In addition, achieving our store growth and margin improvement objectives will be subject to a number of
important challenges. For a more complete description of these challenges and the other risks associated with an
investment in our common stock, see “Item 1A. Risk Factors.”

Growth Strategy

Expand our store base. We intend to continue to expand our store base in existing markets and to penetrate new
markets over time. We view expansion as a core competency and have nearly quadrupled our store count over the last
ten years. Our real estate development team and supporting functions continuously look to improve our capability to
identify new sites and forecast the sales performance of those sites. We employ a detailed, analytical process to
identify target markets or sales potential by geographic regions. We target locations based on demographic
characteristics including income and education levels, drive times, competition and population density, as well as
other key characteristics including convenience for customers, visibility, access, signage and parking availability. We

9
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generally visit a potential location multiple times to perform on-site diligence and interview potential customers. We
supplement our in-house efforts by leveraging the expertise of our extensive regional broker network. Our real estate
committee, which includes members of senior management, approves all new stores.

We have identified enhancements to our real estate process, which we believe will allow the Company to achieve
more predictable future results and are now focused on three key refinements.

First, our real estate plan will place a greater emphasis on existing market expansion. We believe this approach will
allow us to better control occupancy costs, leverage existing market data to improve sales forecasts, improve
productivity among our future classes of stores and capitalize on brand awareness and reputation among consumers. In
2014, we opened 22 new stores, of which seven are in Florida, four are in North Carolina, and three are in Texas.

2

10
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Second, we have modified our real estate selection process and sales forecasting to include new analytics, which we
believe will improve the strength of stores added to our pipeline and enhance the consistency of results from new store
openings. In addition to qualitative market research, we have updated both our existing forecast methodology and
added a new dynamic forecasting model to augment this process. This model has shown a higher level of consistency
in predicting sales performance and profit contribution than our previous process. The benefits of this revised process
are being used for leases being signed now for stores opening in 2015 and beyond.

Third, during the most recent year, we obtained an updated white space analysis, which provided specific information
about opportunities to grow and open more stores in the southeastern United States than previously planned, as well as
tools to improve our capabilities in assessing sites in all our markets. We also believe our ability to source products at
lower costs and better manage inventories has lowered the required break-even sales levels in recent years. Based on
the foregoing, we determined that there is an opportunity to double our current stores based in the southeastern United
States. This gives us confidence in our ability to select additional new sites in established and adjacent markets that
we believe will provide returns in-line with our historical average.

Taken together, we believe these refinements to our real estate expansion plan will enable us to grow profitably and
more predictably.

Our recent growth is summarized below:

Year Ended
January 25, January 26, January 27,
2015 2014 2013
Stores at beginning of fiscal year 151 129 113
Stores opened 22 22 16
Store closures 4 ) — —
Stores at end of fiscal year 169 151 129
Relocations and remodels — 3 1
Total gross square footage 3,580,000 3,200,000 2,714,000
Year-over-year change 12 % 18 % 14 %

When developing a new store site, we generally target a store size of approximately 17,000 to 24,000 gross square feet
and first year sales of approximately $7 million to $12 million. The sales levels often vary due to size of market, brand
awareness, and local competition. Our target net investment to open a new store varies based on the approach we take
to developing the applicable new store site and the tenant improvement allowances paid by the developer. For
example, we may enter into a “build-to-suit” lease, in which the owner develops a store site to our specifications prior to
us occupying the premises. For build-to-suit stores, depending on site characteristics and other factors, our target net
investment is approximately $3 million to $4 million per store, including interior upfit and furniture, fixture, and
equipment costs and initial inventory, net of payables. Alternatively, we may enter into a lease “as-is” for existing
structures, in which we take the premises in its current state and self-develop it. For opening stores in “as-is” existing
structures, depending on the age of the building, our target net investment is approximately $3.5 million to $5 million
per store, although some transaction structures or specific properties may be substantially higher. Occasionally, we
enter into a lease for, or acquire, land and then build the entire structure. In this case, depending on the site work and
scope of the project, the net investment excluding cost of land is typically $5.5 million to $8.5 million per store,
although some transaction structures or specific properties may be substantially higher, depending upon total
developable square footage and complexity of the project. Also, we may incur lease inducement costs or similar
prepayments in connection with acquiring or entering into new leases. These lease inducement costs and similar
prepayments are not included as part of our net investment costs and are amortized to rent expense over the primary
lease term.

11
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In most cases, our operating model generally targets a cash flow contribution of 8% to 10% or greater of sales in the
first year of operations, increasing to the low-to mid-teens by the fifth year of operation. In addition, our investment
criteria and internal rate of return thresholds remain consistent across store site types. In most cases, we target a
payback period of less than four years. When entering new markets, we may consider the new store site to be an
investment with a lower return and choose to develop it in order to test our operating model, build credibility with the
real estate community and provide a platform for future growth. We believe this approach allows us to better learn
whether any refinements to our concept are required and obtain future real estate sites at lower costs before expanding
further in the market.

12
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Drive comparable store sales. We aim to increase our comparable store sales by generating growth in the number and
average size of customer transactions at our existing stores. The key elements of our strategy to increase the number of
customer transactions at our existing stores include:

focusing on customer service with employees who are motivated, knowledgeable about our products and
service-oriented to build customer loyalty;

offering an engaging and differentiated food shopping experience that leads to favorable word-of-mouth publicity;
providing a greater number of solutions for more meal occasions;

introducing an assortment of distinctive, high-quality product offerings and communicating their attributes and
suggestions for cooking with them to generate new and repeat visits to our stores;

eenerating customer loyalty through expansion of products offered under our private-label brands;

engaging in targeted marketing activities, such as focused media buys in prioritized markets, personalized
marketing, social media activity, and community engagement; and

refreshing or remodeling older stores to enhance the look and feel of the store.
The key elements of our strategy to increase the amount our customers spend when they visit our stores include:

introducing new and creative products, including products offered under our private label brands, to
accommodate our customers’ evolving preferences;

expanding our selection of local and regional products;

atilizing in-store cross-merchandising and extending categories to provide ready to serve offerings;
communicating and offering various promotional activities;

enhancing our product offering displays to make purchasing more convenient; and
refreshing or remodeling older stores to enhance the merchandising of products.

We believe that our commitment to providing differentiated and creative product offerings in response to customer
needs and preferences and our focus on customer service will continue to build customer loyalty and favorable
word-of-mouth publicity and lead to increased customer transactions at our stores and growth in the amount our
customers spend when they visit our stores.

Increase our operating margins. We intend to increase our operating margins gradually over the long term through
scale efficiencies and leverage of our fixed cost base. We believe we will be able to increase our gross margin, but
may choose to invest these improvements to increase sales and market share where we operate our stores. Specifically,
we believe our anticipated store growth will permit us to benefit from economies of scale in sourcing products and
allow us to leverage our buying costs, supply chain costs, and occupancy costs as a percentage of sales. In addition to
our continued expansion, as we refine and improve our various ordering, tracking and product allocation systems, we
expect to benefit from additional gross margin improvement opportunities by increasing sales and reducing inventory
shrinkage. We also believe that we can make profitable enhancements to our merchandise offerings by, for example,
continuing to increase our selection of local and regional products. Finally, we believe that as we grow revenues and
the store base, we will be able to leverage our existing infrastructure, corporate overhead, and labor expenses with

13
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continued cost discipline to gradually improve operating margins or to provide funding to improve our customer
service and marketing capabilities.

