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ITEM 1.

PART |—FINANCIAL INFORMATION

FINANCIAL STATEMENTS

DOLLAR GENERAL CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

(In thousands)

May 2, February 1,
2008 2008
ASSETS (Unaudited) (see Note 1)
Current assets:
Cash and cash equivalents $ 115,904 $ 100,209
Short-term investments 48,571 19,611
Merchandise inventories 1,317,097 1,288,661
Income taxes receivable 33,813 32,501
Deferred income taxes 15,247 17,297
Prepaid expenses and other current assets 64,508 59,465
Total current assets 1,595,140 1,517,744
Net property and equipment 1,250,570 1,274,245
Goodwill 4,344,930 4,344,930
Intangible assets, net 1,359,090 1,370,557
Other assets, net 113,269 148,955
Total assets $ 8,662,999 $ 8,656,431
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:
Current portion of long-term obligations $ 2,830 $ 3,246
Accounts payable 592,071 551,040
Accrued expenses and other 356,915 300,956
Income taxes payable 2,924 2,999
Total current liabilities 954,740 858,241
Long-term obligations 4,176,121 4,278,756
Deferred income taxes 490,035 486,725
Other liabilities 302,384 319,714
Redeemable common stock 9,112 9,122
Shareholders’ equity:
Preferred stock - -
Common stock 277,740 277,741
Additional paid-in capital 2,482,409 2,480,062
Retained earnings (accumulated deficit) 1,097 (4,818
Accumulated other comprehensive loss (30,639 (49,112
Total shareholders’ equity 2,730,607 2,703,873
Total liabilities and shareholders’ equity $ 8,662,999 $ 8,656,431

See notes to condensed consolidated financialre&tss.




DOLLAR GENERAL CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF INCOME

(Unaudited)
(In thousands except per share amounts)
Successor Predecessor
For the 13 weeks ended
May 2, May 4,
2008 2007
Net sales $ 2,403,498 $ 2,275,267
Cost of goods sold 1,710,421 1,642,207
Gross profit 693,077 633,060
Selling, general and administrative 582,504 577,692
Operating profit 110,573 55,368
Interest income (957) (2,573)
Interest expense 100,871 6,167
Income before income taxes 10,659 51,774
Income taxes 4,743 16,899
Net income $ 5,916 $ 34,875

See notes to condensed consolidated financialrs&ates.




DOLLAR GENERAL CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

(In thousands)

Successor

Predecessor

For the 13 weeks ended

May 2, May 4,
2008 2007
Cash flows from operating activities:
Net income 5,916 $ 34,875
Adjustments to reconcile net income to net cashigea by
operating activities:
Depreciation and amortization 61,406 50,451
Deferred income taxes (5,600) (4,948)
Noncash share-based compensation 2,346 3,469
Tax benefit from stock option exercises - (3,529)
Change in operating assets and liabilities:
Merchandise inventories (28,436) (11,977)
Prepaid expenses and other current assets (3,545) (552)
Accounts payable 52,860 (62,870)
Accrued expenses and other 67,897 25,647
Income taxes (1,387) (1,736)
Other 104 456
Net cash provided by operating activities 151,561 29,286
Cash flows from investing activities:
Purchases of property and equipment (35,373) (34,101)
Purchases of short-term investments (9,903) -
Sales of short-term investments 12,976 6,000
Purchases of long-term investments - (5,670)
Proceeds from sale of property and equipment 94 169
Net cash used in investing activities (32,206) (33,602)
Cash flows from financing activities:
Borrowings under revolving credit facility - -
Repayments of borrowings under revolving creditlitsc (102,500) -
Repayments of long-term obligations (1,045) (2,653)
Payment of cash dividends - (15,712)
Proceeds from exercise of stock options - 34,281
Repurchases of common stock (20) -
Tax benefit from stock option exercises - 3,529
Other financing activities (105) -
Net cash provided by (used in) financing activities (103,660) 19,445
Net increase in cash and cash equivalents 15,695 15,129
Cash and cash equivalents, beginning of period 100,209 189,288
Cash and cash equivalents, end of period 115,904 $ 204,417
Supplemental schedule of noncash investing andding activities:
Purchases of property and equipment awaiting psiegd$or payment,
included in Accounts payable 8,620 $ 10,639
Purchases of property and equipment under cap#akl obligations $ 163

See notes to condensed consolidated financialms&tes.






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

1. Basis of presentatior

The accompanying unaudited condensed consolidaiadcial statements of Dollar General Corporatiod s
subsidiaries (the “Company”) have been preparetaordance with accounting principles generallyepted in the
United States of America (“U.S. GAAP?”) for interiimancial information and are presented in accocdamith the
requirements of Form 10-Q and Rule 10-01 of Reguia®-X. Such financial statements consequentigatanclude
all of the disclosures normally required by U.S.A&Ror those normally made in the Company’s Annugpdtt on
Form 10-K. Accordingly, the reader of this Qudstdreport on Form 10-Q should refer to the Compamyninual
Report on Form 10-K for the year ended Februa008 for additional information.

The Company was acquired on July 6, 2007 througierger with Buck Acquisition Corp. (“Buck”) accoilt
for as a reverse acquisition (“Merger”). The Mergas funded primarily through debt financings aadhcequity
contributions from investment funds affiliated wKlohlberg Kravis Roberts & Co., L.P. (*KKR”), GS @ital Partners
VI Fund, L.P. and affiliated funds (affiliates ob@dman, Sachs & Co.), Citi Private Equity, WellingtManagement
Company, LLP, CPP Investment Board (USRE Il) Imd ather equity co-investors (collectively, thevéstors”).
Although the Company continued as the same leddy exiter the Merger, the accompanying condensedalidated
financial statements are presented for the “Pressecéfor the 13-week period ended May 4, 2007 ‘@wtcessor” for
the 13-week period ended May 2, 2008 as a restitteoCompany applying purchase accounting and abaeig of
accounting beginning on July 7, 2007. As a resutuschase accounting, the pre-Merger and post-dtdigancial
results are not comparable.

Buck’s results of operations (a net loss of $1.Rioni) for the period from its formation on March 3007 to
May 4, 2007 are not reflected in the condensedatmtaged financial statements for the period endieg 4, 2007. Thit
loss was related to certain derivative financiatinments entered into by Buck prior to the Mergsrdiscussed further
in Note 3, and Buck had no other assets, lialslitee operations prior to the Merger.

The accompanying unaudited condensed consolidmiadcial statements have been prepared in accadanc
with the Company’s customary accounting practidesnanagement’s opinion, all adjustments (whighafra normal
recurring nature) necessary for a fair presentatfdhe consolidated financial position as of May @08 and results of
operations for the 13-week quarterly accountinggosrended May 2, 2008 and May 4, 2007 have beele ma

The condensed consolidated balance sheet as afdrglr, 2008 has been derived from the auditedatoiagec
financial statements at that date but does notidgchll of the information and notes required b .\GAAP for
complete financial statements.




The preparation of financial statements in confoymiith U.S. GAAP requires the Company to makeneates
and assumptions that affect the amounts reportdteicondensed consolidated financial statememtsecompanying
notes. Ongoing estimates of inventory shrinkageiaitidl markups and markdowns are included inittierim cost of
goods sold calculation. Because the Company’'sibasiis moderately seasonal, the results for mtperiods are not
necessarily indicative of the results to be expktte the entire year.

Certain financial statement amounts relating torgperiods have been reclassified to conform tactiveent
period presentation.

As discussed in Note 3, effective February 2, 20@8Company changed its accounting for the fauealf
certain financial assets and liabilities in conim@tivith the adoption of Financial Accounting Stards Board
(“FASB”) Statement of Financial Accounting Standa(tSFAS”) No. 157,”Fair Value Measurements”. Thi®gtion
resulted in a $4.7 million decrease in liabilitydreces associated with interest rate swaps thatdinepany uses in an
attempt to manage interest rate risk, with theetffeflected in other comprehensive income.

In May 2008, the FASB issued SFAS No. 162, “Theratiehy of Generally Accepted Accounting Princigles.
SFAS 162 identifies the sources of accounting fplas and the framework for selecting the pringplsed in the
preparation of financial statements of nongoverrtaieantities that are presented in conformity vV@aAAP in the
United States (the GAAP hierarchy). SFAS 162 wdldffective 60 days following the SEC’s approvatha Public
Company Accounting Oversight Board (PCAOB) amendsianAU Section 411, “The Meaning of Present kyail
Conformity With Generally Accepted Accounting Piles.” The Company plans to adopt SFAS 162 oni it
effective. The Company is in the process of deteimgi the potential impact of this standard onitaifcial statements.

2. Comprehensive income

Comprehensive income consists of the following:

Successor Predecessor

13 Weeks Ended

May 2, May 4,
(in thousands) 2008 2007
Net income $ 5,91¢ $ 34,875
Unrealized net gain on hedged transactions, nietcoine taxes (see Note 3) 18,47: -
Reclassification of net loss on derivatives - 46
Comprehensive income $ 24,38¢ $ 34,921
3. Assets and liabilities measured at fair valu

On February 2, 2008, the Company adopted componé®&BAS No. 157, “Fair Value Measurements”. SFAS
157 defines fair value, establishes a frameworlafeasuring fair value, and expands disclosurestdbmwalue
measurements. SFAS 157 applies to reported baldhatare required or permitted to be measurératalue under
existing accounting pronouncements; accordingly stiandard does not require any new fair value uneasents of
reported balances.




SFAS 157 emphasizes that fair value is a marketebagasurement, not an entity-specific measurement.
Therefore, a fair value measurement should beaméted based on the assumptions that market gaatits would use
in pricing the asset or liability. As a basis émnsidering market participant assumptions infalue measurements,
SFAS 157 establishes a fair value hierarchy thettrdjuishes between market participant assumpbassd on market
data obtained from sources independent of the tiagagntity (observable inputs that are classifigthin Levels 1 and
2 of the hierarchy) and the reporting entity’s cagsumptions about market participant assumptiamsb@ervable
inputs classified within Level 3 of the hierarchy).

Level 1 inputs utilize quoted prices (unadjustedactive markets for identical assets or liab#itibat the
Company has the ability to access. Level 2 inprgsrguts other than quoted prices included in Léwbhat are
observable for the asset or liability, either dileor indirectly. Level 2 inputs may include qudtprices for similar
assets and liabilities in active markets, as welhauts that are observable for the asset ofitigother than quoted
prices), such as interest rates, foreign exchaaigs,rand yield curves that are observable at corlyngoioted intervals
Level 3 inputs are unobservable inputs for thetamskability, which are typically based on an igyis own
assumptions, as there is little, if any, relatedkabactivity. In instances where the determinatbthe fair value
measurement is based on inputs from different $eokthe fair value hierarchy, the level in the falue hierarchy
within which the entire fair value measurementsfadl based on the lowest level input that is sigaift to the fair value
measurement in its entirety. The Company’s assedsoi¢he significance of a particular input to faeg value
measurement in its entirety requires judgment,camsiders factors specific to the asset or lighilit

In April 2007, Buck entered into interest rate ssagntingent upon the completion of the Mergeraqortion
of the loans anticipated to result from the MerJérese swaps were designated as cash flow hed@atober 2007.
As a result of these swaps, the Company is payirglan fixed interest rate of 7.683% on a notibaaount equal to
$1.6 billion as of May 2, 2008. In February 2008 @ompany entered into an additional interestsatgp, which was
designated as a cash flow hedge at its incept@zulting in the Company paying an all in fixed ret rate of 5.58% ¢
a notional amount of $350.0 million as of May 2080The Company uses these interest rate swapariaga its
interest rate risk.

