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As filed with the Securities and Exchange Commission on August 23, 2005
Registration No. 333-118406

UNITED STATES SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

AMENDMENT NO. 4
TO

FORM S-3

REGISTRATION STATEMENT UNDER
THE SECURITIES ACT OF 1933

Wild Oats Markets, Inc.

(Exact name of registrant as specified in its charter)

Delaware 84-1100630
(State or Other Jurisdiction of (LR.S. Employer
Organization or Incorporation) Identification Number)
3375 Mitchell Lane

Boulder, Colorado 80301
(303) 440-5220
(Address, Including Zip Code, and Telephone Number,
Including Area Code, of Registrant s Principal Executive Offices)

Freya R. Brier, Esq.
Senior Vice President, Real Estate and General Counsel
Wild Oats Markets, Inc.
3375 Mitchell Lane
Boulder, Colorado 80301
(303) 440-5220
(Name, Address, Including Zip Code, and Telephone Number,
Including Area Code, of Agent for Service)

With copies to:
Randall H. Doud, Esq.

Skadden, Arps, Slate, Meagher & Flom LLP
Four Times Square
New York, New York 10036-6522
(212) 735-3000

Approximate Date of Commencement of Proposed Sale to the Public: From time to time following the effectiveness of this registration
statement.

If the only securities being registered on this Form are being offered pursuant to dividend or interest reinvestment plans, please check the
following box. o
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If any of the securities being registered on this Form are to be offered on a delayed or continuous basis pursuant to Rule 415 under the Securities
Act of 1933, other than securities offered only in connection with dividend or interest reinvestment plans, check the following box. b

If this Form is filed to register additional securities for an offering pursuant to Rule 462(b) under the Securities Act, please check the following
box and list the Securities Act registration statement number of the earlier effective registration statement for the same offering. o

If this Form is a post-effective amendment filed pursuant to Rule 462(c) under the Securities Act, check the following box and list the Securities
Act registration statement number of the earlier effective registration statement for the same offering. o

If delivery of the prospectus is expected to be made pursuant to Rule 434, please check the following box. o

CALCULATION OF REGISTRATION FEE

Proposed Maximum Proposed Maximum Amount of
Title of Each Class of Amount Offering Aggregate Registration
Securities to be Registered to be Registered Price Per Security Offering Price Fee(3)
3.25% Convertible Senior Debentures due
2034 $115,000,000(1) 100%(2) $115,000,000(2) $14,570.50
Common stock, par value $0.001 per share 1,332,649(5) $10.315(6) $10.315(6) $1,617.94(7)

(1) Represents the sum of the $100.0 million aggregate principal amount of 3.25% Convertible Senior Debentures due 2034 issued on June 1,
2004 and the additional $15.0 million aggregate principal amount of 3.25% Convertible Senior Debentures due 2034 issued on June 10,
2004.

(2) Estimated solely for purposes of calculating the registration fee pursuant to Rule 457(i) under the Securities Act, exclusive of accrued
interest, if any.

@3

=~

Previously paid.

(4) Represents 1,332,649 shares of common stock owned by Perry D. Odak, the Chief Executive Officer of the registrant. This number of
shares does not reflect the indeterminate number of shares that may be issued, based on the price of the common stock at the time of any
future conversion, in consideration for amounts in excess of the principal amount.

(5) Includes preferred share purchase rights, which are associated with and trade with the common stock. The value, if any, attributable to the
rights is reflected in the market price of the common stock. No additional registration fee is required.

(6) Estimated solely for the purpose of computing the amount of the registration fee pursuant to Rule 457(c) under the Securities Act of 1933
based on the average of the high and low prices of the registrant s common stock on the NASDAQ National Market on May 16, 2005.

(7) Represents the amount of the registration fee paid with respect to the 1,332,649 shares of common stock owned by Mr. Odak. Pursuant to
Rule 457(i) under the Securities Act of 1933, no registration fee is payable with respect to the 6,498,639 shares of common stock issuable
upon conversion of the 3.25% Convertible Senior Debentures due 2034 because no additional consideration will be received by the
registrant upon conversion of the 3.25% Convertible Senior Debentures due 2034.

The registrant hereby amends this registration statement on such date or dates as may be necessary to delay its effective date until the

registrant shall file a further amendment which specifically states that this registration statement shall thereafter become effective in

accordance with Section 8(a) of the Securities Act of 1933 or until the registration statement shall become effective on such date as the

Commission acting pursuant to the said Section 8(a), may determine.
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The information contained in this prospectus is not complete and may be changed. These securities may not be sold until the registration
statement filed with the Securities and Exchange Commission is effective. This prospectus is not an offer to sell these securities and it is not
soliciting an offer to buy these securities in any state where the offer or sale is not permitted.

