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PART I—FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS.

DOLLAR GENERAL CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands)

Successor
October 31, 2008 February 1, 2008
ASSETS (Unaudited) (see Note 1)
Current assets:
Cash and cash equivalents $ 150,590 % 100,209
Short-term investments - 19,611
Merchandise inventories 1,619,922 1,288,661
Income taxes receivable 42,986 32,501
Deferred income taxes - 17,297
Prepaid expenses and other current assets 72,799 59,465
Total current assets 1,886,297 1,517,744
Net property and equipment 1,288,848 1,274,245
Goodwill 4,337,152 4,344,930
Intangible assets, net 1,336,774 1,370,557
Other assets, net 91,030 148,955
Total assets $ 8,940,101 $ 8,656,431
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:
Current portion of long-term obligations $ 8,455 $ 3,246
Accounts payable 720,126 551,040
Accrued expenses and other 439,583 300,956
Income taxes payable 1,824 2,999
Deferred income taxes 22,669 -
Total current liabilities 1,192,657 858,241
Long-term obligations 4,172,467 4,278,756
Deferred income taxes 542,260 486,725
Other liabilities 256,103 319,714
Redeemable common stock 13,150 9,122
Shareholders’ equity:
Preferred stock - -
Common stock 277,938 277,741
Additional paid-in capital 2,487,071 2,480,062
Retained earnings (accumulated deficit) 21,510 (4,818
Accumulated other comprehensive loss (23,055 (49,112
Total shareholders’ equity 2,763,464 2,703,873
Total liabilities and shareholders’ equity $ 8,940,101 % 8,656,431

See notes to condensed consolidated financialnstates.




DOLLAR GENERAL CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited)
(In thousands)

Successor

13-weeks ended 13-weeks ended

October 31, 2008 November 2, 2007
Net sales $ 2,598,938 $ 2,312,842
Cost of goods sold 1,826,651 1,666,042
Gross profit 772,287 646,800
Selling, general and administrative 634,055 580,163
Litigation settlement and related costs 34,500 -
Transaction and related costs - 934
Operating profit 103,732 65,703
Interest income (619) (1,388
Interest expense 98,393 111,957
Other (income) expense 266 6,784
Income (loss) before income taxes 5,692 (51,650
Income tax expense (benefit) 12,998 (18,618
Net loss $ (7,306, $ (33,032,

See notes to condensed consolidated financialrstates.




DOLLAR GENERAL CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited)
(In thousands)

Successor Predecessor
July 7, 2007 February 3, 2007
39-weeks ended through through
October 31, 2008 November 2, 2007 (: July 6, 2007
Net sales $ 7,611,820 $ 3,011,92C $ 3,923,753
Cost of goods sold 5,388,421 2,180,397 2,852,178
Gross profit 2,223,399 831,523 1,071,575
Selling, general and administrative 1,831,241 770,603 960,930
Litigation settlement and related costs 34,500 - -
Transaction and related costs - 1,242 101,397
Operating profit 357,658 59,678 9,248
Interest income (2,793 (2,421 (5,046,
Interest expense 298,698 148,477 10,299
Other (income) expense 856 8,232 -
Income (loss) before income taxes 60,897 (94,610 3,995
Income tax expense (benefit) 34,569 (34,403 11,993
Net income (loss) $ 26,328 $ (60,207 $ (7,998

(a) Includes the results of operations of Buck AcqgigsitCorp. for the period from March 6, 2007 (itsrfmtion)
through July 6, 2007, prior to its merger with ami Dollar General Corporation (reflecting the oba in fair
value of interest rate swaps), and the postger results of Dollar General Corporation fa geriod from Jul
7, 2007 through November 2, 2007. See Note 1.

See notes to condensed consolidated financialnstates.




DOLLAR GENERAL CORPORATION AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)
(In thousands)

Successor Predecessor
July 7, 2007 February 3, 200
39-weeks ende through
October 31, November 2, 2007 through
2008 (a) July 6, 2007
Cash flows from operating activities:
Net income (loss) $ 26,328 $ (60,207 $ (7,998
Adjustments to reconcile net income (loss) to net
cash provided by (used in) operating activities:
Depreciation and amortization 184,155 90,907 83,917
Deferred income taxes 30,057 6,554 (20,874
Noncash share-based compensation 7,206 3,147 45,433
Tax benefit of stock options (576) - (3,927,
Noncash inventory adjustments and asset
impairments 35,587 - -
Noncash unrealized loss on interest rate swaps 4 3,705 -
Change in operating assets and liabilities:
Merchandise inventories (364,697 (107,874 16,424
Prepaid expenses and other current assets (7,218 (4,725 (6,184
Accounts payable 169,276 (35,400 34,794
Accrued expenses and other liabilities 192,983 123,787 52,995
Income taxes (24,606 (51,667 2,809
Other 12,643 (2,055] 4,557
Net cash provided by (used in) operating activities 261,142 (33,828 201,946
Cash flows from investing activities:
Merger, net of cash acquired - (6,738,170 -
Purchases of property and equipment (159,709 (44,706 (56,153
Purchases of short-term investments (9,903 (1,000 (5,100;
Sales of short-term investments 61,547 10,920 9,505
Purchases of long-term investments - (5,612 (15,754
Purchase of promissory notes - (37,047 -
Proceeds from sale of property and equipment 971 352 620
Net cash used in investing activities (107,094 (6,815,263 (66,882
Cash flows from financing activities:
Issuance of common stock 2,268 2,759,540 -
Issuance of long-term obligations - 4,176,817 -
Borrowings under revolving credit facilities - 1,233,700 -
Repayments of borrowings under revolving credit
facilities (102,500 (931,700 -
Repayments of long-term obligations (3,223 (211,757 (4,500;
Debt issuance costs - (86,847 -
Payment of cash dividends - - (15,710
Proceeds from exercise of stock options - - 41,546
Repurchases of common stock (788) (124) -
Tax benefit of stock options 576 - 3,927
Net cash provided by (used in) financing activities (103,667 6,939,629 25,263
Net increase in cash and cash equivalents 50,381 90,538 160,327
Cash and cash equivalents, beginning of period 100,209 - 189,288
Cash and cash equivalents, end of period $ 150,590 $ 90,538 $ 349,615







Supplemental schedule of noncash investing and
financing activities:

Purchases of property and equipment awaiting
processing for payment, included in Accounts

payable $ 20,259 $ 15,212 $ 13,544
Purchases of property and equipment under capital

lease obligations $ 3,126 $ 562 $ 1,036
Expiration of equity repurchase rights $ 2,548 $ - -
Exchange of shares and stock options in business

combination $ - 8 7,685 $ -

(@) Includes the results of operations of Buck AcqigsitCorp. for the period from March 6, 2007 (itsrfaation)
through July 6, 2007, prior to its merger with amtb Dollar General Corporation (reflecting the obae in fair
value of interest rate swaps), and the postger results of Dollar General Corporation fa geriod from Jul
7, 2007 through November 2, 2007. See Note 1.

See notes to condensed consolidated financialrs&ates.




DOLLAR GENERAL CORPORATION AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statement
(Unaudited)

1. Basis of presentatior

The accompanying unaudited condensed consolidetaacial statements of Dollar
General Corporation and its subsidiaries (the “Canyp) have been prepared in accordance
with accounting principles generally accepted m thited States of America (“U.S. GAAP”)
for interim financial information and are presenieéccordance with the requirements of Form
10-Q and Rule 10-01 of Regulation S-X. Such finalnstatements consequently do not include
all of the disclosures normally required by U.S.&Aor those normally made in the
Company’s Annual Report on Form 10-K. Accordindheg reader of this Quarterly Report on
Form 10-Q should refer to the Company’s Annual Repo Form 10K for the fiscal year ends
February 1, 2008 for additional information.

The Company was acquired on July 6, 2007 througlerger with Buck Acquisition
Corp. (“Buck”) accounted for as a reverse acquaisitthe “Merger”). The Merger was funded
primarily through debt financings and cash equdgtabutions from investment funds affiliated
with Kohlberg Kravis Roberts & Co., L.P. (*KKR”), &Capital Partners VI Fund, L.P. and
affiliated funds (affiliates of Goldman, Sachs &.LcCiti Private Equity, Wellington
Management Company, LLP, CPP Investment Board (UBREC. and other equity co-
investors (collectively, the “Investors”). Althougine Company continued as the same legal
entity after the Merger, the accompanying condesedolidated financial statements are
presented for the “Predecessor” and “Successatingl to the periods preceding and
succeeding the Merger, respectively, as follows:

» All periods presented for the Successor, includimeg2008 periods, reflect tl
Merger of the Company and Buck, as a result ofxbmpany applying purchase
accounting and a new basis of accounting beginamguly 7, 2007.

* The consolidated financial statements for the Rresor periods presented hi
been prepared using the pre-Merger historical lidsascounting for the
Company. As a result of purchase accounting, teeMmrger and post-Merger
financial results are not comparable.

* The 2007 3-week period presented includes the Predecessadpafrihe
Company from February 3, 2007 to July 6, 2007 &wedobst-Merger Successor
period from July 7, 2007 to November 2, 2007.

* The results of operations of Buck for the periamrirMarch 6, 2007 (it
formation) to July 6, 2007 (prior to its Merger wé&nd into the Company on July
6, 2007) also are included in the condensed cafegelil financial statements of
the Successor for the 39-week period describedeais\a result of certain
derivative financial instruments entered into bycBprior to the Merger as
further described in Note 3. Prior to the MergancBhad no assets, liabilities, or
operations other than the derivatives.

The accompanying unaudited condensed consolidetadcial statements have been
prepared in accordance with the Company’s customecgunting practices. In management’s




opinion, all adjustments (which are of a normalreiog nature) necessary for a fair present:

of the consolidated financial position for the aaating periods presented for the Predecessor,
Successor and Buck as described above, have bakn Because the Company’s business is
moderately seasonal, the financial results forimtgeriods are not necessarily indicative of the
results to be expected for the entire year.

The condensed consolidated balance sheet as afdrgldr, 2008 has been derived from
the audited consolidated financial statementsaitdate but does not include all of the
information and notes required by U.S. GAAP for pbete financial statements.

The preparation of financial statements in confoymiith U.S. GAAP requires the
Company to make estimates and assumptions that #ffe amounts reported in the condensed
consolidated financial statements and accompamnyates. The Company uses the last-in, first-
out (LIFO) method of valuing inventory. An actualwvation of inventory under the LIFO
method can be made only at the end of each yeadlmsthe inventory levels and costs at that
time. Accordingly, interim LIFO calculations arede@l on management’s estimates of expected
year-end inventory levels, sales for the year &edeikpected rate of inflation/deflation for the
year and are thus subject to adjustment in the yiear-end LIFO inventory valuation. Primarily
as a result of commodity-related inflationary quessures experienced by the Company and its
expectations of continued inflation, the Compargorded LIFO charges in the 13-week and 39-
week periods ended October 31, 2008 of $15.7 miiod $31.8 million, respectively. In
addition, ongoing estimates of inventory shrinkagd initial markups and markdowns are
included in the interim cost of goods sold caldolat

Certain financial statement amounts relating tomperiods have been reclassified to
conform to the current period presentation.

As discussed in Note 3, effective February 2, 20@8Company changed its accounting
for the fair value of certain financial assets &adbilities in connection with the adoption of
Financial Accounting Standards Board (“FASB”) Staéant of Financial Accounting Standards
(“SFAS”) No. 157, “Fair Value Measurement3.he adoption resulted in a $4.7 million decre
in liability balances associated with interest m&ps that the Company uses to manage in
rate risk, with the offset reflected in Accumulatgtier comprehensive loss.

In May 2008, the FASB issued SFAS No. 162, “Thergéliehy of Generally Accepted
Accounting Principles.” SFAS 162 identifies the smms of accounting principles and the
framework for selecting the principles used inpheparation of financial statements of
nongovernmental entities that are presented inoconfy with U.S. GAAP (the GAAP
hierarchy). SFAS 162 became effective in Noveml®®82 The Company does not expect this
standard to materially impact its financial statatee




2. Comprehensive income (loss

Comprehensive income (loss) consists of the folhgwi

(in thousands)

Successor

13-weeks ended
October 31, 2008

13-weeks ended
November 2, 2007

Net loss $ (7,306, $ (33,032,
Unrealized net gain (loss) on hedged transactions,
net of income taxes (see Note 3) 1,276 (11,453
Comprehensive loss $ (6,030 $ (44,485
Successor Predecessor
July 7, 2007 February 3, 2007
39-weeks ended through through
(in thousands) October 31, 2008 November 2, 2007 (a) July 6, 2007
Net income (loss) $ 26,328 $ (60,207 $ (7,998
Unrealized net gain (loss) on hedged
transactions, net of income taxes (see No 26,057 (11,453 -
Reclassification of net loss on derivatives - - 76
Comprehensive income (loss) $ 52,385 $ (71,660 $ (7,922

(a) Includes results of operations for Buck frorarikh 6, 2007 through July 6, 2007. See Note 1.
3. Assets and liabilities measured at fair valut

On February 2, 2008, the Company adopted compooné®&BAS No. 157, “Fair Value
Measurements”. SFAS 157 defines fair value, estadd a framework for measuring fair value,
and expands disclosures about fair value measutem8&rAS 157 applies to reported balances
that are required or permitted to be measuredratdbue under existing accounting
pronouncements. Accordingly, the standard doesatptire any new fair value measurement
reported balances.

SFAS 157 emphasizes that fair value is a marketebageasurement, not an entity-
specific measurement. Therefore, a fair value omeasent should be determined based on the
assumptions that market participants would useicing the asset or liability. As a basis for
considering market participant assumptions infalue measurements, SFAS 157 establishes a
fair value hierarchy that distinguishes betweenketgparticipant assumptions based on market
data obtained from sources independent of the tiegagntity (observable inputs that are
classified within Levels 1 and 2 of the hierarchyl the reporting entity’s own assumptions
about market participant assumptions (unobseniaplés classified within Level 3 of the
hierarchy).

Level 1 inputs utilize quoted prices (unadjustedactive markets for identical assets or
liabilities that the Company has the ability to@gs Level 2 inputs are inputs other than quoted
prices included in Level 1 that are directly oriredtly observable for the asset or liability. L&

2 inputs may include quoted prices for similar &ss@d liabilities in active markets, as well as




inputs that are observable for the asset or ligl(itither than quoted prices), such as interest
rates, foreign exchange rates, and yield curvdsatiegaobservable at commonly quoted intervals.
Level 3 inputs are unobservable inputs for thetamskability, which are typically based on an
entity’s own assumptions, as there is little, if arelated market activity. In instances where the
determination of the fair value measurement is tb@aseinputs from different levels of the fair
value hierarchy, the level in the fair value hiebgrwithin which the entire fair value
measurement falls is based on the lowest leveltitha is significant to the fair value
measurement in its entirety. The Company’s assegsoi¢he significance of a particular input
to the fair value measurement in its entirety resgljudgment and considers factors specific to
the asset or liability.

