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PART I—FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS.

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

July 31, January 30,
2009 2009
ASSETS (Unaudited) (see Note 1)
Current assets:
Cash and cash equivalents $ 515,375 $ 377,995
Merchandise inventories 1,552,586 1,414,955
Income taxes receivable 5,450 6,392
Deferred income taxes - 4,600
Prepaid expenses and other current assets 72,368 66,183
Total current assets 2,145,779 1,870,125
Net property and equipment 1,273,452 1,268,960
Goodwill 4,338,589 4,338,589
Intangible assets, net 1,303,196 1,325,558
Other assets, net 78,928 85,967
Total assets $ 9,139,944 $ 8,889,199
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:
Current portion of long-term obligations $ 26,797 $ 14,158
Accounts payable 800,308 678,421
Accrued expenses and other 304,384 375,045
Income taxes payable 19,304 7,611
Deferred income taxes 15,032 -
Total current liabilities 1,165,825 1,075,235
Long-term obligations 4,111,023 4,122,956
Deferred income taxes 550,551 556,101
Other liabilities 280,726 289,288
Redeemable common stock 15,281 13,924
Shareholders’ equity:
Preferred stock - -
Common stock 278,217 278,114
Additional paid-in capital 2,494,984 2,489,647
Retained earnings 279,960 103,364
Accumulated other comprehensive loss (36,623 (39,430
Total shareholders’ equity 3,016,538 2,831,695
Total liabilities and shareholders’ equity $ 9,139,944 $ 8,889,199

See notes to condensed consolidated financialnstates.




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

For the 13 weeks ended

For the 26 weeks ended

July 31, August 1, July 31, August 1,
2009 2008 2009 2008

Net sales $ 2,901,907 $ 2,609,384 $ 5,681,844 $ 5,012,882
Cost of goods sold 1,995,865 1,851,349 3,920,444 3,561,770
Gross profit 906,042 758,035 1,761,400 1,451,112
Selling, general and administrative

expenses 672,825 614,980 1,303,314 1,197,186
Operating profit 233,217 143,055 458,086 253,926
Interest income (15) (1,217) (109) (2,174)
Interest expense 89,945 99,434 179,180 200,305
Other (income) expense (2,395) 292 (728) 590
Income before income taxes 145,682 44,546 279,743 55,205
Income taxes 52,092 16,828 103,147 21,571
Net income $ 93,590 $ 27,718 $ 176,596 $ 33,634

See notes to condensed consolidated financialrs&ates.




DOLLAR GENERAL CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
(In thousands)

For the 26 weeks ended

July 31, August 1,
2009 2008
Cash flows from operating activities:
Net income $ 176,596 $ 33,634
Adjustments to reconcile net income to net caskigea by
operating activities:
Depreciation and amortization 131,068 122,023
Deferred income taxes 12,568 (18,208)
Noncash share-based compensation 6,106 4,516
Noncash inventory adjustments and asset impairment 3,653 17,347
Tax benefit of stock options (262) (475)
Other noncash gains and losses 4,488 730
Change in operating assets and liabilities:
Merchandise inventories (136,262) (218,749)
Prepaid expenses and other current assets 9§4,10 (6,060)
Accounts payable 113,978 262,415
Accrued expenses and other (75,314) 68,692
Income taxes 12,635 18,892
Other (1,280) 11,767
Net cash provided by operating activities 243,865 296,524
Cash flows from investing activities:
Purchases of property and equipment (107,305) (80,100)
Purchases of short-term investments - (9,903)
Sales of short-term investments - 58,950
Proceeds from sale of property and equipment 322 683
Net cash used in investing activities (106,983) (30,370)
Cash flows from financing activities:
Issuance of common stock 2,018 -
Issuance of long-term obligations 1,080 -
Repayments of borrowings under revolving creditlitsc - (102,500)
Repayments of long-term obligations (1,535) (2,195)
Repurchases of common stock and stock options 1,327) (513)
Tax benefit of stock options 262 475
Net cash provided by (used in) financing activities 498 (104,733)
Net increase in cash and cash equivalents 137,380 161,421
Cash and cash equivalents, beginning of period 377,995 100,209
Cash and cash equivalents, end of period $ 515,375 $ 261,630
Supplemental cash flow information:
Cash paid for interest $ 168,681 $ 193,236
Cash paid (received) for income taxes $ 103,692 $ (3,830)
Supplemental schedule of noncash investing andding activities:
Purchases of property and equipment awaiting psirngg$or payment,
included in Accounts payable $ 15,383 $ 25,240
Expiration of equity repurchase rights $ - $ 2,548

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 finahsiatements 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. Accordinghg reader of this Quarterly Report on
Form 10-Q should refer to the Company’s Annual Repo Form 10-K for the year ended
January 30, 2009 for additional information.

The Company’s fiscal year ends on the Friday clasge3anuary 31. Unless the context
requires otherwise, references to years contaiaegirhpertain to the Company’s fiscal year.
The Company’s 2009 fiscal year will end on JanZ8y2010 and its 2008 fiscal year ended on
January 30, 2009.

The accompanying unaudited condensed consolidetadcial statements have been
prepared in accordance with the Company’s customeggunting practices. In management’s
opinion, all adjustments (which are of a normalreiog nature) necessary for a fair present:
of the consolidated financial position as of July 2009 and results of operations for the 13-
week and 26-week accounting periods ended Jul2@19 and August 1, 2008 have been made.

The unaudited condensed consolidated balance abeétlanuary 30, 2009 has been
derived from the audited consolidated financialestents at that date but does not include all of
the information and notes required by U.S. GAAPdomplete financial statements.

The preparation of financial statements and reldisclosures in conformity with U.S.
GAAP requires management to make estimates andhasisns that affect the reported amot
of assets and liabilities and disclosure of corgmtgassets and liabilities at the date of the
condensed consolidated financial statements angepoeted amounts of revenues and expenses
during the reporting periods. Actual results cadiffer from those estimates.

The Company uses the last-in, first-out (LIFO) noeltlof valuing inventory. An actual
valuation of inventory under the LIFO method is mad the 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 yeBine interim LIFO calculations are subject to
adjustment in the final yeand LIFO inventory valuation. The Company recortddeD charge
of $0.5 million and $16.0 million in the 26-weekrjpels ended July 31, 2009 and August 1,
2008, respectively. In addition, ongoing estimatiemventory shrinkage and initial markups
markdowns are included in the interim cost of gosalgl calculation. Because the Company’s




business is moderately seasonal, the results tieninm periods are not necessarily indicative of
the results to be expected for the entire year.

The Company recorded impairment charges includ&{EG&A expense of approximate
$5.0 million in the second quarter of 2009 to regdtie carrying value of certain of its stores’
leasehold improvement and equipment assets. The&uwyis impairment analysis indicated
that such amounts would not be recoverable prigndtie to projected future cash flows at these
locations which are less than the carrying vald¢h@assets.

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

In June 2009 the Financial Accounting Standards@@&ASB”) issued Statement of
Financial Accounting Standards (“SFAS”) No. 188¢e FASB Accounting Standards
Codification and the Hierarchy of Generally Accepfeccounting Principles—a replacement of
FASB Statement No. 1(“SFAS 168”). The FASB Accounting Standards Codifion
(“Codification”) will become the source of authatitve U.S. GAAP recognized by the FASB to
be applied by nongovernmental entities. Rules atetpretive releases of the Securities and
Exchange Commission (“SEC”) under authority of fadlsecurities laws are also sources of
authoritative GAAP for SEC registrants, includiig tCompany. On the effective date of SFAS
168, the Codification will supersede all then-arigtnon-SEC accounting and reporting
standards. All other nongrandfathered non-SEC atouyliterature not included in the
Codification will become nonauthoritative. SFAG8Iis effective for financial statements
issued for interim and annual periods ending &egtember 15, 2009. The Company does not
expect the adoption of this statement to have &madeffect on its financial position and resi
of operations.

In June 2009 the FASB issued SFAS No. aviendments to FASB Interpretation No.
46(R)(“SFAS 167"). SFAS 167 amends Interpretation 4G(R)equire an enterprise to perform
an analysis to determine whether the entermigatiable interest or interests give it a coning
financial interest in a variable interest entityesifies updated criteria for determining the
primary beneficiary, requires ongoing reassessnanigether an enterprise is the primary
beneficiary of a variable interest entity, elimesthe quantitative approach previously required
for determining the primary beneficiary of a vateamterest entity, amends certain guidance for
determining whether an entity is a variable inteesdity, requires enhanced disclosures abo
enterprise’s involvement in a variable interesttgnand includes other provisions. SFAS 167
will be effective as of the beginning of the Comarfirst interim and annual reporting periods
that begin after November 15, 2009. Earlier appbeais prohibited. The Company currently
does not expect the impact of this statement ocomsolidated financial statements to be
material.

During the second quarter of 2009 the Company atopEAS No. 1655ubsequent
Events(“SFAS 165”). The objective of SFAS 165 is to editbgeneral standards of accounting
for and disclosures of events that occur aftebtlance sheet date but before financial
statements are issued or are available to be isbugdrticular, SFAS 165 sets forth the period
after the balance sheet date during which manageshereporting entity should evaluate
events or transactions that may occur for potergi@gnition or disclosure in the financial




statements, the circumstances under which an estitdyld recognize events or transactions
occurring after the balance sheet date in its firstatements, and the disclosures that an
should make about events or transactions that cedtafter the balance sheet date. The ado
of this statement has not had a material effe¢cherCompany’s consolidated financial
statements.

The Company adopted the provisions of SFAS No. Désclosures about Derivative
Instruments and Hedging Activities, an amendmeRASB Statement No. 1 (“SFAS 161")
during the first quarter of 2009 as discussed iteNo

As discussed in Note 5, effective January 31, 2869Company changed its accounting
for fair value of its nonfinancial assets and lidieis in connection with the adoption of SFAS
No. 157,Fair Value Measuremen(§SFAS 157").

2. Comprehensive income
Comprehensive income consists of the following:

13 Weeks Ended

July 31, August 1,
(in thousands) 2009 2008
Net income $ 93,590 $ 27,718
Unrealized net gain on hedged transactions, nietcofme tax expense of
$2,437 and $3,817 respectively (see Note 6) 3,802 6,308
Comprehensive income $ 97,392 $ 34,026
26 Weeks Ended
July 31, August 1,
(in thousands) 2009 2008
Net income $ 176,596 $ 33,634
Unrealized net gain on hedged transactions, nieicoine tax expense of
$1,514 and $14,777 respectively (see Note 6) 2,806 24,781
Comprehensive income $ 179,402 $ 58,415
3. Income taxes

The Company reports income taxes in accordanceS#&S No. 109Accounting for
Income Taxe(“SFAS 109”). Under SFAS 109, the asset and ligbitiethod is used for
computing the future income tax consequences afte\that have been recognized in the
Company’s consolidated financial statements ornmedax returns.

Income tax reserves are determined using the melbgy established by FASB
Interpretation 48Accounting for Uncertainty in Income Taxes — Areifptetation of FASB
Statement 100°FIN 48”). FIN 48 requires companies to assesi@acome tax position taken
using a two step approach. A determination is firatle 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 expecteaneet 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 the February 3, 2007 adoption of48Nhe Company elected to record
income tax related interest and penalties as a ocoerg of the provision for income tax expel

The Internal Revenue Service (“IRS”) is in theialistages of an examination of the
Company’s federal income tax returns for fiscalry2@05. The 2004 and earlier fiscal years are
not open for examination. The 2006, 2007 and 285&lf years, while not currently under
examination, are subject to examination at thereigm of the IRS. The Company also has
various state income tax examinations in progi@sserally, the Company’s 2005 and later tax
years remain open for examination by the varioagegbxing authorities. The results of these
examinations could result in changes, which chaogeakl be material, to the Company’s
income tax liability. The estimated liability red¢at to income tax examinations is included in the
Company’s reserve for uncertain tax positions.

As of July 31, 2009, the total reserves for uncei@x benefits, interest expense related
to income taxes and potential income tax penaltie® $32.6 million, $8.1 million and $1.4
million, respectively, for a total of $42.1 millio®f this amount, $0.9 million and $40.2 million
are reflected in current liabilities as Accrued exges and other and in noncurrent Other
liabilities, respectively, in the condensed corgatied balance sheet with the remaining $1.0
million reducing deferred tax assets related tcopetrating loss carry forwards. The reserve for
uncertain tax positions decreased during the 26peedod ended July 31, 2009 by $26.5
million due principally to the reclassificationpfn the uncertain tax benefits account to the
income tax payable account, of a liability ass@dawith an accounting method utilized by the
Company for income tax return filing purposes. kert the Company believes it is reasonably
possible that the reserve for uncertain tax passtimay be reduced by approximately $0.5
million in the coming twelve months principally asesult of the settlement of currently ongc
state income tax examinations. The reasonably lplesshange of $0.5 million is included in
current liabilities in the condensed consolidatathbce sheet as of July 31, 2009. Also, as of
July 31, 2009, approximately $32.0 million of tleserve for uncertain tax positions would
impact the Company’s effective income tax rat&qd@ Company were to recognize the tax
benefit for these positions.

The effective income tax rates for the periods dniidy 31, 2009 and August 1, 2008
were 35.8% and 37.8%, respectively, for the 13-wmsiods, and 36.9% and 39.1%,
respectively, for the 26-week periods. The respeaturrent and prior year periods included
similar amounts of income tax-related interest,lmgause the 2009 pretax income was higher,
the effective rates were impacted to a lesser @éedreaddition, the 2009 periods benefited fi
a reduction in a deferred tax valuation allowaredated to state income tax credits that did not
occur in 2008.




4, Current and long-term obligations

The Company has two senior secured credit fadl{tilee “Credit Facilities”) which
provide financing of up to $3.331 billion. The Citdgacilities consist of a $2.3 billion senior
secured term loan facility and a senior securedtdsssed revolving credit facility (“ABL
Facility”), which was amended on July 31, 2009. M/élargo Retail Finance, LLC, became the
successor administrative agent, replacing CIT GiBuginess Credit, Inc., whose $94 million in
commitments were also terminated. The total comemitisiunder the ABL Facility subsequent
to the amendment are $1.031 billion.

5. Assets and liabilities measured at fair valu

On January 31, 2009, the Company adopted compooESBEAS 157, which defines f:
value, establishes a framework for measuring falue, and expands disclosures about fair \
measurements. SFAS 157 applies to reported baléimatare required or permitted to be
measured at fair value under existing accountiogguncements; accordingly, the standard
not require any new fair value measurements ofrteddalances.

