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PART I—FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS.

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

May 1, January 30,
2009 2009
ASSETS (Unaudited) (see Note 1)
Current assets:
Cash and cash equivalents $ 434,584 $ 377,995
Merchandise inventories 1,454,692 1,414,955
Income taxes receivable 3,479 6,392
Deferred income taxes - 4,600
Prepaid expenses and other current assets 69,393 66,183
Total current assets 1,962,148 1,870,125
Net property and equipment 1,280,835 1,268,960
Goodwill 4,338,589 4,338,589
Intangible assets, net 1,314,425 1,325,558
Other assets, net 82,804 85,967
Total assets $ 8,978,801 $ 8,889,199
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:
Current portion of long-term obligations $ 19,526 $ 14,158
Accounts payable 700,438 678,421
Accrued expenses and other 332,722 375,045
Income taxes payable 28,034 7,611
Deferred income taxes 11,942 -
Total current liabilities 1,092,662 1,075,235
Long-term obligations 4,117,190 4,122,956
Deferred income taxes 554,098 556,101
Other liabilities 283,916 289,288
Redeemable common stock 14,350 13,924
Shareholders’ equity:
Preferred stock - -
Common stock 278,159 278,114
Additional paid-in capital 2,492,482 2,489,647
Retained earnings 186,370 103,364
Accumulated other comprehensive loss (40,426 (39,430
Total shareholders’ equity 2,916,585 2,831,695
Total liabilities and shareholders’ equity $ 8,978,801 $ 8,889,199

See notes to condensed consolidated financialnstates.




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

For the 13 weeks ended

May 1, May 2,

2009 2008
Net sales $ 2,779,937 $ 2,403,498
Cost of goods sold 1,924,579 1,710,421
Gross profit 855,358 693,077
Selling, general and administrative 630,489 582,206
Operating profit 224,869 110,871
Interest income (94) (957)
Interest expense 89,235 100,871
Other (income) expense 1,667 298
Income before income taxes 134,061 10,659
Income tax expense 51,055 4,743
Net income $ 83,006 $ 5,916

See notes to condensed consolidated financialnstates.




DOLLAR GENERAL CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

(In thousands)

For the 13 weeks ended

May 1, May 2,
2009 2008
Cash flows from operating activities:
Net income 83,006 5,916
Adjustments to reconcile net income to net caskigea by
operating activities:
Depreciation and amortization 64,531 61,406
Deferred income taxes 15,461 (5,600
Noncash share-based compensation 2,938 2,346
Noncash inventory adjustments (697) 1,310
Other noncash gains and losses 1,957 219
Change in operating assets and liabilities:
Merchandise inventories (39,040 (29,746
Prepaid expenses and other current assets (3,012 (3,545
Accounts payable 10,578 52,860
Accrued expenses and other (50,368 67,897
Income taxes 23,336 (1,387,
Other 203 (115)
Net cash provided by operating activities 108,893 151,561
Cash flows from investing activities:
Purchases of property and equipment (51,825 (35,373
Purchases of short-term investments (9,903
Sales of short-term investments - 12,976
Proceeds from sale of property and equipment 152 94
Net cash used in investing activities (51,673 (32,206
Cash flows from financing activities:
Issuance of common stock 620 -
Repayments of borrowings under revolving creditlitsc - (102,500
Repayments of long-term obligations (999) (1,045
Repurchases of common stock and stock options (252) (20)
Other financing activities - (105)
Net cash used in financing activities (631) (103,660
Net increase in cash and cash equivalents 56,589 15,695
Cash and cash equivalents, beginning of period 377,995 100,209
Cash and cash equivalents, end of period 434,584 115,904
Supplemental cash flow information:
Cash paid for interest 33,782 45,735
Cash paid for income taxes 34,944 2,204
Supplemental schedule of noncash investing andding activities:
Purchases of property and equipment awaiting psing$or payment,
included in Accounts payable 18,913 8,620

See notes to condensed consolidated financialrs&ates.






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

1. Basis of presentatior

The accompanying unaudited condensed consolidetaacial statements of Dollar
General Corporation and its subsidiaries (the “Canyp) have been prepared in accordance
with accounting principles generally accepted m thited States of America (“U.S. GAAP”)
for interim financial information and are presenieéccordance with the requirements of Form
10-Q and Rule 10-01 of Regulation S-X. Such finahsiatements consequently do not include
all of the disclosures normally required by U.S.&Aor those normally made in the
Company’s Annual Report on Form 10-K. Accordinghg reader of this Quarterly Report on
Form 10-Q should refer to the Company’s Annual Repo Form 10-K for the year ended
January 30, 2009 for additional information.

The Company’s fiscal year ends on the Friday clase3anuary 31. References to years
contained herein pertain to the Company’s fiscary&he Company’s 2009 fiscal year will end
on January 29, 2010 and its 2008 fiscal year endethnuary 30, 2009.

The accompanying unaudited condensed consolidetadcial statements have been
prepared in accordance with the Company’s customecgunting practices. In management’s
opinion, all adjustments (which are of a normalreag nature) necessary for a fair present:
of the consolidated financial position as of May @09 and results of operations for thevigek
guarterly accounting periods ended May 1, 2009May 2, 2008 have been made.

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

The preparation of financial statements and reldieclosures in conformity with U.S.
GAAP requires management to make estimates andhasisns that affect the reported amot
of assets and liabilities and disclosure of comimgassets and liabilities at the date of the
condensed consolidated financial statements angpgoeted amounts of revenues and expenses
during the reporting periods. Actual results cadiffer from those estimates. The Company |
the last-in, first-out (LIFO) method of valuing iemtory. An actual valuation of inventory under
the LIFO method is made at the end of each yeadoas the inventory levels and costs at that
time. Accordingly, interim LIFO calculations arede&l on management’s estimates of expected
year-end inventory levels, sales for the year &edceikpected rate of inflation/deflation for the
year. The interim LIFO calculations are subjecadjustment in the final year-end LIFO
inventory valuation. The Company recorded LIFO glarof $0.8 million and zero in the 13-
week periods ended May 1, 2009 and May 2, 2008ectvely. In addition, ongoing estimates
of inventory shrinkage and initial markups and ndaskns are included in the interim cost of
goods sold calculation. Because the Company’s basiis moderately seasonal, the results for
interim periods are not necessarily indicativehaf tesults to be expected for the entire year.




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

As discussed in Note 4, effective January 31, 2869Company changed its accounting
for fair value of its nonfinancial assets and ligieis in connection with the adoption of Finan
Accounting Standards Board (“FASB”) Statement afdficial Accounting Standards (“SFAS”)
No. 157,Fair Value MeasurementsThrough May 1, 2009, the adoption of this staddead no
impact on the Company’s consolidated financial fp@sior results of operations.

