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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(D) ®RE SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended August 29, 2004
OR
[0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(df ®HE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission File Number: 0-17896

HANOVER FOODS CORPORATION

(Exact name of registrant as specified in its @ra

Commonwealth of Pennsylvanie 23-067071C
(State or other jurisdiction « (I.LR.S. Employe
incorporation or organizatiot Identification No.)

1486 York Street, P.O. Box 334, Hanover, P. 17331
(Address of principal executive office (Zip Code)

717-632-6000

(Registrar’s telephone number, including area cc

Indicate by check mark whether the registrant €l filed all reports required to be filed by Sewti or 15(d) of the Securities Exchange Act of4188ring the
preceding 12 months (or for such shorter periodttieregistrant was required to file such repogsy (2) has been subject to such filing requirgméor the past 90
days. Yes No [

Indicate by check mark whether the registrant iaerelerated filer (as defined in Rule 12b-2 offixehange Act. Yes[] Nolx
Indicate the number of shares outstanding of e&tiedassuer’s classes of common stock, as ofdtest practicable date.

Class Outstanding at September 30, 200

Class A Common Stoc 287,996 share
Class B Common Stoc 781,648 share
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PART | — FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
HANOVER FOODS CORPORATION AND SUBSIDIARIES
Condensed Consolidated Balance Sheets

August 29, 200¢ May 30, 2004
ASSETS (Unaudited)
Current Assets:
Cash and Cash Equivalents $ 2,619,000 $ 3,015,00i
Accounts and Notes Receivable, Net 32,786,000 30,323,00
Accounts Receivable from Related Parties, Net 455,00( 275,00(
Inventories
Finished Goods 67,625,00 46,779,00
Raw Materials and Supplies 16,394,00 17,027,00
Prepaid Income Taxes 1,114,001 611,00(
Prepaid Expenses 6,627,001 6,347,001
Deferred Income Taxes 917,00( 917,00(
Total Current Assets 128,537,00 105,294,00
Property, Plant and Equipment, at Cost:
Land and Buildings 61,075,000 63,585,00
Machinery and Equipment 136,421,00 135,029,00
Leasehold Improvements 544,00( 544,00(
198,040,00 199,158,00
Less Accumulated Depreciation and
Amortization 115,713,00 121,028,00
82,327,00 78,130,00
Construction in Progress 1,080,00t 5,975,001
Total Property, Plant and Equipment 83,407,000 84,105,00
Other Assets:
Goodwill 2,070,001 2,070,001
Intangible Assets 2,274,001 2,274,001
Other Assets 5,710,001 5,645,00!
Total Assets $ 221,998,00 $ 199,388,00
See accompanying notes to condensed consolidaiaucfal statements.
1
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PART | — FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
HANOVER FOODS CORPORATION AND SUBSIDIARIES
Condensed Consolidated Balance Sheets
LIABILITIES AND STOCKHOLDERS' EQUITY
August 29, 200¢ May 30, 2004
Current Liabilities:
Notes Payable — Banks $ 36,777,000 $ 21,609,00
Accounts Payable 25,267,00 23,393,00
Accounts Payable to Related Parties, Net 9,00( 32,00(
Accrued Expenses 17,745,00 14,011,00
Current Maturities of Long-Term Debt 4,286,001 4,286,00!
Income Taxes Payable 0 302,00(



Total Current Liabilities

Long-Term Debt, Less Current Maturities
Other Liabilities
Deferred Income Taxes

Total Liabilities

Stockholders’ Equity:
Series A & B 8 1/4% cumulative convertible preéel
Series C cumulative convertible preferred
Common stock, Class A, non-voting
Common stock, Class B, voting
Capital Paid in Excess of Par Value
Retained Earnings
Treasury Stock, at Cost
Employee Stock Trust
Accumulated Other Comprehensive Income

Total Stockholders’ Equity

Total Liabilities and Stockholders’ Equity

See accompanying notes to condensed consolidaizucfal statements.

2

84,084,00 63,633,00
21,071,00 21,071,00
8,027,001 7,636,001
2,828,00! 2,948,00!
116,010,00 95,288,00
776,00( 776,00
250,00( 250,00(
8,733,001 8,733,001
21,213,25 21,213,25
34,913,85 34,913,85
89,185,00 87,424,00
(8,379,00) (8,379,00)
(40,403,10) (40,419,10)
(301,000 (412,000)
105,988,00 104,100,00
$ 221,99800 $  199,388,00
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PART | — FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS,
HANOVER FOODS CORPORATION AND SUBSIDIARIES
Condensed Consolidated Statements of Operations (duadited)

Thirteen Weeks Ended

August 29, 200« August 31, 2002

Net Sales $ 79,681,000 $ 66,900,00
Cost of Goods Sold 69,330,000 57,261,00
Gross Profit 10,351,00! 9,639,001
Selling Expenses 2,983,001 2,906,001
Administrative Expenses 3,997,001 3,732,001
Operating Profit 3,371,00! 3,001,00t
Interest Expense 610,00( 594,00(
Other (Income) Loss, Net (136,00() (223,000
Earnings Before Income Taxes 2,897,001 2,630,001
Income Taxes 914,00( 818,00(
Net Earnings 1,983,001 1,812,001
Dividends on Preferred Stock 10,00( 10,00(
Net Earnings Applicable to Common Stc $ 1,973,000 $ 1,802,001
Earnings Per Share:

Net Earnings Per Common Share — Basic $ 27z $ 2.4¢

Net Earnings Per Common Share — Diluted $ 268 $ 2.4¢€
Dividends per Share, Common $ 0.27t $ 0.27¢
Basic Weighted Average Shares 725,17: 723,33(
Diluted Weighted Average Shares 738,86¢ 736,39¢

See accompanying notes to condensed consolidaizucfal statements.