Subject to completion, dated August 23, 2005

Prospectus

Wild Oats Markets, Inc.

$115,000,000 3.25% Convertible Senior Debentures due 2034

and

The Common Stock Issuable Upon Conversion of the Debentures
and

1,332,649 Additional Shares of Common Stock

This prospectus relates to the resale by various selling securityholders of $115,000,000 aggregate principal amount of our 3.25% senior
convertible debentures due 2034 and shares of our common stock into which the debentures are convertible. The debentures and shares of our
common stock into which the debentures are convertible are being registered pursuant to an agreement with the initial purchasers of the
debentures. This prospectus also relates to the resale by Perry D. Odak, our Chief Executive Officer, of up to 1,332,649 shares of common stock,
which shares of common stock are being registered in connection with a stock purchase agreement with Mr. Odak. The debentures, the shares of
common stock into which the debentures are convertible and the shares of common stock being registered by Mr. Odak are together referred to
in this prospectus as the offered securities. The offered securities may be offered and sold from time to time by the securityholders specified in
this prospectus or their successors in interest who have been identified in an amendment or supplement to this prospectus. See Selling
securityholders beginning on page 63.

The debentures have a principal amount of $1,000 per debenture and bear regular interest at the annual rate of 3.25% until May 15, 2011,
payable on May 15 and November 15 of each year, beginning on November 15, 2004. After May 15, 2011, we will not pay regular interest on
the debentures. On May 15, 2034, the maturity date of the debentures, holders will receive the principal amount of $1,000 per debenture. We
will pay contingent interest to the holders of the debentures for the period commencing May 20, 2011 and ending November 14, 2011 if the
average trading price of a debenture for each of the last five trading days immediately preceding May 20, 2011 equals 125% or more of the
principal amount of the debenture. Thereafter, we will pay additional contingent interest during a six-month interest period if the average trading
price of the debentures during the five trading-day period immediately preceding the first day of the interest period equals or exceeds 125% of
the principal amount of the debentures.

Holders may convert the debentures into shares of our common stock prior to stated maturity under certain circumstances described in this
prospectus. We have made an irrevocable election to pay the principal amount of Debentures in cash upon conversion, however we retain the
ability to satisfy the remainder of any conversion payment, in cash or a combination of cash and common stock.

On or after May 20, 2011, we may redeem the debentures in whole or in part at any time for a redemption price in cash equal to 100% of the
principal amount of the debentures to be redeemed, plus any accrued and unpaid interest (including contingent interest and additional amounts, if
any) to, but excluding, the redemption date.

The conversion rate is currently 56.5099 shares of our common stock per $1,000 principal amount of debentures, which is equivalent to a
conversion price of approximately $17.70 per share of common stock. The conversion rate is subject to adjustment upon the occurrence of
specified events.

The debentures are subject to United States federal income tax rules applicable to contingent payment debt instruments. See Material United
States federal income tax consequences beginning on page 56.
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The selling securityholders will receive all of the proceeds from the sale of the securities under this prospectus. We will not receive any proceeds
from the sale of securities under this prospectus by the selling securityholders.

We will bear the expenses in connection with the offering, including filing fees and our legal and accounting fees, estimated at $3,000,000.

Our common stock is listed on the NASDAQ National Market under the symbol OATS. On August 22, 2005, the last reported sale price of the
common stock on the NASDAQ National Market was $12.42.

The debentures are not listed on any securities exchange or approved for quotation through any automated system.
Investing in our debentures and common stock involves risks. See Risk Factors beginning on page 9.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these securities or
determined if this prospectus is truthful or complete. Any representation to the contrary is a criminal offense.

The date of this prospectus is , 2005.
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You should rely only on the information contained or incorporated or deemed to be incorporated by reference into this prospectus. We
have not authorized anyone to provide you with different information. The offered securities are not being offered in any jurisdiction
where the offer or sale is not permitted. The information contained in this prospectus speaks only as of the date of this prospectus and
the information in the documents incorporated or deemed to be incorporated by reference into this prospectus speaks only as of the
respective dates those documents were filed with the Securities and Exchange Commission (the Commission ).
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Summary

This summary contains basic information about us and this offering and summarizes the material information contained in this prospectus.
Because it is a summary, it does not contain all of the information that you should consider before investing. You should read this entire
prospectus and all the information that it incorporates by reference carefully, including the section entitled Risk Factors , and our consolidated
financial statements, the related notes and the management s discussion and analysis of our financial condition and results of operations for the
periods covered by those financial statements, all of which are incorporated by reference into this prospectus, before making an investment
decision.