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

2. Comprehensive income
Comprehensive income consists of the following:

13 Weeks Ended

May 1, May 2,
(in thousands) 2009 2008
Net income $ 83,006 $ 5,916
Unrealized net gain (loss) on hedged transactioetsof income tax expense
(benefit) of $(922) and $10,959 respectively (setehb) (996) 18,473
Comprehensive income $ 82,010 $ 24,389
3. Income taxes

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

Income tax reserves are determined using the melbgyl established by FASB
Interpretation 48Accounting for Uncertainty in Income Taxes — Areiptetation of FASB
Statement 100'FIN 48”). FIN 48 requires companies to asseshi@éacome tax position taken
using a two step approach. A determination is firatle as to whether it is more likely than not
that the position will be sustained, based uportehbnical merits, upon examination by the
taxing authorities. If the tax position is expecteaneet the more likely than not criteria, the
benefit recorded for the tax position equals tingdat amount that is greater than 50% likely to
be realized upon ultimate settlement of the respetax position.

Subsequent to the February 3, 2007 adoption of48Nhe Company elected to record
income tax related interest and penalties as a ocoerg of the provision for income tax expel

The Internal Revenue Service (IRS) is in the ihgtages of an examination of the
Company’s federal income tax returns for the 200 2006 fiscal years. The 2004 and earlier
fiscal years are not open for examination. The 284F 2008 fiscal years, while not currently
under examination, are subject to examinationatthcretion of the IRS. The Company also




has various state income tax examinations in pesgi@enerally, the Company’s 2005 and later
tax years remain open for examination by the vargtate taxing authorities. The results of tl
examinations could result in changes to the Compangome tax liability. The estimated
liability related to income tax examinations isluded in the Company’s reserve for uncertain
tax positions.

As of May 1, 2009, the total reserves for uncertaibenefits, interest expense relate
income taxes and potential income tax penaltieg B86.0 million, $9.5 million and $1.4
million, respectively, for a total of $45.9 millio®f this amount, $4.3 million and $40.6 million
are reflected in current liabilities as Accrued exges and other and in noncurrent Other
liabilities, respectively, in the condensed corgatied balance sheet with the remaining $1.0
million reducing deferred tax assets related toopetrating loss carry forwards. The reserve for
uncertain tax positions decreased during the penmid May 1, 2009 by $24.1 million due
principally to the reclassification, from the uneén tax benefits account to the income tax
payable account, of a liability associated witheanounting method utilized by the Company
income tax return filing purposes. The Companydwes it is reasonably possible that the
reserve for uncertain tax positions may be redigeapproximately $2.9 million in the coming
twelve months principally as a result of the set#at of currently ongoing state income tax
examinations. The reasonably possible change 6fréiftlion is included in current liabilities in
the condensed consolidated balance sheet as ofl Me09. Also, as of May 1, 2009,
approximately $34.4 million of the reserve for urai tax positions would impact the
Company’s effective income tax rate if the Compauye to recognize the tax benefit for these
positions.

The effective income tax rate for the 13-week pkaaded May 1, 2009 was 38.1%
compared to a rate of 44.5% for the 13-week pegizaed May 2, 2008. Both periods included
similar amounts of income tax-related interest,limdause the 2009 pretax income was higher,
the effective rate was impacted to a lesser degree.

4. Assets and liabilities measured at fair valu

On January 31, 2009, the Company adopted compooESEAS No. 157Fair Value
Measurement. SFAS 157 defines fair value, establishes a fraonkeWor measuring fair value,
and expands disclosures about fair value measuten®RAS 157 applies to reported balances
that are required or permitted to be measuredratdbue under existing accounting
pronouncements; accordingly, the standard doesenoire any new fair value measurements of
reported balances.

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




The Company has determined that the majority ofrthats used to value its derivative
financial instruments fall within Level 2 of theifaalue hierarchy. However, the credit
valuation adjustments associated with its derieatiutilize Level 3 inputs, such as estimates of
current credit spreads to evaluate the likelihobdedault by itself and its counterparties. As of
May 1, 2009, the Company has assessed the sigraéaaf the impact of the credit valuation
adjustments on the overall valuation of its demxapositions and has determined that the credit
valuation adjustments are not significant to therail valuation of its derivatives. As a result,
the Company has determined that its derivativeatadus in their entirety, as discussed in detalil
in Note 5, are classified in Level 2 of the faituahierarchy. The Company does not have any
fair value measurements using significant unobs@eviamputs (Level 3) as of May 1, 2009.

Quoted Prices in

Active Markets Significant
for Identical Other Significant
Assets and Observable Unobservable
Liabilities Inputs Inputs Balance at
(In thousands) (Level 1) (Level 2) (Level 3) May 1, 2009
Assets:
Trading securities (a) $ 8,360 $ - $ - $ 8,360
Liabilities:
Derivative financial instruments (b) - 66,332 - 66,332

(a) Reflected in the condensed consolidated balanct slsePrepaid expenses and other current asskis8ai4 anc
Other assets, net of $6,506.

(b) Reflected in the condensed consolidated balancs slseAccrued expenses and other of $540 and Qebéities
of $65,792.

5. Derivatives and hedging activities

SFAS 161 amends and expands the disclosure reqnteraf FASB Statement No. 133
("SFAS 133") with the intent to provide users ofdhcial statements with an enhanced
understanding of: (a) how and why an entity usewaléve instruments, (b) how derivative
instruments and related hedged items are accototedhder SFAS 133 and its related
interpretations, and (c) how derivative instrumeantd related hedged items affect an entity’s
financial position, financial performance, and cfistvs. SFAS 161 requires qualitative
disclosures about objectives and strategies faiguderivatives, quantitative disclosures about
the fair value of and gains and losses on derigatistruments, and disclosures about credit-risk-
related contingent features in derivative instruteen

As required by SFAS 133, the Company records aildives on the balance sheet at
fair value. The accounting for changes in the¥alue of derivatives depends on the intended
use of the derivative, whether the Company hasezldo designate a derivative in a hedging
relationship and apply hedge accounting and whekieehedging relationship has satisfied the
criteria necessary to apply hedge accounting. Ravies designated and qualifying as a hed:
the exposure to changes in the fair value of aetakability, or firm commitment attributable to
a particular risk, such as interest rate risk,carsidered fair value hedges. Derivatives
designated and qualifying as a hedge of the expdswrariability in expected future cash flo
or other types of forecasted transactions, areideresd cash flow hedges. Derivatives may also




be designated as hedges of the foreign currenaysexe of a net investment in a foreign
operation. Hedge accounting generally providesifermatching of the timing of gain or loss
recognition on the hedging instrument with the ggotion of the changes in the fair value of the
hedged asset or liability that are attributabléheohedged risk in a fair value hedge or the
earnings effect of the hedged forecasted transectioa cash flow hedge. The Company may
enter into derivative contracts that are intenaeedonomically hedge a certain portion of its
risk, even though hedge accounting does not apglysoCompany elects not to apply hedge
accounting under SFAS 133.