The valuation of the Company’s derivative finanamdtruments is determined using widely acceptédaten
techniques including discounted cash flow analgeishe expected cash flows of each derivative. &haysis reflects
the contractual terms of the derivatives, includimg period to maturity, and uses observable mdr&séd inputs,
including interest rate curves. The fair valuestdrest rate swaps are determined using the rmstidedard
methodology of netting the discounted future fixadh payments (or receipts) and the discountecceegbeariable
cash receipts (or payments). The variable caghptsc(or payments) are based on an expectatibunwt interest rate
(forward curves) derived from observable marketnest rate curves.

To comply with the provisions of SFAS 157, the Camypincorporates credit valuation adjustments to
appropriately reflect both its own nonperformanis& and the respective counterparty’s nonperforrearsk in the fair
value measurements. In adjusting the fair value of




its derivative contracts for the effect of nonpemfance risk, the Company has considered the ingfawttting and any
applicable credit enhancements, such as collgtestings, thresholds, mutual puts, and guarantees.

Although the Company has determined that the ntgjofithe inputs used to value its derivatives Vethin
Level 2 of the fair value hierarchy, the credituation adjustments associated with its derivatiuéze Level 3 inputs
such as estimates of current credit spreads ta@teathe likelihood of default by itself and itsuoterparties. Howeve
as of May 2, 2008, the Company has assessed thiéicsigce of the impact of the credit valuationusdjnents on the
overall valuation of its derivative positions amashdetermined that the credit valuation adjustmamsiot significant
the overall valuation of its derivatives. As a flgsihe Company has determined that its derivatadeations in their
entirety are classified in Level 2 of the fair valierarchy.

The table below presents the Company’s assetgafilities measured at fair value on a recurringivas of
May 2, 2008, aggregated by the level in the falu@aierarchy within which those measurements fall.

Quoted Prices in Significant
Active Markets Other Significant
for Identical Observable Unobservable Balance at
Assets and Liabilities Inputs Inputs May 2,
(In thousands) (Level 1) (Level 2) (Level 3) 2008
Assets:
Available-for-sale
securities (a) $ 48,571 $ - $ - % 48,571
Trading securities (b) 14,70z - - 14,702
Derivative financial
instruments (c) - 270 - 270
Liabilities:
Derivative financial
instruments (d) - 53,156 - 53,156

(a) Reflected in the condensed consolidated balsineet as short-term investments.

(b) Reflected in the condensed consolidated balaheet as other current assets of $2,904 and agkets, net
of $11,798.

(c) Reflected in the condensed consolidated balaheet as other assets, net

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

The Company does not have any fair value measutsmsimng significant unobservable inputs (Levea8)f
May 2, 2008.

4. Strategic initiatives

During 2006, the Company began implementing cedaategic initiatives related to its historicav@mtory
management and real estate strategies, as morelégdtribed below.




Inventory management

In 2006, the Company undertook an initiative tacdiginue its historical inventory packaway model\fwtually
all merchandise by the end of fiscal 2007 and =bia reserve for lower of cost or market inventorgairment
estimates. This reserve was reduced by $12.3 mitlioing the 13wveek period ended May 4, 2007, to account for ¢
of products with markdowns below cost, higher thaticipated shrink during the period, and adjustisémthe
estimates of the remaining below cost markdowrsettaken. In connection with this strategic charige Company
incurred higher markdowns and writedowns on invgnio the first 13-week period of 2007 than in twnparable
prior-year periods. As a result of the Merger andécordance with SFAS 141, the Company’s inverbatgnces,
including the inventory associated with this stgadechange, were adjusted to fair value and treedlreserve was
eliminated.

Exit and disposal activities

In 2006 and 2007, the Company implemented plactose, in addition to those stores that might bsed in
the ordinary course of business, approximatelystéfes, all of which were closed by the end ofdi®007. Of such
stores, 281 were closed as of May 4, 2007, an@tmepany incurred pretax costs of $20.7 millionha 13-week
period ended May 4, 2007, including $15.3 millidiease contract termination costs, $1.5 millionnvientory
liquidation fees, $1.1 million of inventory markdos/below cost, and $2.8 million of other associatests.

All expenses associated with exit and disposalitiets are included in selling, general and adntrats/e
(“SG&A”) expenses with the exception of the belowastinventory adjustments, which are included ist @ goods
sold in the condensed consolidated statement omedor the 13-week period ended May 4, 2007.

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

Balance, 2008 Balance,
February 1, 2008 Payments May 2,
2008 Expenses and Other 2008
Lease contract termination costs $ 201 % 01 $ 39 % 16.3
Other associated store closing costs 1.0 - 0.7 0.3
Total $ 211  $ 01 $ 46 $ 16.€
5. Commitments and contingencie:
Leases

The Merger and certain of the related financinggeztions may be interpreted as giving rise taagettigger
events (which may include events of default) urdases for three of the Company’s distribution een{*DCs”). In
such event, the Company’s net cost of acquiringutigerlying assets could approximate $112 millistnthis time, the
Company does not believe the resolution of suakessvould result in the purchase of these DCs; kieny¢he
payments associated with such an outcome would aegative impact on the Company’s liquidity. To




minimize the uncertainty associated with such godesnterpretations, the Company is negotiatingréstructuring of
these leases and the related underlying debt. fingate resolution of these negotiations may reisudtdditional losse:
which may be material.

Legal proceedings

On August 7, 2006, a lawsuit entitl&@ynthia Richter, et al. v. Dolgencorp, Inc., etwas filed in the United
States District Court for the Northern DistrictAiBbama (Case No. 7:06-cv-01537-LSC) (“Richter’which the
plaintiff alleges that she and other current amch&r Dollar General store managers were impropsaysified as
exempt executive employees under the FLSA and geakgover overtime pay, liquidated damages, dtodreeys’fees
and costs. On August 15, 2006, the Richter plaififid a motion in which she asked the court tdifea nationwide
class of current and former store managers. Thep@agnopposed the plaintiff’s motion. On March 2802, the court
conditionally certified a nationwide class of indivals who worked for Dollar General as store managince
August 7, 2003. The number of persons who willnstuded in the class has not been determined,hendaurt has not
approved the Notice that will be sent to the class.

On May 30, 2007, the court stayed all proceedingké case, including the sending of the Noticevaluate,
among other things, certain appeals currently penoh the Eleventh Circuit involving claims similar those raised in
this action. That stay has been extended througé 30, 2008. During the stay, the statute of litimtes will be tolled
for potential class members. At its conclusion,dbart will determine whether to extend the stayogpermit this
action to proceed. If the court ultimately pernhistice to issue, the Company will have an oppotjuat the close of
the discovery period to seek decertification ofclass, and the Company expects to file such aomoti

The Company believes that its store managers ar&are been properly classified as exempt employedsr
the FLSA and that this action is not appropriatecfalective action treatment. The Company intetodggorously
defend this action. However, at this time, it i$ possible to predict whether the court ultimatelif permit this action
to proceed collectively, and no assurances canvea ¢ghat the Company will be successful in theedsé on the merits
or otherwise. If the Company is not successfutsrefforts to defend this action, the resolutionlddhave a material
adverse effect on the Company’s financial statemasta whole.

On May 18, 2006, the Company was served with adavestittedTammy Brickey, Becky Norman, Rose
Rochow, Sandra Cogswell and Melinda Sappingtonolg&hcorp, Inc. and Dollar General Corporati(Western
District of New York, Case No. 6:06-cv-06084-DGliginally filed on February 9, 2006 and amendedvay 12,
2006 (“Brickey”)). The Brickey plaintiffs seek taqreed collectively under the FLSA and as a clasieuNew York,
Ohio, Maryland and North Carolina wage and houtus¢ég on behalf of, among others, assistant stareagers who
claim to be owed wages (including overtime wages)eun those statutes. At this time, it is not pdssit predict
whether the court will permit this action to prodemllectively or as a class. However, the Compaglieves that this
action is not appropriate for either collectivectass treatment and that the Company’s wage andgubdgies and
practices comply with both federal and state lalne Tompany plans to vigorously defend this action;




however, no assurances can be given that the Comyliie successful in the defense on the meritstberwise, and,
if it is not successful, the resolution of thisiantcould have a material adverse effect on the [@amy's financial
statements as a whole.

On March 7, 2006, a complaint was filed in the ©diBtates District Court for the Northern Disto€tAlabama
(Janet Calvert v. Dolgencorp, IncCase No. 2:06-cv-00465-VEH (“Calvert”)), in whitte plaintiff, a former store
manager, alleged that she was paid less than teatereanagers because of her sex, in violatioh@tgual Pay Act
and Title VII of the Civil Rights Act of 1964, asnended (“Title VII”). The complaint subsequently ssamended to
include additional plaintiffs, who also allege taMe been paid less than males because of theiaiséxp add
allegations that the Company’s compensation pregiitisparately impact females. Under the amendebledant,
Plaintiffs seek to proceed collectively under tlgg@ Pay Act and as a class under Title VII, ampiest back wages,
injunctive and declaratory relief, liquidated dammsagpunitive damages and attorney’s fees and costs.

On July 9, 2007, the plaintiffs filed a motion imieh they asked the court to approve the issuahoetice to a
class of current and former female store managetenthe Equal Pay Act. The Company opposed pifsitnotion.
On November 30, 2007, the court conditionally ¢exdia nationwide class of females under the Egagl Act who
worked for Dollar General as store managers betweemember 30, 2004 and November 30, 2007. The eotas
issued on January 11, 2008, and persons to whonmotiwe was sent were required to opt into thelspitlarch 11,
2008. The Company will have an opportunity at thse of the discovery period to seek decertificatbthe Equal P
Act class, and the Company expects to file suchanot

The plaintiffs have not yet moved for class cezéifion relating to their Title VII claims. The Cpany expects
such motion to be filed within the next several thanand will strenuously oppose such a motion.

At this time, it is not possible to predict whetliee court ultimately will permit the Calvert aatito proceed
collectively under the Equal Pay Act or as a clasger the Title VII. However, the Company belietlest the case is
not appropriate for class or collective treatmemt that its policies and practices comply with Brgial Pay Act and
Title VII. The Company intends to vigorously dedeihe action; however, no assurances can be gnatrhte Compar
will be successful in the defense on the meritstberwise. If the Company is not successful in deiieg the Calvert
action, its resolution could have a material adveffect on the Company’s financial statements\abale.