14
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Industry Overview and Trends

The U.S. food retail industry encompasses store formats ranging from small grocery shops and convenience stores to
large supermarkets and club stores. The supermarket format represents the largest segment of the food retail industry.
This format, of which we are a part, includes conventional, warehouse, supercenter, limited assortment, military
commissaries and natural/gourmet foods. We do not believe, however, that we neatly fit into any of these categories.
With an average store size of approximately 21,000 square feet, a focus on perishables and only 10,000 to 11,000
SKUs in stock at any one time, we believe we are best defined as a specialty food retailer.

Key trends that we believe shape our market include:

Increasing focus on convenience and the customer shopping experience: Supermarkets are enhancing or attempting to
enhance the consumer’s shopping experience in stores with a more aesthetically appealing environment as competition
is increasing. In addition, supermarkets are striving to be more innovative and responsive to consumer preferences
with their consumer interactions and product offerings that include prepared foods and targeted promotions.

Emphasis on healthy, fresh and quality offerings: Supermarkets are increasingly providing and marketing fresh food
items consistent with ongoing health trends and greater consumer awareness of the negative aspects of processed
foods. Many conventional supermarkets are attempting to complement center aisle grocery formats with fresh formats
that emphasize high-quality perishables and prepared foods. The increased popularity of organic and natural products
over the past few years and more recent interest in attributes such as non-GMO and gluten-free products are indicative
of a consumer preference for fresh, healthy food items. Additionally, the growing consumer demand for fresh, quality
offerings has improved the infrastructure for, and increased the supply of, these items, resulting in improved sourcing,
distribution and pricing.

Localization: An increasing number of consumers believe that locally-grown products are fresher and taste better.
€Consumers often purchase locally-grown food because they prefer to support local growers. In addition, these
consumers may believe that locally-grown food results in a reduced environmental impact.

Private label: Supermarkets continue to develop and promote private-label brands to distinguish themselves from their
competitors and promote customer loyalty. These private-label brands can also offer benefits to retailers through
tncreased margins and, in certain instances, to customers through lower prices compared to branded products. Another
key contributor to private label growth has been the improved product quality image and exclusivity of certain brands,
which can further help to differentiate supermarkets from each other.

Aging customer demographic: According to the U.S. Census Bureau, by 2030, nearly one in five U.S. residents will
be 65 or older, driven by an aging Baby Boomer population which, we believe, tends to make a greater number of
shopping trips and higher food at home spending per household than younger age groups.

Products and Stores

We offer fresh, carefully-selected, high-quality food products focused on perishable categories in a store format that
has been successful in diverse geographic and demographic markets.

Products

We have a significant focus on perishable product categories, which include meat, seafood, produce, deli, bakery,
floral, sushi and prepared foods. Our non-perishable product categories consist of traditional grocery, frozen and dairy
products as well as bulk, coffee and candy, beer and wine, and health and beauty. We emphasize fresh items that are
distinct and of premium quality as compared to our conventional competitors. The following is a breakdown of our
perishable and non-perishable sales mix:

15
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Year Ended

January 25, January 26,
2015 2014

65.5 % 65.4

34.5 % 34.6

January 27,
2013

% 65.8

% 34.2

%
%
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Our in-house merchants actively seek high-quality products from a wide range of sources. Our product selection
includes:

Meat. Our meat department offers our customers a unique Old World butcher shop experience set apart by its
flexibility, quality and service. Our professional meat cutters are available during all hours of operation to answer
customers’ questions, offer cooking tips and provide custom cuts of meat. Our offerings include steaks that are
expertly trimmed and aged for 14 to 21 days to provide restaurant-quality taste and tenderness, fresh turkeys
year-round and ground beef that is ground daily in-store from steak trimmings and whole roasts. We also offer our
customers Antibiotic-Free poultry products. All of our chicken and turkey are Antibiotic-Free and are fed a
vegetarian-only diet with no animal by-products, which results in exceptionally moist, flavorful and tender meat.

Seafood. We offer our customers a distinctive selection of fresh seafood and choose our suppliers based on the quality
of their offerings and production methods. Our stores receive deliveries of fresh seafood up to six times a week,
demonstrating our dedication to freshness. One of the distinguishing characteristics of the department is the prepared
or “value-added” seafood selections. Additionally, we have partnered with the New England Aquarium to develop an
Environmentally Sustainable Seafood Policy that shapes product sourcing decisions and inspires us to continuously
improve the environmental responsibility of the items we sell in our seafood department. This commitment recognizes
the increasing importance of sustainability in being able to provide our customers with the highest quality seafood
they expect from us for many years to come.

Produce. We offer our customers a “farmers’ market” experience focused on freshness, variety and abundant displays.
We also pride ourselves on offering our customers the “best eating” varieties year-round, and offer a mix of
conventional, certified organic and local produce throughout the year depending on quality and availability. An
example of our “best eating” varieties is our SweeTango apple that may not be available in conventional supermarkets.
Our commitment to local and regional products is brought to life throughout our produce department, where we
recognize that some of the best products in the world are right in the backyards of our stores. Through our Local 100
program we define local products as those produced within 100 miles of our store. The Regional 300 program brings
products sourced within 300 miles of a store.

Grocery and Dairy. We carefully select our grocery and dairy products to provide hard-to-find and premium-quality
offerings to our customers, such as truffle oil and Devonshire cream. We have a growing line of our distinctive
private-label dairy and non-perishable grocery products that address the wants and needs of our food-savvy shoppers
and we employ these products as a vehicle for building and supporting our brand. These include our private-label
omega-3 eggs and our private-label dairy products, which comprise a significant share of the dairy products we sell.

Prepared Foods. We have a growing prepared foods department with a broad selection of quality products. Our
prepared foods operations are focused on simplicity of execution, often relying on standardized recipes and
tnstructions provided to the stores to maintain consistency in quality and food safety across the stores while
maintaining a homemade, fresh look and great taste. Our prepared foods include entrees such as turkey meatloaf and
manicotti, rotisserie selections such as whole chickens and baby back ribs and freshly made sandwiches and sides.

Deli. Our European-style delicatessen features a broad assortment of high-quality deli meats and typically offers more
than 200 varieties of imported and domestic cheeses. Our cheese selection includes Parmesan Reggiano, fresh
mozzarella, manchego, gruyere and imported brie. Our deli meats are sliced to customer specifications and most
cheese is cut, wrapped and weighed in-store.

Bakery. We utilize a combination of in-store and third-party bakeries to produce our baked goods. The presence of
daily in-store baking enhances the customer’s shopping experience and reinforces the freshness and value provided in
each store. The open layout of our bakery contributes to our aesthetically-pleasing store environment by, for example,
allowing our customers to see and smell warm cookies as they come out of the oven.
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Bulk, Coffee and Candy. A number of products are offered in bulk format including nuts, dried fruits, snack mixes,
coffee and candy. We take pride in the quality and selection we provide, including nut varieties that we believe are
darger than those offered by many conventional supermarkets. In addition, we carry only 100% Arabica coffee beans.
The substantial number of options and presentation utilizing wooden stands, crates and barrels in these departments
helps reinforce the open-air Old World market feeling.