3
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PART | — FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS
HANOVER FOODS CORPORATION AND SUBSIDIARIES
Condensed Consolidated Statements of Stockholde&quity

(Unaudited)
Cumulative
Convertible Capital
Preferred Common Common Paid In Employee Accumulated
Stock Stock Stock Excess Treasury Stock Other
Series C Class A Class B Of Par Retained  Stock Trust Comprehensive
Shares Amount Shares Amount Shares Amount Value Earnings Shares Amount  Shares  Amount Income

Balance,

May 30, 2004 $104,100,00!
Purchase o
Stock by
Employee
Stock
Ownership Pla $16,00(
Net Earnings

for the Perioc $1,983,00
Cash Dividend

Per Share

Preferred —

$2.0625

annually ($10,000
Common-

$1.10 annually ($212,00()
Other

Comprehensive

Income $111,001

31,05¢ $776,00(

)
10,00( $250,000 349,35 $8,733,00 848,52 $21,213,25 $34,913,85 $87,424,00 144,72 ($8,379,00) 344,67: ($40,419,10 ($412,000)

)
(1339 ($16,000
$1,983,00

)
($10,00(

($212,001

$111,00(

Balance Augus
29, 2004 $105,988,00

31,05¢ $776,001

10,00( $250,000 349,35 $8,733,00 848,52: $21,213,25 $34,913,85 $89,185,00 144,72 ($8,379,00) 344,53¢ ($40,403,10) ($301,000

See accompanying notes to condensed consolidaigucfal statements.
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PART | — FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
HANOVER FOODS CORPORATION AND SUBSIDIARIES
Condensed Consolidated Statements of Cash Flows

Cash Flows From:
Operating Activities:
Net Earnings
Adjustments to Reconcile Net Earnings:
To Net Cash Used In Operating Activities:
Depreciation and Amortization
Deferred Income Taxes
Gain on Disposal of Property, Plant and Equipment
Changes in Assets and Liabilities:
Accounts Receivable
Inventories
Prepaid Expenses and Other Assets
Accounts Payable and Accrued Expenses
Income Taxes Payable
Other Liabilities

Net Cash (Used In) Operating Activiti
Investing Activities:
Decrease (Increase) in Other Assets
Acquisitions of Property, Plant and Equipment
Proceeds on Disposal of Property, Plant and Equipme
Net Cash (Used In) Investing Activitir
Financing Activities:
Increase in Notes Payable
Payment of Dividends
Issuance of Common Stock

Net Cash Provided by Financing Activiti

Net Increase (Decrease) in Cash and Cash Equis:
Cash and Cash Equivalents, Beginning of Period

Cash and Cash Equivalents, End of Period

See accompanying notes to condensed consolidaigucfal statements.

Thirteen Weeks Ended

August 29, 200«

August 31, 200:

$ 1,983,000 $ 1,812,00
2,395,001 2,303,001
(120,000 (120,000
(301,000 0
(2,643,00() (1,374,001
(20,213,00) (8,518,00()
(234,000 37,00(
5,585,001 696,00
(805,000 (1,211,00)
391,00 345,00
(13,962,00) (6,030,001
- (1,000,001
(2,590,00() (2,318,00)
1,194,001 -
(1,396,00() (3,318,00)
15,168,00 8,527,001
(222,000 (207,000
16,00( -
14,962,00 8,320,001
(396,000 (1,027,001
3,015,001 4,128,001
$ 2,619,000 $ 3,101,00!
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PART | — FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
HANOVER FOODS CORPORATION AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statement
(Unaudited)

(1) BASIS OF PRESENTATIO"}

The condensed consolidated financial statementiaabver Foods Corporation (the “Corporation”) thegRtrant included herein have been prepared, witho
audit, pursuant to the rules and regulations ofSkeurities and Exchange Commission. Although gemdormation normally included in annual finanicia
statements prepared in accordance with accountingiples generally accepted in the United StafeSmerica has been omitted, the Corporation bebebat
the disclosures are adequate to make the informatiesented not misleadir

The Corporation’s fiscal year ends at the closepafrations on the Sunday nearest to Ma§* 3Accordingly, these financial statements reflaxtivty for the
thirteen week periods ended August 29, 2004 andusw@l, 2003

It is suggested that these consolidated finanta@¢sents should be read in conjunction with thesotidated financial statements and notes thenefaded in
Form 1(-K/A for the Corporatio’s fiscal year ended May 30, 20(

The condensed consolidated financial statementsdad herein reflect all adjustments (consistinty @fi normal recurring accruals) which, in the dpimof
management, are necessary to present a fair statefithe results of the interim peric

The results for the interim periods are not neadgsadicative of trends or results to be expecteda full fiscal year.
Certain amounts in prior periods have been redladsio conform with classifications made in theremt period.

6
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PART | — FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
HANOVER FOODS CORPORATION AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statement
(Unaudited)

SHORT-TERM BORROWINGES

The Corporation and its subsidiaries maintain stearh unsecured lines of credit with various bapi®iding credit availability amounting to $50,0000 of
which $36,777,000 and $21,609,000 were outstanalifgigust 29, 2004 and May 30, 2004, respectivEye average cost of funds during the thirteen week

period ended August 29, 2004 was 2.18% comparé®t for the thirteen week period ended Augus8D3.