SFAS 157 emphasizes that fair value is a marketecbaseasurement, not an entity-
specific measurement. Therefore, a fair value nreasent 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 betweenkeigparticipant 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 (unobservaplgs classified within Level 3 of the
hierarchy).

The Company has determined that the majority ofrthats used to value its derivative
financial instruments fall within Level 2 of theifaalue hierarchy. However, the credit
valuation adjustments associated with its derieatiutilize Level 3 inputs , such as estimates of
current credit spreads to evaluate the likelihobdedault by itself and its counterparties. As of
July 31, 2009, the Company has assessed the samk of the impact of the credit valuation
adjustments on the overall valuation of its dermxapositions and has determined that the credit
valuation adjustments are not significant to therail valuation of its derivatives. As a result,
the Company has determined that its derivativeatadus in their entirety, as discussed in detalil
in Note 6, are classified in Level 2 of the faituahierarchy. The Company does not have any
fair value measurements using significant unobdsevimputs (Level 3) as of July 31, 2009.




Quoted Prices

in Active
Markets Significant
for Identical Other Significant
Assets and Observable Unobservable Balance at
Liabilities Inputs Inputs July 31,
(In thousands) (Level 1) (Level 2) (Level 3) 2009
Assets:
Trading securities (a) $ 8,96 $ - 8 -8 8,96¢
Derivative financial instruments (b) - 2,28¢ - 2,28¢
Liabilities:
Long-term obligations (c) 4,227,48( 16,317 - 4,243,79°
Derivative financial instruments (d) - 59,89( - 59,89(

(a) Reflected in the condensed consolidated balaheet as Prepaid expenses and other currerg a6$4t731 and
Other assets, net of $7,239.

(b) Reflected in the condensed consolidated balaheet as Prepaid expenses and other currerg.asset

(c) Reflected in the condensed consolidated balaheet as Current portion of long-term obligatioh$24,822 and
Long-term obligations of $4,103,464.

(d) Reflected in the condensed consolidated balaheet as Other liabilities.

6. Derivatives and hedging activities

SFAS 161 amends and expands the disclosure reqnteraf FASB Statement No. 133
Accounting for Derivative Instruments and Hedgirgivities (“SFAS 133”) with the intent to
provide users of financial statements with an enbdrunderstanding of: (a) how and why an
entity uses derivative instruments, (b) how densainstruments and related hedged items are
accounted for under SFAS 133 and its related ind¢aions, and (c) how derivative instruments
and related hedged items affect an entity’s finr@lnmosition, financial performance, and cash
flows. SFAS 161 requires qualitative disclosureswalmbijectives and strategies for using
derivatives, quantitative disclosures about thevfalue of and gains and losses on derivative
instruments, and disclosures about credit-riskteelaontingent features in derivative
instruments.

As required by SFAS 133, the Company records aiVatves on the balance sheet at
fair value. The accounting for changes in the Yalue of derivatives depends on the intended
use of the derivative, whether the Company hasezldo designate a derivative in a hedging
relationship and apply hedge accounting and whekieehedging relationship has satisfied the
criteria necessary to apply hedge accounting. Bevies designated and qualifying as a hed;
the exposure to changes in the fair value of aetakability, or firm commitment attributable to
a particular risk, such as interest rate risk,carsidered fair value hedges. Derivatives
designated and qualifying as a hedge of the expdsuwrariability in expected future cash flo\
or other types of forecasted transactions, areideresl cash flow hedges. Derivatives may also
be designated as hedges of the foreign currenaysexe of a net investment in a foreign
operation. Hedge accounting generally providesifermatching of the timing of gain or loss
recognition on the hedging instrument with the ggotion of the changes in the fair value of the
hedged asset or liability that are attributabléheohedged risk in a fair value hedge or the
earnings effect of the hedged forecasted transectioa cash flow hedge. The Company may
enter into derivative contracts that are intenaeeldonomically hedge a certain portion of its
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risk, even though hedge accounting does not applyeoCompany elects not to apply hedge
accounting under SFAS 133.

Risk management objective of using derivatives

The Company is exposed to certain risks arisingpnfboth its business operations and
economic conditions. The Company principally masatgeexposures to a wide variety of
business and operational risks through manageniéstaore business activities. The Company
manages economic risks, including interest rag@jdiity, and credit risk, primarily by managi
the amount, sources, and duration of its debt fumdind the use of derivative financial
instruments. Specifically, the Company enters dedvative financial instruments to manage
exposures that arise from business activitiesrdgtlt in the receipt or payment of future known
and uncertain cash amounts, the value of whicldetermined primarily by interest rates. The
Company’s derivative financial instruments are ugeghanage differences in the amount,
timing, and duration of the Company’s known or ectpd cash receipts and its known or
expected cash payments principally related to th@g@any’s borrowings.

In addition, the Company is exposed to certainsreshsing from uncertainties of future
market values caused by the fluctuation in thegsriof commodities. The Company enters into
derivative financial instruments to protect agafstire price changes related to transportation
costs associated with forecasted distribution wéimory.

Cash flow hedges of interest rate risk

The Company’s objectives in using interest ratévdéves are to add stability to interest
expense and to manage its exposure to interesthiateges. To accomplish this objective, the
Company primarily uses interest rate swaps asgbatd interest rate risk management strategy.
Interest rate swaps designated as cash flow healgase the receipt of variable-rate amounts
from a counterparty in exchange for the Companyintpkxed-rate payments over the life of
the agreements without exchange of the underlyaignal amount.

The effective portion of changes in the fair vatdelerivatives designated and that
qualify as cash flow hedges is recorded in Accutedl@ather comprehensive income (loss) (
referred to as “OCI”) and is subsequently reclasgiinto earnings in the period that the hedged
forecasted transaction affects earnings. Durindl8xeveek and 26-week periods ended July 31,
2009, such derivatives were used to hedge theblar@ash flows associated with existing
variable-rate debt. The ineffective portion of t&nge in fair value of the derivatives is
recognized directly in earnings.

As of July 31, 2009, the Company had four interatg swaps with a combined notional
value of $1.47 billion that were designated as ¢t hedges of interest rate risk. Amounts
reported in Accumulated other comprehensive ldssa@ to derivatives will be reclassified to
interest expense as interest payments are made @oimpany’s variable-rate debt. The
Company terminated an interest rate swap in Octdd@8 due to the bankruptcy declaration of
the counterparty bank. In accordance with Derietilmplementation Group (DIG) Issue No.
G3, the Company continues to report the net galoss related to the discontinued cash flow
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hedge in OCI and such net gain or loss is expeotbeé reclassified into earnings during the
original contractual terms of the swap agreemeti@fiedged interest payments are expect
occur as forecasted. During the next 52-week petimCompany estimates that an additional
$44.4 million will be reclassified as an increasénterest expense for all of its interest rate
swaps.

Non-designated hedges of commaodity risk

Derivatives not designated as hedges are not sgge@iand are used to manage the
Company’s exposure to commodity price risk but domeet the strict hedge accounting
requirements of SFAS 133. In February 2009, the @& entered into a commodity hedge
related to diesel fuel to limit its exposure toighility in diesel fuel prices and their effect on
transportation costs. Changes in the fair valugeoivatives not designated in hedging
relationships are recorded directly in earningsofAduly 31, 2009, the Company had one diesel
fuel commodity swap hedging monthly usage of diésellthrough January 2010 with a total
million gallons notional during the remaining tetinat was not designated as a hedge in a
qualifying hedging relationship.

The table below presents the fair value of the Camg{s derivative financial instrumetr
as well as their classification on the condensetsalidated balance sheet as of July 31, 2009:

Tabular Disclosure of Fair Values of Derivative Insruments

Asset Derivatives Liability Derivatives
(in thousands) As of July 31, 2009 As of July 31, 2009
Balance Sheet Balance Sheet
Classification Fair Value Classification Fair Value
Derivatives designated as hedging
instruments under SFAS 133
Interest rate swaps Other liabilities $ 59,89(

Derivatives not designated as hedging
instruments under SFAS 133
Prepaid expenses
and other
Commodity hedges current assets $ 2,28¢
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The tables below present the pre-tax effect ofGbmpany’s derivative financial
instruments on the condensed consolidated statesh@rdome (including OCI, see Note 2) for
the 13-week and 26-week periods ended July 31,:2009

Tabular Disclosure of the Effect of Derivative Instuments on the Consolidated Statement of Income

(in thousands)

For the 13-weeks ended July 31, 2009

Amount of Location of Gain or Amount of (Gain)
(Gain) or Loss Loss Recognized in or Loss Recognized
Amount of Reclassified Income on in Income on
(Gain) or Loss from Derivative Derivative
Derivatives in Recognized in Location of Gain or Accumulated (Ineffective Portion (Ineffective Portion
SFAS 133 OCl on Loss Reclassified OCl into and Amount and Amount
Cash Flow Derivative from Accumulated Income Excluded from Excluded from
Hedging (Effective OCI into Income (Effective Effectiveness Effectiveness
Relationships Portion) (Effective Portion) Portion) Testing) Testing)
Interest Rate Swaps $ 5,652 Interest expense $ 11,891 Other (income) expense  $ 156
Amount of

Location of Gain or
Loss Recognized in

(Gain) or Loss
Recognized in

Derivatives Not Designated as Hedging Income on Income on

Instruments Under SFAS 133 Derivative Derivative
Other (income)

Commodity Hedges expense $ (2,551,

Tabular Disclosure of the Effect of Derivative Instuments on the Consolidated Statement of Income

(in thousands)

For the 26-weeks ended July 31, 2009

Amount of Location of Gain or Amount of (Gain)
(Gain) or Loss Loss Recognized in or Loss Recognized
Amount of Reclassified Income on in Income on
(Gain) or Loss from Derivative Derivative
Derivatives in Recognized in Location of Gain or Accumulated (Ineffective Portion (Ineffective Portion
SFAS 133 OCl on Loss Reclassified OCl into and Amount and Amount
Cash Flow Derivative from Accumulated Income Excluded from Excluded from
Hedging (Effective OCI into Income (Effective Effectiveness Effectiveness
Relationships Portion) (Effective Portion) Portion) Testing) Testing)
Interest Rate Swaps $ 19,46¢ Interest expense $ 23,78¢ Other (income) expense  $ 314
Amount of

Location of Gain or
Loss Recognized in

(Gain) or Loss
Recognized in

Derivatives Not Designated as Hedging Income on Income on

Instruments Under SFAS 133 Derivative Derivative
Other (income)

Commodity Hedges expense $ (1,043

Credit-risk-related contingent features

The Company has agreements with all of its intawst swap counterparties that contain
a provision providing that the Company could belaled in default on its derivative obligations
if repayment of the underlying indebtedness is lecated by the lender due to the Company's

default on such indebtedness.

As of July 31, 2009, the fair value of intereseratvaps in a net liability position, which
includes accrued interest but excludes any adjugtfoe nonperformance risk related to these
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agreements, was $62.7 million. As of July 31, 2@68,Company had not posted any collateral
related to these agreements. If the Company hatheel any of these provisions at July 31,
2009, it would have been required to settle itsgalhions under the agreements at their
termination value of $62.7 million.

As of July 31, 2009, the fair value of commaoditydpes in a net asset position was $2.3
million, which excludes any adjustment for nonpearfance risk related to the agreements.

7. Commitments and contingencie:
Legal proceedings

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,
liguidated damages, and attornefegs and costs. On August 15, 2006, the Richtentgfdiled
a motion in which she asked the court to certihationwide class of current and former store
managers. The Company opposed the plaintiff's moti@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 persbo will be included in the class has not
been determined.

On May 30, 2007, the court stayed all proceedingbé case, including the sending of
the Notice, to evaluate, among other things, aedppeals pending in the Eleventh Circuit
involving claims similar to those raised in thidian. That stay has been extended on several
occasions, most recently through October 31, 2@®ing the stay, the statute of limitations
has been tolled for potential class members. Itthet ultimately permits Notice to issue, the
Company will have an opportunity at the close @f discovery period to seek decertification of
the class, and the Company expects to file sucbteomif necessary.

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 anahdiéeappington v. Dolgencorp, Ir
and Dollar General Corporatioi(Western District of New York, Case No. 6:06-cv-88DGL,
originally filed on February 9, 2006 and amendedviaty 12, 2006 (“Brickey”)). The Brickey
plaintiffs seek to proceed collectively under theSRA and as a class under New York, Ohio,
Maryland and North Carolina wage and hour statateBehalf of, among others, assistant store
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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 believeslgattion is not appropriate for either
collective or class treatment and that the Comsamwgge 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-00463EH
(“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 tavie 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, Plaintifékde 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 imieh 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 mber 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 arehitar 30, 2007. The notice was issued
on January 11, 2008, and persons to whom the nwasesent were required to opt into the suit
by March 11, 2008. Approximately 2,100 individubbsve opted into the lawsuit. The Company
will have an opportunity at the close of the disegyvperiod to seek decertification of the Equal
Pay Act class, and the Company expects to file suation.

The plaintiffs have not yet moved for class cegfion 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 withEuggial Pay Act and Title VII. The Company
intends to vigorously defend the action; howeveraasurances 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 ccudde 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., etalCase No. LACV-034423
(“Cox™)) in which the plaintiff, a former store mager, alleges that the Company discriminates
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against pregnant employees on the basis of seretalthtes against employees in violation of
the lowa Civil Rights Act. Cox seeks to represeanlkaas of “all current, former and future
employees from the State of lowa who are employeDdilar General who suffered from, are
currently suffering from or in the future may suffeom” alleged sex/pregnancy discrimination
and retaliation and seeks declaratory and injuaatief as well as equitable, compensatory
punitive damages and attorneys’ fees and costs.

At this time, it is not possible to predict whetliee court ultimately will permit the Cox
action to proceed as a class. However, the Compealigves that the case is not appropriate for
class treatment and that its policies and practioesply with the lowa Civil Rights Act. The
Company intends to vigorously defend the actionydager, no assurances can be given that the
Company will be successful in the defense on thetsner otherwise. If the Company is not
successful in defending this action, its resolutoanld have a material adverse effect on the
Company’s financial statements as a whole.

On December 4, 2008, a complaint was filed in théedl States District Court for the
Western District of Tennesse@iessa Holt, et al v. Dollar General Corporatiort,a. , Case
No.1:0¢-cv-01298 JDB) in which the plaintiff, on behalfloérself and a putative class of non-
exempt store employees, alleges that the Compatgted the Fair Labor Standards Act by
failing to pay for all hours worked, including otiene hours. The Company has reached an
agreement to resolve this matter for an amountishadt material, and the matter is expected to
be concluded within the next 30 days.