Risk management objective of using derivatives

The Company is exposed to certain risks arisingpfooth its business operations and
economic conditions. The Company principally masatgeexposures to a wide variety of
business and operational risks through manageniéstare business activities. The Company
manages economic risks, including interest rag@jdity, and credit risk, primarily by managi
the amount, sources, and duration of its debt fundnd the use of derivative financial
instruments. Specifically, the Company enters dedvative financial instruments to manage
exposures that arise from business activitiesrdgtlt in the receipt or payment of future known
and uncertain cash amounts, the value of whicldetermined by interest rates. The Company’s
derivative financial instruments are used to mardifferences in the amount, timing, and
duration of the Company’s known or expected cashiptés and its known or expected cash
payments principally related to the Company’s bermngs.

The Company is exposed to certain risks arisingpfumcertainties of future market
values caused by the fluctuation in the pricesoofimodities. The Company enters into
derivative financial instruments to protect agafmstire price changes related to transportation
costs associated with forecasted purchases amibdigin of inventory.

Cash flow hedges of interest rate risk

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

The effective portion of changes in the fair vatdelerivatives designated and that
qualify as cash flow hedges is recorded in Accutedl@ather comprehensive income (loss) (
referred to as “OCI”) and is subsequently reclasgiinto earnings in the period that the hedged
forecasted transaction affects earnings. Durind 8x&veek period ended May 1, 2009, such
derivatives were used to hedge the variable casVsfhssociated with existing variable-rate
debt. The ineffective portion of the change in failue of the derivatives is recognized directly
in earnings.




As of May 1, 2009, the Company had four interetd savaps with a combined notional
value of $1.5 billion that were designated as dlst hedges of interest rate risk. Amounts
reported in Accumulated other comprehensive ldssa@ to derivatives will be reclassified to
interest expense as interest payments are made @oimpany’s variable-rate debt. The
Company terminated an interest rate swap in Octdd@8 due to the bankruptcy declaration of
the counterparty bank. In accordance with Derietiimplementation Group (DIG) Issue No.
G3, the Company continues to report the net galoss related to the discontinued cash flow
hedge in OCI and such net gain or loss is expeoteé reclassified into earnings during the
original contractual terms of the swap agreemeth@asedged interest payments are expect
occur as forecasted. During the next 52-week petit@mCompany estimates that an additional
$42.2 million will be reclassified as an increasénterest expense for all of its interest rate
swaps.

Non-designated hedges of commodity risk

Derivatives not designated as hedges are not sgge@iand are used to manage the
Company’s exposure to commodity price risk but domeet the strict hedge accounting
requirements of SFAS 133. In February 2009, the @& entered into a commodity hedge
related to diesel fuel to eliminate its exposurganability in diesel fuel prices and their effect
on transportation costs. Changes in the fair vafugerivatives not designated in hedging
relationships are recorded directly in earningsofklay 1, 2009, the Company had one diesel
fuel commodity swap hedging monthly usage of diésellthrough January 2010 with a total
11.4 million gallons notional during the remainitegm that was not designated as a hedge in a
qualifying hedging relationship.

The table below presents the fair value of the Camygis derivative financial instrumer
as well as their classification on the condensedclidated balance sheet as of May 1, 2009 (in
thousands):
Tabular Disclosure of Fair Values of Derivative Insruments

Asset Derivatives Liability Derivatives
As of May 1, 2009 As of May 1, 2009
Balance Sheet Balance Sheet
Classification Fair Value Classification Fair Value
Derivatives designated as hedging
instruments under SFAS 133
Interest rate swaps Other assets, net $ Other liabilities $ 65,79z

Derivatives not designated as hedging
instruments under SFAS 133
Prepaid expenses
and other Accrued expenses
Commodity hedges current assets $ - and other $ 540
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The tables below present the pre-tax effect oGbmpany’s derivative financial instruments
on the condensed consolidated statement of incormaleiding OCI, see Note 2) for the 13-week
period ended May 1, 2009 (in thousands):

Tabular Disclosure of the Effect of Derivative Instuments on the Consolidated Statement of Income
For the 13-weeks ended May 1, 2009

Amount of Location of Gain or Amount of (Gain)
(Gain) or Loss Loss Recognized in or Loss Recognized
Amount of Reclassified Income on in Income on
(Gain) or Loss from Derivative Derivative
Derivatives in Recognized in Location of Gain or Accumulated (Ineffective Portion (Ineffective Portion
SFAS 133 OCl on Loss Reclassified OCl into and Amount and Amount
Cash Flow Derivative from Accumulated Income Excluded from Excluded from
Hedging (Effective OCI into Income (Effective Effectiveness Effectiveness
Relationships Portion) (Effective Portion) Portion) Testing) Testing)
Other (income)
Interest Rate Swaps $ 13,817 Interest expense $ 11,89¢ expense $ 158

Amount of (Gain)

or Loss
Location of Gain or Recognized in
Derivatives Not Designated as Hedging Loss Recognized in Income on
Instruments Under SFAS 133 Income on Derivative Derivative
Commodity Hedges Other (income) expense $ 1,50€

Credit-risk-related contingent features

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

As of May 1, 2009, the fair value of interest rateaps in a net liability position, which
includes accrued interest but excludes any adjugtfoe nonperformance risk related to these
agreements, was $70.2 million. As of May 1, 2088, Company has not posted any collateral
related to these agreements. If the Company hathee any of these provisions at May 1,
2009, it would have been required to settle itsgalhions under the agreements at their
termination value of $70.2 million.

As of May 1, 2009, the fair value of commodity hedgn a net liability position, which
excludes any adjustment for nonperformance risktedlto the agreements, was $0.5 million
of May 1, 2009, the Company has an outstandingrleftcredit related to these agreements in
the amount of $1.0 million. If the Company had lohesd any of the provisions of this agreen
at May 1, 2009, the letter of credit would haverbsefficient to settle its obligations under this
agreement.
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6. Commitments and contingencie:
Legal proceedings

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

On May 30, 2007, the court stayed all proceedingbe case, including the sending of
the Notice, to evaluate, among other things, aedppeals pending in the Eleventh Circuit
involving claims similar to those raised in thigian. That stay was extended through May 15,
2009, but the Company’s efforts to secure its réxtension have been denied. During the
stay, the statute of limitations has been tolledofmential class members. If the court ultimately
permits Notice to issue, the Company will have pparstunity at the close of the discovery
period to seek decertification of the class, ardG@ompany expects to file such a motion if
necessary.