LONG-TERM DEBT
The long-term debt of the Corporation and its stilasies consists of:

August 29, 200¢ May 30, 2004
8.74% unsecured senior notes payable to an insei@Topany, due through 2007 $ 5,357,00! 5,357,001
7.01% unsecured senior notes payable to an insgreompany, due through 2011 20,000,00 20,000,00
Total Long-Term Debt 25,357,000 25,357,000
Less current maturities 4,286,001 4,286,00!
Net Lon¢-Term Debt $ 21,071,00 21,071,00

The senior note agreements and the agreementsésorsal borrowing with financial institutions cantgarious restrictive provisions including thostating to
mergers and acquisitions, additional borrowing,rgntee of obligations, lease commitments, limitagito declare or pay dividends, repurchase stoukifze
maintenance of working capital and certain finah@#ios and change in control. Based on the reguénts of the agreements at August 29, 2004, $8508 of

retained earnings are restricted from distribut
The Corporation was in compliance with the restreprovisions in the agreements as of August 2942

7
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PART | — FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
HANOVER FOODS CORPORATION AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statement
(Unaudited)

(4) RELATED PARTY TRANSACTIONSE

The Corporation and its subsidiaries, in the raroourse of business, purchase and sell goodsemites to related parties. Transactions withtedlparties are
summarized below

Thirteen Weeks Ended

August 29, 200¢ August 31, 200z

Revenues:

Park 100 Foods, In $ 752,000 % 338,00(
Expenditures:

Park 100 Foods, Cor 8,00( 11,00(

Warehime Enterprises, In 1,00C 1,00(

John A. & Patricia M. Warehim 16,00(¢ 9,00(

Lippy Brothers, Inc 220,00( 155,00(
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PART | — FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
HANOVER FOODS CORPORATION AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statement
(Unaudited)

The respective August 29, 2004 and May 30, 2004watchalances with related parties are as follows:

August 29, 200¢

May 30, 2004

Accounts Receivable
Park 100 Foods, Int $ 455,00(

$

275,00(

Accounts Payable:
Lippy Brothers, Inc 9,00(

32,00(
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PART | — FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS
HANOVER FOODS CORPORATION AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statement

(Unaudited)
(5) COMPREHENSIVE INCOME
Comprehensive income is determined as follows:
13 Weeks Endec
August 29, 200¢ August 31, 2002

Net Income $ 1,983,000 $ 1,812,001
Other Comprehensive Income Unrealized Gain on lnvests 111,00( 34,000
Comprehensive Incomrr $ 2,094,000 $ 1,846,001

(6) RECONCILIATION OF NUMERATOR AND DENOMINATOR FOR BAE: AND DILUTED EARNINGS PER SHARE

13 Weeks Endec

August 29, 200« August 31, 2002

Numerator for basic earnings per shi

Net earnings applicable common stocl $ 1,973,000 $ 1,802,001
Preferred stock dividenc 10,00( 10,00(
Net earnings assuming dilutic $ 1,983,000 $ 1,812,001
Denominator

Basic weighted average sha 725,17: 723,33(
Effect of dilutive securitie 13,697 13,06¢
Diluted weighted average sha 738,86¢ 736,39t

10




Back to Index

PART | — FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
HANOVER FOODS CORPORATION AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statement
(Unaudited)

(7) STOCK OPTION PLAN

On June 20, 2002, the Corporation’s Board of Deecadopted the Hanover Foods Corporation 200Sdgtion Plan and on October 17, 2003, adopted the
Hanover Foods Corporation 2003 Stock Option PlaockSoptions are accounted for under Accountingd®ies Board (APB) Opinion No. 25Atcounting for Stocl
Issued to Employees” and related interpretatiomsofdingly, no compensation expense is recordedttmmk option grants.

Had compensation expense for all stock and emplsiaxk purchase plans been determined based updaitlvalue at the grant date for awards undesehe
plans consistent with the methodology prescribedeuisFAS No. 123, “Accounting for Stock-Based Congation,” as amended, our net income and earniegs p
share would have been adjusted to the pro formaiataas follows:

In thousands, except (per share date)

Thirteen Weeks Ended

August 29, 200¢ August 31, 2002
Net Income- as reporter $ 1,983,000 $ 1,812,001
Deduct: Total stock-based employee compensatioaresgpdetermined under fair value based methodlfawards, net of
related tax effect 20,00( 20,00(
Pro forma net incom 1,963,001 1,792,001
Earnings per shar
Basic— as reportet $ 27z $ 2.4¢
Basic— pro forma $ 27C % 2.4¢
Diluted - as reportet $ 268 % 2.4¢
Diluted - pro forma $ 266 $ 2.4:

Since the determination of fair value of all stagkions granted includes variable factors, inclgdiolatility, and additional stock option grantg &xpected to k
made each year, the above pro forma disclosurescarepresentative of pro forma effect on reportetincome and earnings per share for future years

11
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PART | — FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
HANOVER FOODS CORPORATION AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statement
(Unaudited)

(8) LEGAL MATTERS
Derivative Action

On September 13, 1996, certain Class A sharehdiifiedlsa complaint in equity against six of the @oration’s directors and the estate of a formezalor in the
Court of Common Pleas of York County, Pennsylvdthia complaint). The suit also names the Corpanadi®a nominal defendant. The suit sought variotrad of
relief including, but not limited to, recission tbfe board’s April 28, 1995 approval of John A. Wanee's 1995 Employment Agreement and the boardtsky 10,
1995 adjustment of director’s fees. (Since thadilof this lawsuit, John A. Warehime’s 1995 EmpleythAgreement was amended.) In addition, the pffsrsought
costs and fees incident to bringing suit. On Noverh 1996, the complaint was amended to add additiplaintiffs. On June 24, 1997, the Court diseéthe
amended complaint for failure to make a prior dethamn appeal was filed on the Court’s June 24, 108der. On December 2, 1998, the Superior Court of
Pennsylvania held that the derivative plaintiffsl made adequate demand.

On May 12, 1997, a written demand was receivechbyGorporation from the attorney for those ClasshAreholders containing similar allegations and the
allegations raised by the Class A common stockhisldere investigated by a special independent coteendf the Board of Directors and found to be waithmerit.

The director defendants filed an Answer and Newtétdab the amended complaint on March 17, 1999S@ptember 5, 2001, director defendants filed a duoti
to Dismiss the Derivative Action. On September 2001, plaintiffs filed an answer to director defants’ Motion to Dismiss. On May 17, 2002, the caantered an
order denying defendants’ Motion to Dismiss.

On May 14, 2002, Albert Blakey, Esquire, counseldertain of the derivative plaintiffs filed a Re&in for Fees seeking an award of $1,585,716 oria¢ly’s fees.
Defendants filed a response in opposition to tiggest for fees.