On November 24, 2008, the Company and all defesdamtluding the Company’s
directors, reached an agreement in principle tibesite lawsuit pending in the Sixth Circuit
Court for Davidson County, Twentieth Judicial Distirat Nashville, captioned “In re: Dollar
General,” Case No. 07MD-1, in which the plaintdifeged that the Company’s directors
engaged in “self-dealing” by agreeing to recommiér@Company’s 2007 merger to
shareholders and that the consideration availadeith shareholders in the transaction was
unfairly low. The Company determined that the agrent would be in the best interest of the
Company to avoid costly and tinoensuming litigation. Based on the agreement ingipie, the
Company recorded a charge of $32.0 million in thedtand fourth quarters of 2008 in
connection with the proposed settlement, which m&tf insurance proceeds of $10.0 million
which were collected in the fourth quarter of 2008. February 2, 2009, the Company funded
the $40.0 million settlement and on February 1092@he court approved the terms of the
settlement.

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 privatemasticlass actions, administrative
proceedings, regulatory actions or other litigatiocluding under federal and state employment
laws and wage and hour laws. The Company belidasgd upon information currently
available, that such other litigation and claimshbindividually 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
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Company or settled by the Company, may resuliipility material to the Company’s financial
position or may negatively affect operating resiilthanges to the Company’s business
operation are required.

Other

In August 2008, the Consumer Product Safety Imprarg Act of 2008 was signed into
law. This law addresses, among other things, thaigeible levels of lead and listed phthalates
in certain products. The first tier of new standaia permissible levels of lead and phthalates
became effective in February 2009; the secondaeame effective in August 2009. To ensure
compliance, the Company undertook a process tdifgemark down and cease the sale of any
remaining inventory that would be impacted by tee/iaw. The impact of this process was not
material to the Company’s consolidated financiatesnents.

8. Segment reporting

The Company manages its business on the basisakportable segment. As of July
31, 2009, all of the Company’s operations weretkedtavithin the United States, with the
exception of a Hong Kong subsidiary, the assetsevehues of which are not material. The
following net sales data is presented in accordantteSFAS No. 131Disclosures about
Segments of an Enterprise and Related Information

13 Weeks Ended 26 Weeks Ended
July 31, August 1, July 31, August 1,

(In thousands) 2009 2008 2009 2008
Classes of similar products:

Consumables $2,053,196 $ 1,796,015 $ 4,049,005 $ 3,476,910

Seasonal 423,297 384,520 779,749 706,646

Home products 212,194 219,542 429,077 424,035

Apparel 213,220 209,307 424,013 405,291

Net sales $ 2,901,907 $ 2,609,384 $ 5,681,844 $ 5,012,882

9. Related party transactions

KKR and GS Capital Partners VI Fund, L.P. andiatéd funds (affiliates of Goldman,
Sachs & Co.), indirectly own a substantial portadrihe Company’s common stock through
their investments in Buck Holdings, L.P.

Affiliates of KKR and Goldman Sachs (among otheites) are lenders under the
Company'’s $2.3 billion senior secured term loarilifgc The amount of principal outstanding
under this term loan facility at all times since thompany’s 2007 merger was $2.3 billion, and
the Company paid no principal and approximately.&38illion and $70.7 million of interest on
this term loan during the 26-week periods endeg 3] 2009 and August 1, 2008, respectively.

Goldman, Sachs & Co. is a counterparty to an amingiinterest rate swap totaling
$420.0 million as of July 31, 2009, entered inte@mnection with the Company’s senior
secured term loan facility. The Company paid Goldn&achs & Co. approximately $8.3
million and
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$5.1 million in the 26-week periods ended July 109 and August 1, 2008, respectively
pursuant to this swap.

The Company is party to a monitoring agreement waiittaffiliate of KKR and with
Goldman Sachs & Co. pursuant to which those estfifevide 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 dlusasonable out of pocket expenses incurred in
connection with the provision of services underdgeeement upon request. The fees incurred
for the 26-week periods ended July 31, 2009 anduaugy, 2008 totaled $2.7 million and $4.1
million, respectively. The management fee is schegtito be $5.4 million in 2009 and increase
at a rate of 5% per year. In connection with a psagl initial public offering of the Company’s
common stock as further discussed in Note 10, #éinggs intend to terminate the monitoring
agreement in accordance with its terms which wilude the payment of a termination fee.

From time to time the Company may use the seno€€apstone Consulting, LLC, a
team of executives who work exclusively with KKRrffolio companies providing certain
consulting services. The Chief Executive OfficeCafpstone (who also is a Partner of KKR)
served on the Company’s Board of Directors untitéfia2009. Although neither KKR nor any
entity affiliated with KKR owns any of the equity Gapstone, prior to January 1, 2007 KKR
had provided financing to Capstone. The aggregsge ihcurred for Capstone services for the
26-week periods ended July 31, 2009 and Augusba8 2otaled $0.2 million and $1.7 million,
respectively.

A Member and a Director of KKR and a Managing Diceof Goldman, Sachs & Co.
serve on the Company’s Board of Directors.

10.  Subsequent event

On August 20, 2009, the Company filed with the SE@gistration statement on Form
S-1 relating to a proposed initial public offeriofjits common stock. The Company intends to
use the net proceeds it receives from the offaonmgdeem a portion of its 10.625% senior
notes due 2015 and its 11.875%/12.625% senior diutaied toggle notes due 2017. Upon the
completion of the offering, and in connection witle Company’s termination of the monitoring
agreement with KKR and Goldman, Sachs & Co., thengamy will be required to pay a fee to
KKR and Goldman, Sachs & Co. (which amount willlute a transaction fee equal to 1% of
estimated proceeds from the offering).

On September 8, 2009, the Company’s Board of Dorealeclared a special dividend on
the Company’s outstanding common stock (includimayss of restricted stock) of $0.43 per
share, or approximately $239.3 million in the aggtte, payable on or before September 11,
2009 to shareholders of record on September 8,.2006 special dividend will be paid with
cash generated from operations. Pursuant to thestef the Company’s stock option plans,
holders of stock options will receive either a pata adjustment to the terms of their shiaase
awards or a cash payment in substitution for salphsément as a result of the dividend.
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Subsequent events pertaining to the Company haare deluated through the time of
filing this document with the SEC on September2l@9, which is the date these financial
statements were issued.

11. Guarantor subsidiaries

Certain of the Company'’s subsidiaries (the “Guaresi) have fully and unconditionally
guaranteed on a joint and several basis the Congahlgations 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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July 31, 2009

DOLLAR
GENERAL GUARANTOR OTHER CONSOLIDATED
CORPORATION SUBSIDIARIES SUBSIDIARIES ELIMINATIONS TOTAL
BALANCE SHEET:
ASSETS
Current assets:
Cash and cash
equivalents $ 320,562 $ 156,73¢ $ 38,07¢ $ - $ 515,375
Merchandise inventories - 1,552,58t - - 1,552,586
Income taxes receivable - 5,45C - - 5,450
Deferred income taxes - - 2,99¢€ (2,998 -
Prepaid expenses and other
current assets 701,556 2,279,04¢ 6,83¢ (2,915,074 72,368
Total current assets 1,022,118 3,993,81¢ 47,914 (2,918,072 2,145,779
Net property and equipment 78,739 1,194,56: 150 - 1,273,452
Goodwill 4,338,589 - - - 4,338,589
Intangible assets, net 1,203,445 99,751 - - 1,303,196
Deferred income taxes - - 23,132 (23,133 -
Other assets, net 3,799,867 8,16¢ 272,34¢ (4,001,456 78,928
Total assets $ 10,442,758 $  5,296,30: $ 343,54t $ (6,942,661 $ 9,139,944
LIABILITIES AND
SHAREHOLDERS' EQUITY
Current liabilities:
Current portion of long-term
obligations $ 24,822 $ 1,97¢ $ - $ - $ 26,797
Accounts payable 2,493,428 1,166,68 46,564 (2,906,371 800,308
Accrued expenses and other 40,549 221,43¢ 51,104 (8,703 304,384
Income taxes payable 14,373 - 4,931 - 19,304
Deferred income taxes 5,838 12,192 - (2,998 15,032
Total current liabilities 2,579,010 1,402,28t¢ 102,59¢ (2,918,072 1,165,825
Long-term obligations 4,334,047 2,515,24( 13,17¢ (2,751,442 4,111,023
Deferred income taxes 395,716 177,96¢ - (23,133 550,551
Other liabilities 102,166 27,49¢ 151,062 - 280,726
Redeemable common stock 15,281 - - - 15,281
Shareholders’ equity:
Preferred stock - - - - -
Common stock 278,217 23,85¢ 100 (23,955 278,217
Additional paid-in capital 2,494,984 431,25: 19,90C (451,153 2,494,984
Retained earnings 279,960 718,20( 56,70€ (774,906 279,960
Accumulated other
comprehensive loss (36,623 - - - (36,623
Total shareholders’ equity 3,016,538 1,173,30¢ 76,70€ (1,250,014 3,016,538
Total liabilities and shareholders’
equity $ 10,442,758 $  5,296,30: $ 343,54t $ (6,942,661 $ 9,139,944
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January 30, 2009

DOLLAR
GENERAL GUARANTOR OTHER CONSOLIDATED
CORPORATION SUBSIDIARIES SUBSIDIARIES ELIMINATIONS TOTAL
BALANCE SHEET:
ASSETS
Current assets:
Cash and cash equivalents $ 292,637 $ 64,404 $ 20,95¢ $ - $ 377,995
Merchandise inventories - 1,414,955 - - 1,414,955
Income tax receivable 50,601 - - (44,209 6,392
Deferred income taxes 5,892 - 2,56C (3,852 4,600
Prepaid expenses and other
current assets 462,572 2,016,712 5,894 (2,418,995 66,183
Total current assets 811,702 3,496,071 29,40¢ (2,467,056 1,870,125
Net property and equipment 82,616 1,186,125 219 - 1,268,960
Goodwill 4,338,589 - - - 4,338,589
Intangible assets, net 1,205,667 119,891 - - 1,325,558
Deferred income taxes - - 3,51€ (3,518 -
Other assets, net 3,384,089 130,100 280,20¢ (3,708,426 85,967
Total assets $ 9,822,663 $ 4,932,187 $ 313,34¢ $ (6,179,000 $ 8,889,199
LIABILITIES AND
SHAREHOLDERS' EQUITY
Current liabilities:
Current portion of long-term
obligations $ 11,500 $ 2,658 $ - $ - $ 14,158
Accounts payable 2,007,625 1,035,057 46,64 (2,410,905 678,421
Accrued expenses and other 108,504 220,142 54,48¢ (8,090 375,045
Income taxes payable 1,659 48,467 1,694 (44,209 7,611
Deferred income taxes - 3,852 - (3,852 -
Total current liabilities 2,129,288 1,310,176 102,827 (2,467,056 1,075,235
Long-term obligations 4,346,258 2,383,304 - (2,606,606 4,122,956
Deferred income taxes 397,570 162,049 - (3,518 556,101
Other liabilities 103,928 37,653 147,70 - 289,288
Redeemable common stock 13,924 - - - 13,924
Shareholders’ equity:
Preferred stock - - - - -
Common stock 278,114 23,855 100 (23,955 278,114
Additional paid-in capital 2,489,647 553,639 19,90C (573,539 2,489,647
Retained earnings 103,364 461,511 42,81¢ (504,326 103,364
Accumulated other
comprehensive loss (39,430 - - - (39,430
Total shareholders’ equity 2,831,695 1,039,005 62,81¢ (1,101,820 2,831,695
Total liabilities and shareholders’
equity $ 9,822,663 $ 4,932,187 $ 313,34¢ $ (6,179,000 $ 8,889,199
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For the 13 weeks ended July 31, 2009

DOLLAR
GENERAL GUARANTOR OTHER CONSOLIDATED
CORPORATION SUBSIDIARIES SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF INCOME:
Net sales $ 68,779 $ 2,901,907 $ 23,678 $ (92,457 $ 2,901,907
Cost of goods sold - 1,995,865 - - 1,995,865
Gross profit 68,779 906,042 23,678 (92,457 906,042
Selling, general and
administrative expenses 62,536 683,121 19,625 (92,457 672,825
Operating profit 6,243 222,921 4,053 - 233,217
Interest income (13,767 (1,064) (5,214, 20,030 (15)
Interest expense 96,095 13,875 5 (20,030 89,945
Other (income) expense (2,395, - - - (2,395)
Income (loss) before
income taxes (73,690 210,110 9,262 - 145,682
Income taxes (27,690 76,890 2,892 - 52,092
Equity in subsidiaries’ earnings, net
of taxes 139,590 - - (139,590 -
Net income $ 93,590 $ 133,220 $ 6,730 $ (139,590 $ 93,590
For the 13 weeks ended August 1, 2008
DOLLAR
GENERAL GUARANTOR OTHER CONSOLIDATED
CORPORATION SUBSIDIARIES SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF INCOME:
Net sales $ 50,582 $ 2,609,384 $ 25,498 $ (76,080 $ 2,609,384
Cost of goods sold - 1,851,349 - - 1,851,349
Gross profit 50,582 758,035 25,498 (76,080 758,035
Selling, general and
administrative expenses 46,854 624,268 19,938 (76,080 614,980
Operating profit 3,728 133,767 5,560 - 143,055
Interest income (19,140 (8,673) (3,683; 30,279 (1,217,
Interest expense 108,102 21,561 50 (30,279 99,434
Other (income) expense 292 - - - 292
Income (loss) before
income taxes (85,526, 120,879 9,193 - 44,546
Income taxes (29,614 43,847 2,595 - 16,828
Equity in subsidiaries’ earnings, net
of taxes 83,630 - - (83,630 -
Net income $ 27,718 $ 77,032 $ 6,598 $ (83,630 $ 27,718
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For the 26 weeks ended July 31, 2009

DOLLAR
GENERAL GUARANTOR OTHER CONSOLIDATED
CORPORATION SUBSIDIARIES SUBSIDIARIES ELIMINATIONS TOTAL

STATEMENTS OF INCOME:
Net sales $ 131,625 $ 5,681,844 $ 45,151 $ (176,776 $ 5,681,844
Cost of goods sold - 3,920,444 - - 3,920,444
Gross profit 131,625 1,761,400 45,151 (176,776 1,761,400
Selling, general and

administrative expenses 119,670 1,326,537 33,883 (176,776 1,303,314
Operating profit 11,955 434,863 11,268 - 458,086
Interest income (26,309 (2,145) (9,440, 37,785 (109)
Interest expense 190,356 26,599 10 (37,785 179,180
Other (income) expense (728) - - - (728)
Income (loss) before

income taxes (151,364 410,409 20,698 - 279,743
Income taxes (57,380 153,720 6,807 - 103,147
Equity in subsidiaries’ earnings, net

of taxes 270,580 - - (270,580 -
Net income $ 176,596 $ 256,689 $ 13,891 $ (270,580 $ 176,596