Beer and Wine. We believe that wine enhances our customers’ food experience. We offer a carefully selected
assortment of highly-ranked wines at affordable prices, everyday wines and wine from local vintners. We also offer
beers from local, domestic and foreign brewers. Beer and wine sales are subject to applicable law and may not be
available in every store.

Floral and Gifts. Lively, elegant floral displays greet our customers when they enter the store. In order to offer our
customers attractive seasonal flowers at peak blooming, we regularly vary the selection of our floral offerings, which
include our top-selling roses, orchids and tulips. Our gift selection includes candles, cookbooks, kitchen items and
seasonal and holiday gift baskets.

Health and Beauty. We strive to offer a selection of natural and specialty health and beauty care items, which includes
personal care items such as soap, facial cleansers, lotions, hair care products, and lip balms, as well as many wellness
items to supplement a healthy lifestyle. We offer a variety of “The Fresh Market” brand vitamins and herbal
supplements as well as numerous other health and lifestyle products.

We believe our ability to identify, source, merchandise and market differentiated products is critical to our success.
We carefully select new products based on a variety of attributes including taste, color, size, grade, marbling, growing
conditions, origins and freshness. Our centralized merchandising team rigorously rotates, updates and re-evaluates our
existing merchandise offerings and regularly tests new products in our stores to excite our customers and to better
understand customer preferences. Although our typical store carries approximately 10,000 to 11,000 SKUs at any one
time, our stores carry many more SKUs over the course of a year. This allows us to maintain a consistent flow of new
and seasonal products in our stores and keep our product assortment fresh and relevant.

Pricing Strategy

By maintaining our commitment to providing premium products at reasonable prices, we believe we are able to
communicate to our customers a sense of value and foster a relationship of trust, which in turn generates customer
loyalty. We attract customers to our stores based on the variety and quality of our products and a differentiated
shopping experience.

Our pricing decisions are driven by the limited direct overlap between our product offerings and the products offered
by most conventional supermarkets. Where our products are directly comparable to those offered by our competitors,
such as grocery and dairy staples, beer and wine, we aim to price them competitively, and where our products are
recognizably distinct from those offered by our competitors, such as our produce, meat and seafood, we aim to price
them commensurate with the quality of our products. Examples of such products include our Honey Crisp apples,
because of their size, color and lack of bruising, and our ground beef, which is ground fresh in our stores every day
and contrasts with that carried by many conventional supermarkets, who typically rely upon mechanically separated
beef processed at a central processing facility and available for sale many days after the product was ground.

We may periodically promote and offer special pricing on select items for limited periods of time to attract new
customers and encourage existing customers to try new or additional product offerings.

Stores
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Our stores are organized around distinct departments with engaging merchandise displays that reinforce our emphasis
on freshness and service. In addition, our stores are decorated and designed to evoke a “neighborhood grocer” feel, and
in some cases are customized to local and regional tastes. The careful design of our stores creates a warm, inviting
atmosphere that evokes a simple elegance, with colorful product presentations, accent lighting and music. The aroma
of flowers, coffee and freshly baked goods permeates the stores and other amenities, such as free coffee daily and
cut-to-order meats, enhance the shopping experience for our customers. The Fresh Market store atmosphere is meant
to encourage the customer to slow down, interact with employees and enjoy the shopping experience.

Each of our stores uses standardized product display fixtures with flexible arrangement and design options that enable
us to accommodate each store’s distinct shape, size and layout. Each of our discrete departments, such as deli, bakery,
seafood

7
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and meat, has several well-developed merchandising and display alternatives to optimize the available space. We
position our full-service departments adjacent to each other to provide a “market feel” and foster interaction between
employees and customers. As a result, although departments are systematically arranged, they appear customized to
local tastes. This further reinforces our ability to successfully replicate our customers’ shopping experience and retain
the charm of a “neighborhood grocer.”

Store Staffing and Operations

Our typical store is staffed with approximately 70-80 full- and part-time employees including a store manager, two to
three assistant store managers and five department heads. The store management team is responsible for all aspects of
store execution, including managing inventory and cash, maintaining a clean and engaging store environment, and
hiring, training and supervising our store employees. Importantly, we encourage our employees, especially our store
managers, to engage regularly with our customers. To facilitate interaction between staff and customers, our store
managers are typically positioned on our selling floor, near our service counters.

In addition, we employ a dedicated new store opening team, including a new store operations manager, which is
exclusively focused on the new store opening process. We believe this allows us to seamlessly open new stores while
our field management team can focus on continuing to improve the performance of our existing stores.

Our stores are generally open seven days a week from 8:00 am to 9:00 pm each day. Certain stores may open at 7:00
am or close at 10:00 pm.

Training and Development

We believe that our success and our growth are dependent upon hiring, training, retaining, developing and promoting
qualified and enthusiastic employees who share our passion for delivering an extraordinary food shopping experience.
We maintain a significant and growing resource library of training materials that facilitates the identification and
exchange of expertise across all of our operations. Nearly all of our store managers and district managers are
promoted from within, and we actively track and encourage mobility to ensure a sufficient pipeline of store managers
and assistant store managers.

We provide our store management a number of analytical tools and training programs designed specifically to support
the demands of operating a small-box, perishables-focused format. These tools include order review systems,
production tools and labor scheduling programs, all of which ensure that we maintain high in-stock levels, minimize
shrink and match staffing levels to sales volume and mix. In addition, we provide hands-on training and educational
programs to our store employees and assistant managers.

We believe this comprehensive support allows our store management and employees to optimize the operating
performance of our stores while fostering a “neighborhood grocer” feel for our customers.

Sourcing and Distribution

We source our products from over 1,000 vendors and suppliers. Our in-house merchants source only those products
that meet our high specifications for quality, and we maintain strict control over the products that are sold in our
stores.

Our current distribution strategy is to capitalize on the capabilities of third-party logistics providers and, as such, we

do not own warehouses, distribution facilities or transportation equipment. We currently outsource substantially all of
our logistics functions to third-party distributors and vendors.
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We believe that our distribution strategy enables us to:
focus on our core competency of in-store food retail rather than logistics; and
capture scale efficiencies and increase negotiating power with both our suppliers and our distributors.
With our logistics arrangements we seek to increase our efficiency, generate higher margins and achieve better
returns. As a result, we are willing to switch logistics providers or consider new strategies from time to time when
appropriate.
Since 2007, Burris Logistics has been our primary logistics provider, and has managed inventory replenishment,

warehouse operations and transportation for all of our stores. Burris Logistics warehoused and distributed products
that
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accounted for approximately 57% of the merchandise we purchased during fiscal 2014. The term of our agreement
with Burris Logistics, as amended, extends into February 2018. We expect that Burris Logistics will have sufficient
capacity to accommodate our anticipated growth through the short and medium term and that we have various
alternatives, including Burris Logistics, available to us for long-term growth.