Generally, in this prospectus, unless the context indicates otherwise, we, us and our refer to Wild Oats Markets, Inc. and its consolidated
subsidiaries. For purposes of the description of the debentures included in this prospectus, references to the company,  issuer,  Wild Oats,  us,
and our refer only to Wild Oats Markets, Inc. and do not include our subsidiaries.

Wild Oats Markets, Inc.

Overview

We are one of the largest natural foods supermarket chains in North America. As of August 22, 2005, we operated 112 natural foods stores in
24 states and British Columbia, Canada under several names, including:

Wild Oats Natural Marketplace (nationwide)
Henry s Farmers Market (Southern California and Phoenix, Arizona)
Sun Harvest Farms (Texas)

Capers Community Market (British Columbia, Canada)

We are dedicated to providing a broad selection of natural, organic and gourmet foods, environmentally friendly household products and an
extensive selection of natural vitamins, supplements, herbal and homeopathic remedies and body care products at competitive prices, in an
inviting and educational store environment that emphasizes customer service. Wild Oats provides its customers with a one-stop, full-service
shopping alternative to both conventional supermarkets and traditional health food stores, with an emphasis on fresh foods, product education
and information on wellness issues. Our comprehensive selection of natural and organic products appeals to health-conscious shoppers while
offering virtually every product category found in a conventional supermarket. We believe that our market positioning, coupled with industry
data that states that the natural products industry currently comprises less than 5% of the total grocery industry, offers significant potential for us
to continue to expand our customer base.

Moreover, retail sales of natural products have substantially grown over the past decade, while sales growth in the traditional grocery industry
has remained relatively flat over the same period. We believe that this growth reflects a broadening of the natural products consumer base, which
is being propelled by several factors, including healthier eating patterns, increasing concern regarding food purity and safety, and greater
environmental awareness.
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We were incorporated in Colorado in 1987, reincorporated in Delaware in 1993 and completed our initial public offering on October 22, 1996.
Our sales grew from $969.2 million in fiscal 2003 to a record $1.048 billion in fiscal 2004, an overall sales growth of 8.1%. Our improvements
in sales resulted from the opening of twelve new stores, for a net store base increase of five stores, nationwide increases in comparable store
sales resulting from a number of successful operational, merchandising and marketing initiatives and the positive impact on us of an extensive
strike at conventional grocery retailers in southern California beginning in October 2003.

Fiscal 2004 was a year in which many of the initiatives we commenced in 2001 and 2002 were refined and fully implemented. These initiatives
included:

refinement of our growth strategy;
focus on brand awareness; and

use of new information technology systems.

In 2005, we plan to build brand awareness through sales of new and relaunched branded private label products, to expand our product selection
to increase appeal to the speciality food shopper and leverage efficiencies created by investments in management information systems.

Wild Oats Markets, Inc. is a Delaware corporation. Our principal executive offices are located at 3375 Mitchell Lane, Boulder, Colorado 80301,
and our telephone number at that address is (303) 440-5220. Our Web site is located at www.wildoats.com. The content of this Web site and any
other Web sites identified in this prospectus are not incorporated by reference into this prospectus.
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Summary of the debentures

Wild Oats Markets, Inc., a Delaware corporation.
$115,000,000 principal amount of 3.25% Convertible Senior Debentures due 2034.
May 15, 2034, unless earlier converted, redeemed or repurchased.

The debentures are our direct, unsecured and unsubordinated obligations and rank equal in priority with all of our
existing and future unsecured and unsubordinated indebtedness and senior in right of payment to all of our future
subordinated indebtedness. The debentures effectively rank junior to any of our secured indebtedness. The
debentures are structurally subordinated to all liabilities of our subsidiaries, including our subsidiaries guarantees of
our indebtedness. See Description of Debentures Ranking beginning on page 24.

3.25% per annum on the principal amount, payable semiannually in arrears on May 15 and November 15 of each
year, beginning November 15, 2004. We will not pay regular interest on the debentures after May 15, 2011.

We will pay contingent interest to the holders of the debentures commencing May 20, 2011 and ending

November 14, 2011 if the average trading price of a debenture equals 125% or more of the principal amount of the
debenture during certain measurement periods. See Description of Debentures  Contingent Interest beginning on
page 24.