For the 26 weeks ended August 1, 2008
DOLLAR
GENERAL GUARANTOR OTHER CONSOLIDATED
CORPORATION SUBSIDIARIES SUBSIDIARIES ELIMINATIONS TOTAL

STATEMENTS OF INCOME:
Net sales $ 100,657 $ 5,012,882 $ 48,469 $ (149,126 $ 5,012,882
Cost of goods sold - 3,561,770 - - 3,561,770
Gross profit 100,657 1,451,112 48,469 (149,126 1,451,112
Selling, general and

administrative expenses 93,334 1,212,240 40,738 (149,126 1,197,186
Operating profit 7,323 238,872 7,731 - 253,926
Interest income (35,722 (17,352 (6,819; 57,719 (2,174,
Interest expense 217,297 40,673 54 (57,719 200,305
Other (income) expense 590 - - - 590
Income (loss) before

income taxes (174,842 215,551 14,496 - 55,205
Income taxes (57,981 76,866 2,686 - 21,571
Equity in subsidiaries’ earnings, net

of taxes 150,495 - - (150,495 -
Net income $ 33,634 $ 138,685 $ 11,810 $ (150,495 $ 33,634
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For the 26-weeks ended July 31, 2009

DOLLAR
GENERAL GUARANTOR OTHER CONSOLIDATED
CORPORATION SUBSIDIARIES SUBSIDIARIES ELIMINATIONS TOTAL

STATEMENTS OF CASH FLOWS:

Cash flows from operating activities:

Net income $ 176,596 $ 256,689 $ 13,891 $ (270,580 $ 176,596
Adjustments to reconcile net income to

net cash provided by (used in)
operating activities:

Depreciation and amortization 19,187 111,762 119 - 131,068
Deferred income taxes 8,362 24,259 (20,053 - 12,568
Noncash share-based compensation 6,106 - - - 6,106
Noncash inventory adjustments and
asset impairment - 3,653 - - 3,653
Tax benefit of stock options (262) - - - (262)
Other noncash gains and losses (78) 4,566 - - 4,488
Equity in subsidiaries’ earnings, net (270,580 - - 270,580 -
Change in operating assets and
liabilities:
Merchandise inventories - (136,262 - - (136,262
Prepaid expenses and other current
assets 1,992 (6,723 622 - (4,109)
Accounts payable (16,752 130,726 4 - 113,978
Accrued expenses and other (66,083 (9,201 (30) - (75,314
Income taxes 63,315 (53,917 3,237 - 12,635
Other (2,267, 987 - - (1,280)
Net cash provided by (used in) operating
activities (80,464 326,539 (2,210) - 243,865
Cash flows from investing activities:
Purchases of property and equipment (5,287, (101,968 (50) - (107,305
Proceeds from sale of property and
equipment - 322 - - 322
Net cash used in investing activities (5,287, (101,646 (50) - (106,983
Cash flows from financing activities:
Issuance of common stock 2,018 - - - 2,018
Issuance of long-term obligations - 1,080 - - 1,080
Repayments of long-term obligations - (1,535, - - (1,535)
Repurchases of common stock and stock
options (1,327, - - - (1,327)
Tax benefit of stock options 262 - - - 262
Changes in intercompany note balances,
net 112,723 (132,107 19,384 - -
Net cash provided by (used in) financing
activities 113,676 (132,562 19,384 - 498
Net increase in cash and cash equivalents 27,925 92,331 17,124 - 137,380
Cash and cash equivalents, beginning of
period 292,637 64,404 20,954 - 377,995
Cash and cash equivalents, end of perio® 320,562 $ 156,735 $ 38,078 $ - $ 515,375
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SUCCESSOR For the 26-weeks ended August 1, 2008

DOLLAR
GENERAL GUARANTOR OTHER CONSOLIDATED
CORPORATION SUBSIDIARIES SUBSIDIARIES ELIMINATIONS TOTAL

STATEMENTS OF CASH FLOWS:

Cash flows from operating activities:

Net income $ 33,634 $ 138,685 $ 11,810 $ (150,495 $ 33,634
Adjustments to reconcile net income to

net cash provided by (used in)
operating activities:

Depreciation and amortization 17,310 104,585 128 - 122,023
Deferred income taxes (14,102 (377) (3,729; - (18,208
Noncash share-based compensation 4,516 - - - 4,516
Noncash inventory adjustments and
asset impairment - 17,347 - - 17,347
Tax benefit of stock options (475) - - - (475)
Other noncash gains and losses - 730 - - 730
Equity in subsidiaries’ earnings, net (150,495 - - 150,495 -
Change in operating assets and
liabilities:
Merchandise inventories - (218,749 - - (218,749
Prepaid expenses and other current
assets (671) (3,906) (1,483, - (6,060,
Accounts payable 20,633 241,677 105 - 262,415
Accrued expenses and other 21,218 36,364 11,110 - 68,692
Income taxes 23,564 (465) (4,207, - 18,892
Other 1,870 9,985 (88) - 11,767
Net cash provided by (used in) operating
activities (42,998 325,876 13,646 - 296,524
Cash flows from investing activities:
Purchases of property and equipment (5,699) (74,394 7) - (80,100
Purchases of short-term investments - - (9,903, - (9,903
Sales of short-term investments - - 58,950 - 58,950
Proceeds from sale of property and
equipment - 683 - - 683
Net cash provided by (used in) investing
activities (5,699) (73,711, 49,040 - (30,370

Cash flows from financing activities:
Repayments of borrowings under

revolving credit facility (102,500 - - - (102,500
Repayments of long-term obligations - (2,195) - - (2,195,
Repurchases of common stock and stock

options (513) - - - (513)
Tax benefit of stock options 475 - - - 475
Changes in intercompany note balances,

net 306,543 (237,232 (69,311 - -
Net cash provided by (used in) financing

activities 204,005 (239,427 (69,311 - (104,733
Net increase (decrease) in cash and cash

equivalents 155,308 12,738 (6,625] - 161,421
Cash and cash equivalents, beginning of

period 8,320 59,379 32,510 - 100,209
Cash and cash equivalents, end of perid8l 163,628 $ 72,117 $ 25,885 $ - $ 261,630
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ITEM 2. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS.

General

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 Gyiiems as contained in our Annual Report on
Form 10-K for the year ended January 30, 2009s¢t should 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 UnB&ates by number of stores, with 8,577
stores located in 35 states as of July 31, 200@gpily in the southern, southwestern,
midwestern and eastern United States. We offeoadoselection of merchandise, including
consumable products such as food, paper and ceaniducts, health and beauty products and
pet supplies, and non-consumable products sucbag®sal merchandise, home decor and
domestics, and apparel. Our merchandise includgsduality national brands from leading
manufacturers, as well as comparable quality peibaand selections with prices at substantial
discounts to national brands. We offer our custentieese national brand and private brand
products at everyday low prices (typically $10as4d) in our convenient small-box (small store)
locations.

The customers we serve are value-conscious, andr@&¢neral has always been
intently focused on helping our customers makeambst of their spending dollars. We believe
our convenient store format and broad selectidmgti quality products at compelling values
have driven our substantial growth and financiakcsss over the years. Like other companies,
we are operating in a very difficult economic eoniment. Consumers are facing heightened
economic challenges, including high rates of uneympkent, fluctuating food, gasoline and
energy costs, and a continued weakness in housthgradit markets, and the timetable for
economic recovery is uncertain. Nonetheless, aswtrof our long-term mission of serving the
value-conscious customer, coupled with a vigoregsi$ on improving our operating and
financial performance, our 2009 year-to-date finalmesults have been strong, and we remain
cautiously optimistic with regard to our operatprities for the remainder of the year.

We have been keenly focused on executing the faligdour operating priorities which
we defined at the beginning of 2008:

» Drive productive sales growt
* Increase gross margins;

* Leverage process improvements and information wolyy to reduce costs; al

26




» Strengthen and expand Dollar Gen’s culture of*serving other”

Focus on these priorities has resulted in continoguiovement in our financial
performance in the 2009 second quarter over thgaceible 2008 period in each of our key
financial metrics, as follows:

» Total sales increased 11.2% to $2.90 billion ahelssa sam-stores increased 8.6¢
Average sales per square foot for all stores dwebR2-week period ended July 31,
2009 increased to approximately $188, up from $bv¥the comparable prior 52-
week period. Strong sales performance was drivesubyncreased efforts in food,
candy and snacks, pet supplies, health and beantygts and seasonal merchanc

» Gross profit, as a percentage of sales, improvéd 2% compared to 29.1% in the
2008 period as a result of higher average markupsrdby our focused effort to
reduce our merchandise purchase costs while maiimggdur everyday low prices
(including strategic changes we have made to tixeofninerchandise, such as
increasing private brand items which generallysm®ociated with higher average
markups), continued improvement in our inventorgrghrate, reduced transportat
and distribution costs and a lower LIFO charge.

» Selling, general and administrative expenses or 8&G% a percentage of sales, was
23.2%, compared to 23.6% in the 2008 quarter. ipravement is primarily
attributable to leverage resulting from our sigrafit sales increase.

* Inventory turnover improved to 5.1 times on a rglfour-quarter basis compared
5.0 times for the corresponding prior year period.

* We reported net income of $93.6 million compareddbincome of $27.7 million i
the 2008 quatrter.

We generated $243.9 million of cash from opera#iatyities during the first two
quarters of 2009; and as of July 31, 2009, we hzakh balance of $515.4 million. Through the
2009 second quarter, we opened 225 new storesdedetbor relocated 213 stores, and closed
10 stores.

The above discussion is a summary only. Readerddhefer to the detailed discussion
of our operating results below for the full anadysf our financial performance in the current
year period as compared with the prior year period.

Results of Operations

Accounting Periods We follow the concept of a 52-53 week fiscal yewat ends on the
Friday nearest to January 31. The following texttams references to years 2009 and 2008,
which represent 52-week fiscal years ending or édadauary 29, 2010 and January 30, 2009,
respectively. Consequently, references to quartertpunting periods for 2009 and 2008
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contained herein refer to 13-week accounting periBasis points or “bps” amounts referred to
herein are equal to 0.01 percent as a percentagpdas.

SeasonalityThe nature of our business is seasonal to a cexxaémt. 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 gr
extent, operating income, vary by quarter. Resfles period shorter than a full year may not be
indicative of results expected for the entire y&arthermore, the seasonal nature of our bus
may affect comparisons between periods.

The following table contains results of operatidasa for the second quarter and year to
date periods of each of 2009 and 2008, and thardatid percentage variances among those
periods:

26 Weeks Ended

Jul. 31, Aug. 1,
2009 2008

2009 vs. 2008

Amount %
change change

13 Weeks Ended

Jul. 31, Aug. 1,
2009 2008

2009 vs. 2008

Amount %
change change

(amounts in millions)
Net sales by category:

Consumables ®,053.2 $ 1,796.C $ 257.2 143 % $ 4,049.0 $ 3,476.9 $572.1 165 %
% of net sales 70.75% 68.83% 71.26% 69.36%
Seasonal 423.3 384.5 38.8 10.1 779.7 706.6 73.1 10.3
% of net sales 14.59% 14.74% 13.72% 14.10%
Home products 212.2 2195 (7.3) (3.3) 429.1 424.0 5.0 1.2
% of net sales 7.31% 8.41% 7.55% 8.46%
Apparel 213.2 209.3 39 19 424.0 405.3 18.7 4.6
% of net sales 7.35% 8.02% 7.46% 8.08%
Net sales $2,901.9 $ 2,609.4 $ 2925 112 % $ 5,681.8 $ 50129 $669.0 13.3 %
Cost of goods sold 1,995.9 1,851.3 1445 7.8 3,920.4 3,661.8 358.7 10.1
% of net sales 68.78% 70.95% 69.00% 71.05%
Gross profit 906.0 758.0 148.0 19.5 1,761.4 1,451.1 3103 214
% of net sales 31.22% 29.05% 31.00% 28.95%
Selling, general and
administrative
expenses 672.8 615.0 57.8 94 1,303.3 1,197.2 106.1 8.9
% of net sales 23.19% 23.57% 22.94% 23.88%
Operating profit 233.2 143.1 90.2 63.0 458.1 253.9 204.2 80.4
% of net sales 8.04% 5.48% 8.06% 5.07%
Interest income (0.0) 1.2) 1.2 (98.8) (0.2) (2.2) 2.1 (95.0)
% of net sales (0.00)% (0.05)% (0.00)% (0.04)%
Interest expense 89.9 99.4 (9.5 (9.5 179.2 200.3 (21.1) (10.5)
% of net sales 3.10% 3.81% 3.15% 4.00%
Other (income)
expense (2.4) 0.3 (2.7) - (0.7) 0.6 (1.3) -
% of net sales (0.08)% 0.01% (0.01)% 0.01%
Income before incomr
taxes 145.7 44.5 101.1 227.0 279.7 55.2 2245 406.7
% of net sales 5.02% 1.71% 4.92% 1.10%
Income taxes 52.1 16.8 35.3 209.6 103.1 21.6 81.6 378.2
% of net sales 1.80% 0.64% 1.82% 0.43%
Net income $ 936 % 277 $ 659 237.7% $ 176.6 33.6 $143.0 4251 %
% of net sales 3.23% 1.06% 3.11% 0.67%
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13 WEEKS ENDED JULY 31, 2009 AND AUGUST 1, 2008

Net Sales The net sales increase in the 2009 second gquafkects a same-store sales
increase of 8.6% compared to the 2008 second qu8dmestores include stores that have
open for 13 months and remain open at the endeofgiporting period. For the 2009 second
guarter, there were 8,226 same-stores which aceddot sales of $2.82 billion. The remainder
of the sales increase was attributable to new stpiagtially offset by sales from closed stores.

We believe that the increase in sales reflect@ntipact of various operating and
merchandising initiatives implemented over the Jastr, including the impact of improved store
standards, the expansion of convenience food avel&ge offerings and additional private
brand consumables that offer improved quality asde. We have adjusted our store hours to
better accommodate our customers, resulting ireasad customer traffic. In addition, we have
increased the utilization of store square footagkleave made good progress on improving the
timing, selection and management of our seasombapparel merchandise, adding items that
are more trend relevant. As indicated by our grawtsales during this challenging economic
period, valueconscious customers are relying on our storesdlrevand convenience more tt
ever.