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

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

On March 7, 2006, a complaint was filed in the ©diGtates District Court for the
Northern District of AlabamaJanet Calvert v. Dolgencorp, IncCase No. 2:06-cv-00463EH
(“Calvert™), in which the plaintiff, a former stermanager, alleged that she was paid less than
male store managers because of her sex, in violafithe Equal Pay Act and Title VII of the
Civil Rights Act of 1964, as amended (“Title VII"yhe complaint subsequently was amende
include additional plaintiffs, who also allege tavie been paid less than males because of their
sex, and to add allegations that the Company’s eoisgtion practices disparately impact
females. Under the amended complaint, Plaintifékgse proceed collectively under the Equal
Pay Act and as a class under Title VII, and reghask wages, injunctive and declaratory relief,
liquidated damages, punitive damages and attorriegsand costs.

On July 9, 2007, the plaintiffs filed a motion imieh they asked the court to approve
issuance of notice to a class of current and fofieraale store managers under the Equal Pay
Act. The Company opposed plaintiffs’ motion. On Mower 30, 2007, the court conditionally
certified a nationwide class of females under thadt Pay Act who worked for Dollar General
as store managers between November 30, 2004 arehitar 30, 2007. The notice was issued
on January 11, 2008, and persons to whom the nwasesent were required to opt into the suit
by March 11, 2008. Approximately 2,100 individubtsve opted into the lawsuit. The Company
will have an opportunity at the close of the disagvperiod to seek decertification of the Equal
Pay Act class, and the Company expects to file suation.

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

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

On July 30, 2008, the Company was served with gotaint filed in the District Court
for Dallas County, lowa Julie Cox, et al. v. Dolgencorp, Inc., etalCase No. LACV-034423
("Cox™)) in which the plaintiff, a former store mager, alleges that the Company discriminates
against pregnant employees on the basis of seretalthtes against employees in violation of
the lowa Civil Rights Act. Cox seeks to represeanlkaas of “all current, former and future
employees from the State of lowa who are employeDdilar General who suffered from, are
currently suffering from or in the future may suffeom” alleged sex/pregnancy discrimination
and retaliation and seeks declaratory and injuaatief as well as equitable, compensatory
punitive damages and attorneys’ fees and costs.
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The plaintiff has not yet moved for class certifioa. At this time, it is not possible to
predict whether the court ultimately will permietlCox action to proceed as a class. However,
the Company believes that the case is not apptegdoaclass treatment and that its policies and
practices comply with the lowa Civil Rights Act. &I Company intends to vigorously defend the
action; however, no assurances can be given teaompany will be successful in the defense
on the merits or otherwise. If the Company is nacessful in defending this action, its
resolution could have a material adverse effedherCompany’s financial statements as a
whole.

On December 4, 2008, a complaint was filed in tihédd States District Court for the
Western District of Tennesse@iessa Holt, et al v. Dollar General Corporatiort,a. , Case
No.1:0¢-cv-01298 JDB) in which the plaintiff, on behalfloérself and a putative class of non-
exempt store employees, alleges that the Compatgted the Fair Labor Standards Act by
failing to pay for all hours worked, including otieme hours. At this time, it is not possible to
predict whether the court will permit this actiangroceed collectively. However, the Company
believes that this action is not appropriate fdleotive treatment and that the Company’s wage
and hour policies and practices comply with the ALBhe Company plans to vigorously deft
this action; however, no assurances can be giaritih Company will be successful in the
defense on the merits or otherwise, and, if itossuccessful, the resolution of this action could
have a material adverse effect on the Company&itiral statements as a whole.

Subsequent to the announcement of the agreematihgeto the Company’s 2007
merger, the Company and its directors were namedven putative class actions alleging
claims for breach of fiduciary duty arising outtbé Company’s proposed sale to investment
funds affiliated with Kohlberg Kravis Roberts & Ca.P. (*KKR”). Each of the complaints
alleged, among other things, that the Company&ctirs engaged in “self-dealing” by agreeing
to recommend the transaction to the Compssiareholders and that the consideration ava
to such shareholders in the transaction is unférky On motion of the plaintiffs, each of these
cases was transferred to the Sixth Circuit CourDiavidson County, Twentieth Judicial
District, at Nashville. By order dated April 26,0 the seven lawsuits were consolidated in the
court under the caption, “In re: Dollar Generaldge No. 07MD-1. On June 13, 2007, the court
denied the Plaintiffs’ motion for a temporary ingtilon to block the shareholder vote that was
then held on June 21, 2007. On June 22, 2007 |#metifs filed their amended complaint
making claims substantially similar to those owtirmbove. The court on November 6, 2008
certified a class of all persons who held stocthenCompany on the date of the merger. The
defendants filed for summary judgment.

On November 24, 2008, all defendants, includingGbenpany, reached an agreement in
principle to settle this lawsuit, subject to fimlcumentation and court approval. The Company
determined that the agreement would be in theibesest of the Company to avoid costly and
time-consuming litigation. Based on the agreemeipirinciple, the Company recorded a charge
of $32.0 million in the third and fourth quartefs2008 in connection with the proposed
settlement, which was net of insurance procee@d @0 million which were collected in the
fourth quarter of 2008. On February 2, 2009, thenGany funded the $40.0 million settlement
and on February 11, 2009, the court approved tinestef the settlement.
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From time to time, the Company is a party to vasiother legal actions involving clair
incidental to the conduct of its business, inclgdactions by employees, consumers, suppliers,
government agencies, or others through privatemasticlass actions, administrative
proceedings, regulatory actions or other litigatiocluding under federal and state employment
laws and wage and hour laws. The Company belidassd upon information currently
available, that such other litigation and claimshbindividually and in the aggregate, will be
resolved without a material adverse effect on tam@any’s financial statements as a whole.
However, litigation involves an element of uncertgi Future developments could cause these
actions or claims to have a material adverse effethe Company’s results of operations, cash
flows, or financial position. In addition, certaohthese lawsuits, if decided adversely to the
Company or settled by the Company, may resuliipility material to the Company’s financial
position or may negatively affect operating resiilthanges to the Company’s business
operation are required.

Leases

The Company’s 2007 merger and certain of the rélat@ancing transactions may be
interpreted as giving rise to certain trigger esdmthich may include events of default) under
leases for three of the Company’s distribution een¢“DCs”). The Company does not believe
such an interpretation would be appropriate ungetdérms of the leases. However, the
possibility remains that the ultimate resolutiorttedse matters could require the Company to
make a significant cash investment to purchaseetbé&3s.