On January 29, 2003, Albert Blakey, Esquire, colftsecertain derivative plaintiffs filed a Motiolor Reconsideration of the Court's December 31,2@€nial
of the Petition for Fees. A Response in Oppositiothe Motion for Reconsideration of Plaintiffs’tRen for Fees was filed with the Court on Febguap, 2003.

12




Back to Index

PART | — FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
HANOVER FOODS CORPORATION AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statement
(Unaudited)

Warehime Family Litigation

On February 13, 1997, the Board of Directors prepgasn amendment and restatement of the Corporathatitles of Incorporation (the “Amended and Resda
Articles”) which provides that if all of the followg Class B shareholders (or their estates upodehéh of such shareholders), Michael A. Warehiinan A.
Warehime, Sally W. Yelland, J. William Warehimegddglizabeth W. Stick (all members of the Warehimeaily) do not agree in writing to the compositidrtioe
Board of Directors or other important matters sfiedibelow on or after the 1998 annual shareholdegsting, the trustees of the Corporation’s 408g&yings Plan
(or a similar employee benefit plan), who qualifydisinterested directors acting as fiduciariegtieremployees who participate in the Plan, andiass A
shareholders may become entitled to vote in theneradescribed in the document.

The Amended and Restated Articles created a S€rlésnvertible Preferred Stock, which, in case dispute among the above mentioned members of the
Warehime family on Board of Directors compositiarother important matters, would be entitled tov®%es per shares (a total of 350,000 votes basdd @0
shares of Series C Convertible Preferred Stocletbso and held by the trustees of the Corporadid@’1(k) Savings Plan); if Series C Convertibleféred Stock wer
entitled to vote because of such dispute, eaclegfatlass A Common Stock would be entitled to thidf a vote per share.

The Amended and Restated Articles also classifiedérms of the Board of Directors commencing whih election at the 1997 annual shareholders’ mgetnd
permitted directors to be elected for four-yeamt@s permitted by Pennsylvania law. Pursuant t€Citiporation’s Bylaws, as then in effect, nominasidor directors
must be submitted to the Corporation in the mapnescribed by the Bylaws no later than June 1 efyéar in which the meeting is to occur.

On February 21, 1997, Michael A. Warehime, a Clasbareholder, and certain Class A shareholded filotions for a preliminary injunction against the
Corporation, John A. Warehime, in his capacity @isng trustee, and certain directors of the Corfionain the Court of Common Pleas of York CountgnRsylvania
against a Proposal of the Board of Directors toradrend restate the Corporation’s Articles of Inawgtion in the manner described herein.

13
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PART | — FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
HANOVER FOODS CORPORATION AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statement
(Unaudited)

The motions for a preliminary injunction were dissgd by the Court on June 24, 1997. The Class @tsblaers on June 25, 1997 approved the Amended and
Restated Articles (John A. Warehime, being the &d¢ess B shareholder voting affirmatively in hipaaity as voting trustee) and the Amended and Rekstarticles
became effective June 25, 1997.

In August 1997, the Board of Directors proposedréher amendment (the “Amendment”) to the Amendedi Restated Articles to expand the definition of
“disinterested directors” in the manner describelbl, and to approve certain performance based eosgtion for John A. Warehime solely for the pugos
making the Corporation eligible for a federal in@tax deduction pursuant to Section 162(m) of therhal Revenue Code of 1986, as amended. A speekting
was scheduled for August 14, 1997 (the “Special tvig®) to vote on these proposals. On August 8,7198ichael A. Warehime filed a motion in the Coaft
Common Pleas of York County, Pennsylvania to prevyehn A. Warehime, in his capacity as voting #edrom voting on these proposals and to enjoin the
Amendment. This motion was denied by the Court agust 11, 1997. The Amendment and the proposalrueietion 162(m) were approved by Class B shareins
(John A. Warehime was the sole Class B sharehtddeste affirmatively, in his capacity as votingstee) on August 14, 1997 and the Amendment beedfective
on August 14, 1997.

Under the Amendment, the definition of “disinteezstirectors” means a person who, in the opiniocoofsel for the Corporation, meets any of theofeihg
criteria: (i) disinterested directors as defined®erction 1715(e) of the Pennsylvania Business Catjpms Law of 1988, as amended; (ii) persons whmat
“interested” directors as defined in Section 1.23tee American Law Institute “Principles of Corpteasovernance: Analysis and Recommendations” (33894)ii)
persons who qualify as members of the Audit Comeaifiursuant to Section 303.00 of the New York Stexghange’s Listed Company Manual.

Michael A. Warehime filed an appeal from the dewilhis motion to enjoin the previously describesiéndment to the Corporation’s Amended and Restated
Articles. On December 2, 1998, a majority panethef Superior Court of Pennsylvania issued a detisalding that although John A. Warehime had astegbod
faith in voting for the Amendment to the Amended &estated Articles as trustee of the Warehimengdtiust, he had breached his fiduciary duty toktbeeficiaries
of the Warehime voting trust in voting for the Angement. On November 29, 1999, the Supreme Courenhsylvania granted a petition for allowance ofegipfiled
by John A. Warehime, and granted a cross-petitiomppeal filed by Michael A. Warehime.

14
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PART | — FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
HANOVER FOODS CORPORATION AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statement
(Unaudited)

On August 13, 1999, Michael A. Warehime filed a daimt in equity in the Court of Common Pleas ofrk €ounty, Pennsylvania, naming as defendants Arthu
S. Schaier, Cyril T. Noel, Clayton J. Rohrbach, Jshn A. Warehime, and the Corporation. The compsought a court order declaring that the Sepem©99
election for the Board of Directors of the Corparatbe conducted in accordance with the Articlegnobrporation of the Corporation as they existadrgo June 25,
1997, an order declaring that the Series C CorblerBreferred Stock cannot be voted, and an ohderthhe following candidates for the Board of Dites of the
Corporation proposed by Michael A. Warehime, S¥é/land, Elizabeth Stick and J. William Warehimedmeepted by the Corporation and listed on theobtdlbe
distributed at the annual meeting of shareholdétkeoCorporation to be held on September 16, 1888hael A. Warehime, Daniel Meckley, ElizabethcRtiSonny
Bowman, and John Denton. The basis for the comipheais the December 2, 1998 decision of the Sup@&uiant of Pennsylvania which held that John A. Ware
breached his fiduciary duties in voting for the Atded and Restated Articles as trustee of the Wanekhibting trust. The requested relief was deniethkyCourt of
Common Pleas of York County and Michael Warehimgeaped to the Superior Court of Pennsylvania.

