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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

QUARTERLY REPORT
PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended July 30, 2010
Commission File Number: 00111421
DOLLAR GENERAL CORPORATION

(Exact name of Registrant as specified in its ara

TENNESSEE 61-0502302
(State or other jurisdiction of (LR.S. Employer
incorporation or organization Identification No.)

100 MISSION RIDGE
GOODLETTSVILLE, TN 37072

(Address of principal executive offices, zip cc

Registrant’s telephone number, including area code:(615) 854000

Indicate by check mark whether the Registrant ék)filed all reports required to be fil
by Section 13 or 15(d) of the Securities Exchangeoh 1934 during the preceding 12 months
(or for such shorter period that the Registrant segslired to file such reports), and (2) has been
subject to such filing requirements for the pastig@s. Yes [X] No|[ ]

Indicate by check mark whether the Registrant bbsngted electronically and posted
its corporate Web site, if any, every InteractivadFile required to be submitted and posted
pursuant to Rule 405 of Regulation S-T during trexpding 12 months (or for such shorter
period that the Registrant was required to subndt@ost such files). Yes|[ ] No| ]

Indicate by check mark whether the Registrantlésge accelerated filer, an accelerated
filer, a non-accelerated filer, or a smaller repgricompany. See the definitions of “large
accelerated filer,” “accelerated filer,” and “snaalleporting company” in Rule 12b-2 of the
Exchange Act.

Large accelerated filer [ Accelerated filer [ ]
Non-accelerated filer [X Smaller reporting company [ ]

Indicate by check mark whether the Registrantsbedl company (as defined in Rule
12b-2 of the Exchange Act). Yes[ ] No [X]

The registrant had 341,038,564 shares of commah staistanding on August 24, 20:




PART I—FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS.

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

July 30, January 29,
2010 2010
ASSETS (Unaudited) (see Note 1
Current asset:
Cash and cash equivalel 281,42: $ 222,07¢
Merchandise inventorie 1,738,43 1,519,57¢
Income taxes receivab - 7,54z
Prepaid expenses and other current a: 114,82« 96,252
Total current asse 2,134,68 1,845,44!
Net property and equipme 1,377,63 1,328,38t
Goodwill 4,338,58! 4,338,58!¢
Intangible assets, n 1,268,99 1,284,28:
Other assets, n 59,58! 66,812
Total asset 9,179,47. $ 8,863,51¢
LIABILITIES AND SHAREHOLDERS ' EQUITY
Current liabilities:
Current portion of lon-term obligations 1,59t $ 3,671
Accounts payabl 941,74 830,95:
Accrued expenses and ott 321,67 342,29(
Income taxes payab 14,86+ 4,52t
Deferred income taxe 39,28’ 25,061
Total current liabilities 1,319,16! 1,206,50(
Long-term obligation: 3,350,80 3,399,71!
Deferred income taxe 532,31: 546,17
Other liabilities 279,42: 302,34¢
Commitments and contingenci
Redeemable common sto 14,92% 18,48¢
Shareholder equity:
Preferred stoc - -
Common stocl 298,39¢ 298,01
Additional paic-in capital 2,933,841 2,923,37
Retained earning 480,26t 203,07t
Accumulated other comprehensive | (29,667 (34,1679
Total shareholde’ equity 3,682,84 3,390,29¢
Total liabilities and sharehold¢ equity 9,179,47. $ 8,863,51!

See notes to condensed consolidated financialms&ates.




DOLLAR GENERAL CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF INCOME

(Unaudited)
(In thousands, except per share amounts)

For the 13 weeks ends

For the 26 weeks ends

July 30, July 31, July 30, July 31,
2010 2009 2010 2009

Net sales $ 3,214,15! $ 2,901,90 $ 6,325,46¢ $ 5,681,84
Cost of goods sol 2,178,171 1,995,86! 4,289,73: 3,920,44.
Gross profit 1,035,97¢ 906,04: 2,035,73! 1,761,40(
Selling, general and administrative

expense: 735,22 672,82¢ 1,444,25! 1,303,31«
Operating profit 300,757 233,217 591,48( 458,08¢
Interest incom (32) (15) (38) (109)
Interest expens 69,33( 89,94¢ 141,34¢ 179,18(
Other (income) expen: 6,52¢ (2,395 6,671 (728)
Income before income tax 224,93 145,68: 443,49¢ 279,74
Income taxe: 83,73¢ 52,092 166,30¢ 103,147
Net income $ 141,19t $ 93,59( $ 277,197 $ 176,59¢
Earnings per shar
Basic $ 0.41 $ 0.2¢ $ 0.81 $ 0.5€
Diluted $ 0.41 $ 0.2¢ $ 0.8C $ 0.55
Weighted average shares outstand
Basic 341,00: 317,94: 340,91( 317,901
Diluted 344,74¢ 319,50¢ 344,57 318,90:

See notes to condensed consolidated financialrs&tes.




DOLLAR GENERAL CORPORATION AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
(In thousands)

For the 26 weeks ends

July 30, July 31,
2010 2009
Cash flows from operating activitie
Net income 277,19: $ 176,59¢
Adjustments to reconcile net income to net caskigea by
operating activities
Depreciation and amortizatic 126,15¢ 131,06¢
Deferred income taxe (4,860 12,56¢
Tax benefit of stock optior (5,387 (262)
Non-cash shar-based compensatic 8,36¢ 6,10¢
Loss on debt retirement, r 6,387 -
Other nor-cash gains and loss 6,46¢ 8,141
Change in operating assets and liabilit
Merchandise inventorie (219,589 (136,267)
Prepaid expenses and other current a: (15,827 (4,109
Accounts payabl 113,97¢ 113,97¢
Accrued expenses and ott (40,259 (75,319
Income taxe: 23,26¢ 12,63¢
Other (1,010 (1,280
Net cash provided by operating activit 274,88: 243,86!
Cash flows from investing activitie
Purchases of property and equipm (163,059 (107,309
Proceeds from sale of property and equipn 544 322
Net cash used in investing activiti (162,514 (106,98
Cash flows from financing activitie
Issuance of common sto 401 2,01¢
Issuance of lor-term obligation: - 1,08(
Repayments of lor-term obligations (58,137 (1,539
Repurchases of equi (725) (1,329
Proceeds from exercise of stock optir 50 -
Tax benefit of stock optior 5,387 262
Net cash provided by (used in) financing activi (53,029 49¢
Net increase in cash and cash equival 59,34¢ 137,38
Cash and cash equivalents, beginning of pe 222,07¢ 377,99!
Cash and cash equivalents, end of pe $ 281,42: $ 515,37!
Supplemental schedule of I-cash investing and financing activitie
Purchases of property and equipment awaiting psitg$or payment,
included in Accounts payab $ 27,20¢ $ 15,38

See notes to condensed consolidated financialns&tes




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

1. Basis of presentation

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 thnited 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.&AAor those normally made in the
Company’s Annual Report on Form 10-K. Accordindhg reader of this Quarterly Report on
Form 10-Q should refer to the Company’s Annual Repo Form 10K for the fiscal year ends
January 29, 2010 for additional information.

The Company’s fiscal year ends on the Friday clase3anuary 31. Unless the context
requires otherwise, references to years contaiaegirhpertain to the Company’s fiscal year.
The Company’s 2010 fiscal year will end on JanZ8y2011 and its 2009 fiscal year ended on
January 29, 2010.

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 2010 and results of operations for the 13-
week and 26-week accounting periods ended Jul2@D) and July 31, 2009 have been made.

The condensed consolidated balance sheet as arya2fdy 2010 has been derived from
the audited consolidated financial statementsaitdhte but does not include all of the
information and notes required by U.S. GAAP for pbete 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 anefiweted 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 yeHBine interim LIFO calculations are subject to
adjustment in the final yeand LIFO inventory valuation. The Company recortddeD charge
(credits) of $0.7 million and $(0.3) million in tmespective 13-week periods, and $0.7 million
and $0.5 million in the respective 26-week periagjed July 30, 2010 and July 31, 2009. In
addition, ongoing estimates of inventory shrinkagd initial markups and markdowns are




included in the interim cost of goods sold caldolat Because the Compé's business i
moderately seasonal, the results for interim perer@ not necessarily indicative of the resul
be expected for the entire year.

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

In June 2009, the FASB issued new accounting gaelaglating to variable interest
entities. This standard amends previous standaudisemuires an enterprise to perform an
analysis to determine whether the enterprise’sabégiinterest or interests give it a controlling
financial interest in a variable interest entityesifies updated criteria for determining the
primary beneficiary, requires ongoing reassessnwnigether 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. This
standard was effective as of January 30, 201(elgening of the Company’s 2010 fiscal year.
The impact of the adoption of this guidance onGloenpany’s condensed consolidated financial
statements was not material.

2. Comprehensive income

Comprehensive income consists of the following:

13 Weeks Ende 26 Weeks Ende
July 30, July 31, July 30, July 31,

(in thousands 2010 2009 2010 2009
Net income $ 141,19 $ 9359 $ 27719 $ 176,59
Unrealized net gain on hedged transactions, net of

income tax expense of $66, $2,437, $3,467

$1,514, respectively (see Note 104 3.80% 4.50( 2 .80¢
Comprehensive incon $ 141200 $ 9739; $ 28169. $ 17940:

3. Earnings per share

Earnings per share is computed as follows (in thods, except per share data):

13 Weeks Ended July 30, 20 13 Weeks Ended July 31, 20
Net Per Share Net Per Share
Income Shares Amount Income Shares Amount
Basic earnings per she $ 141,198 341,001 $ 041 $ 93,59C 317,94: $ 0.2¢
Effect of dilutive share-based
awards 3,745 1,562
Diluted earnings per sha $141,198 344746 $ 041 $ 93,59C 319,50¢ $ 0.2¢




26 Weeks Ended July 30, 20 26 Weeks Ended July 31, 20

Net Per Share Net Per Share
Income Shares Amount Income Shares Amount
Basic earnings per she $277,19: 340910 $ 081 $ 176,59¢ 317,907 $ 0.5€
Effect of dilutive share-based
awards 3,662 995
Diluted earnings per sha $277,197 344572 $ 080 $ 176,59¢ 318,902 $ 0.5t

Basic earnings per share is computed by dividingno®me by the weighted average
number of shares of common stock outstanding duhagperiod. Diluted earnings per share is
determined based on the dilutive effect of stodkoms using the treasury stock method.

Options to purchase shares of common stock that agstanding at the end of the
respective periods, but were not included in thepmatation of diluted earnings per share
because the effect of exercising such options wbaldntidilutive, were 0.4 million in each of
the 13-week periods ended July 30, 2010 and Jylg@19, respectively.

4, Income taxes

Under the accounting standards for income taxesasset and liability method is used
for computing the future income tax consequences/ehts that have been recognized in the
Company’s consolidated financial statements ornmetax returns.

Income tax reserves are determined using the melihgyl established by accounting
standards for income taxes which require companiassess each income 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 uportéhbnical 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.

The Internal Revenue Service (“IRS”) is examinihg Company’s federal income tax
returns for fiscal years 2005 and 2006. The 20@4eamlier years are not open for examination.
The 2007, 2008 and 2009 fiscal years, while natetuly under examination, are subject to
examination at the discretion of the IRS. The Camydaas various state income tax
examinations that are currently in progress. Thienesed liability related to these state income
tax examinations is included in the Compangserve for uncertain tax positions. Generdatly
Company’s tax years ended in 2006 and later reo@m for examination by the various state
taxing authorities.

As of July 30, 2010, the total reserves for unceri@x benefits, interest expense related
to income taxes and potential income tax penaltige $48.3 million, $9.1 million and $1.2
million, respectively, for a total of $58.6 millio®f this amount, $57.5 million is reflected in
noncurrent Other liabilities in the condensed ctidated balance sheet with the remaining $1.1
million reducing deferred tax assets related toopetrating loss carry forwards. The reserve for
uncertain tax positions decreased during the 2&wweedod ended July 30, 2010 by $19.3
million due principally to the reduction of a lidiby associated with an accounting method




utilized by the Company for income tax return fijipurposes. The Company believes
reasonably possible that the reserve for uncetdaipositions may be reduced by approxima
$19.4 million in the coming twelve months princilyads a result of the settlement of currently
ongoing state income tax examinations and theipated filing of an income tax accounting
method change request that is expected to resalveus uncertainties related to accounting
methods employed by the Company. The full amouthisfreasonably possible change is
included in noncurrent Other liabilities in the demsed consolidated balance sheet as of July
30, 2010. Also, as of July 30, 2010, approxima$d9.1 million of the reserve for uncertain tax
positions would impact the Company’s effective imeotax rate if the Company were to
recognize the tax benefit for these positions.

The effective income tax rate for the periods entldg 30, 2010 and July 31, 2009 were
37.2% and 35.8 %, respectively, for the 13-weelkoplsr and 37.5% and 36.9%, respectively,
for the 26-week periods. The increase in the tex0&1.4% for the 13-week period and 0.6%
for the 26-week period is due principally to anustiment to a deferred tax valuation allowance
associated with state income taxes. While bot2€3® periods and the 2009 periods included a
decrease in the valuation allowance (which redtleeeffective income tax rate), the 2010
decrease was smaller than the decrease that odcar28009.

5. Current and long-term obligations

On May 6, 2010, the Company repurchased in the omeket $50.0 million aggregate
principal amount of 10.625% senior notes due 2@¥bpice of 111.0% plus accrued and
unpaid interest. The pretax loss on this transacaifds6.5 million is reflected in the Company’s
condensed consolidated statement of income fot3h@eek and 26-week periods ended
July 30, 2010.