Other

In August 2008, the Consumer Product Safety Imprerg Act of 2008 was signed into
law. This law addresses, among other things, thaigsible levels of lead and listed phthalates
in certain products. The first tier of new standaia permissible levels of lead and phthalates
became effective in February 2009; the secondstieffective in August 2009. To ensure
compliance, the Company undertook a process dtimdpurth quarter of 2008 to identify,
mark down and cease the sale of any remaining tovethat would be impacted by the new
law. The Company is continuing to evaluate its imteey for the next implementation phase of
this law, but does not currently expect the impdi¢his process to be material to its financial
statements. Until the process is complete, howekerCompany cannot definitely rule out that
possibility.
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7. Segment reporting

The Company manages its business on the basisakportable segment. As of May 1,
2009, all of the Company’s operations were |locateldin the United States, with the exception
of a Hong Kong subsidiary, the assets and reveoiuakich are not material. The following net
sales data is presented in accordance with SFAS B3lgDisclosures about Segments of an
Enterprise and Related Informatit.

13 Weeks Ended

May 1, May 2,
(In thousands) 2009 2008
Classes of similar products:
Highly consumable $ 1,995,809 $ 1,680,895
Seasonal 356,452 322,126
Home products 216,883 204,493
Basic clothing 210,793 195,984
Net sales $ 2,779,937 $ 2,403,498
8. Related party transactions

GS Capital Partners VI Fund, L.P. and affiliatadds (affiliates of Goldman, Sachs &
Co.) and KKR indirectly own a substantial portidrttte Company's common stock.

Affiliates of KKR (among other entities) are lendemder the Company’s $2.3 billion
senior secured term loan facility. The amount @i@pal outstanding under this term loan
facility at all times since the Company's 2007 reergas $2.3 billion, and the Company paid no
principal and approximately $20.0 million and $3miliion of interest on this term loan during
the periods ended May 1, 2009 and May 2, 2008 etsely.

Goldman, Sachs & Co. is a counterparty to an amogiinterest rate swap with a $42
million notional amount as of May 1, 2009, enterr&d in connection with the Company’s
senior secured term loan facility, as discussedonre detail in Note 5. The Company paid
Goldman, Sachs & Co. approximately $4.1 million 2d3 million in the periods ended May 1,
2009 and May 2, 2008, respectively pursuant toswiap.

The Company is party to a monitoring agreement asttaffiliate of KKR and with
Goldman Sachs & Co. pursuant to which those estfifevide management and advisory
services to the Company. Under the terms of theitoromg agreement, among other things, the
Company is obligated to pay to those entities ayregate annual management fee payable in
arrears at the end of each calendar quarter dlusaslonable out of pocket expenses incurred in
connection with the provision of services underdgeeement upon request. The fees incurred
for the periods ended May 1, 2009 and May 2, 20@8dd $1.3 million in each period. The
management fee will be $5.4 million in 2009 and@ases at a rate of 5% per year.

From time to time the Company may use the seno€€apstone Consulting, LLC, a
team of executives who consult exclusively with Ki&tfolio companies. The Chief Execut
Officer of Capstone (who also is a Partner of KiSR)ved on the ComparsyBoard of Director
until March 2009. Although neither KKR nor any épntaffiliated with KKR owns any of the
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equity of Capstone, prior to January 1, 2007 KKRB peovided financing to Capstone. The
aggregate fees incurred for Capstone servicehéoperiods ended May 1, 2009 and May 2,
2008 totaled $0.2 million and $0.9 million, respeety .

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

9. Guarantor subsidiaries

Certain of the Company'’s subsidiaries (the “Guaresi) have fully and unconditionally
guaranteed on a joint and several basis the Congahlgations under certain outstanding debt
obligations. Each of the Guarantors is a dire¢hdirect wholly-owned subsidiary of the
Company. The following consolidating schedules @nésondensed financial information on a
combined basis, in thousands.
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May 1, 2009

DOLLAR
GENERAL GUARANTOR OTHER CONSOLIDATED
CORPORATION SUBSIDIARIES SUBSIDIARIES ELIMINATIONS TOTAL
BALANCE SHEET:
ASSETS
Current assets:
Cash and cash equivalents $ 333,300 $ 80,841 $ 20,44¢ $ - $ 434,584
Merchandise inventories - 1,454,69: - - 1,454,692
Income taxes receivable 31,589 - - (28,110 3,479
Deferred income taxes - - 2,65€ (2,656, -
Prepaid expenses and other
current assets 704,516 2,167,42. 14,174 (2,816,719 69,393
Total current assets 1,069,405 3,702,95! 37,27: (2,847,485 1,962,148
Net property and equipment 79,760 1,200,89: 182 - 1,280,835
Goodwill 4,338,589 - - - 4,338,589
Intangible assets, net 1,204,556 109,86¢ - - 1,314,425
Deferred income taxes - - 2,487 (2,487, -
Other assets, net 3,583,020 129,84: 280,47¢ (3,910,535 82,804
Total assets $ 10,275,33C $  5,143,56( $ 320,41¢ $ (6,760,507 $ 8,978,801
LIABILITIES AND
SHAREHOLDERS' EQUITY
Current liabilities:
Current portion of long-term
obligations $ 17,250 $ 2,27€ $ - $ - $ 19,526
Accounts payable 2,395,046 1,063,63: 46,17¢ (2,804,421 700,438
Accrued expenses and other 84,941 208,20¢ 51,86¢ (12,297 332,722
Income taxes payable 1,659 49,682 4,802 (28,110 28,034
Deferred income taxes 4,555 10,04: - (2,656 11,942
Total current liabilities 2,503,451 1,333,84: 102,851 (2,847,484 1,092,662
Long-term obligations 4,341,059 2,453,85 - (2,677,726 4,117,190
Deferred income taxes 395,788 160,79 - (2,487, 554,098
Other liabilities 104,097 32,58¢ 147,231 - 283,916
Redeemable common stock 14,350 - - - 14,350
Shareholders’ equity:
Preferred stock - - - - -
Common stock 278,159 23,85¢ 100 (23,955 278,159
Additional paid-in capital 2,492,482 553,63¢ 19,90C (573,539 2,492,482
Retained earnings 186,370 584,98( 50,33¢ (635,316 186,370
Accumulated other
comprehensive loss (40,426, - - - (40,426
Total shareholders’ equity 2,916,585 1,162,47: 70,33¢ (1,232,810 2,916,585
Total liabilities and shareholders’
equity $ 10,275,33C $  5,143,56( $ 320,41¢ $ (6,760,507 $ 8,978,801
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January 30, 2009