You may convert the debentures into the right to receive a cash payment for the principal amount and either cash or
stock for any remaining conversion amount at a conversion rate of 56.5099 shares per $1,000 principal amount of
debentures (equal to a conversion price of approximately $17.70 per share of common stock), subject to adjustment,
if certain events occur. See Description of Debentures Conversion Rights beginning on page 26.

Upon conversion, we will pay the principal amount of the Debentures converted in cash, and any remaining amount
in cash or a combination of cash and shares of our common stock. See Description of the debentures Conversion
rights Payment upon conversion beginning on page 28.

None.

Prior to May 20, 2011, the debentures will not be redeemable. On or after May 20, 2011, we may redeem for cash
some or all of the debentures, at any time and from time to time, upon at least 30 and no more than 60 days notice
for a price equal to 100% of the principal amount of the debentures to be redeemed plus any accrued and unpaid
interest (including contingent interest, if any) to but excluding the redemption date.

3

Table of Contents



Table of Contents

Repurchase of
debentures by us at
the option of the
holder

Fundamental change

Registration rights

United States federal
income tax consequences

Edgar Filing: WILD OATS MARKETS INC - Form S-3/A

You may require us to repurchase some or all of your debentures for cash on May 15, 2011, May 15, 2014 and
May 15, 2024 at a repurchase price equal to 100% of the principal amount of the debentures being repurchased,
plus any accrued and unpaid interest (including contingent interest, if any) to but excluding the applicable
repurchase date.

If we undergo a fundamental change (as defined in this prospectus) prior to maturity, you will have the right, at
your option, to require us to repurchase some or all of your debentures for cash at a repurchase price equal to 100%
of the principal amount of the debentures being repurchased, plus any accrued and unpaid interest (including
contingent interest, if any) to but excluding the applicable repurchase date. In addition, following certain
fundamental changes, we will pay to all holders of debentures a make-whole premium which may be paid in cash,
shares of common stock or a combination thereof.

Pursuant to a registration rights agreement that we entered into in connection with the private offering of the
debentures in June 2004, we have filed a shelf registration statement under the Securities Act of 1933, as amended
(the Securities Act ), relating to the resale of the debentures and the common stock issuable upon conversion of the
debentures. The shares offered by Perry D. Odak, our Chief Executive Officer, are included in this prospectus in
connection with a restricted stock purchase agreement entered into with Mr. Odak in March 2001. This prospectus
constitutes a part of that shelf registration statement. We filed the shelf registration statement solely to permit the
resale of offered securities, and investors who purchase debentures or shares of common stock from selling
securityholders in this offering will not be entitled to any registration rights under the registration rights agreement.
In addition, under the registration rights agreement relating to the private offering of the debentures, selling
securityholders may be required to discontinue the sale or other disposition of debentures and shares of common
stock issued upon conversion of debentures pursuant to the shelf registration statement and to discontinue the use of
this prospectus under certain circumstances specified in the registration rights agreement.

Under the indenture governing the debentures, we have agreed, and by acceptance of a beneficial interest in a
debenture each holder of a debenture is deemed to have agreed, to treat the debentures as indebtedness for United
States federal income tax purposes that is subject to the Treasury regulations governing contingent payment debt
instruments. See Material United States federal income tax consequences beginning on page 56.

4
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Use of proceeds The selling securityholders will receive all of the net proceeds from the sale of the debentures. We will not receive
any of the proceeds from the sale of any of the debentures.

Book-entry form The debentures are issued in book-entry form and are represented by global certificates deposited with, or on behalf
of, The Depository Trust Company ( DTC ) and registered in the name of a nominee of DTC. Beneficial interests in
any of the debentures are shown on, and transfers will be effected only through, records maintained by DTC or its
nominee and any such interest may not be exchanged for certificated securities except in limited circumstances.

Trading We issued the debentures in June 2004 in a private offering. Prior to such offering there was no trading market for
the debentures. Although the initial purchasers advised us at the time of that offering that they intended to make a
market in the debentures, they are not obligated to do so and may discontinue such market making at any time
without notice. There is no public market for the debentures and we do not intend to apply for listing of the
debentures on any securities exchange or for quotation of the debentures through any automated quotation system.
The debentures issued to qualified institutional buyers in the June 2004 offering currently trade on the PORTAL
market. However, once debentures are sold under this prospectus, those debentures will no longer trade on the
PORTAL market.

5
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Summary of the common stock

Issuer Wild Oats Markets, Inc., a Delaware corporation.