On September 12, 2000, the Superior Court of Péwausia stated, in a Memorandum decision, that thre 25, 1997 shareholder vote, which adopted the
Amended and Restated Articles of the Corporatiaukhbe set aside, and remanded the case to th @d@ommon Pleas of York County to determine wiather
relief would be appropriate. On remand, the CotiG@mmon Pleas of York County entered an Order otoler 10, 2000 declaring that the Amended andaebt
Articles of Incorporation were set aside and thmaekection should be held without the Amended ost®ed Articles. On October 11, 2000, the Supremarif
Pennsylvania entered an Order staying the Ord#reo€ourt of Common Pleas of York County.

On November 27, 2000, the Supreme Court of Penasidweversed and remanded the Order of the Supggoiart issued on December 2, 1998 and, in effbet,
Order of the Superior Court issued September 120 2 reversing the Superior Court’s Order, ther8me Court of Pennsylvania held that John A. Warehthe
trustee of the voting trust, did not breach hisifiéry duties in voting the trust shares in favbthe Amended and Restated Articles of Incorporatithe Supreme
Court remanded the case to the Superior Court ofigdvania to consider other issues raised by MithaWarehime. On September 17, 2002, the Supemset of
Pennsylvania granted defendant’s petition for Abmwe of Appeal.
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HANOVER FOODS CORPORATION AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statement
(Unaudited)

On May 4, 2001, the Superior Court of Pennsylvammremand from the Supreme Court of Pennsylvanietide several remaining issues, held that t8& 19
amendments to the Corporation’s Amended and Relstatéles of Incorporation “violated principles obrporate democracy” and should be invalidatech ¢lreugh
the Superior Court found the directors acted indgfaith and their actions in approving the amendsiéid not result in a breach of their fiduciantids. A petition fo
allocatur was filed with the Supreme Court of Petramia requesting that the Supreme Court of Pdrasia review the Superior Court’'s May 4, 2001 mgli On
September 17, 2002, the Supreme Court of Pennsglgaanted the petition for allocatur and oral angmt was heard in the matter on May 13, 2003.

On December 12, 2002, Michael Warehime filed an iigeecy Application for Expedited Relief with therfPasylvania Supreme Court in the Warehime v.
Warehimeappeal concerning the election of directors notiveddecember 23, 2002. The Pennsylvania Supremet@enied Michael Warehime’s emergency
application on December 20, 2002.

On December 12, 2002, Michael Warehime filed a btofor Relief under the Warehime v. Schaiaption in the York County Court of Common Pleaschdel
Warehime’s motion requested, intdia, that Hanover Foods Corporation’s December 23, 200&tion be conducted according to the Articlegobrporation as they
existed prior to June 25, 1997. Following a headngdecember 20, 2002, the York County Court of @mmn Pleas denied Michael Warehimd/lotion for Relief. O1
January 17, 2003 Michael Warehime appealed thet@alenial of his Motion for Relief to the Superi@ourt of Pennsylvania. Oral argument was heattigimatter
before the Superior Court of Pennsylvania on JanLiay 2004. On April 22, 2004, the Superior CodrPennsylvania issued a memorandum reversing tiveieer
22, 2002 decision by the York County Court of Conmnitdeas and remanding for further proceedings.

The Corporation is involved in various other claiaml legal actions arising in the ordinary coursbusiness. In the opinion of management, the altem
disposition of these matters will not have a mateadverse effect on the Corporation’s consolidéitezhcial position, results of operations or lidjty .
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ITEM 2. MANAGEMENT’'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

FORWARD LOOKING STATEMENTS

When used in this Quarterly Report, the words aapés “will likely result”, “are expected to”, “Witontinue”, “is anticipated”, “estimate”, “projestl”, or similat
expressions are intended to identify “forward loukstatements” within the meaning of the Privateusiées Litigation Reform Act of 1995. Such statemts are
subject to certain risks and uncertainties, ineigdbut not limited to, quarterly fluctuations iperating results, competition, state and fedeiguletion, environment:
considerations, foreign operations and a changemitiol as a result of the pending Warehime fariilgation. Such factors, which are discussed @ Borm 10-Q,
could affect the financial performance of Hanoveoés Corporation (as used herein the term “Corpmradr “Company”refers to Hanover Foods Corporation an:
consolidated subsidiaries) and could cause the @ogip actual results for future periods to diffeaterially from any opinion or statements expredsamein with
respect to future periods. As a result, the Compeisfes to caution readers not to place unduenegian any such forward looking statements, whgeak only as ¢
the date made.

GENERAL OVERVIEW

The Corporation is a vertically integrated procesfdood products which operates through sevemrlly-owned subsidiaries, Tri-Co. Foods Corp.,
Consumers Packing Company, Spring Glen Fresh Fdocls Hanover Insurance Company, Ltd., Nittany@@oation, Bickel's Snack Foods, Inc. and Aunt Kity
Foods, Inc. Tri-Co. Foods Corp. has two (2) whalyned subsidiaries: Sunwise Corporation and Mayapa#c

The Corporation is involved in the growing, prodegscanning, freezing, freeze-drying, packagingrketing and distribution of its products underoitgn
trademarks as well as other branded, customer avate labels. The Corporation has operationséweh plants in Pennsylvania, one plant in Marylamd plant in
Delaware, one plant in New Jersey and two plan@Guatemala. The Corporation and its subsidiarrethé normal course of business, purchase andaedls and
services to related parties.