6. Assets and liabilities measured at fair value

Fair value is a market-based measurement, nottég-epecific measurement.
Therefore, a fair value measurement should be mi@ted based on the assumptions that market
participants would use in pricing the asset oriliighh As a basis for considering market
participant assumptions in fair value measureméaitsyalue accounting standards establish a
fair value hierarchy that distinguishes betweenketgparticipant assumptions based on market
data obtained from sources independent of the tiegagntity (observable inputs that are
classified within Levels 1 and 2 of the hierarchpyl the reporting entity’s own assumptions
about market participant assumptions (unobseniaplés classified within Level 3 of the
hierarchy).

The Company has determined that the majority ofrthats used to value its derivative
financial instruments using the income approadhafahin Level 2 of the fair value hierarchy.
However, the credit valuation adjustments assatiaiéh its derivatives utilize Level 3 inputs ,
such as estimates of current credit spreads taiaeathe likelihood of default by itself and its
counterparties. As of July 30, 2010, the Comparsydssessed the significance of the impact of
the credit valuation adjustments on the overaliaabn of its derivative positions and has
determined that the credit valuation adjustmergsat significant to the overall valuation of its




derivatives. As a result, the Company has claskifgederivative valuations, as discusse

detail in Note 7, in Level 2 of the fair value laechy. The Company’s long-term obligations
classified in Level 2 of the fair value hierarchy &alued at cost. The Company does not have
any fair value measurements using significant ueniable inputs (Level 3) as of July 30, 2010.

Quoted Prices in

Active Markets Significant
for Identical Other Significant
Assets and Observable Unobservable Balance at
Liabilities Inputs Inputs July 30,
(In thousands (Level 1) (Level 2) (Level 3) 2010
Assets:
Trading securities (¢ $ 7,926 3% - $ - $ 7,92¢
Liabilities:
Long-term obligations (b 3,425,161 21,914 - 3,447,07!
Derivative financial instruments ( - 49,714 - 49,71«
Deferred compensation ( 15,276 - - 15,27¢

(a) Reflected at fair value in the condensed consaiiablance sheet as Prepaid expenses and othemtcassets of
$2,063 and Other assets, net of $5,863.

(b) Reflected at book value in the condensed conselitlalance sheet as Current portion of lterga obligations o
$1,595 and Long-term obligations of $3,350,807.

(c) Reflected in the condensed consolidated balanaat slsenon-current Other liabilities.

(d) Reflected at fair value in the condensed consdauiatlance sheet as Accrued expenses and othentcurr
liabilities of $2,063 and nc-current Other liabilities of $13,21

7. Derivatives and hedging activities

The Company records all derivatives on the balasheet at fair value. The accounting
for changes in the fair value of derivatives deemnid the intended use of the derivative, whe
the Company has elected to designate a derivatiaehedging relationship and apply hedge
accounting and whether the hedging relationshipshtisfied the criteria necessary to apply
hedge accounting. Derivatives designated and guajifas a hedge of the exposure to changes
in the fair value of an asset, liability, or firmramitment attributable to a particular risk, susl
interest rate risk, are considered fair value hedDerivatives designated and qualifying as a
hedge of the exposure to variability in expectadrei cash flows, or other types of forecasted
transactions, are considered cash flow hedgesv@ieres may also be designated as hedges of
the foreign currency exposure of a net investmeatforeign operation. Hedge accounting
generally provides for the matching of the timirfggain or loss recognition on the hedging
instrument with the recognition of the changedmfair value of the hedged asset or liability
that are attributable to the hedged risk in avalue hedge or the earnings effect of the hedged
forecasted transactions in a cash flow hedge. Tdmepgany may enter into derivative contracts
that are intended to economically hedge a certaitign of its risk, even though hedge
accounting does not apply or the Company electsonapply the hedge accounting standards.

Risk management objective of using derivatives

The Company is exposed to certain risks arisingnfboth its business operations and
economic conditions. The Company principally masatgeexposures to a wide variety of
business and operational risks through managenfiéstaore business activities. The Company




manages economic risks, including interest rag@jdity, and credit risk, primarily by managi

the amount, sources, and duration of its debt fundnd 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 by interest rates. The Company’s
derivative financial instruments are used to mardifferences in the amount, timing, and
duration of the Company’s known or expected cashiptés and its known or expected cash
payments principally related to the Company’s barngs.

The Company is exposed to certain risks arisingnfumcertainties of future market
values caused by the fluctuation in the pricesoofimodities. From time to time the Company
may enter into derivative financial instrumentptotect against future price changes related to
these commodity prices.

Cash flow hedges of interest rate risk

The Company'’s objectives in using interest ratévdéives are to add stability to interest
expense and to manage its exposure to interestn@tements. To accomplish this objective,
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 Companyintpfxed-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
gualify as cash flow hedges is recorded in Accutedl@ther comprehensive income (loss) (
referred to as “OCI”) and is subsequently reclasgiinto earnings in the period that the hedged
forecasted transaction affects earnings. Durind.8yeveek and 26-week periods ended July 30,
2010 and July 31, 2009, such derivatives were tsbeédge the variable cash flows associated
with existing variable-rate debt. The ineffectivargon of the change in fair value of the
derivatives is recognized directly in earnings.

As of July 30, 2010, the Company had three intaastswaps with a combined notional
value of $1.07 billion that were designated as d¢st hedges of interest rate risk. Amounts
reported in Accumulated other comprehensive ldsda@ 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. The Company continues torteépe net gain or loss related to the
discontinued cash flow hedge in OCI, and such agt gr loss is expected to be reclassified
earnings during the original contractual termshef $wap agreement as the hedged interest
payments are expected to occur as forecasted. douminnext 52-week period, the Company
estimates that an additional $36.3 million willfeelassified as an increase to interest expense
for all of its interest rate swaps.




Non-designated hedges of commodity ris

Derivatives not designated as hedges are not sgge@iand are used to manage the
Company’s exposure to commodity price risk but dbmeet strict hedge accounting
requirements. Changes in the fair value of denrestinot designated in hedging relationships
recorded directly in earnings. As of July 30, 20tb@ Company had no such non-designated
hedges. As of July 31, 2009, the Company had cesebiuel commodity swap hedging mon
usage of diesel fuel through January 2010 withta @6 million gallons notional during the
remaining term that was not designated as a hedgejualifying hedging relationship.

The tables below present the fair value of the Camgjs derivative financial instrumer
as well as their classification on the condensewsalidated balance sheets as of July 30, 2010
and January 29, 2010 (in thousands):

Tabular Disclosure of Fair Values of Derivative Insruments

Asset Derivatives Liability Derivatives
Balance Sheet Balance Sheet
Classification Fair Value Classification Fair Value
Derivatives designated as hedgin
instruments
Interest rate swap
As of July 30, 201( Other liabilities  $ 49,71«
As of January 29, 201 Other liabilities  $ 57,05¢

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 30, 2@dQuly 31, 2009 (in thousands):

Tabular Disclosure of the Effect of Derivative Instuments on the Condensed Consolidated Statement lmfcome
For the 13-weeks ended July 30, 2010

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
Recognized in  Location of Gain or Accumulated (Ineffective Portion (Ineffective Portion
Derivatives in OCl on Loss Reclassified OCl into and Amount and Amount
Cash Flow Derivative from Accumulated Income Excluded from Excluded from
Hedging (Effective OCl into Income (Effective Effectiveness Effectiveness
Relationships Portion) (Effective Portion) Portion) Testing) Testing)
Other (income)
Interest Rate Sway $ 10,892 Interest expens $ 11,062 expense $ 140

10




Tabular Disclosure of the Effect of Derivative Instuments on the Condensed Consolidated Statement lofcome
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
Recognized in  Location of Gain or Accumulated (Ineffective Portion (Ineffective Portion
Derivatives in OCl on Loss Reclassified OCl into and Amount and Amount
Cash Flow Derivative from Accumulated Income Excluded from Excluded from
Hedging (Effective OCl into Income (Effective Effectiveness Effectiveness
Relationships Portion) (Effective Portion) Portion) Testing) Testing)
Other (income)
Interest Rate Sway $ 5,652 Interest expens $ 11,891 expense $ 156
Amount of
Location of Gain or (Gain) or Loss
Loss Recognized in Recognized in
Derivatives Not Designated as Hedging Income on Income on
Instruments Derivative Derivative
Other (income)
Commodity Hedge expense $ (2,551,

Tabular Disclosure of the Effect of Derivative Instuments on the Condensed Consolidated Statement lofcome
For the 26 weeks ended July 30, 2010

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
Recognized in  Location of Gain or Accumulated (Ineffective Portion (Ineffective Portion
Derivatives in OCl on Loss Reclassified OCl into and Amount and Amount
Cash Flow Derivative from Accumulated Income Excluded from Excluded from
Hedging (Effective OCl into Income (Effective Effectiveness Effectiveness
Relationships Portion) (Effective Portion) Portion) Testing) Testing)
Other (income)
Interest Rate Sway $ 15,43€ Interest expens $ 23,402 expense $ 285

Tabular Disclosure of the Effect of Derivative Instuments on the Condensed Consolidated Statement lmfcome
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
Recognized in  Location of Gain or Accumulated (Ineffective Portion (Ineffective Portion
Derivatives in OCl on Loss Reclassified OCl into and Amount and Amount
Cash Flow Derivative from Accumulated Income Excluded from Excluded from
Hedging (Effective OCl into Income (Effective Effectiveness Effectiveness
Relationships Portion) (Effective Portion) Portion) Testing) Testing)
Other (income)
Interest Rate Sway $ 19,46¢ Interest expens $ 23,789 expense $ 314
Amount of
Location of Gain or (Gain) or Loss
Loss Recognized in Recognized in
Derivatives Not Designated as Hedging Income on Income on
Instruments Derivative Derivative
Other (income)
Commodity Hedge expense $ (1,043;
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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 30, 2010, the fair value of intereseratvaps in a net liability position, which
includes accrued interest but excludes any adjugtfoe nonperformance risk related to these
agreements, was $51.8 million. If the Company haadhed any of these provisions at July 30,
2010, it could have been required to post fullateltal or settle its obligations under the
agreements at an estimated termination value aB3&illion. As of July 30, 2010, the
Company had not breached any of these provisiopssied any collateral related to these
agreements.

8. Commitments and contingencies
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 imprgpedassified as exempt executive
employees under the Fair Labor Standards Act (“F)%Ad seeks to recover overtime pay,
liquidated damages, and attornefe®s and costs. On August 15, 2006, the Richtemtgfdiled
a motion in which she asked the court to certihadonwide class of current and former store
managers. The Company opposed the plaintiff's mot@n March 23, 2007, the court
conditionally certified a nationwide class. On Deber 2, 2009, notice was mailed to over
28,000 current or former Dollar General store mansgand approximately 3,860 individuals
opted into the lawsuit.

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 has obtained summary judgmeonme, although not all, of its
pending store manager exemption cases in whidsifited such a motion. The Company
intends to vigorously defend this action and expéziask the court to decertify the class at the
conclusion of the discovery period. However, a$ time, it is not possible to predict whether
court ultimately will permit this action to proceedllectively, and no assurances can be given
that the Company will be successful in the defemsthe merits or otherwise. If the Company is
not successful in its efforts to defend this actitwe resolution could have a material adverse
effect on the Company’s financial statements asialev

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-88@DGL,
originally filed on February 9, 2006 and amendedviaty 12, 2006 (“Brickey”)). The Brickey
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plaintiffs seek to proceed collectively under theSA and as a class under New York, Ol
Maryland and North Carolina wage and hour statateBehalf of, among others, assistant store
managers who claim to be owed wages (includingtowerwages) under those statutes. At this
time, it is not possible to predict whether thertauill permit this action to proceed collectively
or as a class. However, the Company believesltigattion 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 ComyHibe successful in the defense on the
merits or otherwise, and, if it is not succesdfud, resolution of this action could have a material
adverse effect on the Company’s financial statemasia whole.

On March 7, 2006, a complaint was filed in the BdiGtates 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 reghask 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 individuhksve opted into the lawsuit.

On April 19, 2010, the plaintiffs moved for clastification relating to their Title VII
claims. The Company filed its response to the foemtion motion in June 2010. Briefing has
closed, and the parties are awaiting a ruling. Campany’s motion to decertify the Equal Pay
Act class was denied as premature. The Companycexfmefile a similar motion at the
appropriate time.

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 withEBggial 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 ccidde a material adverse effect on the
Company’s financial statements as a whole.
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On July 30, 2008, the Company was served with gptaint filed in the District Cout
for Dallas County, lowa Julie Cox, et al. v. Dolgencorp, Inc., et-alCase No. LACV-034423)
in which the plaintiff, a former store manageregkd that the Company discriminates against
pregnant employees on the basis of sex and resgainst employees in violation of the lowa
Civil Rights Act. Cox sought to represent a clas%d current, former and future employees
from the State of lowa who are employed by Dollan€ral who suffered from, are currently
suffering from or in the future may suffer from’leded sex/pregnancy discrimination and
retaliation and seeks declaratory and injunctiviefras well as equitable, compensatory and
punitive damages and attorneys’ fees and costs.

On April 5, 2010, the Court denied the plaintiffiteotion for class certification.
Subsequently, the Company resolved the mattemf@naount that was immaterial to the
Company’s financial statements.

On June 16, 2010, a lawsuit entitiBdaleka Gross, et al v. Dollar General Corporation
was filed in the United States District Court foetSouthern District of Mississippi (Civil Acti
No. 3:10CV340WHLI-LR) in which three former non-exempt store empéseon behalf of
themselves and certain other non-exempt Dollar @éseore employees, allege that they were
not paid for all hours worked in violation of theFA. Specifically, plaintiffs allege that they
were not properly paid for certain breaks. Plaisti#eek back wages (including overtime wag
liquidated damages and attorneys’ fees and costs.