We also have certain direct to store vendors that distribute across all our stores, as well as individual, store-managed
relationships with local vendors.

Marketing and Advertising

We believe that the distinct and superior food shopping experience we offer our customers, and our customers’
association of that shopping experience with The Fresh Market, are major drivers of our comparable store sales and
enable us to spend less on advertising than our conventional competitors. We rely significantly on favorable
word-of-mouth publicity to drive sales growth rather than traditional advertising activities, such as weekly newspaper
circulars that are focused on price promotions. In fiscal 2014, our marketing expense was 0.3% of annual revenues,
which we believe is significantly lower than that of most of our competitors. We spend most of our marketing budgets
on in-store merchandising-related activities, including promotional signage and events such as cooking
demonstrations, product samplings and other seasonal events. We use in-store signage and a monthly magazine titled
"Inspirations" to highlight new products and any differentiated aspects of our products.

To supplement our in-store signage and word-of-mouth publicity, we also engage in targeted marketing activities to
drive awareness, customer engagement and loyalty. These activities include focused media buys in prioritized markets
(e.g., to support grand openings), public relations strategies, personalized marketing in the form of email and direct
mail, social media dialogue, and local community engagement through partnerships, sponsorships and charitable
donations. We also distribute a weekly electronic newsletter named “Fresh Ideas” to share new products, seasonal
produce, recipes and weekly specials with our customers.

In addition, our website enables customers to learn more about us and read about food-related topics that may be of
interest to them. The website also provides an opportunity for customers to request a newsletter and place catering and
holiday meal orders online. We also collect customer feedback through a dedicated customer loyalty team,
monitoring of social media dialogue, and a receipt-based customer satisfaction survey.

Competition

Food retail is a large and competitive industry. Our competition varies and includes national conventional
supermarkets such as Kroger and Safeway, regional conventional supermarkets such as Harris Teeter, Giant and
Publix, national superstores such as Wal-Mart and Target, alternative food retailers such as Whole Foods Market,
Trader Joe’s and Sprouts Farmers Market, and local conventional supermarkets, natural foods stores, smaller specialty
stores and farmers’ markets. Each of these stores competes with us on the basis of product selection and quality,
customer service, store format, location and price, or a combination of these factors. We believe our commitment to
high-quality perishable offerings at competitive prices and our focus on customer service differentiate us in this
marketplace.

Intellectual Property

We believe that our intellectual property has substantial value and has contributed to the success of our business. In
particular, our trademarks, including our registered The Fresh Market, Experience the Food and TFM trademarks, are
valuable assets that reinforce our customers’ favorable perception of our stores. In addition to our trademarks, we
believe that our trade dress, which includes the design, arrangement, color scheme and other physical characteristics
of our stores and product displays, is a large part of the “neighborhood grocer” atmosphere we create in our stores and
enables customers to distinguish our stores and products from those of our competitors.
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From time to time, third parties have used names similar to ours, have applied to register trademarks similar to ours
and, we believe, have infringed or misappropriated our intellectual property rights. Third parties have also, from time
to time, opposed our trademarks and challenged our intellectual property rights. We respond to these actions on a
case-by-case basis. The outcomes of these actions have included both negotiated out-of-court settlements as well as
litigation.

In the ordinary course of our business, we evaluate the branding of our stores and products and how they are perceived
by our customers. As part of this evaluation, we regularly develop new marks and explore using existing marks in new
ways. Whether or not our The Fresh Market trademark rights are challenged in the future, we may decide (1) to
continue to use The Fresh Market name and related design, (2) to use our other existing trademarks on a wider or
different basis or (3) to develop

9
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new trademarks, which could also incorporate The Fresh Market name. If we undertake such an effort, we cannot
assure you that it would be successful in strengthening our brand or improving our brand recognition or image to our
customers. However, we believe that the strength of our business is driven by the distinct and superior food shopping
experience we offer our customers. We therefore believe that we will be able to expand our business and pursue our
growth strategy even if The Fresh Market trademark and related design mark are impaired.

Regulatory

Our stores are subject to various local, state, federal and international laws, regulations and administrative practices
affecting our business. We must comply with provisions regulating health and sanitation standards, food handling and
labeling, weights and measures, non-discrimination, wages and hours, licensing for the sale of food and, in many
stores, licensing for beer and wine or other alcoholic beverages. The manufacturing, processing, formulating,
packaging, labeling and advertising of products are subject to regulation by various federal agencies, including the
Food and Drug Administration (FDA), the Federal Trade Commission, the United States Department of Agriculture,
the United States Consumer Product Safety Commission and the United States Environmental Protection Agency, as
well as various state and local agencies.

Insurance

We use a combination of insurance and self-insurance to provide for potential liability for workers’ compensation,
automobile and general liability, product liability, directors' and officers’ liability, employee health care benefits, and
other casualty and property risks. Changes in legal trends and interpretations, variability in inflation rates, changes in
the nature and method of claims settlement, benefit level changes due to changes in applicable laws, insolvency of
insurance carriers, and changes in discount rates could all affect ultimate settlements of claims. We evaluate our
insurance requirements on an ongoing basis to ensure we maintain adequate levels of coverage.

Employees

As of January 25, 2015, we employed approximately 12,400 people, consisting of approximately 7,800 full-time
employees and approximately 4,600 part-time employees, none of whom are subject to a collective bargaining
agreement. We believe our employee relations are good.

Seasonality

The food retail industry and our sales are affected by seasonality. Our average weekly sales fluctuate during the year
and are usually highest in the fourth quarter when customers make holiday purchases.

Inflation

While inflation may impact our sales and cost of goods sold, we believe the effects of inflation on our fiscal 2014
results of operations and financial condition were moderate. We cannot assure you, however, that our results of
operations and financial condition will not be materially impacted by inflation in the future.

Note on Terminology

LT3 LEINT3

References to “we”, “our”, “us” and the “Company” used throughout this document refer to The Fresh Market, Inc. and its
subsidiaries.

Available Information
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Our Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K and our proxy
statement, and any amendments to these reports, and filings under Sections 13 and 16 of the Securities Exchange Act
of 1934, as amended (the "Exchange Act"), are available on our website at www.thefreshmarket.com, as soon as
reasonably practicable after we file these reports electronically with, or furnish them to, the Securities and Exchange
Commission (“SEC”). Except as otherwise stated in these reports, the information contained on our website or available
by hyperlink from our website is not incorporated into this Annual Report on Form 10-K or other documents we file
with, or furnish to, the SEC.
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Item 1A. Risk Factors.

Our business, financial condition and results of operations can be impacted by a number of risk factors, any one of
which could cause our actual results to vary materially from recent results or from our anticipated future results. Any
of these risks could materially and adversely affect our business, financial condition and results of operations, which
in turn could materially and adversely affect the price of our common stock or other securities.

We may not be able to successfully implement our growth strategy on a timely basis or at all. Additionally, new stores
may place a greater burden on our existing resources and adversely affect our existing business.