The Company uses interest rate swaps to manaigeeitest rate risk. In April 2007,
Buck entered into interest rate swaps, contingpahuhe completion of the Merger, on a
portion of the loans anticipated to result from kerger. These swaps were designated as cash
flow hedges on October 12, 2007. As a result de¢hsvaps, the Company is paying an all-in
fixed interest rate of 7.68% on a notional amountat to $953.3 million as of October 31, 2C
Unrealized losses of $8.5 million and $3.7 millioespectively, for the 13-week and year-to-
date Successor periods ended November 2, 200 7beaverecognized in Other (income)
expense in the condensed consolidated statemeopeddtions, reflecting the changes in fair
value of the swaps prior to their designation aalifying cash flow hedging relationships, wh
were offset by earnings under the contractual gioms of the swaps of $1.7 million during the
same time periods.

In February 2008, the Company entered into an iathdit interest rate swap, which was
designated as a cash flow hedge at its inceptesulting in the Company paying an all-in fixed
interest rate of 5.58% on a notional amount of $3%Aillion as of October 31, 2008.

On October 30, 2008 the Company terminated onkeoirterest rate swaps entered into
by Buck in April 2007 with a notional amount eqt@al$486.7 million as of the date of
termination. The termination was the result oflhekruptcy declaration by Lehman Brothers
Specialty Financing Inc (“LBSF”), a non-consolidatbankruptcyremote subsidiary of Lehm:
Brothers Holdings Inc. The bankruptcy was a tedhrdefault and gave the Company the right
to terminate the derivative contract. The Compsutysequently cash settled the swap on
November 10, 2008 for approximately $7.6 milliamgluding interest accrued to the date
termination.

The estimated fair value of the Compasyiterest rate swap with LBSF was a liabilit
approximately $5.0 million as of October 30, 200& (termination date). Based on various
factors, the Company concluded that the hedge waecéed to be highly effective at achieving
offsetting cash flows attributable to the hedge#t,rand has therefore applied hedge accounting
for this interest rate swap through the terminatiate. As of the termination date the liability
balance was reclassified from Other (noncurreabilities to Accrued expenses and other in the
condensed consolidated balance sheet.

Upon termination, the Company performed the fifdativeness test, and the amount
related to the gains and losses since the hedggndésn date on October 12, 2007 of
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approximately $3.7 million (after adjusting for ttegmination) remained in Accumulated other
comprehensive loss at the termination date. Suaduams being reclassified into earnings as
interest expense over the term of the original sasmfhe hedged forecasted transactions impact
earnings.

The valuation of the Company’s derivative finananstruments is determined using
widely accepted valuation techniques, includingdisited cash flow analysis on the expected
cash flows of each derivative. This analysis réflehe contractual terms of the derivatives,
including the period to maturity, and uses obsdevatmarketbased inputs, including interest r.
curves. The fair values of interest rate swapsiatermined using the market standard
methodology of netting the discounted future fixadh payments (or receipts) and the
discounted expected variable cash receipts (or paigh The variable cash receipts (or
payments) are based on an expectation of futueeastt rates (forward curves) derived from
observable market interest rate curves.

To comply with the provisions of SFAS 157, the Camy incorporates credit valuation
adjustments (CVASs) to appropriately reflect bothatvn nonperformance risk and the respet
counterpartys nonperformance risk in the fair value measureselnt adjusting the fair value
its derivative contracts for the effect of nonpemiance risk, the Company has considered the
impact of netting and any applicable credit enharargs, such as collateral postings, thresh
mutual puts, and guarantees.

Although the Company has determined that the ntgjofithe inputs used to value its
derivatives fall within Level 2 of the fair valuéghnarchy, the CVAs associated with its
derivatives utilize Level 3 inputs , such as estemaf current credit spreads to evaluate the
likelihood of default by itself and its counterpast However, as of October 31, 2008, the
Company has assessed the significance of the impdoe CVAs on the overall valuation of its
derivative positions and has determined that th&£&re not significant to the overall valuat
of its derivatives. Based on the Company's reviéth® CVAs by counterparty portfolio, the
Company has determined that the CVAs are not sogmif to the overall portfolio valuations, as
the CVAs are deemed to be immaterial in terms sfdyaoints and are a very small percentage
of the aggregate notional value. Although somihefCVAs as a percentage of termination
value appear to be more significant, primary emighaas placed on a review of the CVA in
basis points and the percentage of the notionakvéls a result, the Company has determined
that its derivative valuations in their entirete atassified in Level 2 of the fair value hierarchy

The following table presents the Company’s assaddiabilities measured at fair value
on a recurring basis as of October 31, 2008, agteedoy the level in the fair value hierarchy
within which those measurements fall.
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Quoted Prices in
Active Markets Significant

for Identical Other Significant
Assets and Observable Unobservable
Liabilities Inputs Inputs Balance at
(In thousands) (Level 1) (Level 2) (Level 3)  October 31, 2008
Assets:
Trading securities (a) 9,965 - - 9,965
Liabilities:
Derivative financial instruments (b) - 36,393 - 36,393

(a) Reflected in the condensed consolidated balancst siseOther current assets of $2,220 and Othetsasst

of $7,745.
(b) Reflected in the condensed consolidated balancet alseOther (noncurrent) liabilities.

The Company does not have any fair value measutsmeimg significant unobservable
inputs (Level 3) as of October 31, 2008.

4, Strategic initiatives

During 2006, the Company began implementing cegtategic initiatives related to its
historical inventory management and real estasgegjres, as more fully described below.

Inventory manageme

In 2006, the Company undertook an initiative tacdiginue its long-standing inventory
packaway model for virtually all merchandise by émal of fiscal 2007 and recorded a reserve
for lower of cost or market inventory impairmentiestes. This reserve was reduced by $13.8
million during 2007 prior to the Merger to accotimt sales of products with markdowns below
cost, higher than anticipated shrink during theqekrand adjustments to the estimates of the
remaining below cost markdowns to be taken. In eotian with this strategic change, the
Company incurred higher markdowns and writedownseeantory in the 2007 Predecessor
periods than in the comparable prior-year periddsa result of the Merger and in accordance
with SFAS 141, the Company’s inventory balanceduising the inventory associated with this
strategic change, were adjusted to fair value haddlated reserve was eliminated.

Exit and disposal activitie

In 2006 and 2007, the Company implemented plactos®, in addition to those stores
that might be closed in the ordinary course of ihess, approximately 460 stores, all of which
were closed by the end of fiscal 2007. Approximat&l0 of such stores were closed as of
August 1, 2007, and the Company incurred pretatsafst31.0 million in the Predecessor
period from February 3, 2007 through July 6, 200@uding $17.8 million of lease contract
termination costs, $3.9 million of asset impairmand accelerated depreciation, $2.8 million of
inventory liquidation fees, $0.9 million of invemyomarkdowns below cost, and $5.6 million of
other associated costs. Additional amounts assutisith these store closings recorded as
purchase price adjustments in connection with tleegdr totaled $15.3 million, including $12.3
million of lease contract termination costs, $0i8iom of asset impairment and accelerated
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depreciation, $0.7 million of inventory markdowreddw cost, and $1.4 million of other
associated costs.

All pretax costs recorded as expenses associatbcewit and disposal activities are
included in selling, general and administrativeG&A") expenses with the exception of the
below-cost inventory adjustments which were inctlidecost of goods sold in 2007.

Liability balances related to exit activities dissad above are as follows (in millions):

Balance, 2008 Balance,
February 1, 2008 Payments October 31,
2008 Expenses and Other 2008
Lease contract termination costs $ 201 $ 0.4 $ 9.0 $ 11.5
Other associated store closing costs 1.0 - 0.7 0.3
Total $ 211 % 0.4 $ 9.7 $ 11.8
5. Commitments and contingencie:

Leases

The Merger and certain of the related financinggeations may be interpreted as giving
rise to certain trigger events (which may inclugergs of default) under leases for three of the
Company’s distribution centers (“DCs”). The Compames not believe such an interpretation
would be appropriate under the terms of the leas#sat the resolution of such issues would
result in the necessity to purchase these DCédmrvent the Company were required to
purchase the three DCs, the total net cost coulippeoximately $112 million. The Company
believes that it has negotiated with the landla@ppsed lease terms that would be implemented
if the landlord were to refinance or sell the pmdpeand that the ultimate resolution of these
negotiations is primarily dependent on conditianghie real estate and financial markets.

Legal proceeding

On August 7, 2006, a lawsuit entiti&@ynthia Richter, et al. v. Dolgencorp, Inc., et al.
was filed in the United States District Court foetNorthern District of Alabama (Case
No. 7:0¢-cv-01537-LSC) (“Richter”) in which the plaintifilages that she and other current and
former Dollar General store managers were imprgpeassified as exempt executive
employees under the Fair Labor Standards Act (“F)®Ad seeks to recover overtime pay,
liquidated damages, and attornefg®s and costs. On August 15, 2006, the Richtémtyfdiled
a motion in which she asked the court to certihationwide class of current and former store
managers. The Company opposed the plaintiff's mot@an March 23, 2007, the court
conditionally certified a nationwide class of indivals who worked for Dollar General as store
managers since August 7, 2003. The number of persbn will be included in the class has not
been determined, and the court has not approvelddhee that will be sent to the class.

On May 30, 2007, the court stayed all proceedingbé case, including the sending of
the Notice, to evaluate, among other things, aedppeals currently pending in the Eleventh
Circuit involving claims similar to those raisedtins action. That stay has been extended
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through January 4, 2009. During the stay, the stattlimitations will be tolled for potential
class members. At its conclusion, the court witkdeine whether to extend the stay or to pe
this action to proceed. If the court ultimatelypés Notice to issue, the Company will have an
opportunity at the close of the discovery periode¢ek decertification of the class, and the
Company expects to file such a motion.

The Company believes that its store managers aréare been properly classified as
exempt employees under the FLSA and that thismeioot appropriate for collective action
treatment. The Company intends to vigorously detbrglaction. However, at this time, it is not
possible to predict whether the court ultimatelyf mermit this action to proceed collectively,
and no assurances can be given that the Compalyensliccessful in the defense on the merits
or otherwise. If the Company is not successfutsrefforts to defend this action, the resolution
could have a material adverse effect on the Conipdimancial statements as a whole.

On May 18, 2006, the Company was served with addwestitledTammy Brickey,
Becky Norman, Rose Rochow, Sandra Cogswell anchdiéeappington v. Dolgencorp, Ir
and Dollar General Corporatioi(Western District of New York, Case No. 6:06-cv-88@DGL,
originally filed on February 9, 2006 and amendedviaty 12, 2006 (“Brickey”)). The Brickey
plaintiffs seek to proceed collectively under theSA and as a class under New York, Ohio,
Maryland and North Carolina wage and hour statatesehalf of, among others, assistant store
managers who claim to be owed wages (includingtowerwages) under those statutes. At this
time, it is not possible to predict whether thertauill permit this action to proceed collectively
or as a class. However, the Company believesligattion is not appropriate for either
collective or class treatment and that the Commamgge and hour policies and practices
comply with both federal and state law. The Compgalays to vigorously defend this action;
however, no assurances can be given that the Comylibe successful in the defense on the
merits or otherwise, and, if it is not successhu, resolution of this action could have a material
adverse effect on the Company’s financial statemasta whole.

On March 7, 2006, a complaint was filed in the EdiStates District Court for the
Northern District of AlabamaJanet Calvert v. Dolgencorp, IncCase No. 2:06-cv-00468EH
(“Calvert”), in which the plaintiff, a former stermanager, alleged that she was paid less than
male store managers because of her sex, in vinlafithe Equal Pay Act and Title VII of the
Civil Rights Act of 1964, as amended (“Title VII"yhe complaint subsequently was amende
include additional plaintiffs, who also allege tave been paid less than males because of their
sex, and to add allegations that the Company’s eoisgtion practices disparately impact
females. Under the amended complaint, Plaintifék4e proceed collectively under the Equal
Pay Act and as a class under Title VII, and regbask wages, injunctive and declaratory relief,
liquidated damages, punitive damages and attorriegsand costs.

On July 9, 2007, the plaintiffs filed a motion ifmiwh they asked the court to approve
issuance of notice to a class of current and fofieraale store managers under the Equal Pay
Act. The Company opposed plaintiffs’ motion. On Ember 30, 2007, the court conditionally
certified a nationwide class of females under thadt Pay Act who worked for Dollar General
as store managers between November 30, 2004 arehia&r 30, 2007. The notice was issued
on January 11, 2008, and persons to whom the nwasesent were required to opt into the suit
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by March 11, 2008. The Company will have an oppuotyuat the close of the discovery period
to seek decertification of the Equal Pay Act clasgl the Company expects to file such motion.

The plaintiffs have not yet moved for class cegéfion relating to their Title VII claims.
The Company expects such motion to be filed withennext several months and will
strenuously oppose such a motion.

At this time, it is not possible to predict whetliee court ultimately will permit the
Calvert action to proceed collectively under the&i&dPay Act or as a class under Title VII.
However, the Company believes that the case iapmtopriate for class or collective treatment
and that its policies and practices comply withBuggial Pay Act and Title VII. The Company
intends to vigorously defend the action; howeveraassurances can be given that the Company
will be successful in the defense on the meritstberwise. If the Company is not successful in
defending the Calvert action, its resolution ccdde a material adverse effect on the
Company’s financial statements as a whole.

On July 30, 2008, the Company was served with gotaint filed in the District Court
for Dallas County, lowa Julie Cox, et al. v. Dolgencorp, Inc., et-alCase No. LACV-034423)
in which the plaintiff, a former store manageregks that the Company discriminates against
pregnant employees on the basis of sex and resgainst employees in violation of the lowa
Civil Rights Act. Cox seeks to represent a clds®lbcurrent, former and future employees
from the State of lowa who are employed by Dollan€ral who suffered from, are currently
suffering from or in the future may suffer from’leded sex/pregnancy discrimination and
retaliation and seeks declaratory and injunctiviefras well as equitable, compensatory and
punitive damages and attorneys’ fees and costs.

The plaintiff has not yet moved for class certifica. At this time, it is not possible to
predict whether the court ultimately will permiet@oxaction to proceed as a class. However,
the Company believes that the case is not apptegdoaclass treatment and that its policies and
practices comply with the lowa Civil Rights Acth& Company intends to vigorously defend
action; however, no assurances can be given teaompany will be successful in the defense
on the merits or otherwise. If the Company is nacessful in defending this action, its
resolution could have a material adverse effedherCompany’s financial statements as a
whole.

Subsequent to the announcement of the agreematihgeto the Merger, the Company
and its directors were named in seven putatives@dasons alleging claims for breach of
fiduciary duty arising out of the Company’s proppsale to KKR. Each of the complaints
alleged, among other things, that the Company#&ctirs engaged in “self-dealing” by agreeing
to recommend the transaction to the Compssiareholders and that the consideration ava
to such shareholders in the transaction is unférky On motion of the plaintiffs, each of these
cases was transferred to the Sixth Circuit CourDiavidson County, Twentieth Judicial
District, at Nashville. By order dated April 26,0 the seven lawsuits were consolidated in the
court under the caption, “In re: Dollar Generaldge No. 07MD-1. On June 13, 2007, the court
denied the Plaintiffs’ motion for a temporary ingtilon to block the shareholder vote that was
then held on June 21, 2007. On June 22, 2007 |#metifs filed their amended complaint
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making claims substantially similar to those owtimbove. Discovery is complete, and the ¢
on November 6, 2008 certified a class of all pessgho held stock in the Company on the date
of the Merger. The defendants filed for summadgjument.