On November 9, 2007, the Company was served witicdan entitledsheneica Nunn, et al. v. Dollar General
Corporation, et al(Circuit Court for Dane County, Wisconsin, Case R6CV4178) in which the plaintiff, on behalf of
herself and a putative class of African-Americaplaants, alleged that the Company’s criminal baiokgd check
process disparately impacts AfricAmericans in violation of Title VII of the Civil Rjhts Act of 1964, as amended,
the Wisconsin Fair Employment Act. Subsequent tooval of the case to federal court in the Uniteatét District
Court for the Western District of Wisconsin, thengmany resolved the matter for an amount that isatenmal to the
Company'’s financial statements as a whole.

10




Subsequent to the announcement of the agreematihgeto the Merger, the Company and its directogse
named in seven putative class actions allegingnsldor breach of fiduciary duty arising out of iempanys propose
sale to KKR. Each of the complaints alleged, amathgr things, that the Company’s directors engagéself-
dealing” by agreeing to recommend the transacbahé¢ Company’s shareholders and that the consideravailable
to such shareholders in the transaction is unféry On motion of the plaintiffs, each of thesseawas transferred to
the Sixth Circuit Court for Davidson County, Tweth Judicial District, at Nashville. By order dat&plril 26, 2007,
the seven lawsuits were consolidated in the caudteuthe caption, “In re: Dollar General,” Case NOMD-1. On
June 13, 2007, the court denied the Plaintiffs’iorofor a temporary injunction to block the shareleo vote that was
then held on June 21, 2007. On June 22, 2007 |#mtifs filed their amended complaint making oha substantially
similar to those outlined above. The matter isently in discovery. The Company believes that tiredgoing lawsuit i:
without merit and continues to defend the actigovdusly; however, if the Company is not succesgsftihat defense,
its resolution could have a material adverse effedhe Company’s financial statements as a whole.

From time to time, the Company is a party to vagiother legal actions involving claims incidentatte
conduct of its business, including actions by emppés, consumers, suppliers, government agencieshens through
private actions, class actions, administrative @eakings, regulatory actions or other litigatiortluding under federal
and state employment laws and wage and hour |dlwe.Company believes, based upon information ctlyren
available, that such other litigation and claimsthoindividually and in the aggregate, will be regd without a
material adverse effect on the Company’s finarstilements as a whole. However, litigation involeeslement of
uncertainty. Future developments could cause thetsens or claims to have a material adverse effie¢che Companyg’
results of operations or financial position. In gida, certain of these lawsuits, if decided adesrdo the Company or
settled by the Company, may result in liability evél to the Company’s financial position or maygatvely affect our
operating results if changes to the Company’s lmssioperation are required.

6. Income taxes

The Company reports income taxes in accordanceS#H#&S No. 109, “Accounting for Income Taxes” ("SFAS
1097). Under SFAS 109, the asset and liabilitymetis used for computing the future income taxsegpiences of
events that have been recognized in the Compaonysatidated financial statements or income taxrnstu

Income tax reserves are determined using the meltbgyl established by FASB Interpretation 48, “Acatiog
for Uncertainty in Income Taxes — An InterpretatadrFASB Statement 109” (“FIN 48”). FIN 48 requsreompanies
to assess each income tax position taken using atep approach. A determination is first madwashether it is
more likely than not that the position will be saised, based upon the technical merits, upon exammby the taxing
authorities. If the tax position is expected tcetrthe more likely than not criteria, the beneditarded for the tax
position equals the largest amount that is grehter 50% likely to be realized upon ultimate setgat of the
respective tax position.
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Subsequent to the February 3, 2007 adoption of4/8Nhe Company has elected to record income taterke
interest and penalties as a component of the poovisr income tax expense.

In the 13-week period ended May 4, 2007, the ItelRevenue Service completed an examination of the
Company'’s federal income tax returns through figear 2003 resulting in a net income tax refuntier€ are no
unresolved issues related to this examination. eNafrihe Company’s federal income tax returns aresatly under
examination; however, fiscal years 2004 and laterstéll subject to possible examination by thefnal Revenue
Service. The Company has various state incomexaxi@ations that are currently in progress. Thenaded liability
related to these state income tax examinationgladed in the Company’s reserve for uncertairptasitions.
Generally, the Company’s tax years ended in 20@4farward remain open for examination by the uasistate taxing
authorities.

As of May 2, 2008, the total reserves for uncertainbenefits, interest expense related to inc@restand
potential income tax penalties were $96.9 milli$a1.0 million and $1.5 million, respectively. @ig amount, $25.8
million and $85.2 million are reflected in currdiabilities as accrued expenses and other andricuroent other
liabilities, respectively, in the condensed cordatied balance sheet with the remaining $8.4 millemucing deferred
tax assets related to net operating loss carrydatsy The Company believes that it is reasonatsgiple that the
reserve for uncertain tax positions may be redbgeapproximately $64.2 million in the coming twel®nths
principally as a result of the settlement of cutiyeongoing state income tax examinations and titeipated filing of
an income tax accounting method change requesisteapected to resolve certain uncertaintiesedl& accounting
methods employed by the Company. The reasonalslsilde change of $64.2 million is included in bothrent
liabilities ($22.4 million) and other noncurrerabilities ($41.8 million) in the condensed consatetl balance sheet as
of May 2, 2008. Also, as of May 2, 2008, approxieta®0.6 million of the reserve for uncertain tasjions would
impact the Company’s effective income tax rattd@ Company were to recognize the tax benefit feselpositions.

The effective income tax rate for the 13-week pkeaded May 2, 2008 was 44.5% or 11.9% higher than
rate of 32.6% for the 1@,eek period ended May 4, 2007. The increase irfiieetive income tax rate is due princip:i
to the reduction in income tax reserves during2@7 period related to the favorable resolutionetain income tax
audits that did not recur in the 2008 period amduhfavorable impact on the effective tax ratedA&of a relatively
fixed expense (principally income tax related iagtrexpense) being divided by a decreased levetome before tax
to determine the effective tax rate.
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7. Segment reporting

The Company manages its business on the basisakportable segment. As of May 2, 2008, all ef th
Company’s operations were located within the UnB¢ates, with the exception of a Hong Kong subsydithe assets
and revenues of which are not material. The falhgwet sales data is presented in accordanceSH#&S No. 131,
“Disclosures about Segments of an Enterprise atak&EInformation.”

Successor Predecessor

13 Weeks Ended

May 2, May 4,
(In thousands) 2008 2007
Classes of similar products:
Highly consumable $ 1,680,89! $ 1,523,79
Seasonal 322,12¢ 336,44¢
Home products 204,49: 215,04¢
Basic clothing 195,98¢ 199,97¢
Net sales $ 2,403,49¢ $ 2,275,26°
8. Related party transactions

The Company is party to a monitoring agreement waitfaffiliate of KKR and with Goldman Sachs & Co.
pursuant to which those entities provide managemedtadvisory services to the Company. Under timesef the
monitoring agreement, among other things, the Compaobligated to pay to those entities an aggesganual
management fee payable in arrears at the end bfcedendar quarter plus all reasonable out of poekgenses
incurred in connection with the provision of seegsaunder the agreement upon request. The feeseddor the
Successor period ended May 2, 2008 totaled $11®mil The management fee will be $5.3 million P03 and
increases at a rate of 5% per year.

The Company utilizes Capstone Consulting, LLC at®f executives who work exclusively with KKR
portfolio companies providing certain consultingvsees. The Chief Executive Officer of Capstoneses on the
Company’s Board. Although neither KKR nor any gnéffiliated with KKR owns any of the equity of @stone, prior
to January 1, 2007, KKR had provided financing &p&one. The aggregate fees incurred for Capsemees for the
Successor period ended May 2, 2008 totaled $018mil

9. Subsequent even

In recent years, pursuant to state regulatory rements, the Company’s South Carolina-based wioglyed
captive insurance subsidiary, Ashley River Insuee@ompany (“ARIC”), has held cash and cash equntaland
investments balances so as to maintain a perceata®RIC’s liability and equity balances (primarilgsurance
liabilities) in the form of certain specified typesassets. As a result, these investments havieesn available for
general corporate purposes. In May 2008, the Coynpaneived notice that the state of South Cardiimé agreed to a
change in these regulatory requirements for aq@ouf these investments. For that portion, the Camgghas changed
its classification of these investments in its MayY008 condensed consolidated balance sheet fetavtdrmaturity to
available-for-sale, which had no
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material effect on the valuation of these investisiein addition, $38.3 million of short-term inwe®nts reflected on
the Company’s condensed consolidated balance ahedtMay 2, 2008 previously would have been rédigéas long-
term.

10. Guarantor subsidiaries

Certain of the Company’s subsidiaries (the “Guaresi} have fully and unconditionally guaranteedaojoint
and several basis the Company's obligations uretéain outstanding debt obligations. Each of thar@ntors is a
direct or indirect wholly-owned subsidiary of ther@pany. The following consolidating schedules pmesendensed
financial information on a combined basis, in themds.

14




SUCCESSOR May 2, 2008
DOLLAR
GENERAL GUARANTOR OTHER CONSOLIDATED
CORPORATION SUBSIDIARIES SUBSIDIARIES ELIMINATIONS TOTAL
BALANCE SHEET:
ASSETS
Current assets:
Cash and cash equivalents $ 8,450 $ 71,72C 35,734 $ - 115,904
Short-term investments - - 48,571 - 48,571
Merchandise inventories - 1,317,09° - - 1,317,097
Income tax receivable 56,225 - 179 (22,591 33,813
Deferred income taxes 3,873 - 19,81z (8,439) 15,247
Prepaid expenses and other
current assets 233,976 408,61¢ 17,92 (596,003 64,508
Total current assets 302,524 1,797,43. 122,217 (627,033 1,595,140
Net property and equipment 81,512 1,168,66¢ 394 - 1,250,570
Goodwill 4,344,930 - - - 4,344,930
Intangible assets, net 9,800 1,349,29( - - 1,359,090
Deferred income taxes 36,993 - 49,474 (86,467, -
Other assets, net 2,743,239 110,99: 66,94¢ (2,807,911 113,269
Total assets $ 7,518,998 $  4,426,37¢ 239,03¢ $ (3,521,411 8,662,999
LIABILITIES AND
SHAREHOLDERS'’ EQUITY
Current liabilities:
Current portion of long-term
obligations $ - $ 2,83C - $ - 2,830
Accounts payable 371,184 807,54( 135 (586,788 592,071
Accrued expenses and other 111,205 200,57¢ 54,34~ (9,214) 356,915
Income taxes payable - 23,564 1,951 (22,591 2,924
Deferred income taxes - 8,43¢ - (8,439) -
Total current liabilities 482,389 1,042,95: 56,431 (627,032 954,740
Long-term obligations 4,155,246 1,920,22¢ - (1,899,353 4,176,121
Deferred income taxes - 576,50: - (86,467, 490,035
Other liabilities 141,644 19,94¢ 140,79¢ - 302,384
Redeemable common stock 9,112 - - - 9,112
Shareholders’ equity:
Preferred stock - - - - -
Common stock 277,740 23,75¢ 100 (23,853 277,740
Additional paid-in capital 2,482,409 653,711 19,90C (673,611 2,482,409
Retained earnings 1,097 189,28¢ 21,80¢ (211,095 1,097
Accumulated other
comprehensive loss (30,639, - - - (30,639
Total shareholders’ equity 2,730,607 866,75( 41,80¢ (908,559 2,730,607
Total liabilities and shareholders’
equity $ 7,518,998 $  4,426,37¢ 239,03¢ $ (3,521,411 8,662,999