Gross Profit.The gross profit rate as a percentage of sale8®&%6 in the 2009 second
guarter compared to 29.1% in the 2008 second qu&weeral factors contributed significantly
to our gross profit rate expansion:

» Average markups increased as a result of our fondswering costs from ot
vendors, while maintaining our every day low pricaesd changes we have made to
the mix of merchandise, such as the increase wajgriorand items which generally
represent higher gross profit rates.

» Distribution and transportation costs decreaserasult of lower fuel costs and
improved efficiencies arising from changes in ogtribution processes. In addition,
higher sales volumes resulted in improved costrégye

* Inventory shrink as a percentage of sales decl

* The estimated LIFO provision in the 2009 secondtguavas negligible compared
a provision of $16.0 million in the 2008 second erareflecting a flattening of
merchandise cost increases for comparable itenellmasour 2009 year-to-date
trends and our current estimates for the 2009Ifisear.

SG&A ExpensesSG&A decreased to 23.2% as a percentage of isafles 2009 second
quarter, from 23.6% in the 2008 second quarteecaghse of 38 basis points, primarily
attributable to leverage attained from significartigher net sales as discussed above. As a
percentage of sales, waste management costs deplimearily as a result of cardboard
recycling efforts, electricity and store occupanogts decreased, and professional fees
(primarily legal expenses) and incentive compensagxpense were lower in the 2009 perio
addition, workers’ compensation costs and geng&ility insurance expense decreased as a
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result of our continued cost reduction and saféftyrts. A noncash fixed asset impairment
charge of approximately $5.0 million in the 2008@®d quarter and increased advertising costs
partially offset improvements in SG&A. The over@lfi% increase in SG&A expense in the
2009 period compared to the 2008 period is primanié result of amounts required to operate
new stores and to support increased same-storeleatds.

Interest Incomelnterest income consists primarily of interest wveistments. The
decrease in interest income in the 2009 secondeguampared to the 2008 second quarter was
the result of lower interest rates.

Interest ExpenseThe decrease in interest expense in the 2000depaarter from the
2008 second quarter is due to lower interest i@tesur variable rate debt, primarily on our te
loan, and lower outstanding borrowings as the teduhe repurchase of $44.1 million of the
senior subordinated notes in the fourth quarté&08i8. We had outstanding variable-rate debt of
$849 million and $623 million, after taking intoregideration the impact of interest rate swaps,
as of July 31, 2009 and January 30, 2009, respdgtiVhe remainder of our outstanding
indebtedness at July 31, 2009 and January 30, ®8689ixed rate debt.

Income Taxeslhe effective income tax rate for the 13-week peeaded July 31, 2009
was 35.8% compared to a rate of 37.8% for the 18kwperiod ended August 1, 2008. Both
periods included similar amounts of income taxieglanterest, but because the 2009 pretax
income was higher, the effective rate was impatdedlesser degree. In addition, the 2009
period benefited from a reduction in a deferredvialvation allowance related to state income
tax credits that did not occur in 2008.

26 WEEKS ENDED JULY 31, 2009 AND AUGUST 1, 2008

Net Sales The net sales increase in the 2009 year-to-dategreflects a same-store
sales increase of 10.8% compared to the same park@D8. For the 2009 quarter, there were
8,226 samestores which accounted for sales of $5.52 billibme remainder of the sales incre
was attributable to new stores, partially offseshies from closed stores.

Gross Profit.The gross profit rate as a percentage of sale3W&%o in the 2009 period
compared to 28.9% in the 2008 period. Several factontributed significantly to our gross
profit rate expansion:

» Average markups increased as a result of our fondswering costs from ot
vendors, while maintaining our every day low pricesd changes we have made to
the mix of merchandise, such as the increase wajgriorand items which generally
represent higher gross profit rates.

» Distribution and transportation costs decreaserasult of lower fuel costs al
improved efficiencies arising from changes in ogtrdbution processes. In addition,
higher sales volumes resulted in improved costraye

* Inventory shrink as a percentage of sales decl
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e The estimated LIFO provision in the 2009 period $8$ million compared to
provision of $16.0 million in the 2008 period basedour 2009 year-to-date trends
compared to 2008 as discussed above and our cestmiates for the 2009 fiscal
year.

SG&A ExpensesSG&A decreased to 22.9% as a percentage of isallee 2009 period
from 23.9% in the 2008 period, a decrease of 9 lpamnts, primarily attributable to leverage
attained from significantly higher net sales asuksed above. As a percentage of sales, waste
management costs declined primarily as a resulafboard recycling efforts, electricity, store
payroll and occupancy costs decreased, and profeddees (primarily legal expenses) were
lower in the 2009 period. In addition, workers’ qensation costs and general liability
insurance expense decreased as a result of ounwedtcost reduction and safety efforts. A
noncash fixed asset impairment charge of approxiiyn®5.0 million in the 2009 period and
increased advertising costs partially offset imgraents in SG&A. The overall 8.9% increas
SG&A expense in the 2009 period compared to thé& 2@0iod is primarily the result of
amounts required to operate new stores and to stippceased same-store sales levels.

Interest Incomelnterest income consists primarily of interest wveistments. The
decrease in interest income in the 2009 period emetpto the 2008 period was the result of
lower interest rates.

Interest ExpenseThe decrease in interest expense in the 20006¢pgom the 2008
period is due to lower interest rates on our vagiahte debt, primarily on our term loan, and
lower outstanding borrowings as the result of gqaurchase of $44.1 million of the senior
subordinated notes in the fourth quarter of 2008.

Income Taxeslhe effective income tax rate for the 26-week peaaded July 31, 2009
was 36.9% compared to a rate of 39.1% for the 2ékvperiod ended August 1, 2008. Both
periods included similar amounts of income taxieglanterest, but because the 2009 pretax
income was higher, the effective rate was impatdedlesser degree. In addition, the 2009
period benefited from a reduction in a deferredvialvation allowance related to state income
tax credits that did not occur in 2008.

Recently Adopted Accounting Standards

During the second quarter of 2009 we adopted FiahAccounting Standards Board
(“FASB”) Statement of Financial Accounting Standa({tiSFAS”) No. 165Subsequent Events
(“SFAS 165").The objective of SFAS 165 is to establish gendealdards of accounting for a
disclosure of events that occur after the balaheetsdate but before financial statements are
issued or are available to be issued. In particBAS 165 sets forth the period after the
balance sheet date during which management ofaatieg entity should evaluate events or
transactions that may occur for potential recognitrr disclosure in the financial statements,
circumstances under which an entity should recageiznts or transactions occurring after the
balance sheet date in its financial statementsitandisclosures that an entity should make
about events or transactions that occurred afeebéttance sheet date. The adoption of this
statement has not had a material effect on ouratiolased financial statements.
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We adopted the provisions of SFAS No. 1Bisclosures about Derivative Instruments
and Hedging Activities, an amendment of FASB StateiMo. 133“SFAS 161")during the firs
guarter of 2009. SFAS 161 amends and expands shkslire requirements of FASB Statement
No. 133 “SFAS 133”) with the intent to provide users ofdirtial statements with an enhanced
understanding of: (a) how and why an entity usewatve instruments, (b) how derivative
instruments and related hedged items are accototeehder SFAS 133 and its related
interpretations, and (c) how derivative instrumemtd related hedged items affect an entity’s
financial position, financial performance, and cfistvs. SFAS 161 requires qualitative
disclosures about objectives and strategies faiguserivatives, quantitative disclosures about
the fair value of and gains and losses on derigatigstruments, and disclosures about credit-risk-
related contingent features in derivative instruteen

During the first quarter of 2009 we changed ouoaoting for the fair value of our
nonfinancial assets and liabilities in connectiathwhe adoption of SFAS No. 15Fair Value
Measurement(“SFAS 157").

Liquidity and Capital Resources
Credit Facilities

We have two senior secured credit facilities (tBeedit Facilities”) which provide
financing of up to $3.331 billion. The Credit Fatiéls consist of a $2.3 billion senior secured
term loan facility and a senior secured asset-besealving credit facility (“ABL Facility”). On
July 31, 2009, we amended the ABL Facility. Wellsgo Retail Finance, LLC, became the
successor administrative agent, replacing CIT GiBuginess Credit, Inc., whose $94 million in
commitments were also terminated. The total comenitisiunder the ABL Facility are now
$1.031 billion (of which up to $350.0 million is a@ilable for letters of credit), subject to
borrowing base availability. The ABL Facility incas borrowing capacity available for letters
of credit and for short-term borrowings referrecagoswingline 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 criadiilities. 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 ocoir exceeding certain senior secured leverage
ratios and certain other customary conditions. &hility to obtain extensions of credit under
these incremental commitments also will be suliethe same conditions as extensions of
credit under the Credit Facilities.

The amount available under the ABL Facility (indhuglletters of credit) is subject to
certain borrowing base limitations. The ABL Fagilihcludes a “last out” tranche in respect of
which we may borrow up to a maximum amount of $QGtillion.

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$i) under the term loan facility, 2.75% for
LIBOR borrowings and 1.75% for base-rate borrowiigsas of July 31, 2009, under the ABL
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Facility (except in the last out tranche describbdve), 1.25% for LIBOR borrowings and
0.25% for base-rate borrowings; and for any lastbaurowings, 2.25% for LIBOR borrowings
and 1.25% for base-rate borrowings. The applicata@egins for borrowings under the ABL
Facility (except in the case of last out borrowinge subject to adjustment each quarter based
on average daily excess availability under the ABicility. We are also required to pay a
commitment fee to the lenders under the ABL Facibir any unutilized commitments at a rate
of 0.375% per annum. We also must pay customatsr let credit fees.

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) whicH v reduced to 25% and 0% if we achieve
and maintain a total net leverage ratio of 6.0.@ahd 5.0 to 1.0, respectively; the net cash
proceeds of certain non-ordinary course asset salether dispositions of property; and the net
cash proceeds of any incurrence of debt otherphaceeds from debt permitted under the se
secured credit agreement. Through July 31, 2009reyeayments have been required under the
prepayment provisions listed above.

In addition, the senior secured credit agreemarihi® ABL Facility requires us to
prepay the ABL Facility, subject to certain exceps, with the net cash proceeds of all non-
ordinary course asset sales or other dispositibrevolving facility collateral (as defined in the
senior secured credit agreement); and to the egtaaiit extensions of credit exceed the then
current borrowing base.

We may voluntarily repay outstanding loans underABL Facility at any time without
premium or penalty, other than customary “breakagests with respect to LIBOR loans.

At July 31, 2009, we had no borrowings, $43.4 wiillof commercial letters of credit,
and $86.0 million of standby letters of credit d¢atsling under our ABL Facility.

Senior Notes due 2015 and Senior Subordinated €dggles 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”), an8%6 million 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 senmer 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 as‘ihdentures.” We may redeem some or all of
the notes at any time at redemption prices destiobeset forth in the indentures. We have filed
with the SEC a registration statement on Form 8ldting to a proposed initial public offering
of our common stock as further discussed belowhdfoffering is consummated, we intend to
use the net proceeds received by us to redeentiarpof the notes at a redemption price of
110.625%, in the case of the senior notes, andBTh%, in the case of the senior subordinated
notes, in each case plus accrued and unpaid ibtBerson to the redemption date.
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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. For any interest period subsgdoehe initial interest period through July
15, 2011, we may elect to pay interest on the sesuibordinated notes (i) in cash, (ii) by
increasing the principal amount of the senior sdim@ted notes or issuing new senior
subordinated notes (“PIK interest”) or (iii) by pag interest on half of the principal amount of
the senior subordinated notes in cash intereshatidn PIK interest. After July 15, 2011, all
interest on the senior subordinated notes willdgaple in cash. Through July 31, 2009, all
interest on the senior subordinated notes has jm@enn 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 Faciliibss 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 July 3009, this ratio was 1.6 to 1. Senior secured debt
is defined as our total debt secured by liensmailar encumbrances less cash and cash
equivalents. EBITDA is defined as income (losshfroontinuing 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 alternative) tegt income, operating income or any other
performance measures determined in accordancdJw8hGAAP or (2) 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 26-weeks ended

52-weeks ended

Jul. 31, Aug. 1, Jul. 31, Aug. 1, Jul. 31, Jan. 30,
(in millions) 2009 2008 2009 2008 2009 2009
Net income $ 936 $ 277 $ 176.6 $ 336 $ 251.2 $ 108.2
Add (subtract):
Interest income (0.0) 1.2) (0.2) (2.2) (1.0 (3.1)
Interest expense 89.9 99.4 179.1 200.3 370.7 391.9
Depreciation and amortization 61.7 57.4 122.9 115.7 242.3 235.1
Income taxes 52.1 16.8 103.2 21.5 167.9 86.2
EBITDA 297.3 200.1 581.7 368.9 1,031.1 818.3
Adjustments:
Gain on debt retirement - - - - (3.8) (3.8)
(Gain) loss on hedging
instruments 2.7) 0.3 (2.0) 0.6 (1.5) 1.1
Contingent gain on distribution
center leases - - - - (5.0 (5.0)
Impact of markdowns related to
inventory clearance activities,
net of purchase accounting
adjustments (2.2) - (5.6) - (30.5) (24.9)
Hurricane-related expenses and
write-offs - - - - 2.2 2.2
Monitoring and consulting fees
to affiliates 1.4 25 3.0 4.7 6.9 8.6
Stock option and restricted
stock expense 3.2 2.2 6.1 4.5 11.6 10.0
Indirect merger-related costs 0.8 4.6 5.2 12.4 135 20.7
Litigation settlement and related
costs - - - - 32.0 32.0
Other non-cash charges
(including LIFO) 8.3 16.0 8.8 17.3 46.2 54.7
Total Adjustments 8.9 25.6 15.5 39.5 71.6 95.6
$ 306.2 $ 2257 $ 5972 $ 4084 $ 1,102.7 $ 913.9

Adjusted EBITDA

Current Financial Condition / Recent Developments

On August 20, 2009, we filed with the SEC a regtsbn statement on Form S-1 relating
to a proposed initial public offering of commonatoWe intend to use the net proceeds we
receive from the offering to redeem a portion afteaf our 10.625% senior notes due 2015 and
our 11.875%/12.625% senior subordinated togglesnate 2017. Upon the completion of the
offering, and in connection with our terminationtb& monitoring agreement with KKR and
Goldman, Sachs & Co., we will pay a fee to KKR &wldman, Sachs & Co. (which amount
will include a transaction fee equal to 1% of tiséreated proceeds from the offering).