The Company has not been served withGness, et acomplaint, and at this time, it is
not possible to predict whether the court will pgrimis action to proceed collectively. Howe\
the Company believes that this action is not appagfor collective treatment and that the
Company’s wage and hour policies and practices gomph both federal and state law. The
Company plans to vigorously defend this action; &esv, no assurances can be given that the
Company will be successful in the defense on thetsner otherwise, and, if it is not successful,
the resolution of this action could have a matexthlerse effect on the Company’s financial
statements as a whole.

In October 2008, the Company terminated an inteeg¢stswap as a result of the
counterparty’s declaration of bankruptcy. This deafion of bankruptcy constituted a default
under the contract governing the swap, giving tbenfany the right to terminate. The Comp
subsequently settled the swap in November 2008gdproximately $7.6 million, including
interest accrued to the date of termination. On Wy2010, the Company received a demand
from the counterparty for an additional paymenagproximately $19 million, claiming that the
valuation used to calculate the $7.6 million wasioeercially unreasonable, and seeking to
invoke the alternative dispute resolution proced@wstablished by the bankruptcy court. The
Company intends to participate in the alternatigpute resolution procedures but does not
believe that this additional payment is owed. Tloen@any believes the methodology it used to
calculate the settlement amount was commerciadlgarable and appropriate; however, no
assurances can be given that the Company will teessful in its defense on the merits or
otherwise. If the Company is not successful, tiselgion of this action could have a material
adverse effect on the Company’s financial statemasta whole.
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From time to time, the Company is a party to vasiother legal actions involving clair
incidental to the conduct of its business, inclgdatctions by employees, consumers, suppliers,
government agencies, or others through privatemasticlass actions, administrative
proceedings, regulatory actions or other litigatiocluding without limitation under federal and
state employment laws and wage and hour laws. Dimep@ny believes, based upon informa
currently available, that such other litigation ataims, both individually and in the aggregate,
will be resolved without a material adverse effatithe Company’s financial statements as a
whole. However, litigation involves an element otartainty. Future developments could cause
these actions or claims to have a material adwdfeet on the Company’s results of operations,
cash flows, or financial position. In addition, tzén of these lawsuits, if decided adversely tc
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.

9. Share-based payments

For the 26-week periods ended July 30, 2010 and31yl2009, the Company recorded
share-based compensation expense (a componenliraf,sgeneral and administrative
expenses) of $19.9 million and $6.2 million, respety. The increase in the 2010 period is
primarily attributable to certain equity appreaatirights as discussed below.

The Company’s Second Amended and Restated Equjtye&mtion Rights Plan
provides for the granting of equity appreciatiaghts to nonexecutive managerial employees.
During the 26-week period ended July 30, 2010, B7Bof such equity appreciation rights,
affecting 873 employees, vested in conjunction \eigecondary offering of the Company’s
common stock, resulting in share-based awards eepein$13.3 million as well as expense for
related payroll taxes of $1.0 million.

10.  Segment reporting

The Company manages its business on the basieakportable segment. As of July
30, 2010, all of the Company’s operations weretedavithin the United States, with the
exception of a Hong Kong subsidiary and a liaistiic® in India, the collective assets and
revenues of which are not material. Net sales grdlgy classes of similar products are
presented below.

13 Weeks Ende 26 Weeks Ende
July 30, July 31, July 30, July 31,
(In thousands 2010 2009 2010 2009
Classes of similar product
Consumable $ 2,297,374 $ 2,053,19¢ $ 4,528,874 $ 4,049,00:
Seasona 471,185 423,297 901,236 779,749
Home product: 222,459 212,194 447,326 429,077
Apparel 223,137 213,220 448,033 424,013
Net sales $ 3,214,158 $ 2,901,907 $ 6,325,46¢ $ 5,681,844
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11. Related party transactions

Affiliates of Kohlberg Kravis Roberts & Co. (“*KKR"and Goldman, Sachs & Co.
indirectly own a substantial portion of the Compargommon stock. A Member and a Director
of KKR and a Managing Director of Goldman, Sach€é&. serve on the Company’s Board of
Directors.

Affiliates of KKR and Goldman, Sachs & Co. (amorthger entities) may be lenders
under the Company’s senior secured term loan fia¢iiierm Loan Facility”) with an original
July 2007 principal amount of $2.3 billion and @npipal balance as of July 30, 2010 of
approximately $1.96 billion. The Company paid apprately $30.1 million and $39.8 million
of interest on the Term Loan Facility during thev2éek periods ended July 30, 2010 and July
31, 2009, respectively.

Goldman, Sachs & Co. is a counterparty to an amogiinterest rate swap with a $33
million notional amount as of July 30, 2010, endeirgo in connection with the Term Loan
Facility. The Company paid Goldman, Sachs & Corapmately $9.1 million and $8.3 million
in the 26-week periods ended July 30, 2010 and 32009, respectively, pursuant to this
swap.

The Company entered into a sponsor advisory agneguia&ed July 6, 2007, with KKR
and Goldman, Sachs & Co. pursuant to which thoigesnprovided management and advisory
services to the Company. Under the terms of thespoadvisory agreement, among other
things, the Company was obliged to pay to thosgientin annual management fee, initially
$5.0 million and subject to annual escalation. Teenpany completed its initial public offering
of common stock in November 2009 and concurreetigninated the advisory agreement. In
addition, the Company periodically reimburses KKRRificidental expenses incurred on behalf
of the Company. The Company reimbursed KKR fordeatal expenses of $0.1 million for the
26-week period ended July 30, 2010 and incurredsadyfees and other expenses for the 26-
week period ended July 31, 2009 of $2.7 millionatidition, on July 6, 2007, the Company
entered into a separate indemnification agreeméhttie parties to the sponsor advisory
agreement, pursuant to which the Company agrepmbtade customary indemnification to st
parties and their affiliates.

Affiliates of KKR and Goldman, Sachs & Co. serveduaderwriters in connection with
the Company’s initial public offering of its commetock and in connection with the secondary
offering of the Company’s common stock held by @i@rexisting shareholders that was
completed in April 2010. The Company did not sblres of common stock, receive proceeds
from such shareholders’ sale of shares of commmksir pay any underwriting fees in
connection with the secondary offering.

12. 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
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Company. The following consolidating schedules @nésondensed financial information o
combined basis, in thousands.

July 30, 2010
DOLLAR
GENERAL GUARANTOR OTHER CONSOLIDATED
CORPORATION SUBSIDIARIES SUBSIDIARIES  ELIMINATIONS TOTAL
BALANCE SHEET:
ASSETS
Current asset:
Cash and cash equivalel $ 106,97( $ 153,561 $ 20,89C $ - $ 281,421
Merchandise inventorie - 1,738,43¢ - - 1,738,43¢
Income taxes receivab 14,821 - - (14,821) -
Deferred income taxe 8,70C - 5,005 (13,705) -
Prepaid expenses and other
current assel 557,09¢ 3,298,54« 5,786 (3,746,604 114,824
Total current asse 687,58¢ 5,190,54« 31,681 (3,775,130 2,134,68¢
Net property and equipme 103,667 1,273,82: 142 - 1,377,63(
Goodwill 4,338,58¢ - - - 4,338,58¢
Intangible assets, n 1,199,34: 69,647 - - 1,268,99(
Deferred income taxe - - 42,557 (42,557) -
Other assets, n 4,785,65: 9,07¢ 299,53( (5,034,679 59,581
Total asset $ 11,114,84( $  6,543,09( $ 373,91C $  (8,852,36¢) $ 9,179,47¢
LIABILITIES AND
SHAREHOLDERY EQUITY
Current liabilities:
Current portion of long-term
obligations $ - $ 1,59 $ - $ - $ 1,595
Accounts payabl 3,268,90° 1,364,67: 46,062 (3,737,899 941,74z
Accrued expenses and ott 41,30¢ 232,15¢ 56,91¢ (8,705) 321,672
Income taxes payab 2,59C 6,59C 20,50¢ (14,821) 14,864
Deferred income taxe - 52,992 - (13,705) 39,287
Total current liabilities 3,312,80¢ 1,658,00: 123,48: (3,775,130 1,319,16(
Long-term obligations 3,597,56¢ 2,850,21¢ - (3,096,979 3,350,807
Deferred income taxe 398,85¢ 176,012 - (42,557) 532,31:
Other liabilities 107,84( 28,61€ 142,967 - 279,42:
Redeemable common sta 14,927 - - - 14,927
Shareholder equity:
Preferred stoc - - - - -
Common stocl 298,39¢ 23,85t 100 (23,95%) 298,39¢
Additional paic-in capital 2,933,84¢ 431,25: 19,90C (451,157) 2,933,84¢
Retained earninc 480,26¢ 1,375,13: 87,46C (1,462,597 480,26¢€
Accumulated other
comprehensive los (29,667) - - - (29,667)
Total shareholde’ equity 3,682,84¢ 1,830,24: 107,46( (1,937,70) 3,682,84¢
Total liabilities and shareholders’
equity $  11,114,84( $  6,543,09( $ 373,91C $ (8,852,366 $ 9,179,47¢
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January 29, 2010

DOLLAR
GENERAL GUARANTOR OTHER CONSOLIDATED
CORPORATION SUBSIDIARIES SUBSIDIARIES ELIMINATIONS TOTAL
BALANCE SHEET:
ASSETS
Current asset:
Cash and cash equivalel $ 97,62( $ 103,001 $ 21,45k $ - $ 222,07¢
Merchandise inventorie - 1,519,57¢ - - 1,519,57¢
Income taxes receivab 9,924 1,64E - (4,026) 7,543
Deferred income taxe 16,06€ - 3,559 (19,625) -
Prepaid expenses and other
current assef 625,157 3,040,79:. 704 (3,570,40) 96,252
Total current asse 748,767 4,665,01¢ 25,71¢ (3,594,057 1,845,44¢
Net property and equipme 99,452 1,228,82¢ 105 - 1,328,38¢
Goodwill 4,338,58¢ - - - 4,338,58¢
Intangible assets, n 1,201,22! 83,06( - - 1,284,28:
Deferred income taxe - - 36,40% (36,405) -
Other assets, n 4,288,27( 8,92C 297,757 (4,528,13%) 66,812
Total asset $ 10,676,30: $ 598582 $ 359,98t $ (8,158,597 $ 8,863,51¢

LIABILITIES AND
SHAREHOLDERY EQUITY
Current liabilities:
Current portion of long-term
obligations $ 1,822 $ 1,84¢ $ - $ - $ 3,671

Accounts payabl 3,033,72! 1,311,06: 46,81¢ (3,560,657) 830,952
Accrued expenses and ott 72,32C 226,571 53,14¢ (9,750) 342,29(
Income taxes payab 4,08€ - 4,465 (4,026) 4,525
Deferred income taxe - 44,68€ - (19,625) 25,061
Total current liabilities 3,111,95: 1,584,16¢ 104,432 (3,594,057 1,206,50(
Long-term obligation: 3,645,82( 2,689,49. 13,17¢ (2,948,775 3,399,71¢
Deferred income taxe 394,04t 188,53 - (36,405) 546,172
Other liabilities 115,701 40,06t 146,58 - 302,34¢
Redeemable common sto 18,48¢ - - - 18,48€
Shareholder’ equity:
Preferred stoc - - - - -
Common stocl 298,01: 23,85¢ 100 (23,95E) 298,01z
Additional paic-in capital 2,923,37° 431,25:¢ 19,90C (451,157) 2,923,377
Retained earninc 203,07t 1,028,45¢ 75,793 (1,104,257 203,07t
Accumulated other
comprehensive los (34,167) - - - (34,167)
Total shareholde’ equity 3,390,29¢ 1,483,56° 95,792 (1,579,360 3,390,29¢
Total liabilities and shareholders’
equity $ 10,676,30: $ 5098582 $ 359,98t $ (8,158,599 $ 8,863,51¢
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For the 13-weeks ended July 30, 2010

DOLLAR
GENERAL GUARANTOR OTHER CONSOLIDATED
CORPORATION SUBSIDIARIES SUBSIDIARIES  ELIMINATIONS TOTAL
STATEMENTS OF INCOME:
Net sales $ 73,122 $ 3,214,15¢  $ 21,945 $ (95,06E) $ 3,214,15¢
Cost of goods sol - 2,178,17¢ - - 2,178,17¢
Gross profit 73,122 1,035,97¢ 21,94z (95,06%) 1,035,97¢
Selling, general and administrative
expense: 66,452 744,21z 19,622 (95,065) 735,222
Operating profi 6,66¢S 291,767 2,321 - 300,757
Interest incom (10,390) (3,219) (4,954) 18,531 (32)
Interest expens 77,852 10,00z 6 (18,531) 69,33C
Other (income) expen:s 6,52€ - - - 6,526
Income (loss) before income tax (67,31¢) 284,98: 7,268 - 224,932
Income tax expense (benel (24,10€) 105,77z 2,072 - 83,738
Equity in subsidiaries’ earnings, net
of taxes 184,40¢ - - (184,40¢) -
Net income $ 141,19¢ $ 179,211 % 5,197 $ (184,40¢) $ 141,19t
For the 13 weeks ended July 31, 2009
DOLLAR
GENERAL GUARANTOR OTHER CONSOLIDATED
CORPORATION SUBSIDIARIES SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF INCOME:
Net sales $ 68,77¢ $ 2,901,900 $ 23,67¢ $ (92,457) $ 2,901,90%
Cost of goods sol - 1,995,86! - - 1,995,86¢
Gross profit 68,77¢ 906,04z 23,67¢ (92,457) 906,042
Selling, general and administrative
expense: 62,53€ 683,121 19,62¢ (92,457 672,82t
Operating profi 6,243 222,921 4,053 - 233,217
Interest incom (13,767) (1,064) (5,214) 20,03C (15)
Interest expens 96,09¢ 13,87¢ 5 (20,030) 89,94¢
Other (income) expen: (2,395) - - - (2,395)
Income (loss) before income tax (73,690 210,11( 9,262 - 145,682
Income tax expense (benef (27,690) 76,89C 2,892 - 52,09z
Equity in subsidiaries’ earnings, net
of taxes 139,59( - - (139,590 -
Net income $ 93,59C $ 133,22 $ 6,37C $ (139,590 $ 93,59C
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For the 26-weeks ended July 30, 2010