SUCCESSOR

February 1, 2008

DOLLAR
GENERAL GUARANTOR OTHER CONSOLIDATED
CORPORATION SUBSIDIARIES SUBSIDIARIES ELIMINATIONS TOTAL
BALANCE SHEET:
ASSETS
Current assets:
Cash and cash equivalents $ 8,320 $ 59,37¢ $ 32,51C - $ 100,209
Short-term investments - - 19,611 - 19,611
Merchandise inventories - 1,288,66: - - 1,288,661
Income tax receivable 102,273 - - (69,772 32,501
Deferred income taxes 3,966 - 20,62€ (7,295) 17,297
Prepaid expenses and other
current assets 221,408 337,741 9,341 (509,025 59,465
Total current assets 335,967 1,685,78: 82,08¢ (586,092 1,517,744
Net property and equipment 83,658 1,190,13: 456 - 1,274,245
Goodwill 4,344,930 - - - 4,344,930
Intangible assets, net 10,911 1,359,64¢ - - 1,370,557
Deferred income taxes 43,890 - 47,067 (90,957, -
Other assets, net 2,629,967 1,652 111,597 (2,594,261 148,955
Total assets $ 7,449,323 $ 4,237,201 $ 241,20¢ (3,271,310 $ 8,656,431
LIABILITIES AND
SHAREHOLDERS'’ EQUITY
Current liabilities:
Current portion of long-term
obligations $ - $ 3,24€ $ - - $ 3,246
Accounts payable 253,477 736,84¢ 40 (439,321 551,040
Accrued expenses and other 62,957 188,871 55,18t (6,063) 300,956
Income taxes payable - 59,264 13,507 (69,772 2,999
Total current liabilities 316,434 988,231 68,732 (515,156 858,241
Long-term obligations 4,257,250 1,837,71¢ - (1,816,209 4,278,756
Deferred income taxes - 584,97¢ - (98,251 486,725
Other liabilities 162,644 21,191 135,87¢ - 319,714
Redeemable common stock 9,122 - - - 9,122
Shareholders’ equity:
Preferred stock - - - - -
Common stock 277,741 23,75¢ 100 (23,853 277,741
Additional paid-in capital 2,480,062 653,711 19,90C (673,611 2,480,062
Retained earnings
(accumulated deficit) (4,818) 127,63: 16,597 (144,230 (4,818)
Accumulated other
comprehensive loss (49,112 - - - (49,112
Total shareholders’ equity 2,703,873 805,091 36,597 (841,694 2,703,873
Total liabilities and shareholders’
equity $ 7,449,323 $  4,237,21( $ 241,20¢ (3,271,310 $ 8,656,431
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SUCCESSOR For the 13 weeks ended May 2, 2008

DOLLAR

GENERAL GUARANTOR OTHER CONSOLIDATED

CORPORATION SUBSIDIARIES SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF
OPERATIONS:
Net sales $ 50,075 $ 2,403,498 $ 22,971 $ (73,046, $ 2,403,498
Cost of goods sold - 1,710,421 - - 1,710,421
Gross profit 50,075 693,077 22,971 (73,046, 693,077
Selling, general and administrative 46,778 587,972 20,800 (73,046, 582,504
Operating profit 3,297 105,105 2,171 - 110,573
Interest income (16,582 (8,679, (3,136) 27,440 (957)
Interest expense 109,195 19,112 4 (27,440, 100,871
Income (loss) before income taxes (89,316, 94,672 5,303 - 10,659
Income taxes (28,367, 33,019 91 - 4,743
Equity in subsidiaries’ earnings, net
of taxes 66,865 - - (66,865 -

Net income $ 5,916 $ 61,653 $ 5,212 $ (66,865, $ 5,916
PREDECESSOR For the 13 weeks ended May 4, 2007

DOLLAR

GENERAL GUARANTOR OTHER CONSOLIDATED

CORPORATION SUBSIDIARIES SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF
OPERATIONS:
Net sales $ 53,5635 $ 2,275,267 $ 26,723 $ (80,258, $ 2,275,267
Cost of goods sold - 1,642,207 - - 1,642,207
Gross profit 53,535 633,060 26,723 (80,258 633,060
Selling, general and administrative 45,440 592,175 20,335 (80,258, 577,692
Operating profit 8,095 40,885 6,388 - 55,368
Interest income (32,767, (8,440, (3,290) 41,924 (2,573
Interest expense 13,184 34,907 - (41,924, 6,167
Income before income taxes 27,678 14,418 9,678 - 51,774
Income taxes 12,342 1,372 3,185 - 16,899
Equity in subsidiaries’ earnings, net
of taxes 19,539 - - (19,539 -

Net income $ 34,875 $ 13,046 $ 6,493 $ (19,539, $ 34,875
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SUCCESSOR For the 13 weeks ended May 2, 2008
DOLLAR
GENERAL GUARANTOR OTHER CONSOLIDATED
CORPORATION SUBSIDIARIES SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF CASH FLOWS:
Cash flows from operating activities:
Net income $ 5,916 $ 61,653 5,212 $ (66,865 $ 5,916
Adjustments to reconcile net income to
net cash provided by (used in)
operating activities:
Depreciation and amortization 8,737 52,605 64 - 61,406
Deferred income taxes (3,970) (36) (1,594, - (5,600
Noncash share-based
compensation 2,346 - - - 2,346
Equity in subsidiaries’ earnings,
net (66,865 - - 66,865 -
Change in operating assets and
liabilities:
Merchandise inventories - (28,436 - - (28,436
Prepaid expenses and other
current assets 77 (3,657, 35 - (3,545,
Accounts payable 4,331 48,433 96 - 52,860
Accrued expenses and other 56,411 7,411 4,075 - 67,897
Income taxes 46,048 (35,700 (11,735 - (1,387,
Other 1,092 (900) (88) - 104
Net cash provided by (used in) opera
activities 54,123 101,373 (3,935) - 151,561
Cash flows from investing activities:
Purchases of property and equipment (2,847) (32,524 2) - (35,373
Purchases of short-term investments - - (9,903] - (9,903
Sales of short-term investments - - 12,976 - 12,976
Proceeds from sale of property and
equipment - 94 - - 94
Net cash provided by (used in) invest
activities (2,847) (32,430 3,071 - (32,206
Cash flows from financing activities:
Borrowings under revolving credit
facility - - - - -
Repayments of borrowings under
revolving credit facility (102,500 - - - (102,500
Repayments of long-term obligations - (2,045) - - (1,045
Repurchase of common stock (10) - - - (10)
Changes in intercompany note balances,
net 51,469 (55,557 4,088 - -
Other financing activities (105) - - - (105)
Net cash provided by (used in) financ
activities (51,146, (56,602 4,088 - (103,660
Net increase in cash and cash
equivalents 130 12,341 3,224 - 15,695
Cash and cash equivalents, beginning of
period 8,320 59,379 32,510 - 100,209
Cash and cash equivalents, end of
period $ 8,450 $ 71,720 $ 35,734 $ - $ 115,904
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PREDECESSOR For the 13 Weeks ended May 4, 2007
DOLLAR
GENERAL GUARANTOR OTHER CONSOLIDATED
CORPORATION SUBSIDIARIES SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF CASH FLOWS:
Cash flows from operating activities:
Net income $ 34,875 $ 13,046 6,493 $ (19,539 $ 34,875
Adjustments to reconcile net income to
net cash provided by operating
activities:
Depreciation and amortization 5,448 44,948 55 - 50,451
Deferred income taxes (4,158 3,780 (4,570, - (4,948
Noncash share-based
compensation 3,469 - - - 3,469
Tax benefit from stock option
exercises (3,529 - - - (3,529
Equity in subsidiaries’ earnings,
net (19,539 - - 19,539 -
Change in operating assets and
liabilities:
Merchandise inventories - (11,977 - - (11,977
Prepaid expenses and other
current assets (764) 208 4 - (552)
Accounts payable (3,913 (58,959 2 - (62,870
Accrued expenses and other 4,868 17,162 3,617 - 25,647
Income taxes (12,638 3,533 7,369 - (1,736,
Other (486) 1,018 (76) - 456
Net cash provided by operating
activities 3,633 12,759 12,894 - 29,286
Cash flows from investing activities:
Purchases of property and equipment (3,849 (30,208 (44) - (34,101
Sales of short-term investments - - 6,000 - 6,000
Purchases of long-term investments - - (5,670) - (5,670
Proceeds from sale of property and
equipment 50 119 - - 169
Net cash provided by (used in) invest
activities (3,799 (30,089 286 - (33,602
Cash flows from financing activities:
Repayments of long-term obligations (138) (2,515) - - (2,653,
Payment of cash dividends (15,712 - - - (15,712
Proceeds from exercise of stock options 34,281 - - - 34,281
Changes in intercompany note balances,
net (22,571 24,894 (2,323 - -
Tax benefit of stock options 3,529 - - - 3,529
Net cash provided by (used in) financ
activities (611) 22,379 (2,323 - 19,445
Net increase (decrease) in cash and cash
equivalents (777) 5,049 10,857 - 15,129
Cash and cash equivalents, beginning of
period 114,310 58,106 16,872 - 189,288
Cash and cash equivalents, end of
period $ 113,533 $ 63,155 $ 27,729 $ - $ 204,417
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ITEM 2. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D
RESULTS OF OPERATIONS

General

Accounting Periods We follow the concept of a 52-53 week fiscalnbat ends on the Friday nearest to
January 31. The following text contains referertoegears 2008 and 2007, which represent 52-weeklfigars ending
or ended January 30, 2009 and February 1, 2008 cteely. Consequently, references to quartesbpanting period
for 2008 and 2007 contained herein refer to 13-vasslounting periods.