Securities offered Up to 1,332,649 shares of common stock are being offered by Perry D. Odak, our Chief Executive Officer. The
shares offered by Mr. Odak are included in this prospectus in connection with a restricted stock purchase agreement
entered into with Mr. Odak in March 2001. The Board of Directors of the Company determined to include
Mr. Odak s shares of the Company s common stock in this registration. The stock purchase agreement with
Mr. Odak does not provide for such piggyback registration of Mr. Odak s shares as a matter of right under these
circumstances, but does provide that the Board of Directors of the Company can be relieved of its obligation to
register such shares for any reason by providing notice of such determination to Mr. Odak. Mr. Odak has informed
the Board of Directors of the Company that his request to register his shares is a matter of convenience, and not
evidence of present intent to sell such shares.

Shares outstanding We are authorized to issue, without further stockholder action under Delaware law, up to 60,000,000 shares of
common stock, of which 28,972,855 shares were outstanding, 1,977,800 shares were held as treasury stock,
2,834,161 were reserved for issuance upon the exercise of outstanding options as of August 19, 2005.

We are also authorized to issue, without stockholder approval, 5,000,000 shares of preferred stock, none of which
were outstanding as of August 19, 2005, in one or more series, which may give other stockholders dividend,
conversion, voting, and liquidation rights, among other rights, which may be superior to the rights of holders of our
common stock. Any such series of preferred stock could contain dividend rights, conversion rights, voting rights,
terms of redemption, redemption prices, liquidation preferences or other rights superior to the rights of holders of
the common stock.

Dividends We currently intend to retain any future earnings to finance the growth and development of our business and
therefore do not anticipate paying any cash dividends in the foreseeable future.

Registration rights See  Summary of the debentures Registration rights on page 5 for a description of the registration rights relating to
the common stock.

Use of proceeds The selling securityholders will receive all of the net proceeds from the sale of shares of common stock. We will
not receive any of the proceeds from the sale of shares of common stock.

Trading The common stock is listed on the NASDAQ National Market under the symbol OATS. On August 22, 2005, the
last reported sale price of the common stock on the NASDAQ National Market was $12.42.
6
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Risk factors

An investment in the debentures involves a high degree of risk. You should carefully consider the following factors, in addition to the other
information contained in this prospectus, in deciding whether to invest in the debentures. This prospectus contains forward-looking statements
that involve risk and uncertainties. Our actual results may differ significantly from the result discussed in the forward-looking statements.
Factors that might cause such differences include those discussed below.

Risk related to our business

Our quarterly financial results and our stock price may fluctuate significantly, which may affect our cash flow from operations, our
future ability to raise proceeds from equity financings or borrowings, or our ability to obtain new store locations on favorable economic
terms.

Our quarterly financial results of operations may differ materially from quarter to quarter for a variety of reasons, including the timing and
success of new store openings, overall store performance, changes in the economy, seasonality and the timing of holidays, significant increases
or decreases in prices for or availability of goods and services, competitive pressure and labor disturbances, as well as other factors mentioned in
this section.

Our stock price has been and continues to be fairly volatile. Our stock price is affected by our quarterly and yearly financial results, financial
results of our major competitors and suppliers, general market and economic conditions and publicity about us, our competitors, our vendors or
our industry. Volatility in our stock price may affect our future ability to raise proceeds from equity financings or borrowings, or to obtain new
store sites on favorable economic terms.

Our past comparable store sales may not be indicative of future comparable store sales or indicative of future performance.
A variety of factors affect our comparable store sales results, including, among others:
the opening of stores by us or by our competitors in markets where we have existing stores;
the relative proportion of new stores to mature stores;
store remodelings;
the timing of promotional events;
our ability to implement our operating plans effectively;
changes in consumer preferences for natural foods products; and
general economic conditions.
Past increases in comparable store sales may not reflect future performance. Comparable store sales for any particular period may decrease in the
future. Because of the factors listed above, we believe that period-to-period comparisons of our operating results are not necessarily meaningful

and that such comparisons cannot be relied upon as indicators of future financial performance. Fluctuations in our comparable store sales could
cause the price of our common stock to fluctuate substantially.
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Increased competition in the sale of natural foods products could reduce our profitability.