The Corporation enjoys the strongest retail salés @roducts in the miditlantic states and Florida. Introduction of frozethnic blends, specialty vegetables
fruits, canned pasta, frozen soft pretzels, refatg food, canned and frozen mushrooms and soackpgroducts has enabled the Corporation to ineraad expand
its distribution throughout the eastern seaboaistribution in the remainder of the United State$imited to food service, military and industr@lstomers.

The Corporation’s operations are affected by tlwwgrg cycle of the vegetables it processes. The@@ation’s business can be positively or negatiaéfgcted
by weather conditions nationally and the resultimgact on crop yields. Favorable weather conditicens
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produce high crop yields and an over-supply situin a given year. This over-supply typically wiisult in depressed selling prices and reducefitgibdity to the
Corporation on the inventory produced from thatrigeerops. Excessive rain or drought conditions peoduce low crop yields and a shortage situafltnis shortage
typically will result in higher selling prices antcreased profitability to the Corporation. Whiketnational supply situation controls the pricitigg supply can differ
regionally because of variations in weather. Beeanany of the raw materials processed by the Catjporare agricultural crops, production of progduasing these
crops is predominantly seasonal. As a result, thgp@ation needs access to working capital finajéinmeet its production requirements during thpegods.

The Corporation markets its products under thedreames HANOVER, HANOVER FARMS, MYERS, PHILLIPS,BBS, SUPERFINE, MARYLAND
CHIEF, MITCHELL'S, DUTCH FARMS, SUNWISE, O&C (jarceonions only), SPRING GLEN FRESH FOODS, SUNNYSIBEBODS, NOTTINGHAM,
BICKEL'S, BON TON, YORK SNACKS, CABANA, DRAPER KINGCOLE, VENICE MAID, AUNT KITTY’S and HARVEST CHOICEThe products sold by the
Corporation under these brand names include cavegetables, beans and pasta as well as frozenaldegtfrozen meat products, food entrees, refitgdrand fresh
foods, canned and frozen mushrooms and potato.chips

Intense competition and continued consolidatiotheafood processing industry also impact the Cation’s results of operations. Large nationallyogized
competitors with greater resources than the Cotjporaan reduce profit margins for the Corporatsopfoducts. Consolidation resulting from acquisisidoy these
large competitors has made it more difficult foe tBorporation to increase its market share.

See Management'’s Discussion and Analysis of Fimd@ondition and Results of Operations containelamm 10-K (Amendment No. 1) for the fiscal year
ended May 30, 2004 for a description of the Comfmasitical accounting policies and related pargnsactions.

RESULTS OF OPERATIONS
Three Months Ended August 29, 2004 Compared to TheeMonths Ended August 31, 2004
Net Sales

Consolidated net sales were $79.7 million for thigeen week period ended August 29, 2004. Thisesgmts an increase of 19.1% over the thirteen wegkd
ended August 31, 2003. The increase of $12.8 millias primarily due to increased sales of foodiserindustrial frozen, and core snacks partiaffget by
decreases in branded retail, core refrigeratedsf@od core private label sales. The acquisitionsemice Maid Foods, Sunsprout of Lancaster and WrRrgezel
Company during the third and fourth quarters afdls2004 accounted for 67% of the net sales ineréasthe period.
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Cost of Goods Sold

Costs of goods sold were $69.3 million, or 86.9%afsolidated net sales in the thirteen week pegiated August 29, 2004 and $57.3 million or 85.6% o
consolidated net sales for the corresponding pen@®d03. The increase in cost of goods sold aaregmtage of net sales reflects higher energyttheate, labor,
outside frozen storage and commodity costs.

Selling Expenses

Selling expenses were $3.0 million, or 3.8% of adidsted net sales for the thirteen week periocedniugust 29, 2004 as compared to $2.9 millior.8% of
consolidated net sales for the corresponding péni@D03. The increase represents selling expeassxciated with our new acquisitions during theekgtart of the
last fiscal year.

Administrative Expenses

Administrative expenses were $4.0 million, or 5.6P&0nsolidated net sales for the thirteen weelodeznded August 29, 2004 as compared to $3.7anjlbr
5.6% of consolidated net sales for the correspanperiod in 2003. The increase in administrativpesses represents expenses associated with owaaggasitions
during the latter part of the last fiscal year.

Interest Expense
Interest expense was $.6 million for the thirteezelvperiod ended August 29, 2004 as compared tmiflién for the same period in 2003.
Income Taxes

The provision for corporate federal and state inedaxes for the thirteen week period ended Aug8s2@04 was $914,000, or 31.5% of pre-tax earnatsgs
compared to $818,000 or, 31.1% of pre-tax earniogte same period in 2003. The small increagbereffective tax rate is primarily due to incredsarnings in
jurisdictions with higher effective tax rates iretburrent period as compared to the prior pel

Net Earnings

Net earnings was $1.973 million for the thirteerelwg@eriod ended August 29, 2004, as compared ®rsillion for the same period in 2003, as a resfithe
factors discussed above.
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LIQUIDITY AND CAPITAL RESOURCES

The discussion and analysis of the Corporationisitlity and capital resources should be read ifjurmtion with the consolidated statement of casiv§,
contained elsewhere herein and the Management&uBsgon and Analysis of Financial Condition and®ssof Operations contained in Form 10-K (Amendiiéo.
1) for the fiscal year ended May 30, 2004.

Operating Activities

Net working capital was $44.5 million at August 2804 and $41.7 million at August 31, 2003. Theent ratios were 1.53 on August 29, 2004 and 1166 o
August 31, 2003.