DOLLAR
GENERAL GUARANTOR OTHER CONSOLIDATED
CORPORATION SUBSIDIARIES SUBSIDIARIES  ELIMINATIONS TOTAL
STATEMENTS OF INCOME:
Net sales $ 160,58¢ $ 6,325,46¢ $ 41,591 $ (202,177) $ 6,325,46¢
Cost of goods sol - 4,289,73¢ - - 4,289,73¢
Gross profit 160,58¢ 2,035,73¢ 41,591 (202,177) 2,035,73¢
Selling, general and administrative
expense: 146,07z 1,466,07¢ 34,28t (202,177) 1,444,25¢
Operating profi 14,514 569,66( 7,30€ - 591,48C
Interest incom (21,407) (5,929) (9,907) 37,20t (38)
Interest expens 157,30¢ 21,23z 11 (37,205) 141,34¢
Other (income) expen:s 6,671 - - - 6,671
Income (loss) before income tax (128,05¢) 554,35¢ 17,20z - 443,49¢
Income tax expense (benel (46,90¢) 207,68: 5,53E - 166,30¢
Equity in subsidiaries’ earnings, net
of taxes 358,341 - - (358,347 -
Net income $ 277,191 $ 346,674 % 11,667 $ (358,341) $ 277,191
For the 26-weeks ended July 31, 2009
DOLLAR
GENERAL GUARANTOR OTHER CONSOLIDATED
CORPORATION SUBSIDIARIES SUBSIDIARIES  ELIMINATIONS TOTAL
STATEMENTS OF INCOME:
Net sales $ 131,62¢ $ 5,681,84: $ 45,151 $ (176,77¢€) $ 5,681,84¢
Cost of goods sol - 3,920,44« - - 3,920,44¢
Gross profit 131,62¢ 1,761,40( 45,151 (176,77¢€) 1,761,40(
Selling, general and administrative
expense: 119,67( 1,326,53" 33,88¢ (176,77€) 1,303,31¢
Operating profi 11,95¢ 434,86: 11,26¢ - 458,08¢
Interest incom (26,309) (2,145) (9,440) 37,78t (109)
Interest expens 190,35¢ 26,59¢ 10 (37,78E) 179,18C
Other (income) expen: (728) - - - (728)
Income (loss) before income tax (151,364) 410,40¢ 20,69¢ - 279,74%
Income tax expense (benef (57,380) 153,72 6,807 - 103,147
Equity in subsidiaries’ earnings, net
of taxes 270,58( - - (270,580 -
Net income $ 176,59¢ $ 256,68¢ % 13,891 $ (270,580 $ 176,59¢€
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For the 26 weeks ended July 30, 2010

DOLLAR
GENERAL GUARANTOR OTHER CONSOLIDATED
CORPORATION SUBSIDIARIES SUBSIDIARIES  ELIMINATIONS TOTAL
STATEMENTS OF CASH FLOWS:
Cash flows from operating activitie
Net income $ 277,19: $ 346,67+ $ 11,667 $ (358,34)) $ 277,19:
Adjustments to reconcile net income to net
cash provided by (used in) operating
activities:
Depreciation and amortizatic 16,92¢ 109,21( 22 - 126,15¢
Deferred income taxe 6,952 (4,214 (7,59¢) - (4,860)
Tax benefit of stock optior (5,387) - - - (5,387)
Non-cash shar-based compensatic 8,36€ - - - 8,36€
Loss on debt retirement, r 6,387 - - - 6,387
Other no-cash gains and loss 652 5,814 - - 6,46¢€
Equity in subsidiari€ earnings, ne (358,34 - - 358,34 -
Change in operating assets and liabilit
Merchandise inventorie - (219,589 - - (219,589
Prepaid expenses and other current
assets 3,347 (18,729 (445) - (15,827)
Accounts payabl (8,22€) 122,21« (12) - 113,97¢
Accrued expenses and ott (34,907%) (5,50%) 151 - (40,259
Income taxe: (1,00¢) 8,23t 16,04( - 23,26¢
Other 7 (1,01¢) - - (1,01))
Net cash provided by (used in) operat
activities (88,041) 343,09¢ 19,82¢ - 274,88
Cash flows from investing activitie
Purchases of property and equipm (11,227) (151,777 (59) - (163,05¢)
Proceeds from sale of property and
equipment - 544 - - 544
Net cash used in investing activiti (11,227) (151,237) (59) - (162,519
Cash flows from financing activitie
Issuance of common sto 401 - - - 401
Repayments of lor-term obligations (57,229 (908) - - (58,137)
Repurchases of equi (725) - - - (725)
Proceeds from exercise of stock optit 50 - - - 50
Tax benefit of stock optior 5,387 - - - 5,387
Changes in intercompany note balances 160,72¢ (140,399 (20,33)) - -
Net cash provided by (used in) financ
activities 108,61: (141,30¢) (20,33)) - (53,02
Net increase (decrease) in cash and
equivalents 9,35( 50,56( (565) - 59,34¢
Cash and cash equivalents, beginning of
period 97,62( 103,00 21,45t - 222,07¢
Cash and cash equivalents, end of pe $ 106,97( $ 153,56 $ 20,89( $ - $ 281,42:
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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 activitie
Net income $ 176,59¢ $ 256,68¢ $ 13,891 $ (270,58() $ 176,59¢
Adjustments to reconcile net income to net
cash provided by (used in) operating
activities:
Depreciation and amortizatic 19,181 111,76 119 - 131,06¢
Deferred income taxe 8,362 24,25¢ (20,057) - 12,56¢
Tax benefit of stock optior (262) - - (262)
Non-cash shar-based compensatic 6,10€ - - - 6,10€
Other nor-cash gains and loss (78) 8,21¢ - - 8,141
Equity in subsidiarie earnings, ne (270,58() - - 270,58( -
Change in operating assets and liabili
Merchandise inventorie - (136,26%) - - (136,267)
Prepaid expenses and other current
assets 1,992 (6,729 622 - (4,109
Accounts payabl (16,752) 130,72¢ 4 - 113,97¢
Accrued expenses and ott (66,087) (9,201) (30) - (75,319
Income taxe: 63,31¢ (53,919) 3,237 - 12,63¢
Other (2,267) 987 - - (1,280
Net cash provided by (used in) operat
activities (80,464) 326,53¢ (2,210 - 243,86¢
Cash flows from investing activitie
Purchases of property and equipm (5,287) (101,96%) (50) - (107,309
Proceeds from sale of property and
equipment - 322 - - 322
Net cash used in investing activiti (5,287) (101,646 (50) - (106,987)
Cash flows from financing activitie
Issuance of common sto 2,01¢ - - - 2,01¢
Issuance of lor-term obligation: - 1,08C - - 1,08C
Repayments of lor-term obligations - (1,53%) - - (1,53%)
Repurchases of equi (1,327) - - - (1,3279)
Tax benefit of stock optior 262 - - - 262
Changes in intercompany note balances 112,72: (132,107 19,384 - -
Net cash provided by (used in) financ
activities 113,67¢ (132,567) 19,38¢ - 498
Net increase in cash and cash equival 27,92t 92,331 17,12« - 137,38(
Cash and cash equivalents, beginning of
period 292,631 64,404 20,95¢ - 377,99¢
Cash and cash equivalents, end of pe $ 320,56: $ 156,73t $ 38,07¢ $ - $ 515,37¢
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Report of Independent Registered Public Accountingrirm

To the Board of Directors and Shareholders of
Dollar General Corporation:

We have reviewed the condensed consolidated batdmest of Dollar General
Corporation and subsidiaries (the Company) aslgf3 2010, and the related condensed
consolidated statements of operations for the thresth and six-month periods ended July 30,
2010 and July 31, 2009, and the condensed consadidsatements of cash flows for the six-
month periods ended July 30, 2010 and July 31, Z0B8se financial statements are the
responsibility of the Company’s management.

We conducted our review in accordance with thedsteds of the Public Company
Accounting Oversight Board (United States). A rewig interim financial information consists
principally of applying analytical procedures andkimg inquiries of persons responsible for
financial and accounting matters. It is substalytialss in scope than an audit conducted in
accordance with the standards of the Public Compaepunting Oversight Board, the object
of which is the expression of an opinion regardimgfinancial statements taken as a whole.
Accordingly, we do not express such an opinion.

Based on our review, we are not aware of any naterodifications that should be me
to the condensed consolidated financial statemefesred to above for them to be in conforr
with U.S. generally accepted accounting principles.

We have previously audited, in accordance withsthedards of the Public Company
Accounting Oversight Board (United States), thesodidated balance sheet of Dollar General
Corporation as of January 29, 2010 and the relatedolidated statements of operations,
shareholders’ equity, and cash flows for the figesr then ended (not presented herein) and in
our report dated March 31, 2010, we expressed gualified opinion on those consolidated
financial statements. In our opinion, the inforroatset forth in the accompanying condensed
consolidated balance sheet as of January 29, Bfily stated, in all material respects, in
relation to the consolidated balance sheet frontiwhihas been derived.

/sl Ernst & Young LLP
August 31, 2010
Nashville, Tennesse
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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 unaudited condensaddiidated financial statements and rel
notes, as well as our consolidated financial statémand the related Management’s Discussion
and Analysis of Financial Condition and Result©pkrations as contained in our Annual
Report on Form 10-K for the year ended January2@90. It also should be read in conjunction
with the disclosure under “Cautionary Disclosur@&eing Forward-Looking Statements” in
this report.

Executive Overview

We are the largest discount retailer in the Un8éates by number of stores, with 9,113
stores located in 35 states as of July 30, 201@gpily in the southern, southwestern,
midwestern and eastern United States. We offeoadoselection of merchandise, including
consumable products such as food, paper and ctgpnaducts; health and beauty products and
pet supplies; and non-consumable products suckas®sal merchandise, home decor and
domestics, and apparel. Our merchandise includgsduality national brands from leading
manufacturers, as well as comparable quality peitaand selections with prices at substantial
discounts to national brands. We offer our custaenieese national brand and private brand
products at everyday low prices (typically $10esd) in our convenient small-box (small store)
locations.

The customers we serve are value-conscious, ardri@@¢neral has always been
intensely focused on helping our customers makenibe 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,
over the past two years we have been operating engironment with heightened economic
challenges and uncertainties. Consumers are faeinghigh rates of unemployment, fluctuat
food, gasoline and energy costs, rising medicak¢casntinued weakness in the housing and
credit markets, and the timetable for economicvegpremains uncertain. Nonetheless, as a
result of our long-term mission of serving the watwnscious customer, coupled with a vigol
focus on improving our operating and financial parfance, we remain optimistic with regar
executing our operating priorities in 2010.

At the beginning of 2008, we defined the followilogir operating priorities on which we
remain keenly focused:

. drive productive sales growth,

. increase our gross margins,

. leverage process improvements and information tdolgy to reduce costs, and
. strengthen and expand Dollar General's culturenfiisg others.
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Ouir first priority is driving productive sales grtwby increasing shopper frequency
transaction amount and maximizing sales per sqoateWe continue to enhance our category
management processes, allowing the expansion giroduct offerings while also improving
profitability. Our improved processes have fadiéthour success in adding more productive
items and eliminating unproductive items. We argdbaitilizing the space in our stores through
more effective and productive space planning. bfiteah, we are currently implementing the
third phase of a four phase process to raise tighthef our merchandise fixtures across the
store. Phase three primarily impacts expansiohe@health and beauty, home and apparel
sections of the store. In addition, we are makiggiBcant progress in defining and improving
our store standards with a goal of developing aistent look and feel across all stores. We are
targeting both new and existing customers withioyoroved advertising circulars, which have
allowed us to communicate our strong value proosib consumers struggling in the current
economy. Finally, we believe we have significanteptial to grow sales through new stores in
both existing and new markets. We plan to openapmrately 600 new stores in fiscal 2010,
315 of which have been opened in the first hathefyear.

Our second priority is to increase gross profibtilgh category management, distribution
efficiencies, shrink reduction, an improved pricmgdel, expansion of private brand offerings
and increased foreign sourcing. Our merchandigagithas been successful in efforts to
upgrade our merchandise selection to better semveustomers while managing our everyday
low price strategy. We constantly review our pricstrategy and work diligently to minimize
product cost increases and to remain competitivee avé focused on sales of private brands,
which generally have higher gross profit rates thatonal brands, while we continue to offer a
wide variety of national brands to ensure an optmma of product offerings. We believe that
our improved quality, selection, packaging and tnag of our seasonal merchandise has
contributed significantly to sales increases. Welensignificant progress over the past two y
in reducing inventory shrinkage, as a percentagalefs, and we continue to be highly focused
on shrink reduction initiatives. Finally, our supghain team continues its efforts to increase
capacity utilization and transportation efficiers;ievhile facing challenging domestic fuel costs.