Our competitors currently include other independent and multi-unit natural foods supermarkets, smaller traditional natural foods stores,
conventional supermarkets and specialty grocery stores. We believe that our primary competitor is Whole Foods Market, Inc., a national natural
foods supermarket chain based in Texas, which, as of January 16, 2005, operated 166 stores in 28 states plus the District of Columbia, Canada
and the United Kingdom and had annual sales of approximately $3.9 billion in its 2004 fiscal year. We directly compete with Whole Foods
Market, Inc. in several states including California, Colorado, Florida, Illinois, Massachusetts, New Mexico and Texas (a total of 75% of our
current total sales are in shared markets, as defined by a nationally recognized statistical survey firm). A number of other natural foods
supermarkets offer a range of natural foods products similar to those we offer. While some competitors do not offer as full a range of products as
we do, they do compete with us in some product categories.

Many of our competitors have been in business longer and have greater financial or marketing resources than we do. Our competitors also may
be able to devote more funds and employees to securing suitable locations for new stores and to the sourcing, promotion and sale of their
products. In addition, should any of our competitors reduce prices, we may be required to reduce prices to remain competitive, which could
result in lower sales and profitability. As we open stores in new geographic markets, our success will depend in part on our ability to gain market
share from established competitors. Traditional and specialty grocery stores are expanding the amount of natural foods they carry and market,
and therefore they now compete directly with us for products, customers and locations. We expect competition from both new and existing
competitors to increase in our markets and we may not be able to compete effectively in the future, which could adversely affect our
profitability.

Economic conditions may affect us to a greater degree than our competitors and, as a result, our results of operations could be
disproportionately adversely affected.

Downturns in general economic conditions in communities, states, regions or the nation as a whole can negatively affect our results of
operations. While purchases of food generally do not decrease in a slower economy, consumers may choose less expensive alternative sources
for food purchases. In addition, downturns in the economy make the disposition of excess properties, for which we continue to pay rent and
other carrying costs, substantially more difficult as the markets become saturated with vacant space and market rents decrease.

Informational picketing and other union activities may negatively affect our sales.

From time to time, unions will attempt to organize employees or portions of the employee base at stores or our distribution or production
facilities. Responses to organization attempts require substantial management and employee time and are disruptive to operations. A successful
organizational effort could result in disruptions in our store operations and higher costs for salaries and benefits. In addition, from time to time
certain of our stores may be subject to informational picketing by local trade unions. Our company has affirmatively endorsed social
responsibility, as evidenced by our mission statement; informational picketing conflicting with our publicly expressed social stance may,
therefore, disappoint customer expectations and thereby discourage customer traffic and lower sales volumes.
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Loss of key personnel could disrupt our business and negatively affect our results of operations.

We believe that our continued success will depend to a significant extent upon the leadership and performance of our key executive personnel,
including:

Perry D. Odak, our President and Chief Executive Officer;

Robert Dimond, our Senior Vice President and Chief Financial Officer;

Daniel Bolstad, our Senior Vice President, Operations;

Bruce M. Bowman, our Senior Vice President, Business Development;

Stephen P. Kaczynski, our Senior Vice President, Merchandising and Marketing;
Freya R. Brier, our Senior Vice President, Real Estate and General Counsel; and

Peter F. Williams, our Vice President, Human Resources.

The loss of the services of these individuals or other of our key personnel could harm our operations. We do not maintain key person insurance
on any of these personnel. Our continued success is also dependent upon our ability to attract and retain qualified executives to meet our future
growth needs. We face intense competition for qualified executives, many of whom are subject to offers from competing employers. We may
not be able to attract and retain key executive personnel as necessary to operate our business.

Our growth strategy has placed, and will continue to place, a significant strain on our management, which could adversely affect our
ability to execute and manage our business strategy in a timely fashion.

Although we believe that we have the management, operational and information systems, distribution infrastructure and other resources required
to implement our growth strategy, we may not be able to execute our new store expansion plans within the expected time frame. Our continued
growth may place a significant strain on our management, our ability to distribute products to our stores, working capital and financial and
management control systems. In order for us to manage our expanding store base successfully, our management will be required to anticipate the
changing demands of our growing operations and to adapt systems and procedures accordingly. If we are not able to do so, our business, sales
and overall profitability will be materially and negatively affected.

Disruptions of product supply could reduce store sales and profitability and disrupt our operations.