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

DOLLAR
GENERAL GUARANTOR OTHER CONSOLIDATED
CORPORATION SUBSIDIARIES SUBSIDIARIES ELIMINATIONS TOTAL

STATEMENTS OF INCOME:
Net sales $ 62,846 $ 2,779,937 $ 21,473 $ (84,319 $ 2,779,937
Cost of goods sold - 1,924,579 - - 1,924,579
Gross profit 62,846 855,358 21,473 (84,319 855,358
Selling, general and

administrative 57,134 643,416 14,258 (84,319 630,489
Operating profit 5,712 211,942 7,215 - 224,869
Interest income (12,542 (1,081) (4,226 17,755 (94)
Interest expense 94,261 12,724 5 (17,755 89,235
Other (income) expense 1,667 - - - 1,667
Income (loss) before

income taxes (77,674 200,299 11,436 - 134,061
Income taxes (29,690 76,830 3,915 - 51,055
Equity in subsidiari€’

earnings, net of taxes 130,990 - - (130,990 -
Net income $ 83,006 $ 123,469 $ 7,521 $ (130,990 $ 83,006

For the 13 weeks ended May 2, 2008
DOLLAR
GENERAL GUARANTOR OTHER CONSOLIDATED
CORPORATION SUBSIDIARIES SUBSIDIARIES ELIMINATIONS TOTAL

STATEMENTS OF INCOME:

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 46,480 587,972 20,800 (73,046 582,206
Operating profit 3,595 105,105 2,171 - 110,871
Interest income (16,582 (8,679) (3,136, 27,440 (957)
Interest expense 109,195 19,112 4 (27,440 100,871
Other (income) expense 298 - - - 298
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
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For the 13 weeks ended May 1, 2009

DOLLAR
GENERAL GUARANTOR OTHER CONSOLIDATED
CORPORATION SUBSIDIARIES SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF CASH FLOWS:
Cash flows from operating activities:
Net income $ 83,006 $ 123,469 $ 7,521 $ (130,990 $ 83,006
Adjustments to reconcile net income to
net cash provided by (used in)
operating activities:
Depreciation and amortization 8,833 55,639 59 - 64,531
Deferred income taxes 9,587 4,939 935 - 15,461
Noncash share-based compensation 2,938 - - - 2,938
Noncash inventory adjustments - (697) - - (697)
Other noncash gains and losses 900 1,057 - - 1,957
Equity in subsidiaries’ earnings, net (130,990 - - 130,990 -
Change in operating assets and
liabilities:
Merchandise inventories - (39,040 - - (39,040
Prepaid expenses and other current
assets 740 (4,118; 366 - (3,012
Accounts payable (5,886, 16,469 (5) - 10,578
Accrued expenses and other (26,202 (21,070 (3,096) - (50,368
Income taxes 19,012 1,215 3,109 - 23,336
Other (55) 258 - - 203
Net cash provided by (used in) operating
activities (38,117 138,121 8,889 - 108,893
Cash flows from investing activities:
Purchases of property and equipment (2,057, (49,746 (22) - (51,825,
Proceeds from sale of property and
equipment - 152 - - 152
Net cash used in investing activities (2,057, (49,594 (22) - (51,673
Cash flows from financing activities:
Issuance of common stock 620 - - - 620
Repayments of long-term obligations - (999) - - (999)
Repurchases of common stock and stock
options (252) - - - (252)
Changes in intercompany note balances,
net 80,469 (71,091 (9,378) - -
Net cash provided by (used in) financing
activities 80,837 (72,090 (9,378) - (631)
Net increase (decrease) in cash and cash
equivalents 40,663 16,437 (511) - 56,589
Cash and cash equivalents, beginning of
period 292,637 64,404 20,954 - 377,995
Cash and cash equivalents, end of perio® 333,300 $ 80,841 $ 20,443 $ - $ 434,584
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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
Noncash inventory adjustments - 1,310 - - 1,310
Other noncash gains and losses - 219 - - 219
Equity in subsidiaries’ earnings, net (66,865, - - 66,865 -
Change in operating assets and
liabilities:
Merchandise inventories - (29,746, - - (29,746
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 (1,119) (88) - (115)
Net cash provided by (used in) operating
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) investing
activities (2,847, (32,430 3,071 - (32,206

Cash flows from financing activities:
Repayments of borrowings under

revolving credit facility (102,500 - - - (102,500
Repayments of long-term obligations - (1,045) - - (1,045,
Repurchase of common stock (10) - - - (20)
Changes in intercompany note balances,

net 51,469 (55,557, 4,088 - -
Other financing activities (105) - - - (105)
Net cash provided by (used in) financing

activities (51,146 (56,602 4,088 - (103,660
Net increase in cash and cash equival 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 peridl 8,450 $ 71,720 $ 35,734 $ - $ 115,904
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ITEM 2. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS.

General

Accounting Periods We follow the concept of a 52-53 week fiscal ydwat ends on the
Friday nearest to January 31. The following texttams references to years 2009 and 2008,
which represent 52-week fiscal years ending or éddauary 29, 2010 and January 30, 2009,
respectively. Consequently, references to quartertpunting periods for 2009 and 2008
contained herein refer to 13-week accounting psriod

SeasonalityThe nature of our business is seasonal to a cexxaemt. Primarily because
of sales of holiday-related merchandise, salekarfaurth quarter have historically been higher
than sales achieved in each of the first threetgusof the fiscal year. Expenses and, to a gr
extent, operating income, vary by quarter. Resfles period shorter than a full year may not be
indicative of results expected for the entire y&arthermore, the seasonal nature of our bus
may affect comparisons between periods.

Purpose of DiscussionWe intend for this discussion to provide the ezaslith
information that will assist in understanding oanmpany and the critical economic factors that
affect our company. In addition, this discussiorttar explains our financial statements, the
changes in certain key items in those financidkestants from period to period, and the primary
factors that accounted for those changes, as wélba certain accounting principles affect our
financial statements.

This discussion and analysis is based on, shoutddzewith, and is qualified in its
entirety by, the accompanying condensed consotidatancial statements and related notes, as
well as our consolidated financial statements &ed¢lated Management’s Discussion and
Analysis of Financial Condition and Results of Gytems as contained in our Annual Report on
Form 10-K for the year ended January 30, 2009s¢t should be read in conjunction with the
disclosure under “Cautionary Disclosure RegardiagMard-Looking Statements” in this report.
Basis points or “bps” amounts referred to beloweageal to 0.01 percent as a percentage of
sales.