Cash used in operating activities for the thirteeek period ended August 29, 2004 was $14.0 miliseompared to cash used in operating activifié$.®
million during the same period of 2003. The usesasth during the thirteen week period consistethanily of an increase in finished goods inventargover
increased sales and an increase in accounts retepartially offset by sources of cash attribui@éarnings and an increase in accounts payabla@mrded expenst

Investing Activities

During the thirteen week period ended August 2942@he Corporation spent approximately $2.6 millior the purchase of plant upgrades and expansidris
compares to $2.3 million spent during the sameopldast fiscal year for capital projects. Procefeds the sale of property, plant and equipment ceied $1.2
million in cash for the period.

Financing Activities

The increase in notes payable of approximatelyZfr&llion during the thirteen week period ended Asg29, 2004 represents borrowings made againgtbiea
seasonal lines of credit from financial institussdior use in operations and plant upgrades andnsiqpa

The Corporation has available seasonal lines afiti®m financial institutions in the amount of &8 million, of which $36.8 million was utilized as August
29, 2004. Additional borrowing is permitted witlpnescribed parameters in existing debt agreemetish contain certain performance covenants. Fdiseussion o
the terms of the lines of credit, including covetsasee “Management’s Discussion and Analysis eékéial Condition and Results of Operations — Ldiyiand
Capital Resources” contained in the Form 10-K (Adreant No. 1) for the fiscal year ended May 30, 2004
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The Company believes that it has sufficient workiagital and availability from seasonal lines dddit to meet its cash flow needs.

The following table summarizes the Corporation’atcactual obligations and other commitments as ugust 29, 2004:

Payment Due by Perioc

Less than More than
Contractual Obligation Total 1 Year 1-3 Years 3-5 Years 5 Years
Short-Term Notes Payable $ 36,777,000 $ 36,777,000 $ 0 $ 0 $ 0
Long-Term Debt 25,357,00 4,286,00! 8,572,001 5,000,00t 7,499,001
Operating Leases 1,716,001 808,00( 825,00( 83,00( 0
Total contractual obligations $ 63,850,000 $ 41,871,000 $ 9,397,000 $ 5,083,000 $ 7,499,00

Currently, the Company is obligated to purchas@®,@00 pounds of tomato paste from California TanRrioducts, Colusa, California in each of the fisears
from 2003 through 2006, at a price based on ancostlof production. The current market price of éonpaste is 28¢/lb. FOB California.

The Company’s sources of liquidity are primarilyéls from operation and available amounts undeett8eseasonal lines of credit. The two lines expin
October 31, 2004 and the third line expires on dan@8, 2005. They are expected to be renewedeinttiinary course of business. The Company fuekpects to
draw down upon the entire amount of these linesegessary for the operation of its business.
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DISCLOSURES ABOUT MARKET RISK

There are no material changes to the disclosuréBismatter provided in the Company’s Form 10-Kn@dment No. 1) for the fiscal year ended May 3042
ITEM 4. CONTROLS AND PROCEDURES

The Corporation, under the supervision and withpheicipation of its management, including itshgipal executive officer and principal financiafioér,
evaluated the effectiveness of the design and tiperaf its disclosure controls and proceduresfai@end of the period covered by this report.d8iagn this
evaluation, the principal executive officer andhpipal financial officer concluded that the Corpara’s disclosure controls and procedures are &ffeén reaching a
reasonable level of assurance that informationiredquo be disclosed by the Corporation in the repthat it files or submits under the Securitiestiange Act of

1934, as amended (the “Exchange Act”), is recorgesi,essed, summarized and reported within the pieniod specified in the Securities and Exchange@sions
rules and forms.

There were no changes to internal control ovemfime reporting (“Internal Control”) which occurrefliring the quarter ended August 29, 2004 that nzéite
affected or which are reasonably likely to matéyiaffect Internal Control.

A control system, no matter how well conceived apdrated, can provide only reasonable, not absassurance that the objectives of the controbsystre
met. Further, the design of a control system mefétct the fact that there are resource constraams the benefits of controls must be considegative to their cost:
Because of the inherent limitations in all consp$tems, no evaluation of controls can provide abs@ssurance that all control issues and instgaot&aud, if any,
within the Corporation have been detected. Becatifee inherent limitations in a cost-effective tmhsystem, misstatements due to error or fraug atgur and not
be detected. The Corporation conducts periodicuatiains to enhance, where necessary its procedntesontrols.
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See Note 8 of the Notes to Condensed Consolidatech€ial Statements in this Form 10-Q for inforroatregarding the 1995 Warehime Family Litigation an
the Derivative Action, which is incorporated intog Item 1 by reference.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND THE USE OF PROCEEDS- None
ITEM 3. DEFAULTS UPON SENIOR SECURITIES - None

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS - None

ITEM 5. OTHER INFORMATION

On August 25, 2004, the Corporation adopted proediy which its shareholders may recommend norsiteethe Corporation’s board of directors as resglir
by Item 7(d)(2)(ii)(G) of Schedule 14A under thecBange Act. Information regarding these procedwas previously disclosed in the Corporation’s FA®RK
(Amendment No. 1) for the fiscal year ended May Z104.

ITEM 6. EXHIBITS

The following exhibits are filed herewith:

Exhibit Description

Exhibit 11 Computation of Earnings per Share, incorporateceigrence to Note 6 of the Notes to Consolidatedicial Statements
Exhibit 31.1 Section 302 Certification — Chief Executive Officer

Exhibit 31.2 Section 302 Certification — Chief Financial Officer

Exhibit 32.1 Section 906 Certification
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SIGNATURES

Pursuant to the requirements of the Securities &xga Act of 1934, the registrant has duly causisdréport to be signed on its behalf by the undyeesi

thereunto duly authorized.