Our third priority is leveraging process improvenseand information technology to
reduce costs. We are committed as an organizatierttacting costs that do not affect the
customer experience. Examples of cost reductidiaiivies include our continuing focus on
safety to reduce workers’ compensation expensenthmvement of energy management in our
stores through the installation of energy managesysiems and increased preventive
maintenance, and the reduction of waste managerostd through recycling of cardboard and
other materials. In addition, our real estate tbasihad success in negotiating favorable ter
lease renewals which we anticipate will benefigasg forward.

Our fourth priority is to strengthen and expandl&oGenerals culture of serving othel
For customers, this means helping them “Save t8age money. Every day!” by providing
clean, well-stocked stores with quality productkoat prices. For employees, this means
creating an environment that attracts and retagyseknployees throughout the organization. For
the public, this means giving back to our store wnmities. For shareholders, this means
meeting their expectations of an efficiently andfgpably run organization that operates with
compassion and integrity.
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Focus on these priorities resulted in improvedgrentince in the second quarter of 2
over the comparable 2009 period in many of ourfkegncial metrics, as follows. Basis points
amounts referred to below are equal to 0.01% as@eptage of sales.

Total sales increased 10.8% to $3.21 billion. Selesmme-stores increased 5.1%
driven by increases in customer traffic and aveteggsaction amount. Average st
per square foot for all stores over the 52-weelopeznded July 30, 2010 were
approximately $199, up from $188 for the comparaiier 52-week period.

Gross profit, as a percentage of sales, increas8d.2% compared to 31.2% in the
2009 period. This increase was primarily the restiltigher average markups,
partially offset by higher markdowns, and was dniy efforts to reduce our
merchandise purchase costs while maintaining oeiryelay low prices.

Inventory turnover improved to 5.2 times on a r@lfour-quarter basis compared to
5.1 times for the corresponding prior year period.

Selling, general and administrative expenses, &A@s a percentage of sales, was
22.9% compared to 23.2% in the 2009 second qu&®@&A as a percentage of se
declined due to our significant sales increaseealkag our continued focus on cost
reduction initiatives.

Operating profit, as a percentage of sales, w&% @@mpared to 8.0% in the 2009
second quarter, an improvement of 132 basis points.

Interest expense decreased by $20.6 million to338@lion in the 2010 second
guarter primarily due to a $785 million reductidnang-term obligations in the 12-
month period ended July 30, 2010. Total long-tehiigations as of July 30, 2010
were $3.35 billion. The Company repurchased ltarg: obligations of $50 million
the 2010 second quarter resulting in a charge & $llion ($4.0 million net of
income taxes, or $0.01 per diluted share).

Net income was equal to $141.2 million, or $0.44 ¢ikuted share, compared to net
income of $93.6 million, or $0.29 per diluted shanethe 2009 second quarter.

Like other companies, we face uncertainties witiard to the future impact of healthc
reform legislation, including the Patient Protentaind Affordable Care Act and the HealthCare
and Education Reconciliation Act of 2010, signetd law in March 2010, which will likely
affect the cost associated with employer-sponspredical plans. Specifically, this legislation
requires that employers provide a minimum levedaferage for full-time employees or pay
penalties. Some of the plan coverage requiremeayshave an impact on our costs such as
on exclusions for pre-existing conditions, extensad dependent coverage to age 26, and caps
on employee premium sharing costs. Certain covepemasions do not go into effect until
2014, but there are a number of dependent covaragiegsurance market reforms that will take
effect immediately. Although we do not expect tlegislation will have a material effect on our
consolidated financial statements in fiscal 2016 ,cantinue to evaluate the impact it will have
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on our costs in future years, and those costs dmltiaterial. Our analysis depends in part
future guidance yet to be developed by federal @gsnnterpreting the legislation, and any
estimates we develop could be significantly affédig any changes to or agency interpretation
of the legislation prior to its full implementation

The above discussion is a summary only. Readerddhefer to the detailed discussion
of our operating results below for the full anasysf 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 ydwat ends on the
Friday nearest to January 31. The following texttams references to years 2010 and 2009,
which represent 52-week fiscal years ending or éddauary 28, 2011 and January 29, 2010,
respectively. Consequently, references to quartertpunting periods for 2010 and 2009
contained herein refer to 13-week accounting psriod

SeasonalityThe nature of our business is seasonal to a cexxaemt. 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.
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The following table contains results of operatidiasa for the most recent-week anc
26-week periods of each of 2010 and 2009, anddHarcand percentage variances among those
periods:

(amounts in millions, 13 Weeks Ende 2010 vs. 200! 26 Weeks Ende 2010 vs. 200!
except per share July 30, July 31, Amount % July 30, July 31, Amount %
amounts’ 2010 2009 change change 2010 2009  change change
Net sales by categor
Consumable $ 22974 $ 2,053.2 $ 2442 119% $ 45289 $ 4,049.0 $4799 119%
% of net sale 71.48% 70.75% 71.60% 71.26%
Seasong 471.2 423.3 479 11.3 901.2 779.7 1215 156
% of net sale 14.66% 14.59% 14.25% 13.72%
Home product: 222.5 212.2 10.3 438 447.3 429.1 182 4.3
% of net sale 6.92% 7.31% 7.07% 7.55%
Apparel 223.1 213.2 99 47 448.0 424.0 240 57
% of net sale 6.94% 7.35% 7.08% 7.46%
Net sales $ 32142 $ 29019 $ 3122 108% $ 6,325.5 $ 5681.8 $643.6 11.3%
Cost of goods sol 2,178.2 19959 1823 9.1 4,289.7 3,9204 3693 94
% of net sale 67.77% 68.78% 67.82% 69.00%
Gross profit 1,036.0 906.0 1299 143 2,035.7 1,761.4 2743 15.6
% of net sale 32.23% 31.22% 32.18% 31.00%

Selling, general and
administrative

expense: 735.2 672.8 62.4 9.3 1,4443 1,303.3 140.9 10.8
% of net sale 22.87% 23.19% 22.83% 22.94%

Operating profil 300.8 233.2 67.5 29.0 591.5 458.1 1334 29.1
% of net sale 9.36% 8.04% 9.35% 8.06%

Interest incomi (0.0) (0.0) (0.0) 113.3 (0.0 (0.1) 0.1 (65.1)
% of net sale (0.00)%  (0.00)% (0.00)%  (0.00)%

Interest expens 69.3 89.9 (20.6) (22.9) 141.3 179.2 (37.8) (21.1)
% of net sale 2.16% 3.10% 2.23% 3.15%

Other (income) expen: 6.5 (2.4) 8.9 - 6.7 (0.7) 7.4 -
% of net sale 0.20%  (0.08)% 0.11%  (0.01)%

Income before income
taxes 224.9 145.7 79.3 544 443.5 279.7 163.8 585
% of net sale 7.00% 5.02% 7.01% 4.92%

Income taxe: 83.7 52.1 31.6 60.7 166.3 103.1 63.2 61.2
% of net sale 2.61% 1.80% 2.63% 1.82%

Net income $ 1412 $ 936 $ 476 509% $ 2772 $ 176.6 $100.6 57.0%
% of net sale 4.39% 3.23% 4.38% 3.11%

Diluted earnings per
share $ 041 $ 029 % 012 414% $ 080 $ 055% 025 455%

Diluted weighted shar
outstanding 344.7 319.5 252 79 % 344.6 318.9 25.7 8.0 %

13 WEEKS ENDED JULY 30, 2010 AND JULY 31, 2009

Net Sales The net sales increase in the 2010 second gquafkects a same-store sales
increase of 5.1% compared to the 2009 quarter. Shones include stores that have been open
at least 13 months and remain open at the enceakthorting period. For the 2010 quarter, tt
were 8,427 same-stores which accounted for sal$3.62 billion. The remainder of the sales
increase was attributable to new stores, partadfiyet by sales from closed stores. Our most
significant sales increases resulted from the esiparof our health and beauty products and
from further improvements in our packaged fooddyaand snacks and perishables offerings.
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In summary, we believe that the increase in safsats the impact of various operati
and merchandising initiatives discussed in the Ettee Overview, including the impact of
improved store standards, the expansion of our maedise offerings, improved utilization of
store square footage and improved marketing efforts

Gross Profit.The gross profit rate as a percentage of sale8&:2%6 in the 2010 second
quarter compared to 31.2% in the 2009 second quaditte increase in the 2010 gross profit rate
resulted primarily from higher purchase markupstiplly offset by increased markdowns.
Increased sales volumes, as well as our increasetgobrands and improved global sourcing
capabilities, have contributed to our ability tdwee product costs and increase markups. In
addition, transportation costs increased in thed2fiiarter, with higher fuel costs being the most
significant factor.

SG&A ExpenseSG&A expense was 22.9% as a percentage of salke 010 second
guarter compared to 23.2% in the 2009 second quartkecrease of 32 basis points. The
decrease, as a percentage of sales, primarilytedsubm the impact of increased sales.
Additional items positively affecting SG&A expenss, a percentage of sales, during the 2010
period include a lower charge relating to the impaint of fixed assets, a decrease in estimated
incentive compensation, and waste management iegkasting our recycling efforts, partially
offset by higher debit card processing fees resyliiom increased usage.

Interest ExpenseThe decrease in interest expense in the 2016¢p&om the 2009
period is due to lower outstanding borrowings, Itasgi from our repurchases of indebtedness in
2010 and 20089.

Other (Income) Expens@ther (income) expense in the 2010 period includeretax
loss of $6.5 million resulting from the repurchaséhe open market $50.0 million aggregate
principal amount of our Senior Notes at a prica bf.0% plus accrued and unpaid interest.

Income TaxesThe effective income tax rate for the 2010 peri@s\87.2% compared to
a rate of 35.8% for the 2009 period which represantet increase of 1.4%. This increase in rate
was due principally to an adjustment to a defeta@dvaluation allowance associated with state
income taxes. While both periods included a deer@athe valuation allowance (which reduces
the effective income tax rate), the 2010 decreasesmaller than the decrease that occurred in
20009.

26 WEEKS ENDED JULY 30, 2010 AND JULY 31, 2009

Net Sales The net sales increase in the 2010 period refeesiame-store sales increase
of 5.9% compared to the 2009 period. Same-stordsda stores that have been open at least 13
months and remain open at the end of the repopenigpd. For 2010, there were 8,427 same-
stores which accounted for sales of $5.96 billitime remainder of the sales increase was
attributable to new stores, partially offset byesdirom closed stores.

We believe that the increase in sales reflecténtipact of various operating and
merchandising initiatives discussed in the Exeeu®werview, including the impact of
improved
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store standards and the expansion of our merchantferings, in addition to improve
utilization of store square footage and improvedketng efforts.

Gross Profit.The gross profit rate as a percentage of sale8&:2%6 in the 2010 period
compared to 31.0% in the 2009 period. The increatee 2010 gross profit rate resulted
primarily from higher purchase markups, partialfiset by increased markdowns. Increased
sales volumes have contributed to our ability ttue product costs. In addition, our increased
mix of private brands and our more effective catggnanagement processes have contributed
to our ability to increase overall markups. Thessdrs were partially offset by increased
transportation costs in the 2010 period, drivemprily by higher fuel costs.

SG&A ExpenseSG&A expense was 22.8% as a percentage of salke 2010 period
compared to 22.9% in the 2009 period, a decrea%é basis points. SG&A in the 2010 period
includes expenses totaling $15.0 million, or 24idbpsints, relating to a secondary offering of
our common stock, including $0.7 million of legaldeother transaction expenses and $14.3
million relating to the acceleration of certain gguappreciation rights. In addition to the impact
of increased sales, items positively affecting SG&#pense, as a percentage of sales, during the
2010 period include utilities costs in general whieere aided by our improved energy
management systems and lower waste managementrcpsisicular reflecting our recycling
efforts, a lower charge relating to the impairmefnfixed assets, and a decrease in estimated
incentive compensation, partially offset by ovenadireases in retail salaries due in part to an
increase in certain minimum wage rates, and higbbit card processing fees resulting from
increased usage.

Interest ExpenseThe decrease in interest expense in the 2016¢p&om the 2009
period is due to lower outstanding borrowings, Itasyi from our repurchases of indebtedness in
2009 and 2010.

Other (Income) Expens@ther (income) expense in the 2010 period includeretax
loss of $6.5 million resulting from the repurchaséhe open market $50.0 million aggregate
principal amount of our Senior Notes at a pric& bf.0% plus accrued and unpaid interest.

Income Taxeslhe effective income tax rate for the 2010 peri@$\87.5% compared to
a rate of 36.9% for the 2009 period which represantet increase of 0.6%. This increase in rate
was due principally to an adjustment to a defeta@dvaluation allowance associated with state
income taxes. While both periods included a deer@athe valuation allowance (which reduces
the effective income tax rate), the 2010 decreasesmaller than the decrease that occurred in
20009.

Accounting Pronouncements

In June 2009, the FASB issued new accounting gaelaglating to variable interest
entities. This standard amends previous standaudisemuires an enterprise to perform an
analysis to determine whether the enterprise’sabégiinterest or interests give it a controlling
financial interest in a variable interest entityesifies updated criteria for determining the
primary beneficiary, requires ongoing reassessnanigether an enterprise is the primary
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beneficiary of a variable interest entity, elimesthe quantitative approach previously requ

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. This
standard was effective as of January 30, 201(yelgenning of our fiscal year. The adoption of
this guidance did not have a material impact oncomsolidated financial statements and is not
currently expected to be material in future periods

Liquidity and Capital Resources
Credit Facilities

We have two senior secured credit facilities (tB8e€dit Facilities”) which provide
financing of up to $2.995 billion as of July 30,120 The Credit Facilities consist of a $1.964
billion senior secured term loan facility (“Term &o Facility”) and a senior secured asset-based
revolving credit facility (“ABL Facility”). Total ommitments under the ABL Facility are equal
to $1.031 billion (of which up to $350.0 million @vailable 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 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 $Q@tillion.