Executive Overview

We are the largest discount retailer in the Un8éates by number of stores, with 8,462
stores as of May 1, 2009, located in 35 statem)aily in the southern, southwestern,
midwestern and eastern United States. We serveaal lmustomer base and offer a focused
assortment of everyday items, including basic coradile merchandise and other home, apparel
and seasonal products. A majority of our produtspaiced at $10 or less, and approximately
25% of our products are priced at $1 or less. Vé& & offer a compelling value proposition for
our customers based on convenient store locati@sy, in and out shopping and quality
merchandise at highly competitive prices. We belieur combination of value and convenience
distinguishes us from other discount, conveniemzkedaugstore retailers, who typically focus
either value or convenience.
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Like other companies, we are operating in a veifycdit economic environment.
Consumers are facing high rates of unemploymeateased food costs, and a continued
weakness in housing and credit markets, and thetdiohe for economic recovery is uncertain.
Nonetheless, as a result of our I-term mission of serving the value-conscious cusiom
coupled with a vigorous focus on improving our @tiexg and financial performance, our first
guarter results were strong, and we remain cadyiaygimistic with regard to our operating
priorities for the remainder of 2009.

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

Drive productive sales growt
Increase gross margir
Leverage process improvements and information wolyy to reduce costs; al

Strengthen and expand Dollar Gen's culture of‘serving other”

Focus on these priorities has resulted in imprgeaxfbormance in the first quarter of 2(
over the comparable 2008 period in each of ourfkeyncial metrics, as follows:

Total sales increased 15.7% to $2.78 billion. Smlesm«-stores increased 13.3
driven by increases in customer traffic and aveteggsaction amount. Average st
per square foot for all stores over the 52-weelopeznded May 1, 2009 were
approximately $185, up from $167 for the comparaiier 52-week period.

Gross profit, as a percentage of sales, increasgd.8% compared to 28.8% in i
2008 period as a result of higher average markupsrdby our focused effort to
reduce our merchandise purchase costs while maiimggdur everyday low prices
(including strategic changes we have made to tixeofninerchandise, such as
increasing private brand items which generallysm®ociated with higher average
markups), lower transportation and distributionts@nd continued improvement in
inventory shrinkage.

SG&A, as a percentage of sales, was 22.7%, compar24.2% in the 2008 quartt
The improvement is attributable to leverage resglfrom our significant sales
increase and a reduction in insurance costs, pitinvaorkers’ compensation.

Inventory turnover improved to 5.2 times on a rglfou-quarter basis compared
5.0 times for the corresponding prior year period.

We reported net income of $83.0 million compareddbincome of $5.9 million i
the 2008 quatrter.
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We generated $108.9 million of cash from operatiativities. At May 1, 2009, we had a
cash balance of $434.6 million. Because of contirurgcertainties in the financial markets, we
believe maintaining excess liquidity is prudents@during the 2009 first quarter, we opened
104 new stores, remodeled or relocated 100 stanesglosed four stores, resulting in a store
count of 8,462 on May 1, 20089.

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

Results of Operations

The following table contains results of operatidasa for the first 13 weeks of each of
2009 and 2008, and the dollar and percentage wasaaamong those periods:

13 Weeks Ended 2009 vs. 2008
May 1, May 2, Amount %
(in millions) 2009 2008 change change
Net sales by category:
Highly consumable $ 19958 $ 16809 $ 3149 18.7 %
% of net sales 71.79% 69.94%
Seasonal 356.5 322.1 34.3 10.7
% of net sales 12.82% 13.40%
Home products 216.9 204.5 12.4 6.1
% of net sales 7.80% 8.51%
Basic clothing 210.8 196.0 14.8 7.6
% of net sales 7.58% 8.15%
Net sales 2,779.9 2,403.5 376.4 15.7
Cost of goods sold 1,924.6 1,710.4 214.2 12.5
% of net sales 69.23% 71.16%
Gross profit 855.4 693.1 162.3 23.4
% of net sales 30.77% 28.84%
Selling, general and administrative 630.5 582.2 48.3 8.3
% of net sales 22.68% 24.22%
Operating profit 224.9 110.9 114.0 102.8
% of net sales 8.09% 4.61%
Interest income (0.2) (1.0) 0.9 (90.2)
% of net sales (0.00)% (0.04)%
Interest expense 89.2 100.9 (11.6) (11.5)
% of net sales 3.21% 4.20%
Other (income) expense 1.7 0.3 1.4 -
% of net sales 0.06% 0.01%
Income before income taxes 134.1 10.7 123.4 -
% of net sales 4.82% 0.44%
Income tax expense 51.1 4.7 46.3 -
% of net sales 1.84% 0.20%
Net income $ 83.0 $ 59 $ 771 - %
% of net sales 2.99% 0.25%
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13 WEEKS ENDED MAY 1, 2009 AND MAY 2, 2008

Net Sales The net sales increase in the 2009 first quagféects a same-store sales
increase of 13.3% compared to the 2008 quartereSsamnes include stores that have been open
for 13 months and remain open at the end of thertieyg period. For the 2009 quarter, there
were 8,179 same-stores which accounted for sal$2.@0 billion. The remainder of the sales
increase was attributable to new stores, partadfiyet by sales from closed stores.

We believe that the increase in sales reflect@ntipact of various operating and
merchandising initiatives implemented over the Jastr, including the impact of improved store
standards, the expansion of convenience food avel&ge offerings and additional private
brand consumables that offer improved quality asde. We have adjusted our store hours to
better accommodate our customers, resulting ireasad customer traffic. In addition, we have
increased the utilization of store square footagkleve improved the timing, selection and
management of seasonal, home and apparel merchaadding items that are more trend
relevant. As indicated by our growth in sales dyims challenging economic period, value-
conscious customers are relying on our storesdtwevand convenience more than ever.

Gross Profit.The gross profit rate as a percentage of sale8Q&86 in the 2009 first
guarter compared to 28.8% in the 2008 quarter. r@éfactors contributed significantly to our
gross profit rate expansion:

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

» Distribution and transportation costs decreasetlrasult of lower fuel costs al
improved efficiencies arising from changes in ostribution processes.

* Inventory shrink as a percentage of sales decl

In 2008, we faced increased commodity cost pressetated to food and pet products
which were driven by rising fruit and vegetablecps and freight costs. In addition, increases in
petroleum, resin, metals, pulp and other raw mateammodity driven costs also resulted in
multiple product cost increases in 2008. As a tesud recorded a LIFO provision of $43.9
million for the full year 2008. On a quarterly bgsie estimate the annual impact of commodity
cost fluctuations based upon the best availabtanmdtion at that point in time. The estimated
LIFO provision in the 2009 first quarter was $0.#ion reflecting a flattening of these
increases based on our 2009 trends and our cl@88testimates.