On September 8, 2009, the Company’s Board of Doreadeclared a special dividend on
our outstanding common stock of $0.43 per sharapproximately $239.3 million in the
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aggregate, payable on or before September 11, 80€leareholders of record on September 8,
2009. The special dividend will be paid with cagimgrated from operations.

At July 31, 2009, we had total outstanding deltl(iding the current portion of long-
term obligations) of approximately $4.14 billion.ead $901.6 million available for borrowing
under the ABL Facility at that date. Our liquiditgeds are significant, primarily due to our debt
service and other obligations. However, we beli@wecash flow from operations and existing
cash balances, combined with availability underGhedit Facilities if necessary, will provide
sufficient liquidity to fund our current obligatiesnprojected working capital requirements and
capital spending for a period that includes the heglve months.

Our inventory balance represented approximately 4#18tur total assets exclusive of
goodwill and other intangible assets as of July2BD9. Our proficiency in managing our
inventory balances can have a significant impaatmncash 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. Efficient management of our
inventory is an important component of our effaéasncrease gross margins.

We lease three of our distribution centers frorsdes, which meet the definition of a
variable interest entity (“VIE”) as described BYASB Interpretation 46. One of these
distribution centers has been recorded as a fingrabligation whereby the property and
equipment are reflected in our consolidated balasheets. The land and buildings of the other
two distribution centers have been recorded asatipgrleases in accordance with SFAS No
Accounting for Lease. We are not the primary beneficiary of these Vdiad, accordingly, have
not included these entities in our consolidatedririal statements. Other than the foregoing, we
are not party to any off balance sheet arrangements

As described in Note 7 to the condensed consotidatancial statements, we are
involved in a number of legal actions and clainesns of which could potentially result in
material cash payments. Adverse developments sethontingencies or actions could
materially and adversely affect our liquidity. Wle@have certain income tax-related
contingencies as more fully described below un@#itical Accounting Policies and Estimates”
and in Note 3 to the condensed consolidated fimhstatements. Future negative developments
could have a material adverse effect on our lidguidi

We may seek, from time to time, to retire the n¢éssdefined above) through cash
purchases on the open market, in privately negatitansactions or otherwise. Such
repurchases, if any, will depend on prevailing neaaidonditions, our liquidity requirements,
contractual restrictions and other factors. The amwinvolved may be material.

Cash flows from operating activitie€ash flows from operating activities in the 2009
period as compared to the 2008 period were sigmflg impacted by changes in working caf
in general and accrued expenses and other liabiliti particular. Accrued expenses and other
liabilities decreased by $75.3 million in the 2Q@3%iod compared to an increase of $68.7
million in the 2008 period, with the most signifitdatems including a $40.0 million payment in
the 2009 period to settle a shareholder lawsuitltiag from our 2007 merger, higher bonus
payouts in the 2009 period compared to the priar period as a result of our improved 2008
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operating results, and reductions of income tagrkes in the 2009 period. In addition, in 2008
we implemented initiatives to aggressively managepayables and improve payment terms.
While these initiatives continue, their impacteapected, is less significant in the 2009 period
compared to when they were first implemented. Gwhdlows from operating activities in the
2009 period compared to the 2008 period was pe$jtivnpacted by our strong operating
performance due to greater sales, higher grossimsagigd lower SG&A expenses as a
percentage of sales, as described in more detakealnder “Results of Operations.” We
continue to closely monitor our inventory balanaeich increased by 10% overall during the
first two quarters of 2009 compared to a 16% oVanatease during the first two quarters of
2008. Inventory levels in our four inventory catags in the 2009 period compared to the
respective 2008 period were as follows: the conflesacategory increased 15% compared to a
21% increase; the seasonal category increased lyoB¥sared to a 13% increase; the home
products category declined by 1% compared to argeof less than 1%; and apparel increased
by 5% compared to a 16% increase.

Cash flows from investing activitieSignificant components of property and equipment
purchases in the 2009 period included the follovdapgroximate amounts: $58 million for
improvements and upgrades to existing stores; $Ri®@mfor new stores, $12 million for
remodels and relocations of existing stores, $fionifor distribution and transportation related
capital expenditures and $5 million for systemsiesd capital projects. During the 2009 period,
we opened 225 new stores and remodeled or relo2atedtores.

Significant components of property and equipmemtipases in the 2008 period incluc
the following approximate amounts: $41 million forprovements and upgrades to existing
stores; $16 million for remodels and relocationgxibting stores; $10 million for new stores;
million for distribution and transportation-relatedpital expenditures; and $5 million for
systems-related capital projects. During the 2088od, we opened 125 new stores and
remodeled or relocated 249 stores.

Purchases and sales of short-term investments.®f$lion and $59.0 million,
respectively, during the 2008 period relate pritgdn our captive insurance subsidiary.

Capital expenditures for the 2009 fiscal year aogegted to be approximately $300 to
$325 million. We anticipate funding our 2009 capitjuirements with cash flows from
operations and, if necessary, borrowings undeA®&ir Facility.

Cash flows from financing activitiedVe had no borrowings or repayments under our
ABL Facility in the 2009 period, and had no borrogs and repayments of $102.5 million ur
this facility in the 2008 period.

Critical Accounting Policies and Estimates

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

Management believes the following policies andneates 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 loWweost 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 at a department level. THd Rlan averaging method that has been widely
used in the retail industry due to its practicalAyso, it is recognized that the use of the RIM
will result in valuing inventories at the lower @bst or market (“LCM”) if markdowns are
currently taken as a reduction of the retail valtismventories.

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 calculationaell as the ending inventory valuation at cost.
These significant estimates, coupled with the tlaat 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 discussioowebhnd an annual LIFO analysis whereby all
SKUs are considered in the index formulation. Atuatvaluation of inventory under the LIFO
method is made at the end of each year based anvinatory levels and costs at that time.
Accordingly, interim LIFO calculations are basedrmanagement’s estimates of expected year-
end inventory levels, sales for the year and theeeted rate of inflation/deflation for the year
and are thus subject to adjustment in the finai-gea LIFO inventory valuation. We also
perform interim inventory-aging analysis for deterimg obsolete inventory. Our policy is to
write down inventory to an LCM value based on vasionanagement assumptions including
estimated markdowns and sales required to liqusiath aged inventory in future periods.
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Inventory is reviewed on a quarterly basis and stépias appropriate to reflect write-downs
determined to be necessary.

Factors such as slower inventory turnover due &mghs in competitors’ practices,
consumer preferences, consumer spending and unsdédsaveather patterns, among other
factors, could cause excess inventory requiringtgrehan estimated markdowns to entice
consumer purchases, resulting in an unfavorabl@dingn 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 Other Intangible AsseW.e amortize intangible assets over their estim
useful lives unless such lives are deemed indefitfiimpairment indicators are noted,
amortizable intangible assets are tested for impant based on projected undiscounted cash
flows, and, if impaired, written down to fair valbased on either discounted projected cash
flows or appraised values. Future cash flow prapastare based on management’s projections.
Significant judgments required in this testing @s& may include projecting future cash flows,
determining appropriate discount rates and oth&rraptions. Projections are based on
management’s best estimates given recent finaperédrmance, market trends, strategic plans
and other available information. Changes in thaesenates and assumptions could materially
affect the determination of fair value or impairrhdfuture indicators of impairment could re
in an asset impairment charge.

Under SFAS 142oodwill and Other Intangible Assetsve are required to test
goodwill and intangible assets with indefinite kvier impairment annually, or more frequently
if impairment indicators occur. The goodwill impaient test is a two-step process that requires
management to make judgments in determining wisatnagtions to use in the calculation. The
first step of the process consists of estimatimgféir value of our reporting unit based on
valuation techniques (including a discounted céshi model using revenue and profit foreca
and comparing that estimated fair value with tledrded carrying value, which includes
goodwill. If the estimated fair value is less thiha carrying value, a second step is performed to
compute the amount of the impairment by determimangimplied fair value” of goodwill. The
determination of the “implied fair value” of goodiwvould require us to allocate the estimated
fair value of our reporting unit to its assets &dabilities. Any unallocated fair value represents
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the “implied fair value” of goodwill, which wouldebocompared to its corresponding carrying
value. We are not currently projecting a declineash flows that could be expected to have an
adverse effect such as a violation of debt covenantuture impairment charges.

Property and EquipmentProperty and equipment are recorded at cost. Mlggour
assets into relatively homogeneous classes andaijlgnerovide for depreciation on a straight-
line basis over the estimated average useful filsaoh asset class, except for leasehold
improvements, which are amortized over the lesktdrenapplicable 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 digi@n and amortization accounts. The
valuation and classification of these assets aacs#isignment of useful depreciable lives
involves significant judgments and the use of estas.

Impairment of Long-lived Assetdle review the carrying value of all long-lived asse
for impairment at least annually, and whenever essenchanges in circumstances indicate that
the carrying value of an asset may not be recolerabaccordance with SFAS 144¢counting
for the Impairment or Disposal of Lo-Lived Assetswe review for impairment stores open for
approximately two years or more for which recershclows from operations are negative.
Impairment results when the carrying value of thgets exceeds the estimated undiscounted
future cash flows over the life of the lease. Gatimeate of undiscounted future cash flows over
the lease term is based upon historical operatibtise stores and estimates of future store
profitability which encompasses many factors thiatsabject to variability and are difficult to
predict. If a long-lived asset is found to be impdj the amount recognized for impairment is
equal to the difference between the carrying vahe the asset’s estimated fair value. The fair
value is estimated based primarily upon projectedré cash flows (discounted at our credit
adjusted riskree rate) or other reasonable estimates of farketaalue in accordance with U
GAAP. During the second quarter of 2009 we recorede-tax impairment charge of $5.0
million for certain store assets that we deemeduaktanpaired.

Insurance Liabilities We retain a significant portion of the risk farravorkers’
compensation, employee health insurance, genakality, property loss and automobile
coverage. These costs are significant primarilytdube large employee base and number of
stores. Provisions are made to these insurandétiegbon an undiscounted basis based on
actual claim data and estimates of incurred butewdrted claims developed using actuarial
methodologies based on historical claim trendhutifre claim trends deviate from recent
historical patterns, we may be required to recaditeonal expenses or expense reductions,
which could be material to our future financialuks.

Contingent Liabilities — Income Taxdscome tax reserves are determined using the
methodology established by FASB InterpretationA&;ounting for Uncertainty in Income
Taxes — An Interpretation of FASB Statement(1BEN 48”). FIN 48 requires companies to
assess each income tax position taken using atepgosocess. A determination is first made as
to whether it is more likely than not that the piosi will be sustained, based upon the technical
merits, upon examination by the taxing authoritiethe tax position is expected to meet the
more likely than not criteria, the benefit recordedthe tax position equals the largest amount
that is greater than 50% likely to be realized uplimate settlement of the respective tax
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position. Uncertain tax positions require deterrtiores and estimated liabilities to be made
based on provisions of the tax law which may bgexilio change or varying interpretation. If
our determinations and estimates prove to be imateuhe resulting 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 loss (upon verdictjadgment at trial, for examp
or in the case of a quickly negotiated settlement).

Lease Accounting and Excess Faciliti@he majority of our stores are subject to short-
term leases (usually with initial or current terais3 to 5 years) with multiple renewal options
when available. We also have stores subject tallia#suit arrangements with landlords, which
typically carry a primary lease term of 10 yeartgwmultiple renewal options. As of January 30,
2009, approximately 42% of our stores had provsi@mn contingent rentals based upon a
percentage of defined sales volume. We recogniagngent rental expense when the
achievement of specified sales targets is congidqam@bable. We recognize rent expense over
the term of the lease. We record minimum rentakegp on a straight-line basis over the base,
non-cancelable lease term commencing on the datevihtake physical possession of the
property from the landlord, which normally includegeriod prior to store opening to make
necessary leasehold improvements and install Sidoees. When a lease contains a
predetermined fixed escalation of the minimum remt recognize the related rent expense on a
straight-line basis and record the difference betwide recognized rental expense and the
amounts payable under the lease as deferred remant allowances, to the extent received, are
recorded as deferred incentive rent and amortigedraduction to rent expense over the term of
the lease. We reflect as a liability any differebeéween the calculated expense and the am
actually paid. Improvements of leased propertiesaanortized over the shorter of the life of the
applicable lease term or the estimated usefublifine 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 atmoce with SFAS 14@&\ccounting for Costs
Associated with Exit or Disposal Activiti(“SFAS 146”). Based on an overall analysis of store
performance and expected trends, management peailydevaluates the need to close
underperforming stores. Liabilities are establisaethe point of closure for the present value of
any remaining operating lease obligations, nestfr&ted sublease income, and at the
communication date for severance and other exiscas prescribed by SFAS 146. Key
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assumptions in calculating the liability include tiimeframe expected to terminate lease
agreements, estimates related to the subleasetipbtdrclosed locations, and estimation of
other related exit costs. If actual timing and ptitd termination costs or realization of sublease
income differ from our estimates, the resultindpilities could vary from recorded amounts.
These liabilities are reviewed periodically andustifd when necessary.

Share-Based Payment®ur sharézased stock option awards are valued on an incil
grant basis using the Black-SchoMstton closed form option pricing model. The apgiion of
this valuation model involves assumptions thatjagdgmental and highly sensitive in the
valuation of stock options, which affects compeiosaexpense related to these options. These
assumptions include an estimate of the fair vafieuo common stock (which is based on
externally prepared valuations by an unrelatedyp@stour stock is not currently publicly
traded), the term that the options are expectée toutstanding, an estimate of the volatility of
our stock price (which is based on a peer groypubficly traded companies), applicable inte
rates and the dividend yield of our stock. Othetdes involving judgments that affect the
expensing of share-based payments include estinf@tedure rates of share-based awards. If
our estimates differ materially from actual expece, we may be required to record additional
expense or reductions of expense, which could ldemahto our future financial results.

Fair Value Measurement8Ve measure fair value of assets and liabilitiesdoordance
with SFAS 157, which requires that fair values béednined based on the assumptions that
market participants would use in pricing the assdiability. SFAS 157 establishes a fair value
hierarchy that distinguishes between market paditi assumptions based on market data
obtained from sources independent of the repodimdgy (observable inputs that are classified
within Levels 1 and 2 of the hierarchy) and theoréipg entity’s own assumptions about market
participant assumptions (unobservable inputs dladsivithin Level 3 of the hierarchy).
Therefore, Level 3 inputs are typically based omitity’s own assumptions, as there is little, if
any, related market activity, and thus requiresuse of significant judgment and estimates.