On November 24, 2008, all defendants, includingGbenpany, reached an agreement in
principle to settle this lawsuit. The Company Hatermined that the agreement in principle is
beneficial in order to avoid costly and time congugrlitigation. The terms of the proposed
settlement, which contain no admission of any ligbor wrongdoing on the part of any
defendant, are subject to the negotiation of diéfimidocumentation and approval by the court.

Based on the current agreement in principle, thie@any recorded a charge of approximately
$34.5 million in the third quarter of 2008 in coctien with the proposed settlement, which is
net of anticipated insurance proceeds.

The proposed settlement described above is subjecurt approval and other
contingencies. Accordingly, there can be no asmgrshat a final settlement will ultimately be
achieved. In the event that a settlement is matiied, the Company intends to defend against
the allegations contained in the class action lawstithe Company is not successful in that
defense, the resolution of the lawsuit could haweaterial adverse effect on the Company’s
financial statements as a whole.

From time to time, the Company is a party to vasiother legal actions involving clair
incidental to the conduct of its business, inclgdactions by employees, consumers, suppliers,
government agencies, or others through privatemrsgticlass actions, administrative
proceedings, regulatory actions or other litigatiocluding under federal and state employment
laws and wage and hour laws. The Company belidased upon information currently
available, that such other litigation and claimghbindividually and in the aggregate, will be
resolved without a material adverse effect on tam@any’s financial statements as a whole.
However, litigation involves an element of uncertgi Future developments could cause these
actions or claims to have a material adverse effethe Company’s results of operations, cash
flows, or financial position. In addition, certaohthese lawsuits, if decided adversely to the
Company or settled by the Company, may resuliipility material to the Company’s financial
position or may negatively affect operating resiflthanges to the Company’s business
operation are required.

Other

In August of 2008, the Consumer Product Safety omgpment Act of 2008 was signed
into law. The new law addresses, among other $hiting permissible levels of lead and certain
phthalates in children’s products. The first ténew standards for permissible levels of lead
and phthalates becomes effective in February 20@93%econd tier is effective in August 2009.
The Company is in the process of determining whadlucts in its current inventory, if any, v
be impacted by the new law. Once that determinasi@omplete, depending on sales activit
the fourth quarter, the Company may sell at a distor scrap certain products currently in
inventory on or before the effective dates. Ifes=ary, such activities would result in reduced
gross profit in the fourth quarter. While the Compdas not yet completed its review of the
number and dollar value of items that may be imgdiaihe Company does not currently expect
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the impact of this process to be material to rtaricial statements. Until the review process is
complete, however, the Company cannot definitivalg out that possibility.

6. Income taxes

The Company reports income taxes in accordanceSHKRS No. 109, “Accounting for
Income Taxes”. Under SFAS 109, the asset andilialilethod is used for computing the future
income tax consequences of events that have beegnieed in the Company’s consolidated
financial statements or income tax returns.

Income tax reserves are determined using the melbgy established by FASB
Interpretation 48, “Accounting for Uncertainty income Taxes — An Interpretation of FASB
Statement 109” (“FIN 48”) FIN 48 requires companies to assess each inconpmosation takel
using a two step approach. A determination is$ firade as to whether it is more likely than not
that the position will be sustained, based uportébknical merits, upon examination by the
taxing authorities. If the tax position is expette meet the more likely than not criteria, the
benefit recorded for the tax position equals tingdat amount that is greater than 50% likely to
be realized upon ultimate settlement of the respetax position.

Subsequent to its February 3, 2007 adoption of48Nthe Company elected to record
income tax related interest and penalties as a ocnem of the provision for income tax expel

In the 13-week period ended May 4, 2007, the IrtelRevenue Service completed an
examination of the Company’s federal income taumrret through fiscal year 2003 resulting in a
net income tax refund. There are no unresolvesselated to this examination. None of the
Company’s federal income tax returns are curreuntlyer examination; however, fiscal years
2005 and later are still subject to possible exaton by the Internal Revenue Service. The
Company has various state income tax examinatiatsare currently in progress. The
estimated liability related to these state incoaxegxaminations is included in the Company’s
reserve for uncertain tax positions. Generallg,@mmpany’s tax years ended in 2005 and
forward remain open for examination by the varistade taxing authorities.

As of October 31, 2008, the total reserves for tiagetax benefits, interest expense
related to income taxes and potential income taalties were $49.8 million, $8.7 million and
$1.5 million, respectively. Of this amount, $9.1lion and $48.2 million are reflected in
current liabilities as accrued expenses and otieiranoncurrent other liabilities, respectively,
in the condensed consolidated balance sheet. Tiniag $2.1 million reduces deferred tax
assets related to net operating loss carry forwafti® Company believes that it is reasonably
possible that the reserve for uncertain tax passtimay be reduced by approximately $7.6
million in the upcoming twelve months principallg a result of the settlement of currently
ongoing state income tax examinations. The $7lBomireasonably possible change is inclu
in current liabilities in the condensed consoliddbalance sheet as of October 31, 2008. Als
of October 31, 2008, approximately $0.8 milliortloé reserve for uncertain tax positions would
impact the Company’s effective income tax rat&qd@d Company were to recognize the tax
benefit for these positions prior to the end o fiscal year. The amount impacting the
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Company’s effective tax rate could change afterJdnrauary 31, 2009, adoption of SFAS No.
141(R), “Business Combinations”.

During the 13-week period ended October 31, 2088 Company filed an accounting
method change request with the Internal Revenuwac®erDue to this filing, the Company
reduced previously recorded reserves for uncentawme tax benefits by $60.1 million and
increased the current portion of the deferred inetaxes payable liability by $14.3 million,
increased the non-current portion of the deferagdg payable liability by $32.2 million and
decreased the income taxes receivable by $13.®millThis change also reduced the reserve
for income tax related interest expense by $8.8anil This $8.8 million change was recorded
as a reduction in income tax related interest espéimcluded in income tax expense on the
condensed consolidated statement of operatiorf®}.6fmillion with the remaining $4.2 millio
net of related income tax benefit, being recorded eeduction in the balance of goodwill on the
condensed consolidated balance sheet.

During the period ended October 31, 2008, the Compeacorded a reduction in
goodwill totaling $7.8 million (including the re\aal of the interest reserve discussed above),
principally as the result of the favorable resantduring the period of income tax related
uncertainties that existed as of the July 6, 2@@juisition date. Similar accounting treatment
will occur through the end of the current fiscaay&r any changes, either favorable or
unfavorable, that may occur in income tax relatecentainties that existed prior to or as of the
acquisition date.

The effective income tax rates for the 13-weekquriended October 31, 2008 and
November 2, 2007 were 228.4% and 36.0% (a bened#jpectively. The difference in t
effective tax rate between the two periods is altes items that both increased and decreased
the effective tax rate. The preliminary settlemgfithe Merger-related shareholder litigation
discussed in Note 5 above is expected to resettpenses that are not deductible by the
Company, thereby increasing the effective incomedte. The principal items partially
offsetting this increase in the effective tax nagre the retroactive re-enactment in the 2008
period of selected federal jobs related creditsrzefit recorded in the 2008 period related to an
internal corporate restructuring and a reductiopdst-acquisition income tax related interest
expense resulting from the favorable resolutiosadé¢cted income tax related uncertainties.

The effective income tax rates for the ®8ek Successor period ended October 31, -
the Successor period ended November 2, 2007 arfréduecessor period ended July 6, 2007
were 56.8%, 36.4% (a benefit) and 300.2%, respalgtivl he difference in the effective tax rate
between the two Successor periods is a resulewofsitthat both increased and decreased the
effective tax rate. The preliminary settlementref Merger-related shareholder litigation
discussed in Note 5 above is expected to reseltenses that are not deductible by the
Company, thereby increasing the effective incomedée. The principal items partially
offsetting this increase in the effective tax natre a benefit recorded in the 2008 period related
to an internal corporate restructuring and a redngh post-acquisition income tax related
interest expense resulting from the favorable tegwl of selected income tax related
uncertainties. The effective tax rate for the Pcedsor period is higher than the other periods
presented due principally to non-deductible expemseurred in association with the Merger.
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7. Segment reporting

The Company manages its business on the basisakportable segment. As of
October 31, 2008, all of the Company’s operatioesewocated within the United States, with
the exception of a Hong Kong subsidiary the assedsrevenues of which are not material. The
following net sales data is presented in accordantteSFAS No. 131, “Disclosures about
Segments of an Enterprise and Related Information”.

Successor Predecessor
13-weeks 13-weeks 39-weeks July 7, 2007 February 3,
ended ended ended through 2007
October 31, November 2, October 31, November 2, through
(In thousands) 2008 2007 2008 2007 July 6, 2007
Categories of similar
products:
Highly consumable $ 1,864,015 $ 159883 $ 5,340,925 $ 2,086,243 $ 2,615,11C
Seasonal 320,706 311,394 1,027,352 408,465 604,935
Home products 206,780 203,276 630,815 263,427 362,725
Basic clothing 207,437 199,336 612,728 253,785 340,983
Net sales $ 2598938 $ 2,312,842 $ 7,611,82C $ 3,011,920 $ 3,923,753
8. Related party transactions

Affiliates of certain of the Investors participatas (i) lenders in the Company’s
indebtedness incurred to finance the Merger; @)rterparties to certain interest rate swaps
discussed in Note 3 and (iii) as advisors in thegde Certain fees were paid upon closing of
the Merger to affiliates of certain of the InvestoiThese fees primarily included underwriting
fees, advisory fees, equity commitment fees, swidin fees, merger and acquisition fees,
sponsor fees, costs of raising equity, and oubckpt expenses. The aggregate fees paid to
these related parties during the year-to-date genmmled November 2, 2007 totaled $134.9
million, portions of which were capitalized as débancing costs or as direct acquisition costs.

The Company is party to a monitoring agreement waiittaffiliate of KKR and with
Goldman Sachs & Co. pursuant to which those estifevide management and advisory
services to the Company. Under the terms of theitoromg agreement, among other things, the
Company is obligated to pay to those entities ayregate annual management fee payable in
arrears at the end of each calendar quarter dlusssonable out of pocket expenses incurred in
connection with the provision of services underdgezement upon request. From time to time
the Company may also reimburse KKR for any othetsmcurred by KKR on behalf of the
Company. The amounts incurred for the 13-week &a/&k Successor periods ended October
31, 2008 totaled $1.1 million and $5.3 million,pestively, and amounts incurred for the 13-
week and year-to-date Successor periods ended Nmreéin2007 totaled $1.3 million and $1.7
million, respectively.

The Company utilizes Capstone Consulting, LLC aant®f executives who work
exclusively with KKR portfolio companies providirgrtain consulting services. The Chief
Executive Officer of Capstone serves on the ComigaBgard. Although neither KKR nor any
entity affiliated with KKR owns any of the equity Gapstone, KKR had provided financing to
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Capstone prior to January 1, 2007. The aggregateincurred for Capstone services for the 13-
week and 39-week Successor periods ended Octob203& totaled $0.6 million and $2.3
million, respectively. The aggregate fees incufiedCapstone services for the 13-week and
year-to-date Successor periods ended Novembei0Z,t2€aled $0.8 million and $1.3 million,
respectively.

9. Investments in debt and equity securitie:

Pursuant to state regulatory requirements, the @oxgip South Carolina-based wholly
owned captive insurance subsidiary, Ashley Riveutance Company (“ARIC”), historically
held cash and cash equivalents and investmentdzsgda maintain a percentage of ARIC’s
liability and equity balances (primarily insurar@bilities) in the form of certain specified tyf
of assets and therefore these assets were nadlaledibr general corporate purposes. In May
2008, the state of South Carolina made certainggmato these regulatory requirements. These
included changing the basis for certain cash lealaequirements to a percentage of historical
claims payments as well as other changes in thearad investments balances requirements,
allowing ARIC to liquidate investments (primarily.&l Government and corporate debt
securities) totaling $48.6 million during the seda@nd third quarters of 2008.

10. Guarantor subsidiaries

Certain of the Company’s subsidiaries (the “Guanesi) have fully and unconditionally
guaranteed on a joint and several basis the Congpahlygations under certain outstanding debt
obligations. Each of the Guarantors is a dire¢hdirect wholly-owned subsidiary of the
Company. The following consolidating schedules @nésondensed financial information on a
combined basis, in thousands.
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SUCCESSOR

October 31, 2008

DOLLAR
GENERAL GUARANTOR OTHER CONSOLIDATED
CORPORATION SUBSIDIARIES SUBSIDIARIES ELIMINATIONS TOTAL
BALANCE SHEET:
ASSETS
Current assets:
Cash and cash
equivalents $ 54,160 $ 81,833 $ 14,597 $ - $ 150,590
Merchandise inventories - 1,619,922 - - 1,619,922
Income taxes receivable 81,913 - - (38,927 42,986
Deferred income taxes - 4,042 2,852 (6,894 -
Prepaid expenses and
other current assets 309,667 1,370,952 19,407 (1,627,227 72,799
Total current assets 445,740 3,076,749 36,856 (1,673,048 1,886,297
Net property and equipme 81,685 1,206,881 282 - 1,288,848
Goodwill 4,337,152 - - - 4,337,152
Intangible assets, net 1,206,778 129,996 - - 1,336,774
Deferred income taxes - - 6,096 (6,096, -
Other assets, net 3,012,097 7,346 261,938 (3,190,351 91,030
Total assets $ 9,083,452 $ 4,420,972 $ 305,172 $ (4,869,495 $ 8,940,101
LIABILITIES AND
SHAREHOLDERS’
EQUITY
Current liabilities:
Current portion of long-
term obligations $ 5,750 $ 2,705 $ - $ - $ 8,455
Accounts payable 1,352,023 936,822 47,024 (1,615,743 720,126
Accrued expenses and
other 166,062 228,741 56,264 (11,484 439,583
Income taxes payable 1,431 38,099 1,221 (38,927 1,824
Deferred income taxes 29,563 - - (6,894, 22,669
Total current liabilities 1,554,829 1,206,367 104,509 (1,673,048 1,192,657
Long-term obligations 4,150,518 2,119,138 - (2,097,189 4,172,467
Deferred income taxes 519,326 29,030 - (6,096 542,260
Other liabilities 82,165 28,095 145,843 - 256,103
Redeemable common stock 13,150 - - - 13,150
Shareholders’ equity:
Preferred stock - - - - -
Common stock 277,938 23,753 100 (23,853 277,938
Additional paidin capital 2,487,071 652,562 19,900 (672,462 2,487,071
Retained earnings 21,510 362,027 34,820 (396,847 21,510
Accumulated other
comprehensive loss (23,055, - - - (23,055
Total shareholders’
equity 2,763,464 1,038,342 54,820 (1,093,162 2,763,464
Total liabilities and
shareholders’ equity $ 9,083,452 $ 4,420,972 $ 305,172 $ (4,869,495 $ 8,940,101
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SUCCESSOR