SeasonalityThe nature of our business is seasonal to a cexxéamt. Primarily because of sales of holiday-
related merchandise, sales in the fourth quartes hastorically been higher than sales achieveshirh of the first thre
guarters of the fiscal year. Expenses and, te@atgr extent, operating income, vary by quartegsuRs of a period
shorter than a full year may not be indicativeesfults expected for the entire year. Furtherntbeeseasonal nature of
our business may affect comparisons between periods

Merger with KKR. We were acquired on July 6, 2007 through a mieageounted for as a reverse acquisition
(the “Merger”). As a result of the Merger, we arsudsidiary of Buck Holdings, L.P. (“Parent”), alBware limited
partnership controlled by investment funds affdcivith Kohlberg Kravis Roberts & Co., L.P. ("KKR'KKR, GS
Capital Partners VI Fund, L.P. and affiliated furfdfiliates of Goldman, Sachs & Co.), Citi Priv&quity, Wellington
Management Company, LLP, CPP Investment Board (UBREC. and other equity co-investors (collectiehe
“Investors”) indirectly own a substantial portiohaur capital stock through their investment indtdr The Company
continued as the same legal entity after the Merger

The condensed consolidated financial statementh&2008 13-week period, referred to as the “Sagm@
period, included in this quarterly report, reflédoe impact of the Merger and the resulting applecaof purchase
accounting and a new basis of accounting whichibegaluly 7, 2007. The condensed consolidateshfial
statements for the 2007 13-week period are reféoed the “Predecessor.”

Purpose of DiscussionWe intend for this discussion to provide the exaalith information that will assist in
understanding our company and the critical econdagtors that affect our company. In addition, ghiscussion furthe
explains our financial statements, the changesgiitain key items in those financial statements fp@mod to period,
and the primary factors that accounted for thoseghs, as well as how certain accounting princigiiest our
financial statements.

This discussion and analysis is based on, shoutddzewith, and is qualified in its entirety byeth

accompanying condensed consolidated financialmtatés and the notes thereto. It also should beireamhjunction
with the disclosure set forth under “Cautionarydidsure Regarding Forward-Looking Statements” is thport.
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Executive Overview

We are the largest discount retailer in the Un&&ates by number of stores, with over 8,200 stoieged in 35
states, primarily in the southern, southwesteralwastern and eastern United States. We serve d buséomer base
and offer a focused assortment of everyday itenadyding basic consumable merchandise and othee happarel and
seasonal products. A majority of our products aieep at $10 or less and approximately 30% of @adpcts are price
at $1 or less. We seek to offer a compelling valagposition for our customers based on convenieng $ocations,
easy in and out shopping and quality merchandiségaty competitive prices. We believe our combioatof value an
convenience distinguishes us from other discowrtyenience and drugstore retailers, who typicaltug on either
value or convenience. As indicated by our histérareual and 2008 first quarter same-stores satestly, we believe
our business model is resilient in both strong emallenging economic environments.

In late 2006, we launched certain strategic opsgahitiatives aimed at improving our long-termdncial
performance. Our actions included the closing & df@der-performing stores, a slowdown in our newesgrowth
plans, and the elimination of our longtime practiég@acking away inventories at the end of eack@®#o be sold in
future years. In fiscal 2007, we completed theleamentation of these initial actions. Working wittw ownership, w
further developed our merchandising and real estattegies, including the closing of an additioB@istores, and
clearly defined our go-forward operating prioriti€ur first quarter 2007 operating results includeghificant
transition costs as we closed stores and eliminagelaway inventories. We are now keenly focusedxatuting our
priorities, which are to: 1) drive productive safgewth; 2) increase gross margins; 3) leverageqs® improvements
and information technology to reduce costs; anstidéngthen and expand Dollar General’s culturesefving others.”

Each of our key financial metrics for the first giea of 2008 reflects improved performance overdbeparabl
2007 period as follows:

« Same-store sales for the quarter increased 5.4%ar@uth with the prior year period, with sales perasq
foot increasing 4.8%.

» Gross profit, as a percentage of sales, increas28.8% compared to 27.8% in the 2007 period asaltrof
lower markdowns and improvements in shrink and dggral ogistics efficiencies and other cost savings
the supply chain substantially mitigated the impadtigher than anticipated fuel costs.

« Inventory turnover improved to 5.0 times on a rglfour-quarter basis compared to 4.3 times for the
corresponding previous year period.

« Cash flow from operating activities was $151.6 imil] compared to $29.3 million in the 2007 firstgter,
primarily reflecting improved accounts payable teramd management.
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We believe that our merchandising and operatirgatiies, in addition to aiding improvement in dumancial
performance (including shrink), have contributec tdecrease in employee turnover and a dramati®iement in the
overall appearance of our stores. We continue teenfiarward with our pricing and private label iatives, and our
enhanced merchandising analysis tools are givirghetter platform for decision-making.

In the 2008 first quarter, we opened 73 new stosdscated 23 stores, remodeled 102 stores andctcBstores.
We remain on track to open a total of 200 new stared to remodel or relocate 400 stores in fisBGB2As of May 2,
2008, we operated 8,265 stores in 35 states.

The above discussion is a summary only. Readexddinefer to the detailed discussion of our opegatesults

below for the full analysis of our financial penfioance in the current year period as compared Wwélptior year
period.
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Results of Operations

The following table contains results of operatidasa for the first 13 weeks of each of 2008 and72@@d the
dollar and percentage variances among those periods

Successor Predecessor
13 Weeks Ended 2008 vs. 2007
May 2, May 4, Amount %
(amounts in millions) 2008 2007 change change
Net sales by category:
Highly consumable $ 1,680.¢ $ 1,523.¢ $ 1571 10.3%
% of net sales 69.94% 66.97%
Seasonal 322.1 336.4 (14.3) 4.3)
% of net sales 13.40% 14.79%
Home products 204.5 215.C (10.6) (4.9
% of net sales 8.51% 9.45%
Basic clothing 196.C 200.C (4.0) (2.0)
% of net sales 8.15% 8.79%
Net sales $ 2,403. $ 2,275.% $ 1282 5.6 %
Cost of goods sold 1,710.¢ 1,642.2 68.2 4.2
% of net sales 71.16% 72.18%
Gross profit 693.1 633.1 60.0 9.5
% of net sales 28.84% 27.82%
Selling, general and administrative 582.t 577.7 4.8 0.8
% of net sales 24.24% 25.39%
Operating profit 110.€ 55.4 55.2 99.7
% of net sales 4.60% 2.43%
Interest income (2.0) (2.6) 1.6 (62.8)
% of net sales (0.04)% (0.11)%
Interest expense 100.€ 6.2 94.7 NM
% of net sales 4.20% 0.27%
Income before income taxes 10.7 51.8 (41.2) (79.4)
% of net sales 0.44% 2.28%
Income taxes 4.7 16.9 (12.2) (71.9)
% of net sales 0.20% 0.74%
Net income $ 5.9 $ 34.9 $ (29.0) (83.0) %
% of net sales 0.25% 1.53%

13 WEEKS ENDED MAY 2, 2008 AND MAY 4, 2007

Net Sales The 5.6% net sales increase over the 2007 ppriothrily was attributable to our 5.4% same-store
sales increase. Same-store sales, which inclbdes stores that have been open at least 13dcdllfmonths and
remain open at the end of the reporting periodevpasitively impacted by increases in the numbeustomer
transactions and the average dollar value of timses during the period. We believe the increassaies of highly
consumables, which drove the sastere sales increase, resulted from our merchargdésid store operations initiati
and from favorable customer response to our coewmeri and value during the current challenging etino
environment. While we believe our overall salesdfiged during the quarter as customers soughtue sgoney as a
result of the current economic downturn, we aldgelse our mix of sales in the quarter, which in@ddsignificant
increases in highly consumables, partially offsesales declines in our three higher margin categppartially
resulted from this economic pressure on the diggraty spending of our customers. We
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continue to focus our efforts on meeting our cusihconsumables needs and becoming more trendcarglen home,
seasonal and basic clothing merchandise.

Gross Profit.Lower markdowns and improvements in shrink and dpggagrimarily were responsible for the
2008 gross profit increase as a percentage of. salpsoved distribution logistics efficiencies sontet mitigated
increased fuel costs. In the 2007 period, the goosfit rate was unfavorably impacted by markdowelated to the
inventory reduction strategies discussed above;iwiviere partially offset by a reduction of our loveé cost or market
inventory impairment estimate for that period.

SG&A Expense SG&A expense increased $4.8 million, or 0.8%hi;m 2008 period as compared to the 2007
period, and decreased as a percentage of sald2& 2n the 2008 period from 25.4% in the 2007 qukriThe
following items represent the more significant apesin SG&A, as a percentage of sales, betweepettieds. The
2008 period includes $10.3 million related to anzation of leasehold intangibles capitalized inmection with
purchase accounting, $6.8 million of severancerafteded costs resulting from management changes, an
approximately $2.2 million relating to the Compasipew ownership, including monitoring, consultimgldegal fees.
SG&A in the 2007 period included $29.3 million rteld to strategic real estate initiatives, includiegse contract
termination costs, incremental store labor andrakpenses associated with the closing of 153 siarthe quarter, ar
$5.6 million of expenses, primarily legal and cdtiag fees, associated with the proposed Mergeadidition,
advertising expense and administrative salariesedsed as a percentage of sales in the 2008 period.

Interest Expense The interest expense increase was due to ih@mdeng-term obligations incurred to finance
the Merger. See further discussion under “Liquidityl Capital Resources” below.

Income TaxesThe effective income tax rate for the 2008 peri@sw4.5%, or 11.9% higher than the rate of
32.6% for the 2007 period. This rate increasauss grincipally to a reduction in income tax reserdearing the 2007
period related to the favorable resolution of darlacome tax audits that did not recur in the 2p@8&od and to the
unfavorable impact on the effective tax rate in@00a relatively fixed expense (principally incomag related interest
expense) being divided by a decreased level ohiecbefore tax to determine the effective tax rate.

Accounting Pronouncements

In May 2008, the FASB issued Statement of Finanst@ounting Standards (“SFAS”) No. 162, “The Hietay
of Generally Accepted Accounting Principles.” SFA® identifies the sources of accounting princigled the
framework for selecting the principles used in pingparation of financial statements of nongovernaleantities that
are presented in conformity with generally acceptexbunting principles (GAAP) in the United Stafitee GAAP
hierarchy). SFAS 162 will be effective 60 daysdeling the SEC’s approval of the Public Company Actng
Oversight Board (PCAOB) amendments to AU Sectioh, &he Meaning of Present Fairly in Conformity With
Generally Accepted Accounting Principles. We plan t
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adopt SFAS 162 once it is effective, and we at@énprocess of determining the potential impac¢hif standard on o
financial statements.

Recently Adopted Accounting Standard

We adopted the provisions of SFAS 157, “Fair Valleasurements” effective February 2, 2008. The adop
resulted in a $4.7 million decrease in liabilitydreces associated with interest rate swaps thaiseen an attempt to
manage interest rate risk, with the offset reflécteother comprehensive income.

Liquidity and Capital Resources
Credit Facilities

We have two senior secured credit facilities (tBeetit Facilities”) which provide financing of up $3.425
billion. The Credit Facilities consist of a $2.3libn senior secured term loan facility and a sesiecured asset-based
revolving credit facility of up to $1.125 billiorof which up to $350.0 million is available for lets of credit), subject
borrowing base availability. The asset-based rengleredit facility includes borrowing capacity @eale for letters of
credit and for short-term borrowings referred teaggline loans.