Our continued growth depends, in large part, on our ability to open new stores and to operate those stores
successfully. Successful implementation of this strategy depends upon, among other things:

the identification of suitable and available sites for store locations, including sites in new markets;
the negotiation of acceptable lease terms for store sites;

the ability to continue to attract customers to our stores largely through favorable word-of-mouth publicity, rather than
through conventional advertising;

the hiring, training and retention of skilled store personnel;

the identification and relocation of experienced store management personnel;

the effective management of inventory to meet the needs of our stores on a timely basis;

the availability of sufficient levels of cash flow or necessary financing to support our expansion; and

the ability to successfully address competitive merchandising, distribution and other challenges encountered in
connection with expansion into new geographic areas and markets.

Although we have identified enhancements to our real estate process, which include greater emphasis on existing
markets, modifying our real estate selection process and sales forecasting, and updating our white space analysis, we
may not be able to identify suitable and available sites to support our growth strategy. The sites that are identified may
not produce the levels of sales we predict or that are necessary for a new store to operate profitably. Further, new store
openings in markets where we have existing stores may result in reduced sales volumes at our existing stores in those
markets.

We, or our third-party vendors, may not be able to adapt our distribution, management information and other
operating systems to adequately supply products to new stores at competitive prices so that we can operate the stores
in a successful and profitable manner. We currently do not participate in many of the traditional marketing activities
of conventional food retailers, and rely significantly on favorable word-of-mouth publicity to drive sales. We cannot
assure you that we will continue to grow through new store openings or through favorable word-of-mouth publicity in
the future. Additionally, store expansion into geographic areas in which we currently do not operate may place
increased demands on our operational, managerial and administrative resources. These increased demands could cause
us to operate our existing business less effectively, which in turn could cause deterioration in the financial
performance of our existing stores. If we experience a decline in performance, or new stores or new markets do not
meet our expectations, we may slow or discontinue store openings, or we may decide to close individual stores or exit
a market, as we did in exiting the California market in March 2015. In the past fifteen years, we have closed nine
stores before the expiration of their primary lease terms, four of which were closed during fiscal 2014 and three of
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which were closed subsequent to the end of that fiscal year, and all of which were in new markets outside our
historical footprint. If we fail to successfully implement our growth strategy, including by opening new stores, our
financial condition and operating results may be adversely affected.
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Our new store base, or stores opened or acquired in the future, may negatively impact our financial results in the short
term and may not achieve sales and operating levels consistent with our mature store base on a timely basis or at all.

We have actively pursued new store growth in existing and new markets and plan to continue doing so in the future.
Our growth continues to depend, in part, on our ability to open and operate new stores successfully. New stores may
not achieve sustained sales and operating levels consistent with our mature store base on a timely basis or at all. This
may have an adverse effect on our financial condition and operating results. In addition, if we acquire stores in the
future, we may not be able to successfully integrate those stores into our existing store base and those stores may not
be as profitable as our existing stores. We cannot assure you that our new store openings will be successful or result in
greater sales and profitability for the Company. New stores build their sales volume and their customer base over time
and, as a result, generally have lower gross margin rates and higher operating expenses, as a percentage of net sales,
than our more mature stores. New store openings may negatively impact our financial results in the short term due to
the effect of pre-opening and applicable store management relocation costs and lower sales and contribution to overall
profitability. In addition, our comparative results from one fiscal period to another may be impacted by the relative
timing of new store openings within those fiscal periods. Any failure to successfully open and operate new stores in
the time frames and at the costs estimated by us could adversely affect our financial condition and operating results
and result in a decline of the price of our common stock.

Another factor is our success in developing stores in new markets. There are inherent risks in opening new stores,
especially in new markets, including the lack of experience, logistical support, and brand awareness. Some of our new
stores, including those opened in Texas in fiscal 2014, may be located in areas where we have little or no brand
recognition in local markets. Those markets may have different competitive and market conditions, consumer tastes
and discretionary spending patterns than our existing markets, as well as higher costs of entry, which may cause our
new stores to be less successful than stores in existing markets. These factors may result in lower than anticipated
sales and cash flow for stores in new markets along with higher pre-opening costs. In the event stores in new markets
do not achieve the sales that we expect, we may expend additional resources through advertising, promotions or
service offerings in order to improve sales performance. Further, if expected sales are not achieved and our efforts to
increase sales and store profitability do not succeed, we may be forced to take an impairment charge, if future
undiscounted cash flows expected to be generated by an asset group does not exceed the carrying value of that asset
group, or close the underperforming store.

Our inability to maintain or improve levels of comparable store sales growth could have a material adverse effect on
our business, financial condition and results of operations and cause our stock price to decline.

We may not be able to maintain or improve the levels of comparable store sales growth that we have experienced in
the past. In addition, our overall comparable store sales have fluctuated in the past and will likely fluctuate in the
future. A variety of factors affect comparable store sales, including consumer preferences, buying trends and spending
levels, competition, economic conditions, product pricing and availability, in-store merchandising-related activities,
consumer perceptions of our stores, the frequency with which consumers visit our stores, and our ability to source and
distribute products efficiently. In addition, many specialty retailers have been unable to sustain high levels of
comparable store sales growth during and after periods of substantial expansion. These factors may cause our
comparable store sales results to be materially lower than in past periods, which could have a material adverse effect
on our business, financial condition and results of operations and result in a decline in the price of our common stock.

Our inability to maintain or increase our operating margins could adversely affect our results of operations and the
price of our stock.

We may not be able to maintain or increase our operating margins. If we are unable to successfully manage the
potential difficulties associated with store growth, we may not be able to capture the scale efficiencies that we expect
from expansion. If we are not able to capture scale efficiencies, improve our systems, continue our cost discipline and
enhance our merchandise offerings, we may not be able to achieve our goals with respect to operating margins. In
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addition, if we do not adequately refine and improve our various ordering, tracking and allocation systems, we may
not be able to increase sales and reduce inventory shrinkage. As a result, our operating margins may stagnate or
decline, which could adversely affect the price of our stock.

Economic conditions that impact consumer spending could materially affect our business.
Ongoing economic uncertainty continues to negatively affect consumer confidence and discretionary spending. Our
results of operations may be materially affected by changes in overall economic conditions that impact consumer

confidence
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and spending, including discretionary spending. This risk may be exacerbated if customers choose lower-cost
alternatives to our product offerings in response to economic conditions, or if consumers perceive our stores as
destinations for special occasions rather than regular shopping. Future economic conditions affecting disposable
consumer income such as employment levels, business conditions, changes in housing market conditions, the
availability of consumer credit, interest rates, tax rates, and fuel and energy costs, could reduce consumer spending or
cause consumers to shift their spending to lower-priced competitors. In addition, inflation or deflation can impact our
business. Food deflation could reduce sales growth and earnings, while food inflation, combined with reduced
consumer spending, could reduce gross profit margins. As a result, our results of operations could be materially
adversely affected.

We face competition in our industry, and our failure to compete successfully may have an adverse effect on our
profitability and operating results.