February 1, 2008

DOLLAR
GENERAL GUARANTOR OTHER CONSOLIDATED
CORPORATION SUBSIDIARIES SUBSIDIARIES ELIMINATIONS TOTAL
BALANCE SHEET:
ASSETS
Current assets:
Cash and cash
equivalents $ 8,320 $ 59,379 $ 32,510 - $ 100,209
Short-term investments - - 19,611 - 19,611
Merchandise inventories - 1,288,661 - - 1,288,661
Income taxes receivable 102,273 - - (69,772 32,501
Deferred income taxes 3,966 - 20,626 (7,295 17,297
Prepaid expenses and
other current assets 221,408 337,741 9,341 (509,025 59,465
Total current assets 335,967 1,685,781 82,088 (586,092 1,517,744
Net property and equipme 83,658 1,190,131 456 - 1,274,245
Goodwill 4,344,930 - - - 4,344,930
Intangible assets, net 10,911 1,359,646 - - 1,370,557
Deferred income taxes 43,890 - 47,067 (90,957 -
Other assets, net 2,629,967 1,652 111,597 (2,594,261 148,955
Total assets $ 7,449,323 $ 4,237,210 $ 241,208 (3,271,310 $ 8,656,431
LIABILITIES AND
SHAREHOLDERS’
EQUITY
Current liabilities:
Current portion of long-
term obligations $ - $ 3,246 $ - - $ 3,246
Accounts payable 253,477 736,844 40 (439,321 551,040
Accrued expenses and
other 62,957 188,877 55,185 (6,063 300,956
Income taxes payable - 59,264 13,507 (69,772 2,999
Total current liabilities 316,434 988,231 68,732 (515,156 858,241
Long-term obligations 4,257,250 1,837,715 - (1,816,209 4,278,756
Deferred income taxes - 584,976 - (98,251 486,725
Other liabilities 162,644 21,191 135,879 - 319,714
Redeemable common stock 9,122 - - - 9,122
Shareholders’ equity:
Preferred stock - - - - -
Common stock 277,741 23,753 100 (23,853 277,741
Additional paidin capital 2,480,062 653,711 19,900 (673,611 2,480,062
Retained earnings
(accumulated deficit) (4,818, 127,633 16,597 (144,230 (4,818,
Accumulated other
comprehensive loss (49,112 - - - (49,112
Total shareholders’
equity 2,703,873 805,097 36,597 (841,694 2,703,873
Total liabilities and
shareholders’ equity $ 7,449,323 $ 4,237,210 $ 241,208 (3,271,310 $ 8,656,431
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SUCCESSOR For the 13-weeks ended October 31, 2008
DOLLAR
GENERAL GUARANTOR OTHER CONSOLIDATED
CORPORATION SUBSIDIARIES SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF
OPERATIONS:
Net sales $ 58,315 $ 2,598,938 $ 24,560 $ (82,875 $ 2,598,938
Cost of goods sold - 1,826,651 - - 1,826,651
Gross profit 58,315 772,287 24,560 (82,875 772,287
Selling, general and
administrative 59,500 641,779 15,651 (82,875, 634,055
Litigation settlement and
related costs 34,500 - - - 34,500
Operating profit (loss) (35,685, 130,508 8,909 - 103,732
Interest income (15,111; (8,605) (3,402 26,499 (619)
Interest expense 108,998 15,936 (42) (26,499 98,393
Other (income) expense 266 - - - 266
Income (loss) before
income taxes (129,838 123,177 12,353 - 5,692
Income tax expense
(benefit) (20,409 27,467 5,940 - 12,998
Equity in subsidiaries’
earnings, net of taxes 102,123 - - (102,123 -
Net income (loss) $ (7,306) $ 95,710 $ 6,413 $ (102,123 $ (7,306,
SUCCESSOR For the 13-weeks ended November 2, 2007
DOLLAR
GENERAL GUARANTOR OTHER CONSOLIDATED
CORPORATION SUBSIDIARIES SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF
OPERATIONS:
Net sales $ 38,989 $ 2,312,842 $ 27,752 $ (66,741 $ 2,312,842
Cost of goods sold - 1,666,042 - - 1,666,042
Gross profit 38,989 646,800 27,752 (66,741 646,800
Selling, general and
administrative 38,752 587,745 20,407 (66,741 580,163
Transaction and related
costs 934 - - - 934
Operating profit (loss) (697) 59,055 7,345 - 65,703
Interest income (22,212 (11,579 (3,537, 35,940 (1,388,
Interest expense 122,807 25,087 3 (35,940 111,957
Other (income) expense 6,784 - - - 6,784
Income (loss) before
income taxes (108,076 45,547 10,879 - (51,650
Income tax expense
(benefit) (37,814 15,598 3,598 - (18,618
Equity in subsidiaries’
earnings, net of taxes 37,230 - - (37,230 -
Net income (loss) $ (33,032 $ 29,949 $ 7,281 $ (37,230 $ (33,032
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SUCCESSOR For the 39-weeks ended October 31, 2008

DOLLAR
GENERAL GUARANTOR OTHER CONSOLIDATED
CORPORATION SUBSIDIARIES SUBSIDIARIES ELIMINATIONS TOTAL

STATEMENTS OF

OPERATIONS:
Net sales $ 158,972 $ 7,611,820 $ 73,029 $ (232,001 $ 7,611,820
Cost of goods sold - 5,388,421 - - 5,388,421
Gross profit 158,972 2,223,399 73,029 (232,001 2,223,399
Selling, general and

administrative 152,834 1,854,019 56,389 (232,001 1,831,241
Litigation settlement and

related costs 34,500 - - - 34,500
Operating profit (loss) (28,362 369,380 16,640 - 357,658
Interest income (50,833 (25,957 (10,221; 84,218 (2,793,
Interest expense 326,295 56,609 12 (84,218 298,698
Other (income) expense 856 - - - 856
Income (loss) before

income taxes (304,680 338,728 26,849 - 60,897
Income tax expense

(benefit) (78,390 104,333 8,626 - 34,569
Equity in subsidiaries’

earnings, net of taxes 252,618 - - (252,618 -
Net income $ 26,328 $ 234,395 $ 18,223 $ (252,618 $ 26,328
SUCCESSOR July 7, 2007 through November 2, 2007 (including Bik from March 6, 2007 through July 6, 2007, see Netl)

DOLLAR
GENERAL GUARANTOR OTHER CONSOLIDATED
CORPORATION SUBSIDIARIES SUBSIDIARIES ELIMINATIONS TOTAL

STATEMENTS OF

OPERATIONS:
Net sales $ 47,286 $ 3,011,920 $ 37,757 $ (85,043 $ 3,011,920
Cost of goods sold - 2,180,397 - - 2,180,397
Gross profit 47,286 831,523 37,757 (85,043 831,523
Selling, general and

administrative 59,842 768,675 27,129 (85,043 770,603
Transaction and related

costs 1,242 - - - 1,242
Operating profit (loss) (13,798 62,848 10,628 - 59,678
Interest income (33,744 (14,472 (4,650 50,445 (2,421
Interest expense 161,394 37,524 4 (50,445 148,477
Other (income) expense 8,232 - - - 8,232
Income (loss) before

income taxes (149,680 39,796 15,274 - (94,610
Income tax expense

(benefit) (50,529 11,221 4,905 - (34,403
Equity in subsidiaries’

earnings, net of taxes 38,944 - - (38,944 -
Net income (loss) $ (60,207, $ 28,575 $ 10,369 $ (38,944 $ (60,207
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PREDECESSOR February 3, 2007 through July 6, 2007

DOLLAR
GENERAL GUARANTOR OTHER CONSOLIDATED
CORPORATION SUBSIDIARIES SUBSIDIARIES ELIMINATIONS TOTAL

STATEMENTS OF

OPERATIONS:
Net sales $ 76,945 $ 3,923,753 $ 44,206 $ (121,151 $ 3,923,753
Cost of goods sold - 2,852,178 - - 2,852,178
Gross profit 76,945 1,071,575 44,206 (121,151 1,071,575
Selling, general and

administrative 64,827 982,321 34,933 (121,151 960,930
Transaction and related

costs 101,397 - - - 101,397
Operating profit (loss) (89,279 89,254 9,273 - 9,248
Interest income (53,278 (11,472 (5,626, 65,330 (5,046)
Interest expense 19,796 55,828 5 (65,330 10,299
Income (loss) before

income taxes (55,797 44,898 14,894 - 3,995
Income tax expense

(benefit) (4,814, 11,924 4,883 - 11,993
Equity in subsidiaries’

earnings, net of taxes 42,985 - - (42,985 -
Net income (loss) $ (7,998, $ 32,974 $ 10,011 $ (42,985 $ (7,998)
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SUCCESSOR For the 39-weeks ended October 31, 2008
DOLLAR
GENERAL GUARANTOR OTHER CONSOLIDATED
CORPORATION SUBSIDIARIES SUBSIDIARIES  ELIMINATIONS TOTAL
STATEMENTS OF
CASH FLOWS:
Cash flows from operating
activities:
Net income 26,328 $ 234,395 18,223 (252,618 26,328
Adjustments to reconcile
net income to net cash
provided by (used in)
operating activities:
Depreciation and
amortization 25,828 158,134 193 - 184,155
Deferred income taxes (73,328 44,640 58,745 - 30,057
Noncash share-based
compensation 7,206 - - - 7,206
Tax benefit of stock
options (576) - - - (576)
Noncash inventory
adjustments and asset
impairments - 35,587 - - 35,587
Noncash unrealized loss
on interest rate swaps 4 - - - 4
Equity in subsidiaries’
earnings, net (252,618 - - 252,618 -
Change in operating
assets and liabilities:
Merchandise
inventories - (364,697 - - (364,697
Prepaid expenses and
other current assets (10,611 5,190 (1,797) - (7,218
Accounts payable 13,298 155,886 92 - 169,276
Accrued expenses and
other 140,245 41,695 11,043 - 192,983
Income taxes 8,858 (21,178 (12,286, - (24,606,
Other 2,391 10,341 (89) - 12,643
Net cash provided by (used
in) operating activities (112,975 299,993 74,124 - 261,142
Cash flows from investing
activities:
Purchases of property and
equipment (11,629 (148,061 (29) - (159,709
Purchases of short-term
investments - - (9,903) - (9,903;
Sales of short-term
investments - - 61,547 - 61,547
Proceeds from sale of
property and equipment - 971 - - 971
Net cash provided by (used
in) investing activities (11,629 (147,090 51,625 - (107,094
Cash flows from financing
activities:
Issuance of common stock 2,268 - - - 2,268
Borrowings under revolvin
credit facility - - - - -
Repayments of borrowings
under revolving credit
facility (102,500 - - - (102,500
Repayments of long-term
obligations - (3,223; - - (3,223,
Repurchases of common
stock (788) - - - (788)
Tax benefit of stock optior 576 - - - 576
Changes in intercompany
note balances, net 270,888 (127,226 (143,662 - -
Net cash provided by (used
in) financing activities 170,444 (130,449 (143,662 - (103,667




Net increase (decrease) in

cash and cash equivalents 45,840 22,454 (17,913 - 50,381
Cash and cash equivalents,

beginning of period 8,320 59,379 32,510 - 100,209
Cash and cash equivalents,

end of period $ 54,160 $ 81,833 $ 14,597 $ - $ 150,590
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SUCCESSOR July 7, 2007 through November 2, 2007 (including Bik from March 6, 2007 through July 6, 2007, see Netl)

DOLLAR
GENERAL GUARANTOR OTHER CONSOLIDATED
CORPORATION SUBSIDIARIES SUBSIDIARIES  ELIMINATIONS TOTAL
STATEMENTS OF
CASH FLOWS:
Cash flows from operating
activities:
Net income (loss) $ (60,207 $ 28,575 $ 10,369 $ (38,944 $ (60,207
Adjustments to reconcile
net income (loss) to net
cash provided by (used
in) operating activities:
Depreciation and
amortization 13,480 77,341 86 - 90,907
Deferred income taxes (5,929, 7,571 4,912 - 6,554
Noncash share-based
compensation 3,147 - - - 3,147
Noncash unrealized gain
on interest rate swaps 3,705 - - - 3,705
Equity in subsidiaries’
earnings, net (38,944 - - 38,944 -
Change in operating
assets and liabilities:
Merchandise
inventories - (107,874 - - (107,874
Prepaid expenses and
other current assets (6,616, 2,286 (395) - (4,725
Accounts payable (46,175 23,761 (12,986, - (35,400
Accrued expenses and
other 64,185 50,217 9,385 - 123,787
Income taxes (60,297 2,730 5,900 - (51,667
Other (5,178, 3,391 (268) - (2,055,
Net cash provided by (used
in) operating activities (138,829 87,998 17,003 - (33,828
Cash flows from investing
activities:
Merger, net of cash
acquired (5,648,961 (1,129,955 40,746 - (6,738,170
Purchases of property and
equipment (2,580, (42,110 (16) - (44,706
Purchases of short-term
investments - - (1,000) - (1,000
Sales of short-term
investments - - 10,920 - 10,920
Purchases of long-term
investments - - (5,612) - (5,612
Purchase of promissory
notes - (37,047 - - (37,047
Proceeds from sale of
property and equipment - 352 - - 352
Net cash provided by (used
in) investing activities (5,651,541 (1,208,760 45,038 - (6,815,263
Cash flows from financing
activities:
Issuance of common stock 2,759,540 - - - 2,759,540
Issuance of long-term
obligations 4,176,817 - - - 4,176,817
Borrowings under revolvin
credit facility 1,233,700 - - - 1,233,700
Repayments of borrowings
under revolving credit
facility (931,700 - - - (931,700
Repayments of long-term
obligations (209,708 (2,049, - - (211,757
Debt issuance costs (86,847 - - - (86,847
Repurchases of common
stock (124) - - - (124)

Changes in intercompany



note balances, net

1,188,792

(59,998

Net cash provided by (used
in) financing activities

1,186,743

(59,998

6,939,629

Net increase in cash and
cash equivalents

Cash and cash equivalents,

beginning of period

65,981

2,043

90,538

Cash and cash equivalents,

end of period

65,981

2,043

90,538




PREDECESSOR

February 3, 2007 through July 6, 2007

DOLLAR
GENERAL GUARANTOR OTHER CONSOLIDATED
CORPORATION SUBSIDIARIES SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF CASH
FLOWS:
Cash flows from operating
activities:
Net income (loss) $ (7,998) $ 32,974 $ 10,011 $ (42,985, $ (7,998
Adjustments to reconcile n
income (loss) to net cash
provided by operating
activities:
Depreciation and
amortization 9,051 74,770 96 - 83,917
Deferred income taxes (7,982) (9,194, (3,698 - (20,874
Noncash share-based
compensation 45,433 - - - 45,433
Tax benefit from stock
option exercises (3,927) - - - (3,927,
Equity in subsidiaries’
earnings, net (42,985, - - 42,985 -
Change in operating
assets and liabilities:
Merchandise
inventories - 16,424 - - 16,424
Prepaid expenses and
other current assets 5,758 (11,762 (180) - (6,184,
Accounts payable 44,909 (23,103 12,988 - 34,794
Accrued expenses and
other 7,897 36,021 9,077 - 52,995
Income taxes (24,998 31,741 (3,934, - 2,809
Other 21 4,726 (190) - 4,557
Net cash provided by
operating activities 25,179 152,597 24,170 - 201,946
Cash flows from investing
activities:
Purchases of property and
equipment (5,321) (50,737 (95) - (56,153
Purchases of short-term
investments - - (5,100; - (5,100;
Sales of short-term
investments - - 9,505 - 9,505
Purchases of long-term
investments - - (15,754 - (15,754
Proceeds from sale of
property and equipment - 620 - - 620
Net cash used in investing
activities (5,321) (50,117 (11,444 - (66,882
Cash flows from financing
activities:
Repayments of long-term
obligations (148) (4,352) - - (4,500;
Payment of cash dividends (15,710 - - - (15,710
Proceeds from exercise of
stock options 41,546 - - - 41,546
Tax benefit of stock options 3,927 - - - 3,927
Changes in intercompany
note balances, net 75,840 (86,988 11,148 - -
Net cash provided by (used
in) financing activities 105,455 (91,340 11,148 - 25,263
Net increase in cash and
cash equivalents 125,313 11,140 23,874 - 160,327
Cash and cash equivalents,
beginning of period 114,310 58,107 16,871 - 189,288
Cash and cash equivalents,
end of period $ 239,623 $ 69,247 $ 40,745 $ - $ 349,615
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ITEM 2. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS.