The agreements governing the Credit Facilities ipethat we have the right at any time to requpsbu
$325.0 million of incremental commitments under onenore incremental term loan facilities and/setshased
revolving credit facilities. The lenders under théagcilities are not under any obligation to prevahy such incremen
commitments and any such addition of or increassmmmitments will be subject to our not exceediagain senior
secured leverage ratios and certain other custoomangitions precedent. Our ability to obtain esiens of credit
under these incremental commitments also will igesat to the same conditions as extensions of coedier the Cred
Facilities.

The amount from time to time available under theebased revolving credit facility (including iespect of
letters of credit) is subject to certain borrowlragse limitations. The asset-based revolving cfadility includes a last
out” tranche in respect of which we may borrow ag tmaximum amount of $125.0 million.

Borrowings under the Credit Facilities bear inteedsa rate equal to an applicable margin plusuabption,
either (a) LIBOR or (b) a base rate (which is ulsuadjual to the prime rate). The applicable mafgirborrowings is
(i) under the term loan facility, 2.75% with respeLIBOR borrowings and 1.75% with respect todreste
borrowings and (ii) as of May 2, 2008 under theeebmsed revolving credit facility (except in tlast out tranche
described above), 1.25% with respect to LIBOR haeimgs and 0.25% with respect to base-rate borrosvargl for any
last out borrowings, 2.25% with respect to LIBORrbwings and 1.25% with respect to base-rate banmgsv The
applicable margins for borrowings under the asssetl revolving credit facility (except in the caséast out
borrowings) are subject to adjustment each quaesed on average daily excess availability undeafiset-based
revolving credit facility. We also are requiredpay a commitment fee to the lenders under the -bssetd revolving
credit facility in respect of the unutilized commgnts thereunder. At May
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2, 2008, the commitment fee rate was 0.375% peaurankVe also must pay customary letter of credis fee

The senior secured credit agreement for the team facility requires us to prepay outstanding tkyams,
subject to certain exceptions, with up to 50% afannual excess cash flow (as defined in the cegpligement), the net
cash proceeds of certain non-ordinary course aases or other dispositions of property, and thiecash proceeds of
any incurrence of debt other than proceeds front pletmitted under the senior secured credit agraéme

In addition, the senior secured credit agreemanhi asset-based revolving credit facility regsiius to prepay
the asset-based revolving credit facility, subjeatertain exceptions, with the net cash proceédfi non-ordinary
course asset sales or other dispositions of revgliacility collateral (as defined in the seniocsed credit agreemen
and to the extent such extensions of credit extemthen current borrowing base.

We may be obligated to pay a prepayment premiuth@@mount repaid under the term loan facilithé term
loans are voluntarily repaid in whole or in partdye July 6, 2009. We may voluntarily repay outsliag loans under
the asset-based revolving credit facility at anyetiwithout premium or penalty, other than custontbrgakage” costs
with respect to LIBOR loans.

At May 2, 2008, we had no borrowings, $24.4 millmfrcommercial letters of credit, and $70.4 millioih
standby letters of credit outstanding under ouetalsased revolving credit facility.

Senior Notes due 2015 and Senior Subordinated €dggles due 2017

We have $1,175.0 million aggregate principal amairit0.625% senior notes due 2015 (the “seniorgipte
outstanding, which mature on July 15, 2015, purst@an indenture dated as of July 6, 2007 (thaitsendenture”),
and $700 million aggregate principal amount of Z5%/12.625% senior subordinated toggle notes duig gbe
“senior subordinated notes”) outstanding, whichureabn July 15, 2017, pursuant to an indentureddageof July 6,
2007 (the “senior subordinated indenture”). The@emotes and the senior subordinated notes alectiokly referred
to herein as the “notes.” The senior indenturethedsenior subordinated indenture are collectivelgrred to herein as
the “indentures.” We may redeem some or all ofribies at any time at redemption prices describesgtoiorth in the
indentures.

The initial payment of interest on the notes waslenan January 15, 2008 and interest is payablammaldy 15
and July 15 of each year. Interest on the senitasns payable in cash. Cash interest on the senmrdinated notes
accrues at a rate of 11.875% per annum, and Péfesit (as that term is defined below) accruegatiesof 12.625% p«
annum. The initial interest payment on the senitnosdinated notes was payable in cash. For angesttperiod
thereafter through July 15, 2011, we may electapipterest on the senior subordinated notes @psh, (ii) by
increasing the principal amount of the senior sdim@ted notes or issuing new senior subordinatéesnOPIK
interest”) or (iii) by paying interest on half dfé principal
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amount of the senior subordinated notes in cagnast and half in PIK interest. After July 15, 204ll interest on the
senior subordinated notes will be payable in cash.

Adjusted EBITD/

Under the agreements governing the Credit Faaldied the indentures, certain limitations and ictgins coulc
arise if we are not able to satisfy and remainompliance with specified financial ratios. Manageirgelieves the
most significant of such ratios is the senior seduncurrence test under the Credit Facilitiesis T&st measures the
ratio of the senior secured debt to Adjusted EBITDAIs ratio would need to be no greater than #2bto avoid such
limitations and restrictions. As of May 2, 2008sthatio was 3.1 to 1. Senior secured debt is ddfis our total debt
secured by liens or similar encumbrances less aaditash equivalents. EBITDA is defined as inc@ogs) from
continuing operations before cumulative effectludirnge in accounting principle plus interest an@ofimancing costs,
net, provision for income taxes, and depreciatioth @amortization. Adjusted EBITDA is defined as EBWA, further
adjusted to give effect to adjustments requirechiculating this covenant ratio under our Credtiltges. EBITDA anc
Adjusted EBITDA are not presentations made in at&oce with U.S. GAAP, are not measures of financial
performance or condition, liquidity or profitabylitand should not be considered as an alternatiyk)tnet income,
operating income or any other performance measlgtsmined in accordance with U.S. GAAP or (2) apirg cash
flows determined in accordance with U.S. GAAP. Aubdhally, EBITDA and Adjusted EBITDA are not intead to be
measures of free cash flow for management’s discraty use, as they do not consider certain caghinaments such
as interest payments, tax payments and debt seeacerements and replacements of fixed assets.

Our presentation of EBITDA and Adjusted EBITDA Hasitations as an analytical tool, and should net b
considered in isolation or as a substitute forysigalof our results as reported under U.S. GAAR.aBse not all
companies use identical calculations, these prasens of EBITDA and Adjusted EBITDA may not be qoamnable to
other similarly titted measures of other companWs. believe that the presentation of EBITDA andustied EBITDA
is appropriate to provide additional informatioroabthe calculation of this financial ratio in tBeedit Facilities.
Adjusted EBITDA is a material component of thissaSpecifically, non-compliance with the seniocsed
indebtedness ratio contained in our Credit Fagditould prohibit us from being able to incur addial secured
indebtedness, other than the additional fundingidea for under the senior secured credit agreem@eipursuant to
specified exceptions, to make investments, to ifiens and to make certain restricted payments.
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The calculation of Adjusted EBITDA under the Crdekcilities is as follows:

52 Weeks 52 Weeks
13 Weeks Ended Ended Ended
May 2, May 4, February 1, May 2,
(in millions) 2008 2007 2008 2008
Net income (loss) $ 59 % 349 $ (12.8) $ (41.8)
Add (subtract):
Interest income (2.0) (2.6) (8.8) (7.2)
Interest expense 100.9 6.2 263.2 357.9
Depreciation and amortization 58.3 50.5 226.4 234.2
Income taxes 4.7 16.9 10.2 (2.0)
EBITDA 168.8 105.9 478.2 541.1
Adjustments:
Transaction and related costs 5.6 102.6 97.0
Loss on debt retirements, net - 1.2 1.2
Loss on interest rate swaps 0.3 - 24 2.7
Contingent loss on distribution center
leases - - 12.0 12.0
Impact of markdowns related to
inventory clearance activities,
including LCM adjustments, net of
purchase accounting adjustments 1.3 (3.9 5.7 10.9
SG&A related to store closing and
inventory clearance activities 29.3 54.0 24.7
Operating losses (cash) of stores to be
closed - 53 10.5 5.2
Monitoring and consulting fees to
affiliates 2.2 - 4.8 7.0
Stock option and restricted stock unit
expense 2.3 - 6.5 8.8
Indirect merger-related costs 7.8 - 4.6 12.4
Other - 0.7 1.0 0.3
Total Adjustments 13.9 37.0 205.3 182.2
$ 182.7 % 1429 $ 683.5 $ 723.3

Adjusted EBITDA

Current Financial Condition / Recent Developments

At May 2, 2008, we had total outstanding debt (idahg the current portion of long-term obligation$)
approximately $4.18 billion. We had $865.7 milliavailable for borrowing under our senior securestbased
revolving credit facility at that date. Our ligitig needs are significant, primarily due to our teérvice and other
obligations. However, we believe our cash flow froperations and existing cash balances, combindgdawailability
under the Credit Facilities, will provide sufficiiquidity to fund our current obligations, projed working capital
requirements and capital spending for a perioditithides the next twelve months.

Our inventory balance represented approximately 46®&tur total assets exclusive of goodwill and othe
intangible assets as of May 2, 2008. Our profigggnananaging our inventory balances can havemifgignt impact
on our cash flows from operations during a giveadl year. Inventory purchases are often someveagosal in natur
such as the
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purchase of warm-weather or Christmas-related namigise. We have made more efficient inventory meamemt a
strategic priority.

In recent years, pursuant to state regulatory rements, our South Carolina-based wholly ownedieapt
insurance subsidiary, Ashley River Insurance Com@ahRIC”), has held cash and cash equivalentsiamdstments
balances so as to maintain a percentage of ARiabdity and equity balances (primarily insuran@llities) in the
form of certain specified types of assets. As altethese investments have not been availablgdoeral corporate
purposes. In May 2008, we received notice thastage of South Carolina had agreed to a chandeesetregulatory
requirements for a portion of these investments tirat portion, we have changed the classificabibtnese investmer
from held-to-maturity to available-for-sale, whiklhd no material effect on the valuation of thesestments. These
actions have resulted in $38.3 million of additilbsizort-term investments, increasing our liquidity.

As described in Note 5 to the condensed consolidatancial statements, we are involved in theruestiring o
certain leases as well as a number of legal aciod<sclaims, some of which could potentially reguinaterial cash
payments. Adverse developments in those restingtefforts or actions could materially and advrsdfect our
liquidity. We also have certain income tax-relatedtingencies as more fully described below uri@eitical
Accounting Policies and Estimate&.titure negative developments could have a matatiadrse effect on our liquidit

We may seek, from time to time, to retire the ndsssdefined above) through cash purchases ot o
market, in privately negotiated transactions oeotlise. Such repurchases, if any, will depend ewaiting market
conditions, our liquidity requirements, contracttestrictions and other factors. The amounts inslmnay be material.