Date: October 13, 20C
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By:

By:

/9 Pietro Giraffa

Pietro Giraffa

Vice President & Controller
Chief Accounting Officer
(Principal Accounting Officer)

/sl Gary T. Knisely

Gary T. Knisely

Executive Vice President
Chief Financial Officer
(Principal Financial Officer)
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Exhibit 11 Computation of Earnings per Share, incorporatecefisrence to Note 6 of the Notes to Consolidatedéial Statemen
Exhibit 31.1 Section 302 Certificatio— Chief Executive Office

Exhibit 31.2 Section 302 Certificatio— Chief Financial Office|

Exhibit 32.1 Section 906 Certificatio
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EXHIBIT 31.1

CERTIFICATION
I, John A. Warehime, certify that:
1. | have reviewed this Form 10-Q of Hanoveod®Corporation;

2. Based on my knowledge, this report doe<antain any untrue statement of a material factroit to state a material fact necessary to makstétements
made, in light of the circumstances under whicthsstatements were made, not misleading with regpehie period covered by this report;

3. Based on my knowledge, the financial statgmend other financial information included imstheport, fairly present in all material respetis financial
condition, results of operations and cash flowthefregistrant as of, and for, the periods preskint¢his report;

4. The registrant's other certifying officerés)d | are responsible for establishing and maimgidisclosure controls and procedures (as defim&kchange
Act Rules 13a-15(e) and 15d-15(e)) for the regdteand have:

a) Designed such disclosure controls and pruresd or caused such disclosure controls and puoesdo be designed under our supervision, to ertbat
material information relating to the registranglimding its consolidated subsidiaries, is made kméovus by others within those entities, partidylduring the period
in which this report is being prepared;

b)  (Intentionally Omitted)

c) Evaluated the effectiveness of the regissatisclosure controls and procedures and predentthis report our conclusions about the effemtiess of
the disclosure controls and procedures, as ofrideoéthe period covered by this report based @h gwaluation; and;

d) Disclosed in this report any change in #gistrant’s internal control over financial repogithat occurred during the registrant’s most reéisoal
quarter (the registrant’s fourth fiscal quartethie case of an annual report) that has materiffibgtd, or is reasonably likely to materially affethe registrant’s
internal control over financial reporting; and;

5. The registrant’s other certifying officerés)d | have disclosed, based on our most recefiaien of internal control over financial repodirto the
registrant’s auditors and the audit committee efrégistrant’s board of directors (or persons perfiog the equivalent functions):

a) All significant deficiencies and materialak@esses in the design or operation of internairobaver financial reporting which are reasondlikgly to
adversely affect the registrant’s ability to recqutbcess, summarize and report financial inforargtand

b)  Any fraud, whether or not material, thatofwues management or other employees who have Hiségn role in the registrant’s internal controley
financial reporting.

Date: October 13, 2004
/s/ John A. Warehime
John A. Warehime
Chief Executive Officer




EXHIBIT 31.2

CERTIFICATION
I, Gary T. Knisely, certify that:
1. | have reviewed this Form 10-Q of Hanoveod®Corporation;

2. Based on my knowledge, this report doe<antain any untrue statement of a material factroit to state a material fact necessary to makstétements
made, in light of the circumstances under whicthsstatements were made, not misleading with regpehie period covered by this report;

3. Based on my knowledge, the financial statgmend other financial information included imstheport, fairly present in all material respetis financial
condition, results of operations and cash flowthefregistrant as of, and for, the periods preskint¢his report;

4. The registrant's other certifying officerés)d | are responsible for establishing and maimgidisclosure controls and procedures (as defim&kchange
Act Rules 13a-15(e) and 15d-15(e)) for the regdteand have:

a) Designed such disclosure controls and pruresd or caused such disclosure controls and puoesdo be designed under our supervision, to ertbat
material information relating to the registranglimding its consolidated subsidiaries, is made kméovus by others within those entities, partidylduring the period
in which this report is being prepared;

b)  (Intentionally Omitted)

c) Evaluated the effectiveness of the regissatisclosure controls and procedures and predentthis report our conclusions about the effemtiess of
the disclosure controls and procedures, as ofrideoéthe period covered by this report based @h gwaluation; and;

d) Disclosed in this report any change in #gistrant’s internal control over financial repogithat occurred during the registrant’s most reéisoal
quarter (the registrant’s fourth fiscal quartethie case of an annual report) that has materiffibgtd, or is reasonably likely to materially affethe registrant’s
internal control over financial reporting; and;

5. The registrant’s other certifying officerés)d | have disclosed, based on our most recefiaien of internal control over financial repodirto the
registrant’s auditors and the audit committee efrégistrant’s board of directors (or persons perfiog the equivalent functions):

a) All significant deficiencies and materialak@esses in the design or operation of internairobaver financial reporting which are reasondlikgly to
adversely affect the registrant’s ability to recqutbcess, summarize and report financial inforargtand

b)  Any fraud, whether or not material, thatofwues management or other employees who have Hiségn role in the registrant’s internal controley
financial reporting.

Date: October 13, 2004
/sl Gary T. Knisely
Gary T. Knisely
Chief Financial Officer




EXHIBIT 32.1

HANOVER FOODS CORPORATION

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

This certification is intended to accompany thertgrdy report on Form 10-Q for the period ended Bsi9, 2004 (the “Report”) of Hanover Foods Cogpion
(the “Company”), as filed with the Securities anccEange Commission, and is given solely for theopse of satisfying the requirements of 18 U.S.C3%80, as
adopted pursuant to Section 906 of the Sarbanesy@hdt of 2002. To the best of our knowledge, eafctihe undersigned officers of the Company doeslhecertify
that:

(1) The Report fully complies with the requiremeotsSection 13(a) or 15(d) of the Securities ExaeAct of 1934; and

(2) The information contained in the Report faphesents, in all material respects, the finanadaldition and results of operations of the Company.

Date:October 13, 200 /sl John A. Warehim

John A. Warehim
Chief Executive Office

Date:October 13, 200 /sl Gary T. Knisely

Gary T. Knisely
Chief Financial Office

The foregoing certification is being furnished puast to Section 906 of the Sarbanes-Oxley Act @22(Bection 1350 of Chapter 63 of Title 18 of theited
States Code) and is not being filed as part oRéport or as a separate disclosure document.