General

Accounting Periods We follow the concept of a 52-53 week fiscalryisat ends on the
Friday nearest to January 31. The following texttams references to years 2008 and 2007,
which represent 52-week fiscal years ending or éddauary 30, 2009 and February 1, 2008,
respectively. Consequently, references to qugrtertounting periods for 2008 and 2007
contained herein refer to 13-week accounting psriod

SeasonalityThe nature of our business is seasonal to a cexxéamt. Primarily because
of sales of holiday-related merchandise, salekarfaurth quarter have historically been higher
than sales achieved in each of the first threetgusof the fiscal year. Expenses and, to a
greater extent, operating income, vary by quan®sults of a period shorter than a full year
may not be indicative of results expected for thié&re year. Furthermore, the seasonal nature of
our business may affect comparisons between periods

Merger with KKR. We were acquired on July 6, 2007 through a nmeageounted for &
a reverse acquisition (the “Merger”) with Buck Agsjtion Corp. (“Buck”). As a result of the
Merger, we are a subsidiary of Buck Holdings, I(!Parent”), a Delaware limited partnership
controlled by investment funds affiliated with Kbkekg Kravis Roberts & Co., L.P. (“KKR").
KKR, GS Capital Partners VI Fund, L.P. and afféidtfunds (affiliates of Goldman, Sachs &
Co.), Citi Private Equity, Wellington Managementreany, LLP, CPP Investment Board
(USRE I1) Inc. and other equity co-investors (colieely, the “Investors”) indirectly own a
substantial portion of our capital stock througéitiinvestment in Parent. The company
continued as the same legal entity after the Merger

The Merger was consummated on July 6, 2007, thegtige ninth week of our 1@eek
second quarter period in 2007. The 2007 39-weebkg@resented includes the 22-week
Predecessor period from February 3, 2007 to JUlpB7, combined with the WwWeek Success
period from July 7, 2007 to November 2, 2007. ThedBcessor period reflects the historical
basis of accounting while the 2007 Successor peéfbects the impact of the preliminary
purchase price allocation associated with the Mesgevell as pre-Merger operations of Buck
associated with the change in fair value of intera® swaps.

For comparison purposes, the discussion of op&safar the 39-week periods included
below is generally based on the Successor 39-weetdpended October 31, 2008, compared to
the mathematical combination of the Successor aadeéessor periods in the 39-week period
ended November 2, 2007, which we believe assidtsininderstanding of the underlying
business and in the comparison between periodmisactions relating to or resulting from the
Merger are discussed separately. The combinedsdsaNde not been prepared as pro forma
results, may not reflect the actual results weatalve achieved absent the Merger and may not
be indicative of future results of operations.
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Purpose of DiscussionWe intend for this discussion to provide the ezaslith
information that will assist in understanding oampany and the critical economic factors that
affect us. This discussion further explains ouaficial statements, the changes in certain key
items in those financial statements from periodddod, and the primary factors that accounted
for those changes, as well as how certain accayiptimciples affect our financial statements.

This discussion and analysis is based on, shoutddzewith, and is qualified in its
entirety by, the accompanying condensed consotidatancial statements and related notes, as
well as our consolidated financial statements &ed¢lated Management’s Discussion and
Analysis of Financial Condition and Results of Gytiems as contained in our Annual Report on
Form 10-K for the year ended February 1, 2008stt ahould be read in conjunction with the
disclosure under “Cautionary Disclosure RegardiagMard-Looking Statements” in this report.

Executive Overview

We are the largest discount retailer in the Un8éates by number of stores, with over
8,300 stores in 35 states, primarily in the southseouthwestern, midwestern and eastern United
States. We serve a broad customer base and dffeused assortment of everyday items,
including basic consumable merchandise and oth@ehapparel and seasonal products. We
seek to offer a compelling value proposition for oustomers based on convenient store
locations, easy in and out shopping and qualitycheandise at highly competitive prices. We
believe our combination of value and conveniensérdjuishes us from other discount,
convenience and drugstore retailers, who typidaltyis on either value or convenience. Our
business model has proven to be resilient in biotimg and challenging economic environme
as evidenced by our historical annual and 2008-tcedate same store sales growth. During our
third quarter, consumers continued to be challetyeaigh energy prices, food and healthcare
inflation, increased unemployment and uncertaintiegee economy.

In late 2006, we launched certain strategic opegaltiitiatives aimed at improving our
long-term financial performance. Our actions inelddhe closing of approximately 400 under-
performing stores, a slowdown in our new store dgingplans, and the elimination of our
longtime practice of packing away inventories & ¢md of each season to be sold in future
years. In fiscal 2007, we completed the implementaof these initial actions. Working with
new ownership, we further developed our merchangiand real estate strategies, including the
closing of an additional 60 stores, and clearlyrasf our go-forward operating priorities. Our
operating results in 2007 included significant siian costs as we closed stores and eliminated
packaway inventories. In 2008, we have been fatoseexecuting our four operating prioriti
which are to:

Drive productive sales growt

Increasegross margins

Leverage process improvements and information wolyy to reduce costs; al
Strengthen and expand Dollar Gen's culture of‘serving other”

Each of our key financial metrics for the third gea of 2008 reflects improved
performance over the comparable 2007 period agvist
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» Same-store sales for the quarter increased 10.6% corpetk the prior year perio

» Gross profit, as a percentage of sales, increas2f.7% compared to 28.0% in 1
2007 period as a result of higher average markagspovements in inventory shrin
lower markdowns and leverage of our distributiostspincluding the impact of
higher sales volumes as well as logistics effiaemnand other cost savings in the
supply chain which substantially mitigated the itpaf higher than anticipated fuel
costs, all of which were partially offset by a LIFeBarge primarily related to
commodity cost increases.

* Inventory turnover improved to 5.0 times on a r@lfour-quarter basis compared to
4.6 times for the corresponding previous year [gerio

» Cash flow from operating activities for the y-to-date period was $261.1 millio
compared to $168.1 million in the 2007 year-to-geegod, primarily reflecting
improved accounts payable terms and increasedhoernie, partially offset by
inventory purchases associated with our mercharglisitiatives.

We believe that our merchandising and operatirtgatnies have contributed
significantly to our improved sales performancerdased inventory shrink, lower employee
turnover and an improvement in the overall appezgar our stores. With new merchandise
pricing tools, we have been able to react to recesitincreases from our vendors, including
making changes to our retail prices as necessarg. result of efforts to respond to our
consumers’ need for convenience and value, we égemnded store hours and continue to add
new convenience and national name brand itemsristotes. We believe our stores are well
prepared for the 2008 holiday selling season astrixge to meet our customers’ needs for
seasonal items as well as basic necessities.

For the 39 weeks ended October 31, 2008, we opEredew stores, relocated 78
stores, remodeled 278 stores and closed 23 sifesemain on track to open approximately
200 new stores and to remodel or relocate 400sstorigscal 2008. As of October 31, 2008, we
operated 8,346 stores in 35 states.

The above discussion is only a summary. Readerddinefer to the detailed discussion
below for the full analysis of our financial penfieance in the current year periods as compared
with the prior year periods.

Results of Operations

The following discussion of our financial perforneans based on the Condensed
Consolidated Financial Statements set forth hefigie.following table contains results of
operations data for the 13-week and 39-week pesaoded October 31, 2008 and November 2,
2007 (including a combination of the relevant Poedsor and Successor periods), and the ¢
and percentage variances among those periods:
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13-weeks 13-weeks

ended ended
October 31, November 2, Amount %
(amounts in millions) 2008 2007 change change
Net sales by category:
Highly consumable $ 1,864.0 $ 1,598.8 $ 265.2 16.6 %
% of net sales 71.72% 69.13%
Seasonal 320.7 311.4 9.3 3.0
% of net sales 12.34% 13.46%
Home products 206.8 203.3 35 1.7
% of net sales 7.96% 8.79%
Basic clothing 207.4 199.3 8.1 4.1
% of net sales 7.98% 8.62%
Net sales 2,598.9 2,312.8 286.1 124
Cost of goods sold 1,826.7 1,666.0 160.6 9.6
% of net sales 70.28% 72.03%
Gross profit 772.3 646.8 1255 19.4
% of net sales 29.72% 27.97%
Selling, general and administrative 634.1 580.2 53.9 9.3
% of net sales 24.40% 25.08%
Litigation settlement and related costs 34.5 - 34.5 -
% of net sales 1.33% -
Transaction and related costs - 0.9 (0.9) -
% of net sales - 0.04%
Operating profit 103.7 65.7 38.0 57.9
% of net sales 3.99% 2.84%
Interest income (0.6) 1.4 0.8 (55.4)
% of net sales (0.02)% (0.06)%
Interest expense 98.4 112.0 (13.6) (12.1)
% of net sales 3.79% 4.84%
Other (income) expense 0.3 6.8 (6.5) (96.1)
% of net sales 0.01% 0.29%
Income (loss) before income taxes 5.7 (51.7) 57.3 -
% of net sales 0.22% (2.23)%
Income tax expense (benefit) 13.0 (18.6) 31.6 -
% of net sales 0.50% (0.80)%
Net loss $ (7.3) $ (33.0) $ 25.7 (77.9) %
% of net sales (0.28)% (1.43)%
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2008 vs.

Successor Combined (a Successor (b)  Predecessor Combined 2007
39-weeks 39-weeks July 7, 2007 February 3,
ended ended through 2007
October 31, November 2, November 2, through Amount %
(amounts in millions) 2008 2007 2007 July 6, 2007 change change
Net sales by categor
Highly consumable$ 5,3409 $ 47014 $ 2,086.2 $ 26151 $ 6396 136 %
% of net sales 70.17% 67.79%
Seasonal 1,027.4 1,013.4 408.5 604.9 14.0 14
% of net sales 13.50% 14.61%
Home products 630.8 626.2 263.4 362.7 4.7 0.7
% of net sales 8.29% 9.03%
Basic clothing 612.7 594.8 253.8 341.0 18.0 3.0
% of net sales 8.05% 8.58%
Net sales 7,611.8 6,935.7 3,011.9 3,923.8 676.1 9.7
Cost of goods sold 5,388.4 5,032.6 2,180.4 2,852.2 355.8 7.1
% of net sales 70.79% 72.56%
Gross profit 2,223.4 1,903.1 831.5 1,071.6 320.3 16.8
% of net sales 29.21% 27.44%
Selling, general and
administrative 1,831.2 1,731.5 770.6 960.9 99.7 5.8
% of net sales 24.06% 24.97%
Litigation settlement
and related costs 34.5 - - - 34.5 -
% of net sales 0.45% -
Transaction and
related costs - 102.6 1.2 101.4 (102.6) -
% of net sales - 1.48%
Operating profit 357.7 68.9 59.7 9.2 288.7 418.9
% of net sales 4.70% 0.99%
Interest income (2.8) (7.5) (2.4) (5.0 4.7 (62.6)
% of net sales (0.04)% (0.11)%
Interest expense 298.7 158.8 148.5 10.3 1399 88.1
% of net sales 3.92% 2.29%
Other (income)
expense 0.9 8.2 8.2 - (7.4) (89.6)
% of net sales 0.01% 0.12%
Income (loss) before
income taxes 60.9 (90.6) (94.6) 4.0 151.5 -
% of net sales 0.80% (1.31)%
Income tax expense
(benefit) 34.6 (22.4) (34.4) 12.0 57.0 -
% of net sales 0.45% (0.32)%
Net income (loss) $ 263 3 (68.2) $ (60.2) $ (80) $ 945 - %
% of net sales 0.35% (0.98)%

(@) The combined results are the mathematical combinati the Predecessor and Successor periods intlode
the condensed consolidated financial statementh&2007 periods presented. The presentationrdies
comply with generally accepted accounting prinaplaut we believe this presentation assists irctmeparisol

between periods.

(b) Includes the results of operations of Buck forleeiod prior to the Merger from March 6, 2007 {@smation)
through July 6, 2007 (reflecting the change in Yailue of interest rate swaps), and the post-Mewegilts of
Dollar General Corporation for the period from Jé|y2007 through November 2, 2007.
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13 WEEKS ENDED OCTOBER 31, 2008 AND NOVEMBER 2, 200

Net Sales The 12.4% net sales increase over the 2007 pexscattributable primarily
to our 10.6% same-store sales increase. Samessiie® which includes those stores that have
been open at least 13 full fiscal months and reropan at the end of the reporting period, were
positively impacted by increases in the numbemstamer transactions and the average dollar
value of transactions during the period. We belitheeincrease in sales resulted from our
merchandising and store operations initiativedushag extended store hours, and from
favorable customer response to our conveniencea@ne during the current challenging
economic environment. Sales of merchandise in @iMyhrconsumables category were the
largest contributor to our net sales increasepaljh sales in our home, seasonal and basic
clothing categories also improved from the pricaryperiod. We continue to focus our efforts
meeting our customersonsumables needs and improving our merchandisingr home, bas
clothing and seasonal categories to be more relévaur customers.

Gross Profit.Higher average markups, improvements in shrinkelowarkdowns and
improved distribution and transportation logis@tBciencies, which more than offset increased
fuel costs, along with the leverage impact of higgedes volumes were responsible for the 2008
gross profit increase as a percentage of salese@deded a LIFO charge of $15.7 million in the
2008 period resulting from inflationary pressurasroventory costs.

SG&A Expense SG&A decreased as a percentage of sales prymmasulting from the
leveraging impact of increased sales, in addittoddcreased workers compensation expense,
lower waste management expense resulting from enrpaper recycling program, lower
depreciation expense, and an accrued loss in e @2€riod of approximately $3.4 million
relating to certain distribution center leases. dGiberease in SG&A, as a percentage of sales
partially offset by higher incentive compensatiop@nse associated with our 2008 financial
performance.

Litigation Settlement and Related Cos&ibsequent to the announcement of the Merger
agreement, we, along with our directors and KKRienemed in a class action lawsuit. On
November 24, 2008, we, along with all defendargached an agreement in principle to s¢
this lawsuit, based on our determination that sagrieement is beneficial in order to avoid cc
and time consuming litigation. The terms of thegwsed settlement, which contain no
admission of any liability or wrongdoing on the fpairany defendant, are subject to the
negotiation of definitive documentation and apptdaathe court. Based on the current
agreement in principle, we have recorded a chargemroximately $34.5 million for the third
guarter of 2008 in connection with the proposetleseent, which is net of anticipated insurance
proceeds.