Cash flows from operating activitiesThe most significant components of the changsash flows from
operating activities in the 2008 period as compaoetie 2007 period were working capital in genaral accounts
payable in particular. Accounts payable balanceseased by $52.9 million in the 2008 period comgdoea reduction
of $62.9 million in the 2007 period as a resulbaf implementation of initiatives to aggressivelgmage our payables
and improve payment terms. We are also closely tmong our inventory balances, which increased @y erall
during the first quarter of 2008 compared to a Mérall increase during the first quarter of 200%entory levels in tr
highly consumable category increased by 3% in 6@82eriod compared to a 2% increase in the 200@hehe
seasonal category increased by 3% in the 2008¢bedmpared to a 2% increase in the 2007 periodhdinge products
category declined by 3% in the 2008 period comp&wead7% decline in the 2007 period; and basicalgtincreased
by 2% in the 2008 period compared to an increasessfthan 1% in the 2007 period. The decline trim@me in the
2008 period as compared to the 2007 period, agidedan more detail above, partially offset thergmases in cash
flows related to changes in working capital.

Cash flows from investing activitiesSignificant components of property and equipnmemthases in the 2008

period included the following approximate amous5 million for improvements and upgrades to emgstores; $7
million for remodels and relocations of
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existing stores; $6 million for new stores; $4 roill for distribution and transportation-related italpexpenditures; and
$3 million for systems-related capital projectsuring the 2008 period, we opened 73 new storesemddeled or
relocated 125 stores.

Significant components of property and equipmemtipases in the 2007 period included the following
approximate amounts: $15 million for new storesp$liion for improvements and upgrades to exisshgres; $3
million for distribution and transportation-relatedpital expenditures; and $2 million for systemlstied capital
projects. During the 2007 period, we opened 124 steres and remodeled or relocated 40 stores.

Purchases and sales of short-term investments.@frilion and $13.0 million, respectively, duritiyge 2008
period, and sales of short-term investments of $6lion and purchases of long-term investment$® million
during the 2007 period relate primarily to ARIC.

Capital expenditures for the 2008 fiscal year aojggted to be approximately $200 to $220 milliode
anticipate funding our 2008 capital requirementhwash flows from operations and our asset-basaulving credit
facility, if necessary.

Cash flows from financing activitiesWe had no borrowings, and repayments of $102l®m under our
asset-based revolving credit facility in the 20@8i@d. We had no borrowings or repayments undepaar credit
facility in the 2007 period. We paid cash divideoi$15.7 million, or $0.05 per share, on outstagdiommon stock
during the 2007 period, offset by proceeds frometkercise of stock options of $34.3 million durihg 2007 period.

Critical Accounting Policies and Estimates

The preparation of financial statements in accardamth U.S. GAAP requires management to make esisn
and assumptions that affect reported amounts datdedisclosures. In addition to the estimates@nted below, the
are other items within our financial statements thguire estimation, but are not deemed critisad@fined below. We
believe these estimates are reasonable and apggmptiowever, if actual experience differs from @élssumptions and
other considerations used, the resulting changalsl t@ve a material effect on the financial statetsi¢aken as a
whole.

Management believes the following policies andnestes are critical because they involve significant
judgments, assumptions, and estimates. Managerasmti$cussed ttdevelopment and selection of the critical
accounting estimates with the Audit Committee af Baard of Directors, and the Audit Committee hadaewed the
disclosures presented below relating to those igsliand estimates.

Merchandise InventoriesMerchandise inventories are stated at the loWeost or market with cost determin
using the retail last-in, first-out (“LIFO”) methotUnder our retail inventory method (“RIM”), thelcalation of gross
profit and the resulting valuation of inventorieésast are computed by applying a calculated copsétail inventory
ratio to the retail value of sales. The RIM is aBraging method that has been widely used in ttaél redustry due to
its practicality. Also, it is recognized that theewf the RIM will result in valuing
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inventories at the lower of cost or market (“LCMf’)markdowns are currently taken as a reductiothefretail value of
inventories.

Inherent in the RIM calculation are certain sigeafit management judgments and estimates incluaingng
others, initial markups, markdowns, and shrinkag@ch significantly impact the gross profit calctibe as well as the
ending inventory valuation at cost. These signiftaastimates, coupled with the fact that the RIMnsaveraging
process, can, under certain circumstances, pradisteted cost figures. Factors that can lead stodion in the
calculation of the inventory balance include:

applying the RIM to a group of products that is faotly uniform in terms of its cost and sellingqe
relationship and turnover;

« applying the RIM to transactions over a periodimiet that include different rates of gross profifcls as
those relating to seasonal merchandise;

« inaccurate estimates of inventory shrinkage betviieemnlate of the last physical inventory at a store the
financial statement date; and

e inaccurate estimates of LCM and/or LIFO reserves.

Factors that reduce potential distortion includeuke of historical experience in estimating theng&hprovision
(see discussion below) and recent improvementseil lFO analysis whereby all SKUs are considerdthiénindex
formulation. As part of this process we also perf@an inventoryaging analysis for determining obsolete invent@wr
policy is to write down inventory to an LCM valuased on various management assumptions includimyaged
markdowns and sales required to liquidate such ageshtory in future periods. Inventory is reviewad a quarterly
basis and adjusted as appropriate to reflect wioiens determined to be necessary.

Factors such as slower inventory turnover due &mghs in competitors’ tactics, consumer preferences
consumer spending and unseasonable weather patierasg other factors, could cause excess inventouyiring
greater than estimated markdowns to entice consparehases, resulting in an unfavorable impactwrconsolidated
financial statements. Sales shortfalls due to Hue factors could cause reduced purchases frodoveand
associated vendor allowances that would also resal unfavorable impact on our consolidated faixanstatements.

We calculate our shrink provision based on actbgbkjzal inventory results during the fiscal perat an
accrual for estimated shrink occurring subsequeathysical inventory through the end of the fiseporting period.
This accrual is calculated as a percentage of salkeach retail store, at a department level, anidiermined by
dividing the book-to-physical inventory adjustmergsorded during the previous twelve months byréteted sales for
the same period for each store. To the extentstitagequent physical inventories yield differentitsshan this
estimated accrual, our effective shrink rate fgnen reporting period will include the impact aljasting the estimate
results to the actual results. Although we perform
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physical inventories in virtually all of our stores an annual basis, the same stores do not neibegsé counted in th
same reporting periods from year to year, whicHatgupact comparability in a given reporting period

Goodwill and Indefinite-Lived Intangible Assdikder SFAS 142, “Goodwill and Other Intangible Assewe
are required to test goodwill and intangible assatis indefinite lives for impairment annually, orore frequently if
impairment indicators occur. Significant judgmergguired in this testing process may include ptajgduture cash
flows, determining appropriate discount rates ath@moassumptions. Projections are based on managjerbest
estimate given recent financial performance, matriestds, strategic plans and other available infdion. Changes in
these estimates and assumptions could materiddigtahe determination of fair value or impairmdntture indicators
of impairment could result in an asset impairmdrarge.

Purchase Accounting.he Merger was accounted for as a reverse acquisitiaccordance with the purchase
accounting provisions of SFAS 141, “Business Coratiams,” under which our assets and liabilitiesenbeen
accounted for at their estimated fair values at@®fdate of the Merger. The aggregate purchase was allocated to
the tangible and intangible assets acquired abditias assumed, based upon an assessment oféhagive fair values
as of the date of the Merger. These estimatesrofdéues, the allocation of the purchase price aiher factors related
to the accounting for the Merger are subject taifitant judgments and the use of estimates.

Property and EquipmentProperty and equipment are recorded at cost. MMggour assets into relatively
homogeneous classes and generally provide for di@gicn on a straight-line basis over the estimaiesrage useful
life of each asset class, except for leaseholdargments, which are amortized over the shorten@fpplicable lease
term or the estimated useful life of the assettddeistore and warehouse fixtures, when fully dejated, are removed
from the cost and related accumulated depreciatmhamortization accounts. The valuation and dlaatiobn of these
assets and the assignment of useful deprecialgle iinwolves significant judgments and the use tineges.

Impairment of Long-lived Asseif/e review the carrying value of all long-lived assir impairment whenever
events or changes in circumstances indicate tkeatdhrying value of an asset may not be recoverfbbccordance
with Statement of Financial Accounting Standard&HAS”) 144, “Accounting for the Impairment or Digab of Long-
Lived Assets,” we review for impairment stores opaore than two years for which current cash flovesf operations
are negative. Impairment results when the carryalge of the assets exceeds the undiscounted fcaisteflows over
the life of the lease. Our estimate of undiscouffiikare cash flows over the lease term is based hsiorical
operations of the stores and estimates of futume grofitability which encompasses many factoet dre subject to
variability and are difficult to predict. If a loAg/ed asset is found to be impaired, the amoucgeized for
impairment is equal to the difference between Hreying value and the asset’s fair value. Thevalue is estimated
based primarily upon future cash flows (discouratdur credit adjusted risk-free rate) or othesoeable estimates of
fair market value in accordance with U.S. GAAP.
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Insurance Liabilities We retain a significant portion of the risk farravorkers’compensation, employee hee
insurance, general liability, property loss ancbautbile coverage. These costs are significant piiyndue to the large
employee base and number of stores. At the dated¥lerger this liability was discounted in accordawith purchas
accounting standards. Subsequent to the Mergerisppns are made to this insurance liability oruadiscounted basis
based on actual claim data and estimates of intinuenot reported claims developed using actuarethodologies
based on historical claim trends. If future clam@entds deviate from recent historical patterns, vag bre required to
record additional expenses or expense reductidmshveould be material to our future financial iésu

Contingent Liabilities — Income Taxdscome tax reserves are determined using the melibgyl established
the Financial Accounting Standards Board (“FASBiberpretation 48, Accounting for Uncertainty in dmee Taxes —
An Interpretation of FASB Statement 109 (“FIN 48FIN 48, which we adopted on February 3, 2007yireg
companies to assess each income tax position tedteg a two step process. A determination is firatle as to
whether it is more likely than not that the positisill be sustained, based upon the technical syargon examination
by the taxing authorities. If the tax positioreigpected to meet the more likely than not crite¢ha,benefit recorded f
the tax position equals the largest amount thgtaater than 50% likely to be realized upon ultensgttlement of the
respective tax position. Uncertain tax positioeguire determinations and estimated liabilitiebéanade based on
provisions of the tax law which may be subjecthiarmye or varying interpretation. If our determioias and estimates
prove to be inaccurate, the resulting adjustmenttdcbe material to our future financial results.