Our business is dependent on our ability to buy products on a timely basis and at competitive prices from a small number of distributors and
from a large number of relatively small vendors. In the fourth quarter of fiscal 2003, we announced that we and Tree of Life, Inc. ( TOL ), our
previous primary distributor, would be terminating that relationship and that we would be converting a secondary contract with United Natural
Foods, Inc. ( UNFI ) to a primary relationship. We entered into a new primary distribution agreement with UNFI in January 2004. The
distribution arrangement, which commenced effective April 1, 2004, has a five-year term. Under the terms of the new agreement, we are
obligated to purchase a majority of certain specified categories of goods for sale in our U.S. stores from UNFI, except in certain defined
circumstances. We believe UNFI has sufficient warehouse capacity and distribution technology to service our existing stores distribution needs
for natural foods and products as well as the needs of new stores in the future. The transition to UNFI from TOL was completed by the end of
the first fiscal quarter of 2004.
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To date, the transition has not resulted in any unusual or unexpected disruptions in product supply. However, from time to time we have
experienced a shortage of private label products. Since private label products generally return a higher margin, this shortage has resulted in the
loss of more profitable sales. We may also experience additional short term disruptions in delivery of goods as the transition is completed,
resulting in reduced sales. We will have no other material supply contracts with our vendors, who could discontinue selling to us at any time.
Although we believe that we could develop alternative sources of supply, any such termination may create a short-term disruption in store-level
merchandise selection, resulting in reduced sales. Any significant disruption in the supply of goods could have a material impact on our overall
sales volume, cost of goods and our profitability. We may not be able to negotiate future supply agreements with this or other distributors on
terms favorable to us, if at all.

In February 2004, we transitioned from two older warehouse facilities to our new perishables distribution facility in Riverside, California. Some
start-up issues resulted in sales disruptions to 22 stores then being serviced from the facility. These disruptions were exacerbated by produce
volume volatility caused by the end of the California grocery strike. Continued problems at such facility could result in negative sales impacts at
the 72 stores currently being serviced from the facility.

Changes in government regulation could increase our costs and reduce our operating results.

We are subject to many laws, regulations and ordinances at the local, state and national level and problems or failures to comply with these laws
could negatively affect our store sales and operations, or could delay the opening of a new store. Such laws regulate our operations and include
the following:

state and federal wage and hour laws, which may result in increased minimum wage levels, require payment of overtime to salaried
employees and increase employee benefits costs;

National Organic Program regulations promulgated by the United States Department of Agriculture, which may require different
handling of certain products or the exclusion of certain products from the definition of organic, each of which could limit available
product supply, increase costs or reduce revenues;

state and federal health and sanitation regulations, which may require substantial equipment or tenant improvement modifications at
added expense to existing or newly constructed stores, substantially increase labor costs and costs of food preparation and handling, or
impact the ability of our kitchens and commissaries to supply products across state lines to our other stores;

local, state and federal regulations regarding the availability of liquor licenses and the restrictions on the permitted locations and hours
for liquor sales, which may reduce sales at certain stores; and

local land use regulations and zoning restrictions, which may impact hours of operation at certain stores, restrict our ability to receive
shipments of products during non-retail hours, and inhibit our ability to provide certain services or products, resulting in diminished
revenues and increased direct store operating costs.
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For example, approximately 17% of our total sales in fiscal 2003 came from our Holistic Health department, which sells vitamins, supplements,
herbal products, and body care and fitness products. There have been proposals for modifications to existing laws on a national level to restrict
sales of certain supplement products or to regulate information available to consumers regarding these products, as well as recent bans from the
U.S. Food and Drug Administration on the sale of certain products.

Modifications in existing laws and the implementation of new laws governing components of our business operations may be triggered by
consumer and regulatory concerns regarding food safety issues, new technology or competitive pressures. Such modifications could require the
reformulation of certain products to meet new standards, the recall or discontinuance of certain products not able to be reformulated, increased
risk of litigation, additional record keeping, expanded documentation of the properties of certain products, expanded or different labeling and/or
scientific substantiation. Any of these requirements could harm our sales volume, costs of goods and direct store expenses. In addition, from
time to time we are audited by various governmental agencies for compliance with existing laws, and we could be subject to fines or operational
modifications as a result of noncompliance.

Successfully opening and operating new stores is a critical component of our growth strategy and if we are unable to do so our operating
results may be adversely affected.

We have grown considerably in size and geographic scope since 1992. From the beginning of 1997 through 2004, we added 48 net new and
acquired stores to our store base. We plan to continue growing, primarily through the opening of new stores. As of August 22, 2005, we operated
112 natural foods stores. To date in fiscal 2005, we have added seven net new stores to our store base. In the remainder of fiscal 2005, we expect
to add up to two additional stores to our store base.