Our fair value measurements are primarily assotiaién our derivative financial
instruments, intangible assets, property and egempnand to a lesser degree our investments.
The values of our derivative financial instrumesuts determined using widely accepted
valuation techniques, including discounted casWw #malysis on the expected cash flows of «
derivative. This analysis reflects the contractaais of the derivatives, including the period to
maturity, and uses observable markased inputs, including interest rate curves. Hirevalues
of interest rate swaps are determined using th&ehatandard methodology of netting the
discounted future fixed cash payments (or recegotg)the discounted expected variable cash
receipts (or payments). The variable cash recémptpayments) are based on an expectation of
future interest rates (forward curves) derived fralpservable market interest rate curves.

Derivative Financial Instrument$Ve account for derivative instruments in accordance
with SFAS 133Accounting for Derivative Instruments and Hedgirggiities, as amended and
interpreted. SFAS 133 establishes accounting gmattiag standards for derivative instruments,
including certain derivative instruments embeddedther contracts (collectively referred to as
derivatives), and for hedging activities. SFAS 18Quires that every derivative instrument be
recorded in the balance sheet as either an askability measured at its fair value, and that
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changes in the derivative’s fair value be recoghiz@rently in earnings unless specific hedge
accounting criteria are met. See “Fair Value Measunts” above for a discussion of derivative
valuations. Special accounting for qualifying heslgows a derivative’s gains and losses to
either offset related results on the hedged itetheénstatement of operations or be accumulated
in other comprehensive income, and requires ticahgany formally document, designate, and
assess the effectiveness of transactions thatveebedge accounting. We use derivative
instruments to manage our exposure to changingestteates, primarily with interest rate swe

In addition to making valuation estimates, we ddear the risk that certain derivative
instruments that have been designated as hedgesiaerdtly meet the strict hedge accounting
requirements of SFAS 133 may not qualify in theifatas “highly effective,as defined, as we
as the risk that hedged transactions in cash fiedgimg relationships may no longer be
considered probable to occur. Further, new intéagicns and guidance related to SFAS 133
may be issued in the future, and we cannot préakcpossible impact that such guidance may
have on our use of derivative instruments goingvérd.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT
MARKET RISK.

There have been no material changes to the disel®selating to this item from those
set forth in our Annual Report on Form 10-K for fiszal year ended January 30, 2009.

ITEM 4T. CONTROLS AND PROCEDURES.

(@)  Disclosure Controls and ProceduredUnder 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) promeldjainder the Securities Exchange Act of
1934, as amended (the “Exchange Act”). Based anetvluation, 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 Repog. There have been 1
changes in our internal control over financial mjpg (as defined in Exchange Act Rule 13a-15
(f)) during the quarter ended July 31, 2009 thaehaaterially affected, or are reasonably likely
to materially affect, our internal control overdimcial reporting.

PART II—OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS.

The information contained in Note 7 to the unawtitendensed consolidated financial
statements under the heading “Legal proceedingstageed in Part |, Item 1 of this Form 10-Q
is incorporated herein by this reference.
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ITEM 1A. RISK FACTORS.

Except for the amended and restated or additiasked rdentified below, there have been
no material changes to the disclosures relatirtgisoitem from those set forth in our Annual
Report on Form 10-K for the fiscal year ended Jan@8, 2009.

The fact that we have substantial debt could adveedy affect our ability to raise
additional capital to fund our operations, limit our ability to pursue our growth strategy or
to react to changes in the economy or our industrygxpose us to interest rate risk to the
extent of our variable rate debt and prevent us frem meeting our obligations under our
outstanding debt securities.

We have substantial debt, including a $2.3 bilsenior secured term loan facility which
matures on July 6, 2014, which we refer to as frerrh Loan Facility,” $.175 billion aggregat
principal amount of senior notes and $655.9 milkgigregate principal amount of senior
subordinated notes, which could have importantegusnces, including:

increasing difficulty in making payments on ourstahding debt
* increasing our vulnerability to general economid ardustry conditions

* requiring a substantial portion of our cash floanfr operations to be dedicated to the
payment of principal and interest on our indebtedntherefore reducing our ability
to use our cash flow to fund our operations, capipenditures and future business
opportunities or make dividends;

» exposing us to the risk of interest rate fluctuadias certain of our borrowings b
interest based on market interest rates;

» limiting our ability to obtain additional financinfgr working capital, capite
expenditures, debt service requirements, acquisittmd general corporate or other
purposes;

* limit our ability to pursue our growth strategy;c

» limiting our ability to adjust to changing marketrditions and placing us ai
competitive disadvantage compared to our compstidro are less highly leverag

In addition, the borrowings under the Term Loanilig@nd the senior secured asset-
based revolving credit facility of up to $1.031libih, subject to borrowing base availability,
which matures July 6, 2013, which we refer to &"“tkBL Facility” and, together with the Tel
Loan Facility, as the “Credit Facilities,” bearengst at variable rates and other debt we incur
also could be variable-rate debt. If market interates increase, variable-rate debt will create
higher debt service requirements, which could agblgraffect our cash flow. While we have
may in the future enter into agreements limiting @xposure to higher interest rates, any such
agreements may not offer complete protection freimrisk. We and our subsidiaries may be
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able to incur substantial additional indebtednegbe future, subject to the restrictions
contained in our Credit Facilities and the indeasugoverning our notes. If new indebtedness is
added to our current debt levels, the related tisatswe now face could intensify.

Our debt agreements contain restrictions that limitour flexibility in operating our
business.

Our Credit Facilities and the indentures goverrmognotes contain various covenants
that limit our ability to engage in specified typgfdransactions. These covenants limit our and
our restricted subsidiaries' ability to, among otinéngs:

* incur additional indebtedness, issue disqualiftedlsor issue certain preferred
stock;

» pay dividends and make certain distributions, itmests and other restricted
payments;

* create certain liens or encumbranc

» sell assets

» enter into transactions with our affiliate

* limit the ability of restricted subsidiaries to neagayments to us;

* merge, consolidate, sell or otherwise disposelairaubstantially all of ou
assets; and

* designate our subsidiaries as unrestricted sulsigl

A breach of any of these covenants could reswdtdeefault under the agreement
governing such indebtedness. Upon our failure tmtagn compliance with these covenants, the
lenders could elect to declare all amounts outstgnitiereunder to be immediately due and
payable and terminate all commitments to extenthéurcredit thereunder. If the lenders under
such indebtedness accelerate the repayment ofviags, we cannot assure you that we will
have sufficient assets to repay those borrowirgsyedl as our other indebtedness, including our
outstanding notes. We have pledged a significartiqgoof our assets as collateral under our
Credit Facilities. If we were unable to repay thasgounts, the lenders under our Credit
Facilities could proceed against the collaterahtgd to them to secure that indebtedness.
Additional borrowings under the ABL Facility wiilf excess availability under that facility is
less than a certain amount, be subject to thefaetiisn of a specified financial ratio.
Accordingly, our ability to access the full availélp under our ABL Facility may be
constrained. Our ability to meet this financialoatan be affected by events beyond our control,
and we cannot assure you that we will meet this eatd other covenants.

45




The current recession and general economic factorsay adversely affect our
financial performance and other aspects of our busess.

A further slowdown in the economy or other econoaunditions affecting disposable
consumer income, such as unemployment levelstimrlabusiness conditions, fuel and other
energy costs, consumer debt levels, lack of aveilef@dit, consumer confidence, interest rates,
tax rates and changes in tax laws, may adverstgtajur business by reducing overall
consumer spending or by causing customers totbleift spending to products other than those
sold by us or to products sold by us that are pesBtable than other product choices, all of
which could result in lower net sales, decreasasviantory turnover, greater markdowns on
inventory, and a reduction in profitability dueltover margins. Many of those factors, as we
commodity rates, transportation costs, costs afrlabsurance and healthcare, foreign exchange
rate fluctuations, lease costs, changes in othes #énd regulations and other economic factors,
also affect our cost of goods sold and our sellgemeral and administrative expenses, which
may adversely affect our sales or profitability. Wsve no control or limited ability to control
such factors.

In addition, many of the factors discussed abolmgawith current adverse global
economic conditions and uncertainties, the potemmipact of the current recession, the pote
for additional failures or realignments of finargrestitutions, and the related impact on
available credit may affect us and our supplie @ther business partners, landlords, and
customers in an adverse manner including, butimiteld to, reducing access to liquid funds or
credit (including through the loss of one or manancial institutions that are a part of our
revolving credit facility), increasing the costagdit, limiting our ability to manage interesteat
risk, increasing the risk of bankruptcy of our shigns, landlords or counterparties to or other
financial institutions involved in our credit faitiés and our derivative and other contracts,
increasing the cost of goods to us, and other adwvasnsequences which we are unable to fully
anticipate.

Our plans depend significantly on initiatives desiged to increase sales and improve
the efficiencies, costs and effectiveness of oureyptions, and failure to achieve or sustain
these plans could affect our performance adversely.

We have had, and expect to continue to have, tingis (such as those relating to
marketing, merchandising, promotions, sourcinginghiprivate brand, store operations and real
estate) in various stages of testing, evaluatiod,isplementation, upon which we expect to
to continue to improve our results of operationd famancial condition. These initiatives are
inherently risky and uncertain, even when testegessfully, in their application to our busin
in general. It is possible that successful testiag result partially from resources and attention
that cannot be duplicated in broader implementafl@sting and general implementation also
can be affected by other risk factors describedihghat reduce the results expected. Successful
systemwide implementation relies on consistendyaifiing, stability of workforce, ease of
execution, and the absence of offsetting factasdhn influence results adversely. Failure to
achieve successful implementation of our initiagiee the cost of these initiatives exceeding
management's estimates could adversely affectesults of operations and financial condition.
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Risks associated with the domestic and foreign supers from whom our products
are sourced could adversely affect our financial péormance.

The products we sell are sourced from a wide waoétlomestic and international
suppliers. In fact, our two largest suppliers acted for approximately 10% and 6%,
respectively, of our purchases in 2008. Nonetheleassupplier fails to deliver on key
commitments, we could experience merchandise siestinat could lead to lost sales.

We directly imported approximately 10% of our piasbs (measured at cost) in 2008,
but many of our domestic vendors directly imposithproducts or components of their prodt
Political and economic instability in the countriaswvhich foreign suppliers are located, the
financial instability of suppliers, suppliers' iaié to meet our supplier standards, issues with
labor practices of our suppliers or labor probléhey may experience (such as strikes), the
availability and cost of raw materials to suppliererchandise quality or safety issues, currency
exchange rates, transport availability and cofigtion, and other factors relating to the
suppliers and the countries in which they are ledtair from which they import are beyond our
control and could have negative implications farBescause a substantial amount of our
imported merchandise comes from China, a chantgeihinese currency or other policies
could negatively impact our merchandise costsdttiten, the United States' foreign trade
policies, tariffs and other impositions on imporgambds, trade sanctions imposed on certain
countries, the limitation on the importation of teém types of goods or of goods containing
certain materials from other countries and othetolis relating to foreign trade are beyond our
control. Disruptions due to labor stoppages, strikeslowdowns, or other disruptions involving
our vendors or the transportation and handlingsiries also may negatively affect our abilit
receive merchandise and thus may negatively astdes. These and other factors affecting our
suppliers and our access to products could adyeaffelct our financial performance. As we
increase our imports of merchandise from foreigmdegs, the risks associated with foreign
imports will increase.

All of our vendors and their products must complthvapplicable product safety laws.
We generally seek contractual indemnification arslirance coverage from our suppliers.
However, if we do not have adequate insurance airactual indemnification available, prodi
liability claims relating to products that are riéed, defective or otherwise harmful could have a
material adverse effect on our business, reputdfiimencial condition and results of operations.
Our ability to obtain indemnification from foreigruppliers may be hindered by the
manufacturers' lack of understanding of U.S. prodlability or other laws, which may make it
more likely that we be required to respond to ckaoncomplaints from customers as if we were
the manufacturer of the products. This could adlgraffect our reputation and our litigation
expenses could increase, each of which could havaterially negative impact on our results of
operations.

Our private brands may not achieve or maintain broa market acceptance and
increases the risks we face.

We have substantially increased the number of ouate brand items, and the program
is a sizable part of our future growth plans. Wkelve that our success in gaining and
maintaining broad market acceptance of our pribaaeds depends on many factors, including
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pricing, our costs, quality and customer perceptie may not achieve or maintain our
expected sales for our private brands. As a resuiitbusiness, financial condition and results of
operations could be materially and adversely aéfibct

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

Our business is subject to numerous federal, atatdocal laws and regulations. We
routinely incur costs in complying with these reggidns. New laws or regulations or changes in
existing laws and regulations, particularly thosgearning the sale of products, may require
extensive system and operating changes that meiffloeilt to implement and could increase
our cost of doing business. In addition, such ckamy new laws may require the write off and
disposal of existing product inventory, resultingsignificant adverse financial impact to the
Company. Untimely compliance or noncompliance apiplicable regulations or untimely or
incomplete execution of a required product recatl result in the imposition of penalties,
including loss of licenses or significant finesnoonetary penalties, in addition to reputational
damage.

We are subiject to the risk of product liability clams, including claims concerning
food and prepared food products.

The sale of food and prepared food products fordruoonsumption involves the risk of
injury to our customers. Such injuries may resuhf tampering by unauthorized third parties,
product contamination or spoilage, including thesence of foreign objects, substances,
chemicals, other agents, or residues introduceidgltine growing, storage, handling and
transportation phases. While we believe our fagdicomply in all material respects with all
applicable laws and regulations, we cannot be thateconsumption of our products will not
cause a health-related illness in the future drwheawill not be subject to claims or lawsuits
relating to such matters. Even if a product lidpitilaim is unsuccessful or is not fully pursued,
the negative publicity surrounding any assertiat tur products caused illness or injury could
adversely affect our reputation with existing atential customers.

Failure to attract and retain qualified employeesparticularly field, store and
distribution center managers, while controlling lakor costs, as well as other labor issues,
could adversely affect our financial performance.

Our future growth and performance depends on ailityaio attract, retain and motivate
gualified employees, many of whom are in positiatith historically high rates of turnover such
as field managers and distribution center managarsability to meet our labor needs, while
controlling our labor costs, is subject to manyeexal factors, including competition for and
availability of qualified personnel in a given matkunemployment levels within those markets,
prevailing wage rates, minimum wage laws, health@her insurance costs and changes in
employment and labor legislation (including chanigethe process for our employees to join a
union) or other workplace regulation (including obas in entitlement programs such as health
insurance and paid leave programs). To the extsigréficant portion of our employee base
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unionizes, or attempts to unionize, our labor costdd increase. Our ability to pass along labor
costs to our customers is constrained.