Food retail is a large and competitive industry. Our competition varies and includes national, regional and local
conventional supermarkets, national superstores, alternative food retailers, natural foods stores, smaller specialty
stores, and farmers’ markets. Each of these stores competes with us on the basis of product selection and quality,
customer service, store format, location and price, or a combination of these factors. In addition, some competitors are
aggressively expanding their number of stores or their product offerings, including within our core markets in the
southeastern United States where competition in the past had been less intense. In their new or remodeled stores, our
competitors often increase the space allocated to perishable food and specialty food categories, which are our core
categories. Some of these competitors may have been in business longer or may have greater financial or marketing
resources than we do and may be able to devote greater resources to sourcing, promoting and selling their products.
As competition in certain areas intensifies or competitors open stores within close proximity to our stores, our results
of operations may be negatively impacted through a loss of sales, reduction in margin from competitive price changes
or greater operating costs. Further, any attempt by a competitor to copy or mimic our smaller-box format or operating
model could materially impact our business, results of operations and financial condition by causing a decrease in our
market share and our sales and operating results. Increased competition may also make obtaining suitable sites for
new stores and employee retention more difficult and raise our occupancy costs and our cost of hiring and retaining
qualified employees.

We may be unable to protect or maintain our intellectual property, including The Fresh Market trademark, which
could result in customer confusion and adversely affect our business.

We believe that our intellectual property has substantial value and has contributed to the success of our business. In
particular, our trademarks, including our registered The Fresh Market, Experience the Food and TFM trademarks, are
valuable assets that reinforce our customers’ favorable perception of our stores.

From time to time, third parties have used names similar to ours, have applied to register trademarks similar to ours
and, we believe, have infringed or misappropriated our intellectual property rights. If we are unable to prevent third
parties from using such names and trademarks, the value of our registered trademarks may be diluted and customer
confusion may result. Third parties have also, from time to time, opposed our trademarks and challenged our
intellectual property rights. We respond to these actions on a case-by-case basis. The outcomes of these actions have
included both negotiated out-of-court settlements as well as litigation.

In the ordinary course of our business, we evaluate the branding of our stores and products and how they are perceived
by our customers. As part of this evaluation, we regularly develop new marks and explore using existing marks in new
ways. Whether or not our The Fresh Market trademark rights are challenged in the future, we may decide (1) to
continue to use The Fresh Market name and related design, (2) to use our other existing trademarks on a wider or
different basis or (3) to develop new trademarks, which could also incorporate The Fresh Market name. If we
undertake such an effort, we cannot assure you that it would be successful in strengthening our brand or improving
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our brand recognition or image to our customers. However, we believe that the strength of our business is driven by

the distinct and superior food shopping experience we offer our customers. We therefore believe that we will be able
to expand our business and pursue our growth strategy even if The Fresh Market trademark and related design mark

are impaired.

Our success depends on our ability to identify, source and market new products that meet our high standards and
customer preferences and our ability to offer our customers an aesthetically pleasing shopping environment.

Our success depends on our ability to identify, source and market new products that both meet our standards for
quality and appeal to customers’ preferences. Consumer preferences may change rapidly and without warning. A

change in
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consumer preferences away from our offerings could have a material adverse effect on our business. A small number
of our employees, including our in-house merchants, are primarily responsible for both sourcing products that meet
our high specifications and identifying and responding to changing customer preferences. Failure to source and market
such products, or to accurately forecast changing customer preferences, could lead to a decrease in the number of
customer transactions at our stores and a decrease in the amount customers spend when they visit our stores. In
addition, the sourcing of our products is dependent, in part, on our relationships with our vendors. If we are unable to
maintain these relationships we may not be able to continue to source products at competitive prices that both meet
our standards and appeal to our customers. We also attempt to create a pleasant and appealing shopping experience. If
we are not successful in creating a pleasant and appealing shopping experience we may lose customers to our
competitors. If we do not succeed in maintaining good relationships with our vendors and in introducing and sourcing
new products that consumers want to buy, or if we are unable to provide a pleasant and appealing shopping
environment or maintain our level of customer service, our sales, operating margins and market share may decrease,
resulting in reduced profitability.

Our stores rely heavily on sales of perishable products, and ordering errors or product supply disruptions may have an
adverse effect on our profitability and operating results.

We have a significant focus on perishable products. Sales of perishable products accounted for approximately
two-thirds of our total sales in fiscal 2014. We rely on various suppliers and vendors to provide and deliver our
perishable product inventory on a continuous basis. We could suffer significant product inventory losses in the event
of the loss of a major supplier or vendor, disruption of our distribution network, extended power outages, natural
disasters or other catastrophic occurrences. We have implemented certain systems to ensure our ordering is in line
with demand. We cannot assure you, however, that our ordering systems will always work efficiently, in particular in
connection with the opening of new stores, which have no, or a limited, ordering history. If we were to over-order, we
could suffer inventory losses, which would negatively impact our operating results, while under-ordering could leave
us unable to meet consumer demand.

Increased commodity prices may impact profitability.

Many of our products include ingredients such as wheat, corn, oils, milk, sugar, cocoa and other commodities.
Commodity prices worldwide have been increasing. While commodity prices do not typically represent the substantial
majority of our product costs, any increase in commodity prices may cause our vendors to seek price increases from
us. Although we typically are able to resist vendor efforts to increase costs to us, we may be unable to continue to do
so, either in whole or in part. In the event we are unable to resist our vendors’ requests to obtain price increases, we
may in turn consider raising our prices, and our customers may resist any such price increases. Our profitability may
be impacted through increased costs to us which may impact gross margins or through reduced revenue as a result of a
decline in the number and average size of customer transactions.

The current geographic concentration of our stores creates an exposure to local economies, regional downturns or
severe weather or catastrophic occurrences that may materially adversely affect our financial condition and results of
operations.

As of January 25, 2015, we operated 40 stores in Florida, making Florida our largest market and representing 24% of
our total stores. We also have store concentration in North Carolina, Virginia and Georgia, operating 19 stores, 13
stores, and 12 stores in those states, respectively. As a result, our business is currently more susceptible to regional
conditions than the operations of more geographically diversified competitors, and we are vulnerable to economic
downturns in those regions. Any unforeseen events or circumstances that negatively affect these areas could materially
adversely affect our revenues and profitability. These factors include, among other things, changes in demographics
and population.
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Severe weather conditions and other catastrophic occurrences in areas in which we have stores or from which we
obtain products may materially adversely affect our results of operations. Such conditions may result in physical
damage to our stores, loss of inventory, closure of one or more of our stores, inadequate work force in our markets,
temporary disruption in the supply of products, delays in the delivery of goods to our stores and a reduction in the
availability of products in our stores. Any of these factors may disrupt our businesses and materially adversely affect
our financial condition and results of operations.

We have significant lease obligations, which may require us to continue paying rent for store locations that we no
longer operate.

All of our stores are leased and we are subject to risks associated with our current and future real estate leases for our
stores. Our costs could increase because of changes in the real estate markets, entry into new, higher cost markets and

supply or
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demand for real estate sites. We generally cannot cancel our leases, so if we decide to close or relocate a location, we
may nonetheless be committed to perform our obligations under the applicable lease, including paying the base rent
for the remaining lease term, and we may not be able to find acceptable assignees or sublessees for such locations. As
each lease expires, we may fail to negotiate renewals, either on commercially acceptable terms or any terms at all and
we may not be able to find replacement locations that will provide for the same success as current store locations.
Our high level of fixed lease obligations could adversely affect our financial performance.