Borrowings under the Credit Facilities bear inteedsa rate equal to an applicable
margin plus, at our option, either (a) LIBOR or ébhase 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 30, 2010, under the ABL
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 applicat@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 customater let credit fees.

Under the Term Loan Facility we are required tgpseoutstanding term loans, subject
to certain exceptions, with up to 50% of our anrexaless cash flow (as defined in the credit
agreement) which will be reduced to 25% and 0%sfaghieve and maintain a total net leve
ratio of 6.0 to 1.0 and 5.0 to 1.0, respectivdhg het cash proceeds of certain non-ordinary
course asset sales or other dispositions of prgpeentl the net cash proceeds of any incurrence
of debt other than proceeds from debt permitteceutite senior secured credit agreement.
Through July 30, 2010, no prepayments have beenregtjunder the prepayment provisions
listed above. The Term Loan Facility can be prepamhole or in part at any time.
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We voluntarily prepaid $325.0 million of the Terman Facility in January 2010 and,
a result, no further principal payments will beurgd prior to its maturity on July 6, 2014,
assuming no mandatory prepayment provisions aygdred before such date. There is no
amortization under the ABL Facility. The entirermipal amounts (if any) outstanding under
ABL Facility are due and payable in full at matyran July 6, 2013.

In addition, we are required to prepay the ABL kBgisubject to certain exceptions,
with the net cash proceeds of all non-ordinary sewsset sales or other dispositions of
revolving facility collateral (as defined in thenger secured credit agreement); and to the extent
such extensions of credit exceed the then curr@mowing base. Through July 30, 2010, no
prepayments have been required under any prepayrensions.

We may voluntarily repay outstanding loans underflerm Loan Facility or the ABL
Facility at any time without premium or penaltyhet than customary “breakage” costs with
respect to LIBOR loans.

All obligations under the Credit Facilities are anditionally guaranteed by substantiz
all of our existing and future domestic subsidisuiexcluding certain immaterial subsidiaries
certain subsidiaries designated by us under ouoissecured credit agreements as “unrestricted
subsidiaries”), referred to, collectively, as UGiarantors.

All obligations and related guarantees under thenTleoan Facility are secured by:

« a second-priority security interest in all existaugd after-acquired inventory,
accounts receivable, and other assets arising $tarh inventory and accounts
receivable, of our company and each U.S. Guardtiter‘Revolving Facility
Collateral”), subject to certain exceptions;

« afirst-priority security interest in, and mortgagm, substantially all of our and each
U.S. Guarantor’s tangible and intangible assetseahan the Revolving Facility
Collateral); and

« afirst-priority pledge of 100% of the capital dtdweld by us, or any of our domestic
subsidiaries that are directly owned by us or dritb@U.S. Guarantors and 65% of
the voting capital stock of each of our existing &mture foreign subsidiaries that are
directly owned by us or one of the U.S. Guarantors.

All obligations and related guarantees under thé& &Bcility are secured by the
Revolving Facility Collateral, subject to certaixceptions.

The senior secured credit agreements contain a ewofiltovenants that, among other
things, restrict, subject to certain exceptions,ahility to: incur additional indebtedness; sell
assets; pay dividends and distributions or repweloair capital stock; make investments or
acquisitions; repay or repurchase subordinatecbted®ess (including the Senior Subordinated
Notes discussed below) and the Senior Notes disdussow; amend material agreeme
governing our subordinated indebtedness (incluthegSenior Subordinated Notes discussed
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below) or our Senior Notes discussed below; or ghaur lines of business. The senior sec
credit agreements also contain certain customdirnynative covenants and events of default.

At July 30, 2010, we had no borrowings, $24.2 wiillof commercial letters of credit,
and $66.7 million of standby letters of credit ¢atsling under our ABL Facility.

Senior Notes due 2015 and Senior Subordinated €dggles due 2017

As of July 30, 2010, we have $929.3 million aggtegaincipal amount of 10.625%
senior notes due 2015 (the “Senior Notes”) outstanfteflected in our consolidated balance
sheet net of a $13.0 million discount), which matan July 15, 2015, pursuant to an indenture
dated as of July 6, 2007 (the “senior indenturaiid $450.7 million aggregate principal amount
of 11.875%/12.625% senior subordinated toggle nites2017 (the “Senior Subordinated
Notes") outstanding, which mature on July 15, 2017, parg to an indenture dated as of July 6,
2007 (the “senior subordinated indenturd@fe Senior Notes and the Senior Subordinated I
are collectively referred to herein as the “Noté@he senior indenture and the senior
subordinated indenture are collectively referretiécein as the “indentures.”

Interest on the Notes is payable on January 19alydl5 of each year. Interest on the
Senior Notes is payable in cash. Cash interedt@®énior Subordinated Notes accrues at a rate
of 11.875% per annum, and PIK interest (as defbeddw) if applicable, 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 $&ubordinated Notes (i) in cash, (ii) by
increasing the principal amount of the Senior Sdimated 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 will &gaple in cash. Through July 30, 2010, all
interest on the Senior Subordinated Notes has jbaienn cash.

We may redeem some or all of the Notes at any amedemption prices described or
set forth in the indentures. We also may seek, fiiom to time, to retire some or all of the Nc
through cash purchases in the open market, intetivaegotiated transactions or otherwise.
Such repurchases, if any, will depend on prevaitiregket conditions, our liquidity
requirements, contractual restrictions and othetiofa. The amounts involved may be material.
On May 6, 2010, we repurchased in the open maB@0$million aggregate principal amoun
Senior Notes at a price of 111.0% plus accrueduapaid interest. The pretax loss on this
transaction of $6.5 million is reflected in our demsed consolidated financial statements fo
13- and 26-week periods ended July 30, 2010.

Upon the occurrence of a change of control, wheathelfined in the indentures, each
holder of the Notes has the right to require ugpurchase some or all of such holder’'s Notes at
a purchase price in cash equal to 101% of the ipahamount thereof, plus accrued and unpaid
interest, if any, to the repurchase date.

The indentures contain covenants limiting, amorngiothings, our ability and the ability
of our restricted subsidiaries to (subject to arrgxceptions): incur additional debt; issue
disqualified stock or issue certain preferred si@ely dividends on or make certain distributions
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and other restricted payments; create certain bencumbrances; sell assets; enter
transactions with affiliates; make payments tocasisolidate, merge, sell or otherwise dispose
of all or substantially all of our assets; or desitg our subsidiaries as unrestricted subsidiaries.

The indentures also provide for events of defatichy, if any of them occurs, would
permit or require the principal of and accruednesé on the Notes to become or to be declared
due and payable.

Adjusted EBITD/

Under the agreements governing the Credit Faaldied the indentures, certain
limitations and restrictions could arise if we arg 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 woukskd to be no greater than 4.25to 1 to a
such limitations and restrictions. As of July 3018, this ratio was 1.2 to 1. Senior secured debt
is defined as our total debt secured by liensrailar encumbrances less cash and cash
equivalents. EBITDA is defined as income (losshfroontinuing operations before cumulative
effect of change in accounting principles plusrest and other financing costs, net, provision
for income taxes, and depreciation and amortiza#aljusted 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 accordanceJMhGAAP or (2) operating cash flows
determined in accordance with U.S. GAAP. AdditibnaEBITDA 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 infjeagstents, 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 aghatgute 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 (othan 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 Crdelitcilities is as follows

13-weeks ende 26-weeks ende 52-weeks ende
Jul. 30, Jul. 31, Jul. 30, Jul. 31, Jul. 30, Jan. 29,
(in millions) 2010 2009 2010 2009 2010 2010
Net income $ 1412 $ 936 $ 2772 $ 1766 $ 4400 $ 3394
Add (subtract)
Interest incomi (0.0) (0.0 (0.0) (0.1) (0.0) (0.1)
Interest expens 69.3 89.9 141.3 179.1 307.8 345.6
Depreciation and amortizatic 59.8 61.7 119.9 122.9 238.7 241.7
Income taxe: 83.7 52.1 166.3 103.2 275.8 212.7
EBITDA 354.0 297.3 704.7 581.7 1,262.3 1,139.3
Adjustments
Loss on debt retirement, r 6.4 - 6.4 - 61.7 55.3
(Gain) loss on hedging instrume 0.1 2.7 0.2 (2.0) 2.7 0.5
Impact of markdowns related to
inventory clearance activities,
net of purchase accounting
adjustment: - (2.1) - (5.6) a.7) (7.3)
Advisory and consulting fees to
affiliates - 1.4 0.1 3.0 60.6 63.5
Non-cash expense for share-based
awards 3.4 3.2 9.5 6.1 22.1 18.7
Indirect merge-related cost - 0.8 0.8 5.2 6.2 10.6
Other non-cash charges (including
LIFO) 3.4 8.3 5.2 8.8 3.0 6.6
Total Adjustment: 13.3 8.9 22.2 15.5 154.6 147.9
Adjusted EBITDA $ 3673 $ 3062 $ 7269 $ 5972 $ 14169 $ 1,287.2

Current Financial Condition / Recent Developments

At July 30, 2010, we had total outstanding delatl(iding the current portion of long-
term obligations) of approximately $3.35 billion.eiad $940.1 million available for borrowing
under our ABL Facility at that date. Our liquidityeds are significant, primarily due to our debt
service and other obligations. However, we beliswecash flow from operations and existing
cash balances, combined with availability underGhedit Facilities, will provide sufficient
liquidity to fund our current obligations, projedte/orking capital requirements and capital
spending for a period that includes the next 12thwas well as the next several years.

Our inventory balance represented approximately 498tur total assets exclusive of
goodwill and other intangible assets as of July2B1,0. Our proficiency in managing our
inventory balances can have a significant impaaumncash flows from operations during a
given fiscal year. Inventory purchases are oftenesghat seasonal in nature, such as the
purchase of warm-weather or Christmas-related nagdise. Efficient management of our
inventory continues to be an area of focus for us.
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As described in Note 8 to the condensed consolidatancial statements, we &
involved in a number of legal actions and clainesns of which could potentially result in
material cash payments. Adverse developments sethotions could materially and adversely
affect our liquidity. We also have certain incorag-telated contingencies as more fully
described below under “Critical Accounting Policasl Estimates” and in Note 4 to the
condensed consolidated financial statements. Faegative developments could have a
material adverse effect on our liquidity.

Cash flows from operating activitie€ash flows from operating activities in the 2010
period compared to the 2009 period were positiralyacted by our strong operating
performance due to greater sales, higher grossinsa@nd SG&A leverage, as described in
more detail above under “Results of Operationsiigdsignificant factors in the change in cash
flows from operating activities in the 2010 per&&lcompared to the 2009 period were relat
working capital in general and merchandise invaeesoin particular. Although we continue to
closely monitor our inventory balances, they magtiiate from year to year based on new store
openings, the timing of purchases, and other factderchandise inventories increased by 14%
overall during the first two quarters of 2010 comgubto a 10% overall increase during the
comparable period in 2009. Inventory levels in four inventory categories in the 2010 period
compared to the respective 2009 period were asaislithe consumables category increased
18% compared to a 15% increase; the seasonal categeeased by 7% compared to a 5%
increase; the home products category increase&¥ycbmpared to an decline of 1%; and
apparel increased by 10% compared to a 5% increageases in inventory balances are rel
to our sales increases as well as our initiativet¢oease the height of our store fixtures.
Nevertheless, on a trailing four quarter basisemary turns increased in 2010 as compare
2009.

Cash flows from investing activitieSignificant components of property and equipment
purchases in the 2010 period included the follovdapgroximate amounts: $59 million for
improvements and upgrades to existing stores; $Bibmfor new stores; $29 million for
remodels and relocations of existing stores; $1liamifor systems-related capital projects; and
$10 million for distribution and transportationatdd purchases. The timing of new, remodeled
and relocated store openings along with other facgtaay affect the relationship between such
openings and the related property and equipmehpses in any given period. During the 2
period, we opened 315 new stores and remodeleglamated 301 stores.

Significant components of property and equipmemtipases in the 2009 period incluc
the following approximate amounts: $58 million forprovements and upgrades to existing
stores; $23 million for new stores, $12 million femodels and relocations of existing stores
million for distribution and transportation relateadpital expenditures and $5 million for
systems-related capital projects. During the 20€%d, we opened 225 new stores and
remodeled or relocated 213 stores.

Capital expenditures for the 2010 fiscal year aogegted to be approximately $350
million. We anticipate funding our 2010 capital ueg@ ments with cash flows from operations
and if necessary, we also have significant avditghinder our ABL Facility.
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Cash flows from financing activiti. On May 6, 2010, we repurchased in the ¢
market $50.0 million aggregate principal amoungehior Notes at a price of 111.0%, resulting
in a cash outflow of $55.5 million. We had no beviogs or repayments under the ABL Facility
in the 2010 or 2009 periods.

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
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 accounéatimates with the Audit Committee of our
Board of Directors, and the Audit Committee haseweed 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 valtigmventories.

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

« applying the RIM to a group of products that is fastly uniform in terms of its cost
and selling price relationship and turnover,

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

« inaccurate estimates of inventory shrinkage betvieemnlate of the last physical
inventory at a store and the financial statemet#;dand

inaccurate estimates of LCM and/or LIFO reserves.
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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 onvilagtory 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 analysis for determiniolgsolete inventory. Our policy is to write
down inventory to an LCM value based on various ag@ment assumptions including
estimated markdowns and sales required to liqusiaté inventory in future periods. Inventory
is reviewed on a quarterly basis and adjusted poppate 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@dign our consolidated financial stateme
Sales shortfalls due to the above factors couldeaeduced purchases from vendors and
associated vendor allowances that would also resal unfavorable impact on our
consolidated financial statements.