Interest Expense The interest expense decrease was primarilyalbaving no
borrowings outstanding during the 2008 period urmgrasset-based revolving credit facility
and lower average interest rates on the unhedg#dmpof the outstanding term loan facility.
For further discussion, see “Liquidity and CapRalsources” below.
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Other (Income) ExpensBuring the 2007 period, we recorded an unrealined bf $8.5
million related to the change in the fair valuardérest rate swaps prior to designating the s
as cash flow hedges. The loss was offset by easmh§j1.7 million under the contractual
provisions of the swap agreements.

Income Taxeslhe effective income tax rates for the 13-weekqubriended October 31,
2008, and November 2, 2007 were 228.4% and 36 .8Ueifefit), respectively. The difference
in the effective tax rate between the two perieds result of items that both increased and
decreased the effective tax rate. The prelimisatiiement of the Merger-related shareholder
litigation discussed above is expected to resudixipenses that are not deductible thereby
increasing the effective income tax rate. Thegypal items partially offsetting this increase in
the effective tax rate were the retroactivenactment in the 2008 period of selected fedebs
related credits, a benefit recorded in the 200&deelated to an internal corporate restructu
and a reduction in post-acquisition income taxteglanterest expense resulting from the
favorable resolution of selected income tax relatecertainties.

During the 13-week period ended October 31, 20@8Bregorded a reduction in goodwill
totaling $7.8 million principally as the resultthie favorable resolution during the period of
income tax related uncertainties that existed daeefuly 6, 2007 acquisition date. Similar
accounting treatment will occur through the enthefcurrent fiscal year for any changes, either
favorable or unfavorable, that may occur in incdenerelated uncertainties that existed prior to
or as of the acquisition date.

39 WEEKS ENDED OCTOBER 31, 2008 AND NOVEMBER 2, 200

Net Sales The 9.7% net sales increase over the 2007 pessdattributable primarily to
our 8.8% same-store sales increase. Same-stesevgaie positively impacted by increases in
the number of customer transactions and the avelaltg value of transactions during the
period. We believe the increase in sales resutted bur merchandising and store operations
initiatives, including extended store hours, amhfrfavorable customer response to our
convenience and value during the current challepngoonomic environment.

Gross Profit.Higher average markups, improvements in shrinklawer markdowns
were substantially responsible for the 2008 graefitpncrease as a percentage of sales.
Additionally, improved distribution and transpdita logistics efficiencies mitigated increased
fuel costs in the 2008 period. We recorded a LIR@rge of $31.8 million in the 2008 period as
a result of inflationary product cost pressuresd&gan experiencing during the second quarter
of 2008 (related primarily to commodity cost incges). In the 2007 period, net markdowns
higher than the historical rate as the result afkehawns taken in connection with the inventory
reduction strategies discussed above.

SG&A Expense The following items represent the more significehanges in SG&A,
as a percentage of sales, between the periods. Sk 2008 period includes $30.4 million
of leasehold intangibles amortization and approxéhye$25.6 million of other SG&A expenses
resulting from the Merger, including primarily méming, consulting, legal, recruiting and
employee severance expenses. SG&A in the 2007domttudes approximately $13.4 million
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of leasehold intangibles amortization and $12.0ionilrelating to a probable loss associated
with the restructuring of three distribution cenases, resulting from the Merger. In addition,
SG&A in the 2007 period included $54.3 million rtahg to strategic real estate initiatives. In
addition to the impact of the items noted, we laged SG&A expenses as a result of higher net
sales. Advertising, workers’ compensation, wasteagament and depreciation expense
decreased in the 2008 period from the 2007 pewbde incentive compensation expense
associated with our 2008 financial performancedased.

Litigation Settlement and Related Co&ased on the current agreement in principle to
settle the Merger-related shareholder litigatistdssed above, we have recorded a charge of
approximately $34.5 million for the third quartdr2®08 in connection with the proposed
settlement, which is net of anticipated insurancegeds.

Transaction and Related Costhe $102.6 million of expenses recorded in the 2007
period reflect $63.2 million of expenses relateth® Merger, such as investment banking and
legal fees, as well as $39.4 million of compensaéigpense related to stock options, restricted
stock and restricted stock units.

Interest Expense The interest expense increase was primarilytolirgerest on long-
term obligations incurred effective July 6, 200fit@ance the Merger. For further discussion,
“Liquidity and Capital Resources” below.

Other (Income) ExpensBuring the 2007 period, we recorded $6.2 milliorekpenses
related to consent fees and other costs assoeidtted tender offer for our previously
outstanding 8 5/8% unsecured notes due June 18,(#94.“2010 Notes”). Approximately 99%
of the 2010 Notes were retired in 2007 as a regutie tender offer. Also during the 2007
period, we recorded an unrealized loss of $3.7aniltelated to the change in the fair value of
interest rate swaps, which was offset by earnifigd @ million under the contractual provisic
of the swap agreements.

Income Taxeslhe effective income tax rates for the 39-week 8ssor period ended
October 31, 2008, the Successor period ended Noe 2007 and the Predecessor period
ended July 6, 2007 were 56.8%, 36.4% (a benefit)30.2%, respectively. The difference in
the effective tax rate between the two Successiogsis a result of items that both increased
and decreased the effective tax rate. The predirgigettiement of the Merger-related
shareholder litigation discussed above is expdotedsult in expenses that are not deductible
thereby increasing the effective income tax rdtee principal items partially offsetting this
increase in the effective tax rate were a benetibrded in the 2008 period related to an internal
corporate restructuring and a reduction in postiatiipn income tax related interest expense
resulting from the favorable resolution of seleatezbme tax related uncertainties. The
effective tax rate for the Predecessor periodgiér than the other periods presented due
principally to non-deductible expenses incurredssociation with the Merger.

36




Accounting Pronouncements

In May 2008, the FASB issued Statement of Finams@ounting Standards (“SFAS”)
No. 162,“The Hierarchy of Generally Accepted Accountingreiples.”SFAS 162 identifies tf
sources of accounting principles and the framevariselecting the principles used in the
preparation of financial statements of nongoverraieantities that are presented in conformity
with generally accepted accounting principles (GAAPthe United States (the GAAP
hierarchy). SFAS 162 became effective in NovemIi®®82 We do not believe the adoption of
this standard will have a material impact on onaficial statements.

Recently Adopted Accounting Standard

We adopted the provisions of SFAS 157, “Fair Vdleasurements” effective
February 2, 2008. The adoption resulted in a $4llfon decrease in liability balances
associated with interest rate swaps that we useatge interest rate risk, with the offset
reflected in Accumulated other comprehensive loss.

Liquidity and Capital Resources
Credit Facilities

We have two senior secured credit facilities (tB8eedit Facilities”) which provide
financing of up to $3.425 billion. The Credit Fatiéls consist of a $2.3 billion senior secured
term loan facility and a senior secured asseted revolving credit facility of up to $1.125libih
(of which up to $350.0 million is available fortets of credit), subject to borrowing base
availability. The asset-based revolving creditlfgcincludes borrowing capacity available for
letters of credit and for short-term borrowingsereéd to as swingline loans.

The agreements governing the Credit Facilities ipthat we have the right at any time
to request up to $325.0 million of incremental cotnments under one or more incremental term
loan facilities and/or asset-based revolving criaitlities. The lenders under these facilities are
not under any obligation to provide any such in@atal commitments and any such addition of
or increase in commitments will be subject to ooirexceeding certain senior secured leverage
ratios and certain other customary conditions gtese Our ability to obtain extensions of
credit under these incremental commitments alsbbeikubject to the same conditions as
extensions of credit under the Credit Facilities.

The amount from time to time available under theebased revolving credit facility
(including in respect of letters of credit) is seddjto certain borrowing base limitations. The
asset-based revolving credit facility includesastlout” tranche in respect of which we may
borrow up to a maximum amount of $125.0 million.

Borrowings under the Credit Facilities bear inteetsa rate equal to an applicable
margin plus, at our option, either (a) LIBOR or ébbase rate (which is usually equal to the
prime rate). The applicable margin for borrowing§) under the term loan facility, 2.75% with
respect to LIBOR borrowings and 1.75% with respediase-rate borrowings and (ii) as of
October 31, 2008 under the asset-based revolvetdjtdacility (except in the last out tranche
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described above), 1.50% with respect to LIBOR heimgs and 0.50% with respect to base-rate
borrowings and for any last out borrowings, 2.25%hwespect to LIBOR borrowings and
1.25% with respect to base-rate borrowings. Thptigable margins for borrowings under the
asset-based revolving credit facility (except ie tase of last out borrowings) are subject to
adjustment each quarter based on average dailg®semilability under the asset-based
revolving credit facility. We also are requiredgay a commitment fee to the lenders under the
asset-based revolving credit facility in respecthef unutilized commitments thereunder. At
October 31, 2008, the commitment fee rate was 9@B3@8& annum. We also must pay custor
letter of credit fees. See Item 3. “Quantitatinel Qualitative Disclosures About Market Risk”
below for a discussion of our use of interest sataps to manage our interest rate risk.

The senior secured credit agreement for the team facility requires us to prepay
outstanding term loans, subject to certain excaptiwith up to 50% of our annual excess cash
flow (as defined in the credit agreement), theaash proceeds of certain non-ordinary course
asset sales or other dispositions of property th@cdhet cash proceeds of any incurrence of debt
other than proceeds from debt permitted undereéhessecured credit agreement.

In addition, the senior secured credit agreemanhi® asset-based revolving credit
facility requires us to prepay the asset-basedivengcredit facility, subject to certain
exceptions, with the net cash proceeds of all m@iiRrary course asset sales or other disposi
of revolving facility collateral (as defined in tlsenior secured credit agreement); and to the
extent such extensions of credit exceed the theemuborrowing base.

We may be obligated to pay a prepayment premiuth@@mount repaid under the term
loan facility if the term loans are voluntarily &g in whole or in part before July 6, 2009. We
may voluntarily repay outstanding loans under tme&based revolving credit facility at any
time without premium or penalty, other than custontareakage” costs with respect to LIBOR
loans.

At October 31, 2008, we had no borrowings, $36 ioniof commercial letters of
credit, and $83.1 million of standby letters ofdit@utstanding under our asset-based revolving
credit facility.

Senior Notes due 2015 and Senior Subordinated €dggies due 2017

We have $1,175.0 million aggregate principal amairit0.625% senior notes due 2015
(the “senior notes”) outstanding, which mature oly 15, 2015, pursuant to an indenture dated
as of July 6, 2007 (the “senior indenture”), an@Gwillion aggregate principal amount of
11.875%/12.625% senior subordinated toggle note20d7 (the “senior subordinated notes”)
outstanding, which mature on July 15, 2017, purst@an indenture dated as of July 6, 2007
(the “senior subordinated indenture”). The senmers and the senior subordinated notes are
collectively referred to herein as the “notes.” Hemior indenture and the senior subordinated
indenture are collectively referred to herein a&s*‘thdentures.” We may redeem some or all of
the notes at any time at redemption prices destiobeet forth in the indentures.
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Interest on the notes is payable on January 19alydl5 of each year. Interest on the
senior notes is payable in cash. Cash interedte@sédnior subordinated notes accrues at a r:
11.875% per annum, and PIK interest (as that terdefined below) accrues at a rate of
12.625% per annum, if applicable. The initial ietg@rpayment on the senior subordinated notes
was payable in cash. For any interest period tftereérough July 15, 2011, we may elect to
pay interest on the senior subordinated notes @ash, (ii) by increasing the principal amount
of the senior subordinated notes or issuing newossnbordinated notes (“PIK interesty (iii)
by paying interest on half of the principal amoahthe senior subordinated notes in cash
interest and half in PIK interest. After July 1912, all interest on the senior subordinated notes
will be payable in cash.

Adjusted EBITD/

Under the agreements governing the Credit Fagldied the indentures, certain
limitations and restrictions could arise if we ag able to satisfy and remain in compliance
specified financial ratios. Management believesnttost significant of such ratios is the senior
secured incurrence test under the Credit Facilitidss test measures the ratio of the senior
secured debt to Adjusted EBITDA. This ratio woukkd to be no greater than 4.25to 1 to a
such limitations and restrictions. As of Octobey 30208, this ratio was 2.4 to 1. Senior secured
debt is defined as our total debt secured by l@rsmilar encumbrances less cash and cash
equivalents. EBITDA is defined as income (loss)rrcontinuing operations before cumulative
effect of change in accounting principle plus ietgrand other financing costs, net, provision for
income taxes, and depreciation and amortizatiojuzied EBITDA is defined as EBITDA,
further adjusted to give effect to adjustments neglin calculating this covenant ratio under
Credit Facilities. EBITDA and Adjusted EBITDA aretpresentations made in accordance
U.S. GAAP, are not measures of financial perforneamrccondition, liquidity or profitability,
and should not be considered as an alternativi¢ et income, operating income or any other
performance measures determined in accordancdw®hGAAP or (ii) operating cash flows
determined in accordance with U.S. GAAP. AdditionaEBITDA and Adjusted EBITDA are
not intended to be measures of free cash flow famagemens discretionary use, as they do
consider certain cash requirements such as infeagstents, tax payments and debt service
requirements and replacements of fixed assets.

Our presentation of EBITDA and Adjusted EBITDA Himsitations as an analytical tool,
and should not be considered in isolation or agatgute for analysis of our results as reported
under U.S. GAAP. Because not all companies usdiagmalculations, these presentations of
EBITDA and Adjusted EBITDA may not be comparabletber similarly tittled measures of
other companies. We believe that the presentafi@B6éI DA and Adjusted EBITDA is
appropriate to provide additional information abthé calculation of this financial ratio in the
Credit Facilities. Adjusted EBITDA is a materialnaponent of this ratio. Specifically, non-
compliance with the senior secured indebtednegsaantained in our Credit Facilities could
prohibit us from making investments, incurring Bemaking certain restricted payments and
incurring additional secured indebtedness (othen the additional funding provided for under
the senior secured credit agreement and pursuapetfied exceptions).
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The calculation of Adjusted EBITDA under the Crdelicilities is as follows:

13-weeks ended 39-weeks ended 52-weeks ended
Oct. 31, Nov. 2, Oct. 31, Nov. 2, Oct. 31, Feb. 1,
(in millions) 2008 2007 2008 2007 2008 2008
Net income (loss) $ (73) $ (330 $ 263 $ (6820 $ 817 $ (12.8)
Add (subtract):
Interest income (0.6) 1.4 (2.8) (7.5) 4.2) (8.8)
Interest expense 98.4 112.0 298.7 158.8 403.1 263.2
Depreciation and amortizatic 58.9 62.1 174.6 170.0 231.0 226.4
Income taxes 13.0 (18.6) 34.5 (22.4) 67.1 10.2
EBITDA 162.4 121.1 531.3 230.7 778.8 478.2
Adjustments:
Transaction and related costs - 0.9 - 102.6 - 102.6
(Gain) loss on debt retiremel - - - 6.2 (5.0) 1.2
Loss on interest rate swaps 0.3 6.8 0.9 21 1.2 24
Contingent loss on distributic
center leases - 3.4 - 12.0 - 12.0

Impact of markdowns related

to inventory clearance

activities, net of purchase

accounting adjustments - (1.0) - 4.1 (4.5) (0.4
SG&A related to store closing

and inventory clearance

activities - 6.9 - 53.8 0.2 54.0
Operating losses (cash) of
stores to be closed - - - 9.4 11 10.5
Hurricane-related expenses
and write-offs 2.0 - 2.0 - 2.0 -
Monitoring and consulting
fees to affiliates 1.8 2.0 6.5 2.8 8.5 4.8
Stock option and restricted
stock unit expense 2.7 2.0 7.2 5.8 7.9 6.5
Indirect merger-related costs 6.7 - 19.1 - 23.7 4.6
Litigation settlement and
related costs 34.5 - 34.5 - 34.5 -
Other non-cash charges
(primarily LIFO) 18.2 - 35.5 - 41.6 6.1
Other - - - 0.7 0.3 1.0
Total Adjustments 66.2 21.0 105.7 199.5 111.5 205.3
Adjusted EBITDA $ 2286 $ 1421 $ 6370 $ 4302 $ 8903 $ 6835

Current Financial Condition / Recent Developments

At October 31, 2008, we had total outstanding ¢ielctuding the current portion of
long-term obligations) of approximately $4.18 litli and the amount available for borrowing
under our senior secured asset-based revolving ¢aedity was $1.0 billion. Our liquidity
needs are significant, primarily due to our deltise and other obligations. However, we
believe our cash flow from operations and existiagh balances, combined with availability
under the Credit Facilities, will provide sufficiiquidity to fund our current obligations,
projected
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working capital requirements and capital spendargafperiod that includes the next twelve
months. See Item 3. “Quantitative and Qualitativecldsures About Market Risk” below for a
discussion of our counterparty credit risk.