Contingent Liabilities - Legal MattersWe are subject to legal, regulatory and other prdicgys and claims. W
establish liabilities as appropriate for thesemtaand proceedings based upon the probability stiability of losses
and to fairly present, in conjunction with the distres of these matters in our financial statemantl SEC filings,
management’s view of our exposure. We review onthtey claims and proceedings with external couttsaksess
probability and estimates of loss. We re-evaluagsé assessments on a quarterly basis or as nesigaifetant
information becomes available to determine wheghl@bility should be established or if any exigtirability should b
adjusted. The actual cost of resolving a claimroceeding ultimately may be substantially differdran the amount of
the recorded liability. In addition, because ihi permissible under U.S. GAAP to establish gdition liability until
the loss is both probable and estimable, in soreesctnere may be insufficient time to establishlaility prior to the
actual incurrence of the loss (upon verdict andjjoent at trial, for example, or in the case of &kjy negotiated
settlement). See Note 5 to the condensed consadidistancial statements.

Lease Accounting and Excess Faciliti@$he majority of our stores are subject to shenatleases (usually with
initial or primary terms of 3 to 5 years) with miple renewal options when available. We also haoees subject to
build-to-suit arrangements with landlords, whichitglly carry a primary lease term of 10 years wvaithltiple renewal
options. Approximately half of our stores have ps@ns for contingent rentals based upon a pergentédefined
sales volume. We recognize contingent rental ex@ien the achievement of specified sales targetsnsidered
probable. We recognize rent expense over the téthedease. We record
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minimum rental expense on a straight-line basis theebase, non-cancelable lease term commencitigeastate that
we take physical possession of the property fragndahdlord, which normally includes a period pitimistore opening
make necessary leasehold improvements and in&iegdl xtures. When a lease contains a predeteuhrfired
escalation of the minimum rent, we recognize thated rent expense on a straight-line basis aratdabe difference
between the recognized rental expense and the dmpayable under the lease as deferred rent. Weedsive tenant
allowances, which we record as deferred incengw and amortize as a reduction to rent expensetioggerm of the
lease. We reflect as a liability any differencenssn the calculated expense and the amounts gciaadl.
Improvements of leased properties are amortized theeshorter of the life of the applicable leas®nt or the estimated
useful life of the asset.

For store closures (excluding those associatedaviisiness combination) where a lease obligatibexsists,
we record the estimated future liability associateth the rental obligation on the date the stsrelosed in accordance
with SFAS 146, “Accounting for Costs Associatedhniixit or Disposal Activities.” Based on an overatlalysis of
store performance and expected trends, managereeaodtljgally evaluates the need to close underperifay stores.
Liabilities are established at the point of closianethe present value of any remaining operateagé obligations, net
estimated sublease income, and at the communicdditenfor severance and other exit costs, as jiresdoy SFAS
146. Key assumptions in calculating the liabilitglude the timeframe expected to terminate leasseagents,
estimates related to the sublease potential oédltzcations, and estimation of other related ests. If actual timing
and potential termination costs or realizationudlsase income differ from our estimates, the tegpliabilities could
vary from recorded amounts. These liabilities @weawed periodically and adjusted when necessary.

Share-Based Payment®ur share-based stock option awards are valueshamdividual grant basis using the
Black-Scholes-Merton closed form option pricing rebd he application of this valuation model invavessumptions
that are judgmental and highly sensitive in theigabn of stock options, which affects compensaéinpense related to
these options. These assumptions include the teatrite options are expected to be outstandingstaimate of the
volatility of our stock price (which is based opeer group of publicly traded companies), applieablerest rates and
the dividend yield of our stock. Other factors itwog judgments that affect the expensing of shased payments
include estimated forfeiture rates of share-basettds. If our estimates differ materially from atexperience, we
may be required to record additional expense aratohs of expense, which could be material tofature financial
results.

Derivative Financial Instrument3.he valuation of our derivative financial instrunteis determined using
valuation techniques including discounted cash fmalysis on the expected cash flows of each dere:al his
analysis reflects the contractual terms of thevddinies, including the period to maturity, and ugbservable market-
based inputs, including interest rate curves. falrevalues of interest rate swaps are determirsugjua methodology
netting the discounted future fixed cash paymemtseceipts) and the discounted expected varicdsh ceceipts (or
payments). The variable cash receipts (or payrpantsbased on an expectation of future interéss rdorward curve:
derived from observable market interest rate curves
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addition, we incorporate credit valuation adjusttegn appropriately reflect both our own nonperfance risk and the
respective counterparty’s nonperformance risk.adjoist the fair value of derivative contracts toe effect of
nonperformance risk, we consider the impact ofimgtind any applicable credit enhancements, sucblkgeral
postings, thresholds, mutual puts, and guarantdesse valuation techniques and the related inpotade estimates
and assumptions which are judgmental, and in stases, based on forecasts of future events. I& thetgmates and
assumptions differ materially from actual expergrbe resulting adjustments could be materiautofature financial
results.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

There have been no material changes to the disel®selating to this item from those set forth um &nnual
Report on Form 10-K for the fiscal year ended Fabrd, 2008.

ITEM 4. CONTROLS AND PROCEDURES

(@) Disclosure Controls and ProceduredJnder the supervision and with the participatibour
management, including our principal executive @ffiand principal financial officer, we conductedesaluation of our
disclosure controls and procedures, as such ted&fiised under Rule 13a-15(e) or 15d-15(e) prontatjander the
Securities Exchange Act of 1934, as amended (tkel&nge Act”). Based on this evaluation, our ppatiexecutive
officer and our principal financial officer concled that our disclosure controls and procedures eféeetive as of the
end of the period covered by this report.

(b) Changes in Internal Control Over Financial Repogin There have been no changes in our internal
control over financial reporting (as defined in Bange Act Rule 13a-15(f)) during the quarter endeg 2, 2008 that
have materially affected, or are reasonably likelynaterially affect, our internal control overdimncial reporting.

PART Il—OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

The information contained in Note 5 to the conddrsmsolidated financial statements under the hegadi
“Legal Proceedings” contained in Part |, Item Xho$ Form 10-Q is incorporated herein by this refiee.

ITEM 1A. RISK FACTORS

There have been no material changes to the diselselating to this item from those set forth um &nnual
Report on Form 10-K for the fiscal year ended Fabrd, 2008.
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ITEM 6. EXHIBITS

See the Exhibit Index immediately following thersadure page hereto, which Exhibit Index is incogped by
reference as if fully set forth herein.

CAUTIONARY DISCLOSURE REGARDING FORWARD-LOOKING STA TEMENTS

“Forward-looking statements” within the meaningloé federal securities laws are included throughtiust
report, particularly under the heading “Managengebliscussion and Analysis of Financial Conditiod &esults of
Operations,” among others. You can identify theagements because they are not solely statemehtstofical fact or
they use words such as “may,” “will,” “should,” “p&ct,” “believe,” “anticipate,” “project,” “plan,”expect,”
“estimate,” “objective,” “forecast,” “goal,” “inteah,” “will likely result,” or “will continue” and smilar expressions that
concern our strategy, plans or intentions. For gtanall statements relating to our estimated aogepted earnings,
costs, expenditures, cash flows, financial resarits liquidity, our plans and objectives for futeerations, growth or
initiatives, the expected outcome or impact of pegar threatened litigation, and expectations reigg a possible
reduction in the reserve for uncertain tax posgiare forward-looking statements.

All forward-looking statements are subject to rigk&l uncertainties that may change at any timeusactual
results may differ materially from those that w@ested. We derive many of these statements fronoperating
budgets and forecasts, which are based on manjededasumptions that we believe are reasonableeMer, it is ven
difficult to predict the impact of known factorsycgawe cannot anticipate all factors that couldaftaur actual results.
Important factors that could cause actual resaltlifter materially from the expectations expressedur forward-
looking statements include, without limitation, ieased competition; consumer demand, spendingpatad debt
levels; changing wages, health care, other bemefit,insurance costs; general economic conditftuttpations in the
costs of gasoline, diesel fuel and other energysiportation, and utilities costs; the ability teetand retain effective
employees; our ability to timely open, remodel@bcate stores; interest rate fluctuations; capiialket conditions;
risks and challenges in connection with sourcingamandise from domestic and international venddissuptions in
the supply chain; the level of success of initigivthe outbreak of war or pandemics; geopoliggaints or conditions;
natural disasters; weather conditions; regulataajtens; the cost of goods; seasonality; the facimdosed underRisk
Factors” in Part |, Item 1A of our Annual Report®arm 10-K for the fiscal year ended February )&Qhe factors
disclosed elsewhere in this document (includingheuat limitation, in conjunction with the forwarddking statements
themselves and under the heading “Critical AccagnRolicies and Estimates”); and other factors wAltten and oral
forward-looking statements are expressly qualifretheir entirety by these cautionary statementsebas other
cautionary statements that we make from time te imour other SEC filings and public communicasioviou should
evaluate all of our forward-looking statementshia tontext of these risks and uncertainties.

The important factors referenced above may notaoratl! of the material factors that are importenyou. In
addition, we cannot assure you that we will reatieeresults or
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developments we expect or anticipate or, evenigtntially realized, that they will result in tbensequences or affect
us or our operations in the way we expect. The dodalooking statements included in this reportraegle only as of
the date hereof. We undertake no obligation toiplyblipdate or revise any forward-looking statemasma result of
new information, future events or otherwise, ex@gpotherwise required by law.
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the Registrant has duly causisdeiport tc
be signed on its behalf by the undersigned theoedmlly authorized, both on behalf of the Registeard in his capacit
as principal financial and accounting officer of tRegistrant.

DOLLAR GENERAL CORPORATION

Date: June 16, 2008 By: /s/ David M. Tehle
David M. Tehle
Executive Vice President and Chief Financial Office
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EXHIBIT INDEX

Dollar General Corporation 2008 TeamshareuBdrogram for Named Executive Officers.

Letter Agreement dated April 9, 2008 between Dali&neral Corporation and David L. Beré (incorpatdts
reference to Exhibit 99.1 to the Company’s CuriReport on Form & dated April 9, 2008, filed with the St
on April 10, 2008 (file no. 001-11421)).

First Amendment to Employment Agreement with DaMd Tehle, dated as of May 9, 2008 (incorporate
reference to Exhibit 99.1 to the Company’s CuriReport on Form & dated May 9, 2008, filed with the S
on May 15, 2008 (file no. 001-11421)).

First Amendment to Employment Agreement with Kaghlér. Guion, dated as of May 9, 2008 (incorporétg
reference to Exhibit 99.2 to the Company’s CuriReport on Form & dated May 9, 2008, filed with the S
on May 15, 2008 (file no. 001-11421)).

First Amendment to Employment Agreement with Clsalll. Lowe, dated as of May 9, 2008 (incorporate
reference to Exhibit 99.3 to the Company’s CuriReport on Form & dated May 9, 2008, filed with the S
on May 15, 2008 (file no. 001-11421)).

Addendum to Employment Agreement with Challis M.wey dated as of May 14, 2008 (incorporatec
reference to Exhibit 99.4 to the Company’s Curieaeport on Form & dated May 9, 2008, filed with the S
on May 15, 2008 (file no. 001-11421)).

Certifications of CEO and CFO under ExchangeRude 13a-14(a).

Certifications of CEO and CFO under 18 U.S3Q
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