We calculate our shrink provision based on actbgkjeal 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 previaedve 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.

Our estimates and assumptions related to merchleamiisntories have generally been
accurate in recent years and we do not currentlgipate material changes in these estimates
and assumptions.

Goodwill and Other Intangible AsseWe amortize intangible assets over their estim
useful lives unless such lives are deemed indefiffiimpairment indicators are noted,
amortizable intangible assets are tested for impait 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 pragestare 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 and in recent yéange been materially accurate. Although not
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currently anticipated, changes in these estimatdsaasumptions could materially affect
determination of fair value or impairment. Futundicators of impairment could result in an
asset impairment charge.

Under accounting standards for goodwill and oth&arigible assets, we are required to
test such assets with indefinite lives for impaintn@nnually, or more frequently if impairment
indicators occur. The goodwill impairment test isva-step process that requires manageme
make judgments in determining what assumptions#oimi the calculation. The first step of the
process consists of estimating the fair value ofreporting unit based on valuation techniques
(including a discounted cash flow model using rexeand profit forecasts) and comparing that
estimated fair value with the recorded carryingiealwhich includes goodwill. If the estimated
fair value is less than the carrying value, a sdaiap is performed to compute the amount of
the impairment by determining an “implied fair valwf goodwill. The determination of the
implied fair value of goodwill would require us a&tlocate the estimated fair value of our
reporting unit to its assets and liabilities. Amallocated fair value represents the implied fair
value of goodwill, which would be compared to isresponding carrying value.

The impairment test for indefinite-lived intangitdsesets consists of a comparison of the
fair value of the intangible asset with its carg/eimount. If the carrying amount of an
indefinite-lived intangible asset exceeds its f@ilue, an impairment loss is recognized in an
amount equal to that excess.

We are not currently projecting a decline in cdstv$ that could be expected to have an
adverse effect such as a violation of debt covenantuture goodwill impairment charges.

Property and EquipmentProperty and equipment are recorded at cost. Mlggour
assets into relatively homogeneous classes andajgnarovide for depreciation on a straight-
line basis over the estimated average useful fiEaoh asset class, except for leasehold
improvements, which are amortized over the lesktreoapplicable lease term or the estimated
useful life of the asset. Certain store and warsbadixtures, when fully depreciated, are
removed from the cost and related accumulated digi@n and amortization accounts. The
valuation and classification of these assets aa@#signment of depreciable lives involves
significant judgments and the use of estimatesciwhave been materially accurate in recent
years.

Impairment of Long-lived Assetdle review the carrying value of all long-lived asse
for impairment at least annually, and whenever ts/enchanges in circumstances indicate that
the carrying value of an asset may not be recol@ribaccordance with accounting standards
for impairment or disposal of long-lived assets,redew 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. Gatmeate 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 vahthe asset’s estimated fair value. The fair
value is estimated based primarily upon projectedré cash flows (discounted at our credit
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adjusted ris-free rate) or other reasonable estimates of farketaalue in accordance with U
GAAP.

Insurance Liabilities We retain a significant portion of the risk farravorkers’
compensation, employee health, property loss, apiddeand general liability. These represent
significant costs primarily due to our large em@eyase and number of stores. Provisions are
made to these liabilities on an undiscounted Hassed on actual claim data and estimates of
incurred but not reported claims developed usirigaa@al methodologies based on historical
claim trends, which have been and are anticipatedntinue to be materially accurate. If future
claim trends deviate from recent historical pateme may be required to record additional
expenses or expense reductions, which could beialateour future financial results.

Contingent Liabilities — Income Taxdscome tax reserves are determined using the
methodology established by accounting standardsimglto uncertainty in income taxes. These
standards require companies to assess each inaarpedition taken using a two step proces
determination is first made as to whether it is enldeely than not that the position will be
sustained, based upon the technical merits, upamigation by the taxing authorities. If the tax
position is expected to meet the more likely thahaniteria, the benefit recorded for the tax
position equals the largest amount that is grehtar 50% likely to be realized upon ultimate
settlement of the respective tax position. Uncertax positions require determinations and
estimated liabilities to be made based on provssmirthe tax law which may be subject to
change or varying interpretation. If our determimiag and estimates prove to be inaccurate, the
resulting adjustments could be material to ourrifinancial 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 andgredings with external counsel to assess
probability and estimates of loss. We re-evalula¢sé assessments on a quarterly basis or as
new and significant information becomes availablddétermine whether a liability should be
established or if any existing liability should dgjusted. The actual cost of resolving a claim or
proceeding ultimately may be substantially différgran the amount of the recorded liability. In
addition, because it is not permissible under GBSAP to establish a litigation liability until t
loss is both probable and estimable, in some dases may be insufficient time to establish a
liability prior to the actual incurrence of the $o@ipon verdict and judgment at trial, for exan
or in the case of a quickly negotiated settlement).

Lease Accounting and Excess Facilitiddany of our stores are subject to build-to-suit
arrangements with landlords, which typically caargrimary lease term of 10-15 years with
multiple renewal options. We also have stores stiftgeshorter-term leases (usually with initial
or current terms of 3 to 5 years), and many ofélHeases have multiple renewal options. As of
January 29, 2010, approximately 38% of our stoegsgrovisions for contingent rentals based
upon a percentage of defined sales volume. We neo®gontingent 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,

40




nor-cancelable lease term commencing on the date #n&éhke physical possession of

property from the landlord, which normally includegeriod prior to store opening to make
necessary leasehold improvements and install iduees. When a lease contains a
predetermined fixed escalation of the minimum rem 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 amortigesdraduction to rent expense over the term of
the lease. We reflect as a liability any differebe¢éween 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 atamace with accounting standards for costs
associated with exit or disposal activities. Bage@n overall analysis of store performance and
expected trends, management periodically evaldléseed to close underperforming stores.
Liabilities are established at the point of closiamethe present value of any remaining operating
lease obligations, net of estimated sublease incantat the communication date for sever:
and other exit costs. Key assumptions in calcugate liability include the timeframe expected
to terminate lease agreements, estimates relatbd sublease potential of closed locations, and
estimation of other related exit costs. Historigathese estimates have not been materially
inaccurate; however, if actual timing and potertgaiination costs or realization of sublease
income differ from our estimates, the resultindpiliies could vary from recorded amounts.
These liabilities are reviewed periodically andustifd when necessary.

Share-Based Payment®ur shardzased stock option awards are valued on an incal
grant basis using the Black-Scholes-Merton closeah foption pricing model. We believe that
this model fairly estimates the value of our shasmeed awards. The application of this valuation
model involves assumptions that are judgmentalragialy sensitive in the valuation of stock
options, which affects compensation expense relatétese options. These assumptions inc
an estimate of the fair value of our common sttlok,term that the options are expected to be
outstanding, an estimate of the volatility of otack price (which is based on a peer group of
publicly traded companies), applicable interestsatnd the dividend yield of our stock. Our
stock has been publicly traded for a relativelyitéd period of time due to our initial public
offering in November 2009 and therefore our valgtiéstimates are based on a peer group of
companies. Other factors involving judgments tlifgich the expensing of share-based payments
include estimated forfeiture rates of share-basetds. Historically, these estimates have not
been materially inaccurate; however, if our estenatiffer materially from actual experience,
we may be required to adjust this expense, whiciddee material to our future financial rest

Fair Value Measurement8V/e measure fair value of assets and liabilitiesdoordance
with applicable accounting standards, which reqthies fair values be determined based on the
assumptions that market participants would useicing the asset or liability. These standards
establish a fair value hierarchy that distinguishetsveen market participant assumptions based
on market data obtained from sources independaheakporting entity (observable inputs that
are classified within Levels 1 and 2 of the hieng)cand the reporting entity’s own assumptions
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about market participant assumptions (unobseniaplés classified within Level 3 of tf
hierarchy). Therefore, Level 3 inputs are typicdlsed on an entity’own assumptions, as th
is little, if any, related market activity, and grequire the use of significant judgment and
estimates. Currently, we have no assets or ligslihat are valued based solely on Level 3
inputs.

Our fair value measurements are primarily assottiadén our derivative financial
instruments, intangible assets, property and egepnand 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 contracteains 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 frmbservable market interest rate curves. In
recent years, these methodologies have producestiaigt accurate valuations.

Derivative Financial Instrument&Ve account for our derivative instruments in
accordance with accounting standards for derivatisguments (including certain derivative
instruments embedded in other contracts) and hgdwitivities, as amended and interpreted,
which establish accounting and reporting requirdsiéar such instruments and activities. Th
standards require that every derivative instrurbentecorded in the balance sheet as either an
asset or liability measured at its fair value, #mat changes in the derivative’s fair value be
recognized currently in earnings unless specifageeaccounting criteria are met. See “Fair
Value Measurements” above for a discussion of déxig valuations. Special accounting for
gualifying hedges allows a derivative’s gains amgkes to either offset related results on the
hedged item in the statement of operations or beraalated in other comprehensive income,
and requires that a company formally document gihede, and assess the effectiveness of
transactions that receive hedge accounting. Weleseative instruments to manage our
exposure to changing interest rates, primarily withrest rate swaps.

In addition to making valuation estimates, we ddear the risk that certain derivative
instruments that have been designated as hedgesigrdtly meet the strict hedge accounting
requirements may not qualify in the future as “lygtffective,” as defined, as well as the risk
that hedged transactions in cash flow hedgingiogiships may no longer be considered
probable to occur. Further, new interpretations gundance related to these instruments may be
issued in the future, and we cannot predict theiptessimpact that such guidance may have on
our use of derivative instruments going forward.
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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 fieeal year ended January 29, 2010.

ITEM 4T. CONTROLS AND PROCEDURES.

(@) Disclosure Controls and Procedurednder the supervision and with the
participation of our management, including our pipal executive officer and principal financ
officer, we conducted an evaluation of our disctestontrols and procedures, as such term is
defined under Rule 13a-15(e) or 15d-15(e) promeldainder the Securities Exchange Act of
1934, as amended (the “Exchange Act”). Based anetvéluation, 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 Repogin There have been no
changes in our internal control over financial itjpg (as defined in Exchange Act Rule 13a-15
(f)) during the quarter ended July 30, 2010 thaehaaterially affected, or are reasonably likely
to materially affect, our internal control overdimcial reporting.

PART [I—OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS.

The information contained in Note 8 to the unawtlitendensed consolidated financial
statements under the heading “Legal proceedingstageed in Part |, Item 1 of this Form 10-Q
is incorporated herein by this reference.

ITEM 1A. RISK FACTORS.

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 fieeal year ended January 29, 2010.
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ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF
PROCEEDS.

The following table contains information regardmgrchases of our common stock m
during the quarter ended July 30, 2010 by or oralbeth Dollar General or any “affiliated
purchaser,” as defined by Rule 10b-18(a)(3) ofSkeurities Exchange Act of 1934:

Total Number Maximum Number

of Shares Purchased of Shares that May

Total Number Average as Part of Publicly Yet Be Purchased

of Shares Price Paid Announced Plans or Under the Plans or

Period Purchased (a) per Share Programs Programs

05/01/1(-05/31/10 - $ - - -
06/01/1(-06/30/10 19,29( $ 25.7: - -
07/01/1(-07/30/10 - $ - - -
Total 19,29( $ 25.7: - -

(a) Represents shares repurchased from employessant to the terms of management stockh’s agreement:

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 STATEMENTS

We include “forward-looking statements” within theeaning of the federal securities
laws throughout this report, particularly under ‘ddgement’s Discussion and Analysis of
Financial Condition and Results of Operations” &ddte 8. Commitments and Contingencies.”
You can identify these statements because theyaranited to historical fact or they use
words such as “may,” “will,” “should,” “expect,” ‘Elieve,” “anticipate,” “project,” “plan,”
“estimate,” “objective,” “intend,” or “could,” andimilar expressions that concern our strategy,
plans, intentions or beliefs about future occuresnar results. For example, statements relating
to estimated and projected expenditures, cash fleegsilts of operations, financial condition
liquidity; plans and objectives for future operato growth or initiatives; and the expected
outcome or effect of pending or threatened litigatr audits are forward-looking statements.

Forward-looking statements are subject to risksianmbrtainties that may change at any
time, so our actual results may differ materiatlyni those that we expected. We derive many of
these statements from our operating budgets aeddsts, which are based on many detailed
assumptions that we believe are reasonable. Howgvwewrery difficult to predict the effect of
known factors, and we cannot anticipate all factbas could affect our actual results.