Our high level of fixed lease obligations will require us to use a portion of cash generated by our operations to satisfy
these obligations, and could adversely impact our ability to obtain future financing, if required, to support our growth
or other operational investments. We will require substantial cash flows from operations to make our payments under
our leases, which generally provide for periodic increases in rent. If we are not able to make the required payments
under the leases, the owners of the relevant properties may, among other things, repossess those assets, which could
adversely affect our ability to conduct our operations. In addition, our failure to make payments under certain leases
could trigger defaults under agreements governing our indebtedness, which could cause the counterparties under those
agreements to accelerate the obligations due thereunder.

Future consumer, employment or other litigation could adversely affect our financial condition and results of
operation.

Our retail operations are characterized by transactions involving a wide array of product selections, including prepared
food. These operations carry a higher exposure to consumer litigation risk when compared to the operations of
companies operating in many other industries. Consequently, we have been, are, and may in the future become a party
to individual personal injury, products liability and other legal actions in the ordinary course of our business. While
these actions are generally routine in nature, incidental to the operation of our business and immaterial in scope, if our
assessment of any action or actions should prove inaccurate, our financial condition and results of operations could be
adversely affected. Additionally, we are occasionally exposed to industry-wide or class-action claims arising from the
products we carry or industry-specific business practices.

We also have been, are, and may in the future become subject to claims for discrimination, harassment, wages and
hours, and other federal and or/state employment matters, including claims that may be brought on behalf of a putative
class of employees. For example, we are party to a lawsuit that was filed against us in U.S. District Court in
Connecticut alleging that the manner in which we implemented and applied the fluctuating workweek method for
calculating overtime due to our department managers violated the federal Fair Labor Standards Act. Certain claims
asserted in such lawsuits, if resolved against us, could give rise to substantial damages. Our defense costs and any
resulting damage awards or settlement amounts may not be covered by our insurance policies. Thus, an unfavorable
outcome or settlement of one or more of these lawsuits could have a material adverse effect on our financial position,
liquidity and results of operations in a particular period or periods.

Our business could be harmed by a failure of our information technology, administrative or outsourcing systems,
including a security breach.

We rely on our information technology, administrative and outsourcing systems to effectively manage our business
data, communications, supply chain, order entry and fulfillment and other business processes, such as our financial
and reporting systems. The failure of our information technology, administrative or outsourcing systems to perform as
we anticipate could disrupt our business and result in transaction errors, processing inefficiencies and the loss of sales
and customers, causing our business to suffer. In addition, our information technology, administrative and outsourcing
systems may be vulnerable to damage or interruption from circumstances beyond our control, including fire, natural
disasters, systems failures, viruses and other malware, security breaches, including breaches of our transaction
processing or other systems that could result in the compromise of confidential or sensitive customer, employee or
Company data, and usage errors or other actions by an employee. Further, we process a large number of credit and
debit card transactions each year. We may also collect and store personal information relating to our employees and
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customers. A security breach may compromise the security of such credit and debit card transactions or such personal
information, as well as confidential or sensitive corporate information, and may continue undetected for a period of
time, increasing the potential impact on such data. Due to the evolving nature of cyber security threats, the scope and
impact of any incident cannot be predicted. While we actively manage information technology security risks within
our control to protect against data security breaches, there can be no assurance that such breaches will not occur, be
detected in a timely manner or be covered by insurance. Any such breach, damage or interruption could have a
material adverse effect on our business, result in the disclosure of confidential, sensitive, or proprietary business
information, cause us to face significant fines, customer notice obligations or costly litigation, harm our reputation
with our customers,
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reduce customers’ willingness to use credit and debit cards in our stores, require us to expend significant time and
expense developing, maintaining or upgrading our information technology, administrative or outsourcing systems or
prevent us from paying our suppliers or employees, receiving payments from our customers or performing other
information technology, administrative or outsourcing services on a timely basis. Data security breaches are
increasing in frequency and sophistication and breaches suffered by well-known companies and institutions have
attracted a substantial amount of media attention, prompting new federal and state laws and legislative proposals
addressing data privacy and security, as well as increased data protection obligations imposed on merchants by credit
card issuers. As a result, we may become subject to more extensive requirements to protect the financial and personal
information that we handle, and incur significant compliance costs.

Changes in accounting standards and estimates could materially impact our results of operations.

Generally accepted accounting principles and related accounting pronouncements, implementation guidelines and
interpretations for many aspects of our business, such as accounting for inventories, impairment of long-lived assets,
insurance reserves, closed store reserves, leases, unclaimed property laws, income taxes and share-based
compensation, are highly complex and involve subjective judgments. Changes in these rules or their interpretation or
changes in underlying estimates, assumptions or judgments by our management could significantly change our
reported or expected earnings.

Also, new accounting guidance may require systems and other changes that could increase our operating costs or
change our financial statements. Implementing future accounting guidance related to leases and other areas impacted
by the current convergence project between the Financial Accounting Standards Board (FASB) and the International
Accounting Standards Board (IASB) could require us to make significant changes to our lease management system or
other accounting systems, and could result in changes to our financial statements.

Risks associated with insurance plan claims and actuarial estimates could increase future expenses.

We use a combination of insurance and self-insurance to provide for potential liability for workers’ compensation,
automobile and general liability, product liability, director and officers’ liability, employee health care benefits, and
other casualty and property risks. The liability for these claims has been determined using actuarial estimates of the
aggregate liability for claims incurred and an estimate of incurred but not reported claims, on an undiscounted basis.
Any actuarial projection of losses is subject to a high degree of variability. Changes in legal trends and interpretations,
variability in inflation rates, changes in the nature and method of claims settlement, benefit level changes due to
changes in applicable laws, insolvency of insurance carriers and changes in discount rates could all affect the level of
reserves required and could cause material future expense to maintain reserves at appropriate levels.

Health care reform could adversely affect our business.

Our expenses relating to employee health benefits are significant. In March 2010, the United States government
enacted health care reform legislation that required significant changes to the health care payment and delivery
system. The health care reform legislation requires employers to provide employees with insurance coverage that
meets minimum eligibility and coverage requirements or face penalties. The legislation includes provisions that will
impact the number of individuals with insurance coverage, the types of coverage and the level of health benefits that
will be required and the amount of payment health care providers will receive. Although many of the provisions of
the health care reform legislation have not yet become effective, we anticipate our compliance with such provisions
may increase our employee healthcare-related costs and therefore our operating expenses.

Energy costs are a significant component of our operating expenses and increasing energy costs, unless offset by more
efficient usage or other operational responses, may impact our profitability.