We look to add stores (i) in those markets where we are currently the major natural and organic food retailer, (ii) where we can obtain locations
that we believe will lead to an increased number of customers without placing substantial competitive pressure on our existing stores, and

(iii) where our store locations intercept a majority of customers and thereby may discourage competitors from placing new stores in the market.
If we are unable to successfully open and operate new stores our growth strategy will be restricted and our operating results will be harmed. Our
growth strategy may be limited by the obligation to maintain a certain percentage of minimum excess availability as defined in our credit facility
with Bank of America, N.A., as agent, which is referred to as a Loan and Security Agreement and is dated as of March 31, 2005. Excess
availability is the difference between the borrowing base and the amounts outstanding under the credit facility, including letters of credit,
commonly expressed as a percentage of the borrowing base. The borrowing base is the lesser of $40,000,000 as calculated by the value of
certain inventory, credit and receivables, invested cash and, at our discretion, mortgaged assets. We are required under our credit facility to
maintain a minimum amount of excess availability, which would not be available for our use.

Our ability to successfully open and operate new stores depends on many factors, including our ability to:

identify areas of the country that meet our criteria for new store sites;

locate suitable store sites and negotiate acceptable lease terms;
11
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hire and train new personnel, including administrative and accounting personnel, departmental, regional and store managers, store
employees and other personnel in our corporate organization;

expand into areas of the country where we have no operating experience;
obtain governmental and other third party consents, permits and licenses needed to operate new stores;
integrate new stores into our existing operations;

expand our existing systems or acquire and implement new systems, including information systems, hardware and software, and
distribution infrastructure, to include new, relocated and acquired stores; and

obtain adequate funding for operations.

The success of new stores depends on a number of factors, including our ability to identify target customers and place stores in areas convenient
to those customers, as well as create and implement merchandising and marketing programs that are effective with our targeted customers. New
stores build their sales volumes and refine their merchandise selection gradually and, as a result, generally have lower gross margins and higher
operating expenses as a percentage of sales than more mature stores. We anticipate that the stores we opened in 2004 and will open in 2005 will
experience operating losses for the first 12 to 18 months of operation or possibly longer, in accordance with historical trends, although certain
stores are projected to incur operating losses for six to twelve months, and others are projected to incur losses for greater than 18 months.
Additionally, we incur significant pre-opening expenses and, as a result, the opening of a significant number of new stores in a single period will
negatively affect our operating results.

We may grow our business through the acquisition of other stores. Growing our business through acquisitions involves risks that could
have a negative effect on our business and financial results.

We will continue to consider acquisitions of natural foods retailers where attractive opportunities exist. Acquisitions of operating stores involve
risks which could have a negative effect on our business and financial results such as:

short-term declines in our reported operating results;

diversion of management s attention;

unanticipated problems or legal liabilities;

inclusion of incompatible operations, particularly management information systems; and

inexperience in operating different store formats.
Further, acquired stores, while generally profitable as of the acquisition date, initially generate lower gross margins and store contribution
margins than our company average due to their substantially lower volume purchasing discounts and the integration of the acquired stores into

our operating systems. Other factors that could cause acquired stores to perform at lower-than-expected levels include, among other things,
difficulties in integrating existing employees,
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turnover of regional and store management, disruption of advertising, changes in product mix and delays in the integration of purchasing
programs.

Our remodeling efforts may cause an extended reduction in the sales volumes of our remodeled stores.

We completed the remodeling or remerchandising of 23 of our older stores in 2004, and plan to commence and complete remodels of seven of
our stores in 2005 with the goal of updating key store departments components and fixtures, reorganizing products by sales velocity, reducing
excess SKU counts in certain categories of products, adding in new fixtures and signage to introduce our new lines of private label vitamins,
minerals and supplements and giving greater emphasis to produce, meat and seafood and grocery departments. In the first half of 2006, we plan
to complete five major remodels and remerchandise a number of our stores. Remodels and remerchandising typically cause short-term disruption
in sales volume and related increases in certain expenses as a percentage of sales, such as payroll. Current and future remodeled or
remerchandised stores may experience sales disruptions and the related impact on earnings to a greater degree than we have projected.

Legal proceedings and results of audits could materially impact our results.

Because of the large number of hourly personnel we employ, we are party to a substantial number of legal proceedings including matters
involving personnel and employment issues. We are also audited by state tax authorities and conduct self-audits of benefit plans, including
administrative practices of such plans. An internal review of our 401(k) retirement plan administrative practices revealed certain errors. We have
filed a voluntary correction plan with the Internal Revenue Service and, pending approval, will contribute to employees an estimated

$1.0 million to correct underdeferrals and delayed eligibility and we have accrued for the same. Our operating results could be harmed by the
decisions and expenses related to defending legal proceedings or as a result of corrections ide