Important factors that could cause actual resaltiiffer materially from the expectatio
expressed in our forward-looking statements incluwdthout limitation

« failure to successfully execute our growth strateggiuding delays in store growth,
difficulties executing sales and operating proférgin initiatives and inventory
shrinkage reduction;

« the failure of our new store base to achieve salesoperating levels consistent with
our expectations;

« risks and challenges in connection with sourcingam&ndise from domestic and
foreign vendors, as well as trade restrictions;

« our level of success in gaining and maintainingadromarket acceptance of our
private brands and in achieving our other initiesiv

« unfavorable publicity or consumer perception of products;
« our debt levels and restrictions in our debt agerEs)

« economic conditions, including their effect on fimancial and capital markets, our
suppliers and business partners, employment les@hsumer demand, disposable
income, credit availability and spending pattern8ation; and the cost of goods;

« increases in commodity prices (including, withaatitation, cotton, oil, paper and
resin);

« levels of inventory shrinkage;
« seasonality of our business;
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« increases in costs of fuel or other energy, trartapon or utilities cost
and in the costs of labor, employment and healté; ca

« the impact of changes in or noncompliance with govental laws and regulations
(including, but not limited to, product safety, likaare and unionization) and
developments in or outcomes of legal proceedimygstigations or audits;

« disruptions in our supply chain including, withdimitation, a decrease in
transportation capacity for overseas shipmentsavk \stoppages or other labor
disruptions that could impede our receipt of impdnnerchandise;

« damage or interruption to our information systems;

« changes in the competitive environment in our imgusnd the markets where we
operate;

« natural disasters, unusually adverse weather gondjtpandemic outbreaks,
boycotts, war and geo-political events;

« the incurrence of material uninsured losses, ekgegssurance costs, or accident
Costs;

« our failure to protect our brand name;

« our loss of key personnel or our inability to hadditional qualified personnel;
« Interest rate and currency exchange fluctuations;

« our failure to maintain effective internal controls

« changes to income tax expense due to changesnteqgoretation of tax laws, or as a
result of federal or state income tax examinations;

« changes to or new accounting guidance, such agjebda lease accounting guida
or a requirement to convert to international finaheporting standards;

« factors disclosed under “Risk Factors” in Partém 1A of our Form 10-K for the
fiscal year ended January 29, 2010;

» factors disclosed elsewhere in this document (gholy, without limitation, in
conjunction with the forward-looking statementsiiselves and under the heading
“Critical Accounting Policies and Estimates”) artther factors.

All written and oral forward-looking statements asgressly qualified in their entirety
by these and other cautionary statements that e fram time to time in our other SEC filin
and public communications. You should evaluate &ydrooking statements in the context of
these risks and uncertainties. These factors magamtain all of the material factors that are
important to you. We cannot assure you that wernadlize the results or developments we
anticipate or, even if substantially realized, tinaty will result in the consequences or affect us
or our operations in the way we expect.

The forward-looking statements included in thisaré@re made only as of the date
hereof. We undertake no obligation to publicly updar revise any forward-looking statement
as a result of new information, future events tieowise, except as otherwise 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:August 31, 201( By: /s/ David M. Tehle

David M. Tehle
Executive Vice President and Chief Financial Offi
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EXHIBIT INDEX
Second Amendment to Management Stockholder’'s Ageagsneffective June 3,
2010 (incorporated by reference to Exhibit 10.Dtdlar General Corporation’s
Quarterly Report on Form 10-Q for the fiscal quiaeteded April 30, 2010, filed with
the SEC on June 8, 2010 (file number 001-11421))

Amendment to Dollar General Corporation 1998 Stodentive Plan, effectiv
August 26, 201(

Waiver of Certain Limitations Pertaining to OptidAseviously Granted under the
Amended and Restated 2007 Stock Incentive Plagctefé August 26, 201

Letter re unaudited interim financial informati
Certifications of CEO and CFO under Exchange AdeRi3:14(a)

Certifications of CEO and CFO under 18 U.S.C. 1
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This Amendment (the * Amendmeftto the Dollar General Corporation 1998 Stock Inex

AMENDMENT TO
DOLLAR GENERAL CORPORATION
1998 STOCK INCENTIVE PLAN
(As Amended and Restated effective as of May 30620
and further amended effective November 28, 2006)

Plan (as Amended and Restated effective as of Mag@6, and further amended effective

November 28, 2006) (t* Plan”) is effective as of August 26, 2010. Except dseowise defined in
this Agreement, capitalized terms used but nonheefiherein shall have the meaning set forth in the

Plan.

1.

The second sentence of Section 5(d) of the Plaarisby amended by deleting such

sentence in its entirety and replacing it with filowing language:

2.
paragraph:

3.

“As determined by the Board or the Committee, $rsible discretion, at or
(except in the case of an Incentive Stock Optidtey grant, payment for the
award or of the exercise price of a Non-Qualifiédc® Option may be made
in full or in part in the form of shares of Commgtock already owned by the
optionee, shares of Restricted Stock or sharegestuty such Option or
another award hereunder (in each case valued &bgih&larket Value of the
Common Stock on the date the Option is exercised).”

Section 12(j) of the 1998 Plan is hereby amendeddualng the following new

“Notwithstanding anything herein to the contrafygtithe time of an award
holder’s termination of employment with the Corpara, the award holder is
a “specified employee” as defined in Section 409#e Code and the
deferral of the commencement of any payments oefiisrotherwise payable
hereunder as a result of such termination of enmpéoyt is necessary in order
to prevent any accelerated or additional tax uissetion 409A of the Code,
then the Corporation will defer the commencemerhefpayment of any such
payments or benefits hereunder (without any redaah such payments or
benefits ultimately paid or provided to such awlaotter) until the date that is
six months following the award holder’s terminatmiremployment with the
Corporation (or the earliest date as is permittedien Section 409A of the
Code).”

This Amendment shall be governed by and constmiedcordance with the laws of

State of Tennessee applicable therein.

4.

References to the “Plan” contained in the Planlshean the Plan as amended by this
Amendment. Except as so modified pursuant to thieAdment, the Plan is hereby ratified and
confirmed in all respects and shall remain in fotce and effect in accordance with its terms.

This Amendment was duly authorized by the Boardogust 26, 2010.



WAIVER OF CERTAIN LIMITATIONS SET FORTH IN OPTION A GREEMENTS
PERTAINING TO OPTIONS PREVIOUSLY GRANTED UNDER
THE AMENDED AND RESTATED 2007 STOCK INCENTIVE PLAN

Effective August 26, 2010

Reference is made to the stock option agreemdrds' (Option Agreementy, by and
between Dollar General Corporation (the “ Compgrand certain employees of the Company
pursuant to which such employees were grantedraius times on or subsequent to July 6,
2007 through the date hereof, and currently holtddbp to acquire shares of common stock of
the Company (“ Sharé$ in accordance with the terms and conditions Bpgetin the Option
Agreements and the Dollar General Corporation Aredrehd Restated 2007 Stock Incentive
Plan (the “ Plar). Capitalized terms used but not otherwise defiherein shall have the
meanings ascribed thereto in the Option Agreemamishe Plan.

The 162(m) Subcommittee of the Compensation Coramitt the Board of Directors of
the Company (the “* Committé® has resolved that effective August 26, 2010, timiditions se
forth in Section 4.3(c) of the Option Agreementalshe waived as provided below.

Section 4.3(c) of the Option Agreements provides tin connection with the exercise of
an Option, an Optionee may satisfy his minimum tallding obligation by electing to have the
Shares issuable upon exercise of the Option redogdice number of Shares having an
equivalent Fair Market Value to the minimum withdlioly tax obligation solely in the event the
Optionee’s employment terminated without Causeood Reason or due to death or
Disability.

Pursuant to the powers granted to the Committeeruhe Option Agreement and Plan,
the Committee hereby waives the limitations sethfor Section 4.3(c) of the Option
Agreements and provides that effective August Pa02in connection with the exercise of an
Option, an Optionee, who is an employee of the Gomat the time of such exercise, may
satisfy the minimum tax withholding by electinghtave the Shares issuable upon any exercise
of any Option outstanding under the Option Agreetsieneduced by the number of Shares
having an equivalent Fair Market Value to the mimmwithholding tax obligation in
connection with the exercise of such Option, or postion thereof.



August 31, 2010
The Board of Directors and Shareholders

Dollar General Corporation

We are aware of the incorporation by referencééRegistration Statements (Nos. 333-151047,133%49
333-151655, 333-151661 and 333-163200 on Form 1#&883-165799 and 333-165800 on Form S-3) of Dollar
General Corporation of our reports dated June 80 2hd August 31, 2010, relating to the unauditatiensed

consolidated interim financial statements of Dollemeral Corporation that are included in its Fol®Q for the
quarters ended April 30, 2010 and July 30, 2010.

Very truly yours,
/sl Ernst & Young LLP
Nashville, Tennessee



CERTIFICATIONS
I, Richard W. Dreiling, certify that:
1. | have reviewed this quarterly report on Form 10f@ollar General Corporation;

2. Based on my knowledge, this report does not coramaynuntrue statement of a material fact or omit
to state a material fact necessary to make thenstits made, in light of the circumstances under
which such statements were made, not misleadirty negipect to the period covered by this report;

3. Based on my knowledge, the financial statements$odimer financial information included in this
report, fairly present in all material respectsfihancial condition, results of operations andhcas
flows of the registrant as of, and for, the peripdssented in this report;

4.  The registrant’s other certifying officer(s) andre responsible for establishing and maintaining
disclosure controls and procedures (as definedah&nhge Act Rules 13a-15(e) and 15d-15(e)) and
internal control over financial reporting (as definin Exchange Act Rules 13a-15(f) and 15d-15(f))
for the registrant and have:

() Designed such disclosure controls and proceduresused such disclosure controls and
procedures to be designed under our supervisiamgare that material information relating
to the registrant, including its consolidated sdiasies, is made known to us by others wi
those entities, particularly during the period ihigh this report is being prepared,;

(b) Designed such internal control over financial reipgy;, or caused such internal control over
financial reporting to be designed under our suigém, to provide reasonable assurance
regarding the reliability of financial reportingathe preparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

(c) Evaluated the effectiveness of the registrant’sldfire controls and procedures and
presented in this report our conclusions aboueffextiveness of the disclosure controls and
procedures, as of the end of the period coverdtiisyeport based on such evaluation; and

(d) Disclosed in this report any change in the regigtsanternal control over financial reporti
that occurred during the registrant’s most recisecef quarter (the registrant’s fourth fiscal
guarter in the case of an annual report) that retemally affected, or is reasonably likely to
materially affect, the registrant’s internal comiwger financial reporting; and

5.  The registrant’s other certifying officer(s) antdve disclosed, based on our most recent evaluation
of internal control over financial reporting, tcethegistrant’s auditors and the audit committee of
the registrant’s board of directors (or persorm$gpming the equivalent functions):

(&) All significant deficiencies and material weaknesgethe design or operation of internal
control over financial reporting which are reasdgpdiiely to adversely affect the
registrant’s ability to record, process, summaard report financial information; and

(b) Any fraud, whether or not material, that involveamagement or other employees who have
a significant role in the registrant’s internal trmh over financial reporting.

Date: August 31, 2010 /sl Richard W. Dreiling

Richard W. Dreilinc
Chief Executive Office




I, David M. Tehle, certify that:
1. | have reviewed this quarterly report on Form 10f@ollar General Corporation;

2.  Based on my knowledge, this report does not coramayjnuntrue statement of a material fact or omit
to state a material fact necessary to make thenstaits made, in light of the circumstances under
which such statements were made, not misleadirty negipect to the period covered by this report;

3. Based on my knowledge, the financial statements$odimer financial information included in this
report, fairly present in all material respectsfihancial condition, results of operations andhcas
flows of the registrant as of, and for, the peripdssented in this report;

4.  The registrant’s other certifying officer(s) andrke responsible for establishing and maintaining
disclosure controls and procedures (as definecam&nge Act Rules 13a-15(e) and 15d-15(e)) and
internal control over financial reporting (as definin Exchange Act Rules 13a-15(f) and 15d-15(f))
for the registrant and have:

(a) Designed such disclosure controls and proceduresused such disclosure controls and
procedures to be designed under our supervisiamgare that material information relating
to the registrant, including its consolidated sdiasies, is made known to us by others wi
those entities, particularly during the period ihigh this report is being prepared,;

(b) Designed such internal control over financial reipgy;, or caused such internal control over
financial reporting to be designed under our suigém, to provide reasonable assurance
regarding the reliability of financial reportingathe preparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

(c) Evaluated the effectiveness of the registrant’sldfire controls and procedures and
presented in this report our conclusions aboueffextiveness of the disclosure controls and
procedures, as of the end of the period coverdtiisyeport based on such evaluation; and

(d) Disclosed in this report any change in the regigtsanternal control over financial reporti
that occurred during the registrant’s most recisecef quarter (the registrant’s fourth fiscal
guarter in the case of an annual report) that retemally affected, or is reasonably likely to
materially affect, the registrant’s internal comiger financial reporting; and

5.  The registrant’s other certifying officer(s) antdve disclosed, based on our most recent evaluation
of internal control over financial reporting, tceethegistransg auditors and the audit committee of
registrant’s board of directors (or persons perfogthe equivalent functions):

(&) All significant deficiencies and material weaknesiethe design or operation of internal
control over financial reporting which are reasdypdiiely to adversely affect the
registrant’s ability to record, process, summaad report financial information; and

(b) Any fraud, whether or not material, that involveamagement or other employees who have
a significant role in the registrant’s internal tmh over financial reporting.

Date: August 31, 2010 /s/ David M. Tehle

David M. Tehle
Chief Financial Office




CERTIFICATIONS
Pursuant to 18 U.S.C. Section 1350

Each of the undersigned hereby certifies that sokhiowledge the Quarterly Report
Form 104Q for the fiscal quarter ended July 30, 2010 ofl&oGeneral Corporation (t
“Company”)filed with the Securities and Exchange Commissiornhe date hereof ful
complies with the requirements of section 13(al®(d) of the Securities Exchange
of 1934 and that the information contained in stebort fairly presents, in all matei
respects, the financial condition and results arapons of the Company.

/sl Richard W. Dreiling

Name: Richard W. Dreilinc
Title:  Chief Executive Office
Date: August 31, 201(

/s/ David M. Tehle

Name: David M. Tehle
Title: Chief Financial Office
Date: August 31, 201(