We utilize natural gas, water, sewer and electricity in our stores and our third-party logistics providers use gasoline

and diesel in the trucks that deliver products to our stores. Increases in energy costs, whether driven by increased
demand, decreased or disrupted supply or an anticipation of any such events will increase the costs of operating our
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stores and may increase the costs of our products. We may not be able to recover these rising costs through increased
prices charged to our customers, and any increased prices may exacerbate the risk of customers choosing lower-cost
alternatives. In addition, if we are unsuccessful in attempts to protect against these increases in energy costs through
long-term energy contracts, improved energy procurement, improved efficiency and other operational improvements,
the overall costs of operating our stores will increase, which would impact our profitability.
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We are substantially dependent on a few key third-party vendors to provide logistical services for our stores, including
services related to inventory replenishment and the storage and transportation of many of our products. A disruption in
these relationships or a key distribution center, or a failure to renew or replace existing contractual relationships, may
have a negative effect on our results of operations and financial condition.

We currently rely upon independent third-party service providers for all product shipments to our stores. In particular,
we rely on one third-party service provider, Burris Logistics, to provide key services related to inventory management,
warehousing and transportation, and, as a result, much of the product is stored at warehouses maintained by Burris
Logistics. See “Item 1. Business—Sourcing and Distribution.” Products sourced and distributed through Burris Logistics
accounted for approximately 57% of the merchandise we purchased during fiscal 2014.

Although we have not experienced difficulty in our inventory management, warehousing and transportation to date
with Burris Logistics, interruptions could occur in the future. Further, although we expect that Burris Logistics, and
our other key vendors, will have sufficient capacity to accommodate our anticipated growth, they may not have the
resources to do so. Any significant disruptions in our relationship with Burris Logistics to service our stores prior to
the end of the current term of our agreement, or significant disruptions in our relationships with our other key vendors,
including due to their inability to accommodate our growth, would make it difficult for us to continue to operate our
existing business or pursue our growth plans until we execute replacement agreements or develop and implement
self-distribution processes. In addition, if our vendors fail to comply with transportation or other laws and regulations,
or face allegations of non-compliance, their operations may be disrupted.

While we believe that other third-party service providers could provide similar services on reasonable terms, they are
limited in number and we cannot assure you that we would be able to find a replacement distributor on a timely basis
or that such distributor would be able to fulfill our demands on commercially reasonable terms, which could have a
material adverse effect on our results of operations and financial condition. We also believe that other distribution
strategies may be available, but any such strategies could require significant time to implement, and there is no
assurance that such strategies would result in cost savings or adequate service levels. In addition, labor shortages in
the transportation industry, long-term disruptions to the national and international transportation infrastructure,
reduction in capacity and industry-specific regulations such as hours-of-service rules that lead to delays or
interruptions of deliveries could negatively affect our business.

Products we sell could cause unexpected side effects, illness, injury or death that could result in their discontinuance
or expose us to lawsuits, either of which could result in unexpected costs and damage to our reputation.

There is increasing governmental scrutiny of and public awareness regarding food safety. Unexpected side effects,
illness, injury or death caused by products we sell, whether food or non-food, could result in the discontinuance of
sales of these products or prevent us from achieving market acceptance of the affected products. Such side effects,
illnesses, injuries and death could also expose us to product liability or negligence lawsuits. In particular, the sale of
food products entails an inherent risk of product liability claims, product recalls and the resulting negative publicity.
Food products containing contaminants or allergens could be inadvertently manufactured, prepared or distributed by
us and, if processing at the consumer level does not eliminate them, these contaminants or allergens could result in
illness or death. We cannot assure you that product liability claims will not be asserted against us or that we will not
be obligated to perform product recalls in the future, whether on food or other products. Any such claims, recalls or
adverse publicity with respect to our private label products may have an even greater negative effect on our sales and
operating results, in addition to generating adverse publicity for our private label brand.

Any claims brought against us may exceed our existing or future insurance policy coverage or limits, or not be
covered by any rights to indemnity or contribution we have against others. Our insurance carriers may contest their
coverage obligations. Any judgment against us that is in excess of our available insurance coverage would have to be
paid from our cash reserves, which would reduce our capital resources. Further, we may not have sufficient capital
resources to pay a judgment, in which case our creditors could levy against our assets. The real or perceived sale of
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contaminated or harmful products would cause negative publicity regarding the Company, or our brand or products,
which could in turn harm our reputation and net sales, and could have a material adverse effect on our business,
results of operations or financial condition.

We may experience negative effects to our reputation from real or perceived quality or health issues with our food
products, which could have an adverse effect on our operating results.

We believe customers count on us to provide them with fresh, high-quality food products. Concerns regarding the
quality or safety of our food products or our food supply chain could cause consumers to avoid purchasing certain
products from us, or to seek alternative sources of food, even if the basis for the concern is unfounded, has been
addressed or is outside
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of our control. Adverse publicity about these concerns, whether or not ultimately based on fact, and whether or not
involving products sold at our stores, could discourage consumers from buying our products which could have an
adverse effect on our reputation, brand and operating results.

Any lost confidence on the part of our customers would be difficult and costly to reestablish. Any such adverse effect
could be exacerbated by our position in the market as a purveyor of fresh, high-quality food products and could
significantly reduce our brand value. Issues regarding the safety of any food items sold by us, regardless of the cause,
could have a substantial and adverse effect on our sales and operating results.

If we fail to maintain our reputation and the value of our brand, our sales may decline.

We believe our continued success depends on our ability to maintain and grow the value of the The Fresh Market
brand. Maintaining, promoting and positioning our brand and reputation will depend largely on the success of our
marketing and merchandising efforts and our ability to provide a consistent, high-quality customer experience. Brand
value is based in large part on perceptions of subjective qualities, and even isolated incidents can erode trust and
confidence, particularly if they result in adverse publicity, governmental investigations or litigation. Our brand could
be adversely affected if we fail to achieve these objectives, or if our public image or reputation were to be tarnished by
negative publicity.

Consumers or regulatory agencies may challenge certain claims made regarding our products.

Products that we sell may carry claims as to their origin, ingredients or health benefits, including, by way of example,
the use of terms such as “natural.” The use of these terms may not be subject to uniform standards. The resulting
uncertainty has led to consumer confusion, distrust and legal challenges. Plaintiffs have commenced legal actions,
including class actions, against a number of food companies that market “natural” products, asserting false, misleading
and deceptive advertising and labeling claims, including claims related to genetically modified ingredients. In limited
circumstances, the FDA has taken regulatory action against products labeled “natural” that nonetheless contain synthetic
ingredients or components. Should we become subject to similar claims, consumers may avoid purchasing products
from us or seek alternatives, even if the basis for the claim is unfounded. Adverse publicity about these matters may
discourage consumers from buying our products. The cost of defending against any such claims could be significant.
Any loss of confidence on the part of consumers in the truthfulness of our labeling or ingredient claims would be
difficult and costly to overcome and may significantly reduce our brand value. Any of these events could adversely
affect our reputation and brand and decrease our sales, which would have a material adverse effect on our business,
financial condition and results of operations.

The occurrence of a widespread health epidemic could materially adversely affect our financial condition and results
of operations.

Our business may be severely impacted by a widespread regional, national or global health epidemic, such as
pandemic flu. Such an epidemic could materially adversely affect our business by disrupting production and delivery
of products to our stores, by impacting our ability to appropriately staff our stores and by causing customers to avoid
public gathering places, such as our stores, or otherwise change their shopping behaviors.

41