Our inventory balance represented approximately 60&ur total assets exclusive of
goodwill and other intangible assets as of Oct@ig2008. Our proficiency in managing our
inventory balances can have a significant impaaumncash flows from operations during a
given fiscal year. Inventory purchases are oftenesghat seasonal in nature, such as the
purchase of warm-weather or Christmas-related nagdise. See additional discussion below
regarding changes in inventory balances.

Pursuant to state regulatory requirements, ourtS@atolina-based wholly owned
captive insurance subsidiary, Ashley River Insuee@ompany (“ARIC”), historically held cash
and cash equivalents and investment balances tdtairaa percentage of ARIC’s liability and
equity balances (primarily insurance liabilities)the form of certain specified types of assets
and therefore these assets were not availablesfugrgl corporate purposes. In May 2008, the
state of South Carolina made certain changes sethegulatory requirements. These included
changing the basis for certain cash balance rageinés to a percentage of historical claims
payments as well as other changes in the casimaadtments balances requirements, allowing
us to liquidate investments totaling $48.6 millignimarily U.S. Government and corporate ¢
securities) during the second and third quarte2008.

As described in Note 5 to the condensed consotidatancial statements, we are
attempting to restructure certain leases and ahiad in a number of legal actions and claims,
some of which could potentially result in matedgakh payments. Adverse developments in
those restructuring efforts or actions could matiriand adversely affect our liquidity. We a
have certain income tax-related contingencies a® fiudly described below under “Critical
Accounting Policies and Estimates.” Future negatieeelopments could have a material
adverse effect on our liquidity.

We may seek, from time to time, to retire the ngéssdefined above) through cash
purchases on the open market, in privately negutitansactions or otherwise. Such
repurchases, if any, will depend on prevailing neéaidonditions, our liquidity requirements,
contractual restrictions and other factors. The am®involved may be material.

Cash flows from operating activitiesA significant component of the change in cash
flows from operating activities in the 2008 pera&lcompared to the 2007 period was our st
operating performance due to greater sales, higlosis margins and lower SG&A expenses
percentage of sales, partially offset by signiftbahigher interest expense, as described in more
detail above under “Results of Operations.” In #ddj we experienced increased inventory
turns and improved merchandise payment terms i2@0& period as compared to the 2007
period. Accounts payable balances increased by.$X6#lion in the 2008 period compared t
decline of $0.6 million in the 2007 period partyadis a result of our implementation of initiati
to aggressively manage our payables. Partiallyetffgy the changes in accounts payable were
changes in inventory balances, which increasedy @verall during the 2008 period compe
to a 4% overall increase during the 2007 periocr@es in inventory levels in our four
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merchandise categories in the 2008 period compartde 2007 period were as follows: highly
consumable, a 31% increase compared to a 4% imgreaasonal, a 31% increase compared to a
3% increase; home products, a 4% increase compaee8% decline; and basic clothing, a 1
increase compared to a 14% increase. These chemigeentory balances are primarily
attributable to new merchandising initiatives aimel timing of certain product purchases as
compared to the prior year period.

Cash flows from investing activitiesSignificant components of property and equipment
purchases in the 2008 period included the follovapgroximate amounts: $99 million for
improvements and upgrades to existing stores; $@dmfor remodels and relocations of
existing stores; $15 million for new stores; $11liom for systems-related capital projects; and
$9 million for distribution and transportation-rid capital expenditures. During the 2008
period, we opened 175 new stores and remodelezlamated 356 stores.

The Merger, as discussed in more detail aboveltegsim cash payments of
approximately $6.7 billion, net of cash acquired850 million, in the 2007 period. Significant
components of property and equipment purchasdsi@@07 period included the following
approximate amounts: $40 million for new store$ #8llion for improvements, upgrades,
remodels and relocations of existing stores; $1lkamifor distribution and transportation-
related capital expenditures; and $5 million fasteynsrelated capital projects. During the 2(
period, we opened 323 new stores, and remodelsglamated 214 stores.

We had purchases and sales of short-term invessnoé$0.9 million and $61.5 million,
respectively, during the 2008 period, compareduteipases and sales of short-term investments
of $6.1 million and $20.4 million, respectively,capurchases of long-term investments of $21.4
million during the 2007 period, related primarityARIC.

Capital expenditures for the entire 2008 fiscalrygga projected to be approximately
$200 to $220 million. We anticipate funding ou08Capital requirements with cash flows
from operations and our asset-based revolving tcfadiiity, if necessary.

Cash flows from financing activitiesWe repaid $102.5 million under our asset-based
revolving credit facility in the 2008 period. Inetl2007 period we issued long-term debt of
approximately $4.2 billion and issued common stiocthe amount of approximately $2.8 billi
to finance the Merger. We completed a cash tenidier io the 2007 period for our 2010 Notes.
Approximately 99% of the 2010 Notes were validlgdered resulting in repayments of long-
term debt in the amount of $210.3 million. Borrogén net of repayments, under our agsetec
revolving credit facility in the 2007 Successoripdrtotaled $302.0 million. Also in the 2007
Predecessor period, we paid cash dividends onamdlisty common stock of $15.7 million, or
$0.05 per share, offset by proceeds from the eseiafi stock options of $41.5 million.

Critical Accounting Policies and Estimates

The preparation of financial statements in accardamith U.S. GAAP requires
management to make estimates and assumptiondfénatraported amounts and related
disclosures. In addition to the estimates preskloédow, there are other items within our
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financial statements that require estimation, lbeitreot deemed critical as defined below. We
believe these estimates are reasonable and apgaegtiowever, if actual experience differs
from the assumptions and other considerations wlkedgesulting changes could have a material
effect on the financial statements taken as a whole

Management believes the following policies andnestes are critical because they
involve significant judgments, assumptions, andreges. Management has discussed the
development and selection of the critical accognésatimates with the Audit Committee of our
Board of Directors, and the Audit Committee hasewed the disclosures presented below
relating to those policies and estimates.

Merchandise InventoriesMerchandise inventories are stated at the loweost or
market with cost determined using the retail lasfirst-out (“LIFO”) method. Under our retail
inventory method (“RIM”), the calculation of gropsofit and the resulting valuation of
inventories at cost are computed by applying autaled cost-to-retail inventory ratio to the
retail value of sales. The RIM is an averaging rodtthat has been widely used in the retall
industry due to its practicality. Also, it is recoged that the use of the RIM will result in
valuing inventories at the lower of cost or marfReCM”) if markdowns are currently taken ¢
reduction of the retail value of inventories.

Inherent in the RIM calculation are certain sigrafit management judgments and
estimates including, among others, initial markuparkdowns, and shrinkage, which
significantly impact the gross profit calculation &ell as the ending inventory valuation at cost.
These significant estimates, coupled with the tiaat the RIM is an averaging process, can,
under certain circumstances, produce distortedfmpstes. Factors that can lead to distortion in
the calculation of the inventory balance include:

* applying the RIM to a group of products that is faatly uniform in terms of its co
and selling price relationship and turnover,

* applying the RIM to transactions over a periodimiet that include different rates
gross profit, such as those relating to seasonathmaadise;

* inaccurate estimates of inventory shrinkage betwieemate of the last physic
inventory at a store and the financial statemet#;dand

* inaccurate estimates of LCM and/or LIFO reser

Factors that reduce potential distortion includeubke of historical experience in
estimating the shrink provision (see discussioowebnd recent improvements in the annual
LIFO analysis whereby all SKUs are considered aitfdex formulation. An actual valuation of
inventory under the LIFO method can be made onthh@end of each year based on the
inventory levels and costs at that time. Accordmgiterim LIFO calculations are based on
management’s estimates of expected year-end inyeleteels, sales for the year and the
expected rate of inflation/deflation for the yeadaare thus subject to adjustment in the final
year-end LIFO inventory valuation. We also perfanterim inventory-aging analysis for
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determining obsolete inventory. Our policy is tatesrdown inventory to an LCM value basec
various management assumptions including estinraeetddowns and sales required to liquic
such aged inventory in future periods. Inventorseiewed on a quarterly basis and adjusted as
appropriate to reflect write-downs determined tobeessary.

Factors such as slower inventory turnover due &mghs in competitors’ tactics,
consumer preferences, consumer spending and unsééesaveather patterns, among other
factors, could cause excess inventory requiringtgrehan estimated markdowns to entice
consumer purchases, resulting in an unfavorabl@dign our consolidated financial stateme
Sales shortfalls due to the above factors couldeaeduced purchases from vendors and
associated vendor allowances that would also resalt unfavorable impact on our
consolidated financial statements.

We calculate our shrink provision based on actbgkjzal inventory results during the
fiscal period and an accrual for estimated shricduoring subsequent to a physical inventory
through the end of the fiscal reporting period.sTéccrual is calculated as a percentage of sales
at each retail store, at a department level, adétsrmined by dividing the book-to-physical
inventory adjustments recorded during the previagdve months by the related sales for the
same period for each store. To the extent thatesesnt physical inventories yield different
results than this estimated accrual, our effecthwénk rate for a given reporting period will
include the impact of adjusting the estimated tedol the actual results. Although we perform
physical inventories in virtually all of our stores an annual basis, the same stores do not
necessarily get counted in the same reporting gefimm year to year, which could impact
comparability in a given reporting period.

Goodwill and Indefinite-Lived Intangible Assdtlhder SFAS 142, “Goodwill and Other
Intangible Assets,” we are required to test goddavitl intangible assets with indefinite lives for
impairment annually, or more frequently if impaimmbéndicators occur. Significant judgments
required in this testing process may include ptajgduture cash flows, determining appropr
discount rates and other assumptions. Projectianbased on management’s best estimates
given recent financial performance, market trestiategic plans and other available
information. Changes in these estimates and assumsptould materially affect the
determination of fair value or impairment. Futundicators of impairment could result in an
asset impairment charge.

We performed our annual impairment tests of goddwadl indefinite-lived intangible
assets during the third quarter of 2008 based adittons as of the end of our second quarter.
The tests indicated that no impairment was necgssar

Purchase Accounting.he Merger was accounted for as a reverse acaqusiti
accordance with the purchase accounting provisibi®-AS 141, “Business Combinations,”
under which our assets and liabilities have beenwated for at their estimated fair values as of
the date of the Merger. The aggregate purchase was allocated to the tangible and intangible
assets acquired and liabilities assumed, basedaipassessment of their relative fair values as
of the date of the Merger. These estimates ofvilires, the allocation of the purchase price and
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other factors related to the accounting for thedéeare subject to significant judgments anc
use of estimates.

Property and EquipmentProperty and equipment are recorded at cost. Mggour
assets into relatively homogeneous classes andaijgnerovide for depreciation on a straight-
line basis over the estimated average useful fiEaoh asset class, except for leasehold
improvements, which are amortized over the lesktreoapplicable lease term or the estimated
useful life of the asset. Certain store and warsbadixtures, when fully depreciated, are
removed from the cost and related accumulated diggien and amortization accounts. The
valuation and classification of these assets aacds#isignment of useful depreciable lives
involves significant judgments and the use of estes.

Impairment of Long-lived Asseldle review the carrying value of all long-lived dsse
for impairment at least annually, and whenever ts/enchanges in circumstances indicate that
the carrying value of an asset may not be recol@rabaccordance with SFAS 144,
“Accounting for the Impairment or Disposal of Lohgred Assets,” we review for impairment
stores open for approximately two years or moremvoich recent cash flows from operations
negative. Impairment results when the carrying @atithe assets exceeds the estimated
undiscounted future cash flows over the life ofleese. Our estimate of undiscounted future
cash flows over the lease term is based upon ldataperations of the stores and estimates of
future store profitability which encompasses maamtdrs that are subject to variability and are
difficult to predict. If a long-lived asset is fodro be impaired, the amount recognized for
impairment is equal to the difference between Hreying value and the asset’s estimated fair
value. The fair value is estimated based primandgn future cash flows (discounted at our
credit adjusted risk-free rate) or other reasonabtenates of fair market value in accordance
with U.S. GAAP.

Insurance Liabilities We retain a significant portion of the risk farravorkers’
compensation, employee health insurance, genahality, property loss and automobile
coverage. These costs are significant primarilytduge large employee base and number of
stores. At the date of the Merger this liabilitysadiscounted in accordance with purchase
accounting standards. Subsequent to the Mergerisppns are made to this insurance liability
on an undiscounted basis based on actual claimadatastimates of incurred but not reported
claims developed using actuarial methodologiesdasehistorical claim trends. If future claim
trends deviate from recent historical patternsnves be required to record additional expenses
or expense reductions, which could be materialtofature financial results.

Contingent Liabilities — Income Taxdscome tax reserves are determined using the
methodology established by the Financial Accoun8tendards Board (“FASB”) Interpretation
48, Accounting for Uncertainty in Income Taxes — lAterpretation of FASB Statement 109
(“FIN 48”"). FIN 48, which we adopted on February2B07, requires companies to assess each
income tax position taken using a two step procésdetermination is first made as to whether
it is more likely than not that the position wik Isustained, based upon the technical merits,
upon examination by the taxing authorities. If the position is expected to meet the more
likely than not criteria, the benefit recorded floe tax position equals the largest amount that is
greater than 50% likely to be realized upon ultersgttiement of the respective tax position.

45




Uncertain tax positions require determinations @stimated liabilities to be made based on
provisions of the tax law which may be subjecthiarmge or varying interpretation. If our
determinations and estimates prove to be inacqguraeesulting adjustments could be material
to our future financial results.