Also, our stores are decentralized and are mantgedgh a network of geographically
dispersed management personnel. Our inabilityfecgvely and efficiently operate our stores,
including the ability to control losses resultimgrh inventory and cash shrinkage, may
negatively affect our sales and/or operating psofit

Our profitability may be negatively affected by inventory shrinkage.

We are subject to the risk of inventory loss arefttiVe have experienced inventory
shrinkage in the past, and we cannot assure younitidences of inventory loss and theft will
decrease in the future or that the measures walarey will effectively address the problem of
inventory shrinkage. Although some level of invegtshrinkage is a necessary and unavoidable
cost of doing business, if we were to experieng@ér rates of inventory shrinkage or incur
increased security costs to combat inventory tloeit.financial condition could be affected
adversely.

We are dependent upon the smooth functioning of oudistribution network and the
timely receipt of inventory.

We rely upon the ability to replenish depleted meey through deliveries to our
distribution centers from vendors and from therthstion centers or direct ship vendors to our
stores by various means of transportation, inclyidimpments by sea and truck. Delays or
increases in transportation costs (including thioingreased fuel costs) could significantly
decrease our profits. In addition, labor shortageke transportation industry or long-term
disruptions to the national and international tpamtation infrastructure that lead to delays or
interruptions of service could negatively affeetnsportation costs and would adversely affect
our business.

Our planned future growth will be impeded, which wauld adversely affect sales, if
we cannot open new stores on schedu

Our growth is dependent on both increases in salesisting stores and the ability to
open profitable new stores. Increases in salegigtieg stores are dependent on factors such as
competition, merchandise selection, store operst@mnd other factors discussed in these Risk
Factors. Our ability to timely open new stores tmdxpand into additional market areas
depends in part on the following factors: the alallty of attractive store locations; the absence
of occupancy delays; the ability to negotiate fade lease terms; the ability to hire and train
new personnel, especially store managers in aetfesttive manner; the ability to identify
customer demand in different geographic areas;rgeaeonomic conditions; and the
availability of sufficient funds for expansion. daldition, many of these factors affect our ability
to successfully relocate stores. Many of thesefacre beyond our control. In addition, our
substantial debt, particularly combined with theer tightening of the credit markets, has r
it more difficult for our real estate developerotutain loans for our build-to-suit stores and to
locate investors for those properties after thexel@een developed. If this trend continues, it
could materially adversely impact our ability toeopbuild-to-suit stores in desirable locations.

49




Delays or failures in opening new stores, or adhgeplower than expected sales in new
stores, or drawing a greater than expected prapodi sales in new stores from existing stores,
could materially adversely affect our growth angioofitability. In addition, we may not
anticipate all of the challenges imposed by theaegn of our operations and, as a result, may
not meet our targets for opening new stores, retimader relocating stores or expanding
profitably.

Some of our new stores may be located in areasewherhave little or no meaningful
experience. Those markets may have different catiygetonditions, market conditions,
consumer tastes and discretionary spending patieansour existing markets, which may cause
our new stores to be less successful than stoimg iaxisting markets.

Some of our new stores will be located in areasreviage have existing units. Although
we have experience in these markets, increasinguhmer of locations in these markets may
result in inadvertent over-saturation of markets samporarily or permanently divert customers
and sales from our existing stores, thereby adiyeadtecting our overall financial performance.

Because our business is seasonal to a certain extavith the highest volume of net
sales during the fourth quarter, adverse events dung the fourth quarter could materially
affect our financial statements as a whole.

We generally recognize our highest volume of nktssduring the Christmas selling
season, which occurs in the fourth quarter of moal year. In anticipation of this holiday, we
purchase substantial amounts of seasonal inveatahhire many temporary employees. An
excess of seasonal merchandise inventory couldt resur net sales during the Christmas
selling season were to fall below either seasoaahs or expectations. If our fourth quarter
sales results were substantially below expectatimmsfinancial performance and operating
results could be adversely affected by unanticgpatarkdowns, especially in seasonal
merchandise. Lower than anticipated sales in théstdias selling season would also negatively
affect our ability to absorb the increased seasiabalr costs.

We face intense competition that could limit our gowth opportunities and adversel
impact our financial performance.

The retail business is highly competitive. We ofeeia the basic consumer packaged
goods market, which is competitive with respeqprice, store location, merchandise quality,
assortment and presentation, in-stock consistemzycustomer service. This competitive
environment subjects us to the risk of adverse ahfmaour financial performance because of
lower prices, and thus the lower margins, requicechaintain our competitive position. Also,
companies operating in the basic consumer packgoeds market (due to customer
demographics and other factors) may have limitelityato increase prices in response to
increased costs (including, but not limited to, d@nprice increases). This limitation may
adversely affect our margins and financial perfaroga We compete for customers, employees,
store sites, products and services and in otheoritapt aspects of our business with many other
local, regional and national retailers. We compéth retailers operating discount, mass
merchandise, outlet, warehouse, club, grocery,,drogvenience, variety and other specialty
stores. Certain of our competitors have greatamfral, distribution, marketing and other
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resources than we do and may be able to secusr bethngements with suppliers than we can.
These other competitors compete in a variety ofswmgcluding aggressive promotional
activities, merchandise selection and availabiiryvices offered to customers, location, store
hours, in-store amenities and price. If we faitdepond effectively to competitive pressures and
changes in the retail markets, it could advers#ctour financial performance.

Competition for customers has intensified in regesars as larger competitors have
moved into, or increased their presence in, ougggahic markets. We remain vulnerable to the
marketing power and high level of consumer recagmiof these larger competitors and to the
risk that these competitors or others could venteour industry in a significant way.
Generally, we expect an increase in competition.

Natural disasters, unusually adverse weather conddns, pandemic outbreaks,
boycotts and geo-political events could adverselyfact our financial performance.

The occurrence of one or more natural disastech as hurricanes and earthquakes,
unusually adverse weather conditions, pandemicreakis, boycotts and geo-political events,
such as civil unrest in countries in which our digyp are located and acts of terrorism, or
similar disruptions could adversely affect our @iens and financial performance. To the
extent these events result in physical damagedamomore of our properties, particularly on
more of our distribution centers, our operationd famancial performance could be materially
adversely affected. In addition, these events coegdlt in increases in fuel (or other energy)
prices or a fuel shortage, the temporary or permiaciesure of one or more of our stores or
distribution centers, delays in opening new stadtestemporary lack of an adequate work force
in a market, the temporary or lomgrm disruption in the supply of products from sdowal anc
overseas suppliers, the temporary disruption irtrdmesport of goods from overseas, delay in
delivery of goods to our distribution centers arss, the temporary reduction in the availability
of products in our stores and disruption to ouoiinfation systems. These events also can have
indirect consequences such as increases in the @asisurance following a destructive
hurricane season. These factors could otherwisepdiand adversely affect our operations and
financial performance.

If we fail to protect our brand name, competitors nay adopt tradenames that dilute
the value of our brand name.

We may be unable or unwilling to strictly enforae e6rademark in each jurisdiction in
which we do business. Also, we may not always e @mbsuccessfully enforce our trademarks
against competitors, or against challenges by stl@@ur failure to successfully protect our
trademarks could diminish the value and efficacpufbrand recognition, and could cause
customer confusion, which could, in turn, adversdfgct our sales and profitability.

Our success depends on our executive officers anther key personnel. If we lose
key personnel or are unable to hire additional quafied personnel, our business may be
harmed.

Our future success depends to a significant demrebe skills, experience and efforts of
our executive officers and other key personnel. [bks of the services of any of our executive
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officers, particularly Richard W. Dreiling, our @&fiExecutive Officer, could have a material
adverse effect on our operations. Our future sscegsalso depend on our ability to attract and
retain qualified personnel and a failure to atteaud retain new qualified personnel could have
an adverse effect on our operations. We do noentlyr maintain key person life insurance
policies with respect to our executive officerkey personnel.

We face risks related to protection of customers'redit card data.

In connection with credit card sales, we transmoitfilential credit card information.
Third parties may have the technology or know-howreach the security of this customer
information, and our security measures and thoseiofechnology vendors may not effectively
prohibit others from obtaining improper accesshie information. Any security breach could
expose us to risks of data loss, litigation anbiliity and could seriously disrupt our operations
and any resulting negative publicity could sigrafitly harm our reputation.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS .

Pursuant to the terms of a Management Stockholdereement with us and Buck
Holdings, L.P., each of our shareholders agreedstiereholder action may be taken without a
meeting, without prior notice and without a vota Wvritten consent setting forth the action te
is signed by shareholders having not less thamthenum number of votes that would be
necessary to authorize the action at a meetingcansented to the taking of any action in such
manner. In addition, pursuant to the terms ofMlamagement StockholderAgreement, each
our shareholders appointed Buck Holdings, L.P.ienduthorized representatives and designees
as proxy and attorney-in-fact to exercise the dt@der’s right to vote all of his or her shares of
our common stock for the purpose of electing angy @nmore members to our Board. Pursuant
to this proxy, Buck Holdings, L.P. must vote on &klof each such shareholder in the same
manner as Buck Holdings, L.P. votes its own shimethe purpose of electing any one or more
members to our Board.

On May 28, 2009, acting by written consent withauheeting in reliance upon the ab
provisions, Buck Holdings, L.P., which owns 553,420 shares of our common stock as of
such date (or approximately 99% of our then outitapcommon stock), acting both in its
capacity as shareholder and in its capacity asypaiod attorney-in-fact, voted all shares
(553,400,020 held by Buck Holdings, L.P. and 3,833,shares subject to the proxy) to re-elect
each member of our Board of Directors (namely, RidiW. Dreiling, Raj Agrawal, Michael M.
Calbert, and Adrian Jones) for a term of one yeamtil the election of each such director’s
successor or until each such person’s earliermasimn, removal or death.
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ITEM 5. OTHER INFORMATION.

On September 8, 2009, the Company’s Board of Doreadeclared a special
dividend on the Company’s outstanding common std&0.43 per share, or approximately
$239.3 million in the aggregate, payable on or teefdeptember 11, 2009 to shareholders of
record on September 8, 2009. Pursuant to the tefe Companys stock option plans, holde
of stock options will receive either a pro-rataustiment to the terms of their shdrased awarc
or a cash payment in substitution for such adjustras a result of the dividend.

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 headings “Management’s Discussion and
Analysis of Financial Condition and Results of Ggiems” and “Note 7. Commitments and
Contingencies,” among others. You can identify ¢h&mtements because they are not solely
statements of historical fact or they use wordhas“may,” “will,” “should,” “expect,”
“believe,” “anticipate,” “project,” “plan,” “expegt “estimate,” “objective,” “intend,”

“continue,” “potential,” “predict” or “could,” or snilar expressions that concern our strategy,
plans or intentions or our beliefs about futurewoences. For example, all statements relatil
our estimated and projected earnings, costs, expeasl cash flows, financial results, or
liquidity, our plans and objectives for future oggons, growth or initiatives, our strategies, the
expected outcome or impact of pending or threatéhgdtion, and expectations regarding a
possible reduction in the reserve for uncertainpt@asitions are forward-looking statements.

All forward-looking statements are subject to rigks&l uncertainties that may change at
any time. We derive many of our forward-lookingtstaents from our operating budgets and
forecasts, which are based on many detailed asgumsphat we believe are reasonable.
However, it is very difficult to predict the impaat known factors, and it is impossible for us to
anticipate all factors that could affect our actgslults. Important factors that could cause actual
results to differ materially from the expectation®ur forward-looking statements (“cautionary
statements”) include, without limitation:

» failure to successfully execute our growth strajeggiuding delays in stor
growth, difficulties executing sales and operatingfit margin initiatives and
inventory shrinkage reduction;

» the failure of our new store base to achieve salesoperating levels consiste
with our expectations;

» risks and challenges in connection with sourcingam@&ndise from domestic al
foreign vendors;

» our level of success in gaining and maintainingadronarket acceptance of our
private brands;

» unfavorable publicity or consumer perception of products:

* our debt levels and restrictions in our debt age@s)

* economic conditions, including their effect on fimancial and capital market
our suppliers and business partners, employmealdesonsumer demand,
spending patterns, inflation and the cost of goods;

* levels of inventory shrinkag:

» seasonality of our busines

* increases in costs of fuel or other energy, trartapon or utilities costs and
the costs of labor, employment and health care;

» the impact of governmental laws and regulationstaecbutcomes of leg
proceedings;

» disruptions in our supply chain;

* damage or interruption to our information syste
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changes in the competitive environment in our imguand the markets where
operate;

natural disasters, unusually adverse weather dondjtpandemic outbreak
boycotts and geo-political events;

the incurrence of material uninsured losses or$stee insurance cosi

our failure to protect our brand nan

our loss of key personnel or our inability to haeditional qualified personne
our failure to maintain effective internal contrc

the factors disclosed und“Risk Factor” in Part I, Iltem 1A of this report and
Part I, Item 1A of our Annual Report on Form 104f the fiscal year ended
January 30, 2009; and

the factors disclosed elsewhere in this documentyding without limitation in
conjunction with the forward-looking statementsriselves and under the
heading “Critical Accounting Policies and Estimé&jes

All forward-looking statements are expressly quedifin their entirety by these
cautionary statements as well as other cautionatgreents that we make from time to time in
our other SEC filings and public communicationsu¥ahould evaluate all of our forward-
looking statements in the context of these riskbwarcertainties.

We caution you that the important factors refereragove may not contain all of the
factors that are important to you. In addition, s@@not assure you that we will realize the
results or developments we expect or anticipatewan if substantially realized, that they will
result in the consequences or affect us or ouratipers in the way we expect. The forward-
looking statements included in this report are mag as of the 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: September 10, 2009 By: /s/ David M. Tehle

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

Appointment of Successor Agent and Amendment No.the ABL Credit Agreemer
entered into as of July 31, 2009, by and amongdlfieGroup/Business Credit, Inc.,
Wells Fargo Retail Finance, LLC, Dollar General @mation and the Subsidiary
Borrowers and the Lenders signatory thereto (inm@tied by reference to Exhibit 99 to
Dollar General Corporation's Current Report on F8rhdated July 31, 2009, filed wi
the SEC on August 4, 2009 (file number 001-11421)).

Certifications of CEO and CFO under Exchange AdeRi3a-14(a).

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