Contingent Liabilities - Legal MattersWe are subject to legal, regulatory and other
proceedings and claims. We establish liabilitieagsropriate for these claims and proceedings
based upon the probability and estimability of &ssand to fairly present, in conjunction with
the disclosures of these matters in our finan¢&ksents and SEC filings, management’s view
of our exposure. We review outstanding claims anodgredings with external counsel to assess
probability and estimates of loss. We re-evalulagsé assessments on a quarterly basis or as
new and significant information becomes availablddétermine whether a liability should be
established or if any existing liability should &dgjusted. The actual cost of resolving a claim or
proceeding ultimately may be substantially différgran the amount of the recorded liability. In
addition, because it is not permissible under GBSAP to establish a litigation liability until t
loss is both probable and estimable, in some dases may be insufficient time to establish a
liability prior to the actual incurrence of the $o&ipon verdict and judgment at trial, for exan
or in the case of a quickly negotiated settleme3ee Note 5 to the condensed consolidated
financial statements.

Lease Accounting and Excess Faciliti@he majority of our stores are subject to short-
term leases (usually with initial or primary terofs3 to 5 years) with multiple renewal options
when available. We also have stores subject taltia#suit arrangements with landlords, which
typically carry a primary lease term of 10 yearthwnultiple renewal options. Approximately
half of our stores have provisions for contingamitals based upon a percentage of defined sales
volume. We recognize contingent rental expense wiherchievement of specified sales targets
is considered probable. We recognize rent expevisetbe term of the lease. We record
minimum rental expense on a straight-line basis thebase, non-cancelable lease term
commencing on the date that we take physical psgsesf the property from the landlord,
which normally includes a period prior to store 0ipg to make necessary leasehold
improvements and install store fixtures. When adezontains a predetermined fixed escalation
of the minimum rent, we recognize the related expense on a straight-line basis and record
the difference between the recognized rental expand the amounts payable under the lease as
deferred rent. We also receive tenant allowanch&ghwe record as deferred incentive rent and
amortize as a reduction to rent expense over the @aéthe lease. We reflect as a liability any
difference between the calculated expense andnloeiats actually paid. Improvements of
leased properties are amortized over the shortigredife of the applicable lease term or the
estimated useful life of the asset.

For store closures (excluding those associatedamithsiness combination) where a l¢
obligation still exists, we record the estimatetiifa liability associated with the rental
obligation on the date the store is closed in atamoce with SFAS 146, “Accounting for Costs
Associated with Exit or Disposal Activities.” Based an overall analysis of store performance
and expected trends, management periodically etesuilae need to close underperforming
stores. Liabilities are established at the pointlogure for the present value of any remaining
operating lease obligations, net of estimated stggléncome, and at the communication date for
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severance and other exit costs, as prescribed A 3B6. Key assumptions in calculating the
liability include the timeframe expected to termabease agreements, estimates related to the
sublease potential of closed locations, and estmaif other related exit costs. If actual timing
and potential termination costs or realizationuflease income differ from our estimates, the
resulting liabilities could vary from recorded amts1 These liabilities are reviewed periodic:i
and adjusted when necessary.

Share-Based Payment®ur shardzased stock option awards are valued on an inda
grant basis using the Black-SchoMsfton closed form option pricing model. The apgiion of
this valuation model involves assumptions thatadgmental and highly sensitive in the
valuation of stock options, which affects compeiosaexpense related to these options. These
assumptions include the term that the options gpeaed to be outstanding, an estimate of the
volatility of our stock price (which is based opeer group of publicly traded companies),
applicable interest rates and the dividend yieldwfstock. Other factors involving judgments
that affect the expensing of share-based paymeciisdie estimated forfeiture rates of share-
based awards. If our estimates differ materialyrfractual experience, we may be required to
record additional expense or reductions of expemk&h could be material to our future
financial results.

Derivative Financial Instrument3.he valuation of our derivative financial instruners
determined using valuation techniques includingalimted cash flow analysis on the expected
cash flows of each derivative. This analysis réflehe contractual terms of the derivatives,
including the period to maturity, and uses obsdevatarketbased inputs, including interest r.
curves. The fair values of interest rate swapsiatermined using a methodology of netting the
discounted future fixed cash payments (or receantsl)the discounted expected variable cash
receipts (or payments). The variable cash recégptpayments) are based on an expectation of
future interest rates (forward curves) derived frabservable market interest rate curves. In
addition, we incorporate credit valuation adjustisen appropriately reflect both our own
nonperformance risk and the respective counterisanynperformance risk. To adjust the fair
value of derivative contracts for the effect of performance risk, we consider the impact of
netting and any applicable credit enhancement$, ascollateral postings, thresholds, mutual
puts, and guarantees. These valuation techniquethamelated inputs include estimates and
assumptions which are judgmental, and in somesgchssed on forecasts of future events. If
these estimates and assumptions differ materialip factual experience, the resulting
adjustments could be material to our future finah@sults.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT
MARKET RISK.

Financial Risk Management

We are exposed to market risk primarily from adgesisanges in interest rates. To
minimize this risk, we may periodically use finasdnstruments, including derivatives. As a
matter of policy, we do not buy or sell financiasiruments for speculative or trading purposes
and all derivative financial instrument transacsianust be authorized and executed pursuant to
approval by the Board of Directors. All financiakirument positions taken by us are intende
be used to reduce risk by hedging an underlying@aic exposure. Because of high correlation
between the derivative financial instrument anduheéerlying exposure being hedged,
fluctuations in the value of the financial instrumteare generally offset by reciprocal change
the value of the underlying economic exposure. fifencial instruments we use are
straightforward instruments with historically ligumarkets.

Interest Rate Risk

We manage our interest rate risk through the gfiatese of fixed and variable interest
rate debt and, from time to time, derivative fin@ahestruments. Our principal interest rate
exposure relates to outstanding amounts under m@ditG-acilities. Our Credit Facilities provi
for variable rate borrowings of up to $3,425.0 ioillincluding availability of $1,125.0 million
under our senior secured asset-based revolving taedity, subject to the borrowing base. In
order to mitigate a portion of the variable rateerast exposure under the Credit Facilities, we
entered into interest rate swaps with affiliate§ofdman, Sachs & Co., Lehman Brothers
Holdings Inc. and Wachovia Capital Markets, LLCrduant to the swaps, which became
effective on July 31, 2007, we swapped three mbiBIOR rates for fixed interest rates,
resulting in the payment of an all-in fixed rate7088% on an original notional amount of
$2,000.0 million scheduled to amortize on a qubrteasis until maturity at July 31, 2012. In
February 2008, we entered into an additional istenate swap with an affiliate of Wachovia
resulting in the payment of an all-in fixed intdreste of 5.58% on an original notional amount
of $350.0 million.

On October 3, 2008, Lehman Brothers Special Fimapdnc. (“LBSF”), an affiliate of
Lehman Brothers Holdings Inc. and a counterpariynie of our swap agreements, declared
bankruptcy, which constituted a technical defantier this contract. On October 30, 2008, we
terminated the swap agreement with LBSF. We sulesdtyucash settled the swap on Noven
10, 2008 for approximately $7.6 million, includimgerest accrued to the date of termination
of October 31, 2008, the remaining notional amaunder the remaining swaps is
$1,303.3 million.

In addition, the conditions and uncertainties & ¢fiobal credit markets have
substantially increased the credit risk of otharrterparties to our swap agreements. In the
event such counterparties fail to perform underswap agreements and we are unable to enter
into new swap agreements on terms favorable toursability to effectively manage our inter
rate risk may be materially impaired. We attemphtimage counterparty credit risk by
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periodically evaluating the financial position acréditworthiness of such counterparties,
monitoring the amount for which we are at risk watlich counterparty, and where possible,
dispersing the risk among multiple counterparfidgere can be no assurance that we will
manage or mitigate our counterparty credit risketifely.

For further discussion of our exposure to markst, niefer to Item 7A entitled
“Quantitative and Qualitative Disclosures about k&Risk” in our Annual Report on Form 10-
K for the fiscal year ended February 1, 2008.

ITEM 4T. CONTROLS AND PROCEDURES.

€)) Disclosure Controls and ProceduredJnder the supervision and with the
participation of our management, including our pipal executive officer and principal financ
officer, we conducted an evaluation of our disctestontrols and procedures, as such term is
defined under Rule 13a-15(e) or 15d-15(e) promeldainder the Securities Exchange Act of
1934, as amended (the “Exchange Act”). Based @etvaluation, our principal executive
officer and our principal financial officer concled that our disclosure controls and procedures
were effective as of the end of the period covénethis report.

(b)  Changes in Internal Control Over Financial Repogt. There have been |
changes in our internal control over financial itjpg (as defined in Exchange Act Rule 13a-15
(f) during the quarter ended October 31, 2008 hlaae materially affected, or are reasonably
likely to materially affect, our internal controver financial reporting.

PART II—OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS.

The information contained under the heading “Lggateedings” in Note 5 to the
condensed consolidated financial statements indlid®art I, Iltem 1 of this Form 10-Q is
incorporated herein by this reference.

ITEM 1A. RISK FACTORS.

For information regarding the most significant agkcing our Company, please see the
section entitled “Item 1A. Risk Factors” in our Aral Report on Form 10-K for the fiscal year
ended February 1, 2008, filed with the SEC on M&8h2008 (the “2007 Form 10-K"as well
as the risks discussed below. There have beematerial changes to such disclosures
contained in our 2007 Form 10-K other than asanh foelow.
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General economic factors could adversely affect our financial performance and other
aspects of our business.

A further slowdown in the economy or other econoaunditions affecting disposable
consumer income, such as unemployment levelstimflabusiness conditions, fuel and other
energy costs, consumer debt levels, lack of availatedit, interest rates, and tax rates and other
changes in tax laws, may adversely affect our lmssiflby reducing overall consumer spendir
by causing customers to shift their spending talpets other than those sold by us or to
products sold by us that are less profitable thtaergoroduct choices, all of which could resu
lower net sales, decreases in inventory turnovegtgr markdowns on inventory, or a reduction
in profitability due to lower margins. Many of e factors, as well as commodity rates,
transportation costs, costs of labor, insurancehmadthcare, foreign exchange rate fluctuations,
changes in other laws and regulations and otheraeniz factors, also affect our cost of sales
and our selling, general and administrative expgresed we have no control or limited ability to
control such factors

In addition, current global economic conditions amdertainties, the potential impact of
a recession, the potential for failures or realignis of financial institutions, and the related
impact on available credit may affect us and opp$iars and other business partners, landlords,
and customers in an adverse manner including, diutmited to, reducing access to liquid fur
or credit, increasing the cost of credit, limitiogr ability to manage interest rate risk, incregsin
the risk of bankruptcy of our suppliers, landloadscounterparties to or other financial
institutions involved in our derivative and othentracts, and other impacts which we are
unable to fully anticipate. See also our disclosuneder Part I, Item 3. “Quantitative and
Qualitative Disclosure About Market Risk” above.

We are subject to governmental regulations, procedures and requirements. A
significant change in, or noncompliance with, these regulations could have a material adverse
effect on our financial performance.

Our business is subject to numerous federal, atatdocal laws and regulations. New
laws or regulations or changes in existing laws r@gglations, particularly those governing the
sale of products, may require extensive systenoaedating changes that may be difficult to
implement and could increase our cost of doingrmss. In addition, such changes or new laws
may require the write off and disposal of existprgduct inventory, resulting in significant
adverse financial impact to the Company. Untingalgnpliance or noncompliance with
applicable regulations or untimely or incomplete@xion of a required product recall can re
in the imposition of penalties, including loss ieehses or significant fines or monetary
penalties, in addition to reputational damage.

ITEM 6. EXHIBITS.

See the Exhibit Index immediately following thersigure page hereto, which Exhibit
Index is incorporated by reference as if fully fegth herein.
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CAUTIONARY DISCLOSURE REGARDING FORWARD-LOOKING STA TEMENTS

“Forward-looking statements” within the meaninglué federal securities laws are
included throughout this report, particularly unttee heading “Management’s Discussion and
Analysis of Financial Condition and Results of Ggiems,” among others. You can identify
these statements because they are not solely stattef historical fact or they use words such
as “may,” “will,” “should,” “expect,” “believe,” “aticipate,” “project,” “plan,” “expect,”
“estimate,” “objective,” “forecast,” “goal,” “inted,” “will likely result,” or “will continue” and
similar expressions that concern our strategy,gptarnntentions, among other things. For
example, all statements relating to our estimatgqur@ected earnings, costs, expenditures, cash
flows, financial results and liquidity, our plansdaobjectives for future operations, growth or
initiatives, the expected outcome or impact of pegar threatened litigation, and expectations
regarding a possible reduction in the reserve maettain tax positions are forward-looking
statements.

All forward-looking statements are subject to rigks&l uncertainties that may change at
any time, so our actual results may differ matsribm those that we expected. We derive
many of these statements from our operating budgetgorecasts, which are based on many
detailed assumptions that we believe are reasandbigever, it is very difficult to predict the
impact of known factors, and we cannot anticipditeaators that could affect our actual results.
Important factors that could cause actual resaltlifter materially from the expectations
expressed in our forward-looking statements incluwdthout limitation, inflation and general
economic conditions; interest rate fluctuationgqitzd market conditions; fluctuations in the
costs of gasoline, diesel fuel and other energysiportation, and utilities costs; consumer
demand, spending patterns and debt levels; chameaggs, health care, other benefit, and
insurance costs; increased competition; the alidityire and retain effective employees; our
ability to timely open, remodel or relocate stomesks and challenges in connection with
sourcing merchandise from domestic and internaktioeradors; disruptions in the supply chain;
the level of success of our initiatives; the ousliref war or pandemics; geopolitical events or
conditions; natural disasters; weather conditioegulatory matters; the cost of goods;
seasonality; the factors disclosed under “Riskétattin Part Il, tem 1A of this document and
in Part |, Item 1A of our 2007 Form 10-K; the fastdisclosed elsewhere in this document
(including, without limitation, in conjunction witthe forward-looking statements themselves
and under the heading “Critical Accounting Policaesl Estimates”); and other factors. All
forward-looking statements are qualified in theitiety by these cautionary statements as well
as other cautionary statements that we make fnom t time in our other SEC filings and
public communications. You should evaluate all @f forward{ooking statements in the cont
of these risks and uncertainties.

The important factors referenced above may notatomatl of the material factors that
important to you. In addition, we cannot assure @t we will realize the results or
developments we expect or anticipate or, evenli$tntially realized, that they will result in 1
consequences or affect us or our operations iw#yewe expect. The forward-looking
statements included in this report are made onbyf ése date hereof. We undertake no
obligation to publicly update or revise any forwdmdking statement as a result of new
information, future events or otherwise, excepbtherwise required by law.
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SIGNATURES

Pursuant to the requirements of the Securities &xga Act of 1934, the Registrant has
duly caused this report to be signed on its bdhathe undersigned thereunto duly authorized,

both on behalf of the Registrant and in his capaastprincipal financial and accounting officer
of the Registrant.

DOLLAR GENERAL CORPORATION
Date: December 3, 2008 By: /s/ David M. Tehle

David M. Tehle
Executive Vice President and Chief Financial Office
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EXHIBIT INDEX

31 Certifications of CEO and CFO under Exchange AdeRi3«14(a).

32 Certifications of CEO and CFO under 18 U.S.C. 1!
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