SG&A ExpenseThe 8.3% increase in SG&A expense in the 200Bgeompared to
the 2008 period is the result primarily of SG&A vagd to operate new stores and to support
increased same-store sales levels. As a perceoitagées, SG&A decreased to 22.7% in the
2009 period from 24.2% in the 2008 period, a deszred 154 basis points, primarily attributa
to leverage on payroll and store occupancy cotgat from significantly higher sales. In
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addition, workers’ compensation costs and gengility insurance expense decreased as a
result of our continued cost reduction efforts.

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

Interest ExpenseThe decrease in interest expense in the 2000¢p&om the 2008
period is due to lower interest rates on our vaeiahte debt, primarily on our term loan, and
lower outstanding borrowings as the result of tqmurchase of $44.1 million of the senior
subordinated notes in the fourth quarter of 2008.R&d outstanding variable-rate debt of $836
million and $623 million, after taking into considéion the impact of interest rate swaps, as of
May 1, 2009 and January 30, 2009, respectively.réhminder of our outstanding indebtedness
at May 1, 2009 and January 30, 2009 was fixeddelt.

Income Taxeslhe effective income tax rate for the 2009 peri@$\88.1%, compared
a rate of 44.5% for the 2008 period. Both periodsuded similar amounts of income telatec
interest, but because the 2009 pretax income vgiehithe effective rate was impacted to a
lesser degree.

Recently Adopted Accounting Standard

During the first quarter of 2009 we changed ouoaoting for the fair value of our
nonfinancial assets and liabilities in connectiathwhe adoption of Financial Accounting
Standards Board (“FASB”) Statement of Financial dwating Standards (“SFAS”) No. 157,
Fair Value Measuremen. Through May 1, 2009, the adoption of this stadded no impact
on our consolidated financial position or resuftejperations.

We adopted the provisions of SFAS No. 1Bisclosures about Derivative Instruments
and Hedging Activities, an amendment of FASB Stateio. 133"SFAS 161") during the firs
qguarter of 2009. SFAS 161 amends and expands shkslire requirements of FASB Statement
No. 133 ("SFAS 133") with the intent to provide issef financial statements with an enhan
understanding of: (a) how and why an entity usewaléve instruments, (b) how derivative
instruments and related hedged items are accototeehder SFAS 133 and its related
interpretations, and (c) how derivative instrumemntd related hedged items affect an entity’s
financial position, financial performance, and cfistvs. SFAS 161 requires qualitative
disclosures about objectives and strategies forgusderivatives, quantitative disclosures about
the fair value of and gains and losses on derigatistruments, and disclosures about credit-risk-
related contingent features in derivative instruteen

Liquidity and Capital Resources
Credit Facilities
We have two senior secured credit facilities (tBeedit Facilities”) which provide

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

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

The amount available under the asset-based regotvedit facility (including letters of
credit) is subject to certain borrowing base litittlas. The asset-based revolving credit facility
includes a “last out” tranche in respect of whiok may borrow up to a maximum amount of
$125.0 million.

Borrowings under the Credit Facilities bear inteetsa rate equal to an applicable
margin plus, at our option, either (a) LIBOR or ébbase rate (which is usually equal to the
prime rate). The applicable margin for borrowing¢i) under the term loan facility, 2.75% for
LIBOR borrowings and 1.75% for base-rate borrowiigsas of May 1, 2009, under the asset-
based revolving credit facility (except in the last tranche described above), 1.25% for LIB
borrowings and 0.25% for base-rate borrowings;fandny last out borrowings, 2.25% for
LIBOR borrowings and 1.25% for base-rate borrowinigge applicable margins for borrowings
under the asset-based revolving credit facilitycépt in the case of last out borrowings) are
subject to adjustment each quarter based on avdealgeexcess availability under the asset-
based revolving credit facility. We are also regdito pay a commitment fee to the lenders
under the asset-based revolving credit facilityaioy unutilized commitments at a rate of
0.375% per annum. We also must pay customary leftenedit fees.

The senior secured credit agreement for the team facility requires us to prepay
outstanding term loans, subject to certain excaptiwith up to 50% of our annual excess cash
flow (as defined in the credit agreement) whicH i reduced to 25% and 0% if we achieve
and maintain a total net leverage ratio of 6.0.@ahd 5.0 to 1.0, respectively; the net cash
proceeds of certain non-ordinary course asset salether dispositions of property; and the net
cash proceeds of any incurrence of debt otherphaceeds from debt permitted under the se
secured credit agreement. Through May 1, 2009 repgyments have been required under the
prepayment provisions listed above.

In addition, the senior secured credit agreemeanti® asset-based revolving credit
facility requires us to prepay the asset-basedivengcredit facility, subject to certain
exceptions, with the net cash proceeds of all m@iinary course asset sales or other disposi
of revolving facility collateral (as defined in tlsenior secured credit agreement); and to the
extent such extensions of credit exceed the thenemiuborrowing base.
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We may be obligated to pay a prepayment premiuth@@mount repaid under the term
loan facility if the term loans are voluntarily @gd in whole or in part before July 6, 2009. We
may voluntarily repay outstanding loans under tme&based revolving credit facility at any
time without premium or penalty, other than custontareakage” costs with respect to LIBOR
loans.

At May 1, 2009, we had no borrowings, $31.7 millmfrcommercial letters of credit, a
$86.0 million of standby letters of credit outstangdunder our asset-based revolving credit
facility.

Senior Notes due 2015 and Senior Subordinated €dggies due 2017

We have $1,175.0 million aggregate principal amairit0.625% senior notes due 2015
(the “senior notes”) outstanding, which mature oly 15, 2015, pursuant to an indenture dated
as of July 6, 2007 (the “senior indenture”), an8%6 million aggregate principal amount of
11.875%/12.625% senior subordinated toggle note20d7 (the “senior subordinated notes”)
outstanding, which mature on July 15, 2017, purst@an indenture dated as of July 6, 2007
(the “senior subordinated indenture”). The senmter and the senior subordinated notes are
collectively referred to herein as the “notes.” Hemior indenture and the senior subordinated
indenture are collectively referred to herein a&s‘thdentures.” We may redeem some or all of
the notes at any time at redemption prices destiobeet forth in the indentures.

Interest on the notes is payable on January 19alydl5 of each year. Interest on the
senior notes is payable in cash. Cash interedte@sdnior subordinated notes accrues at a r:
11.875% per annum, and PIK interest (as that terdefined below) accrues at a rate of
12.625% per annum. For any interest period subsegdqoehe initial interest period through July
15, 2011, we may elect to pay interest on the sexibordinated notes (i) in cash, (ii) by
increasing the principal amount of the senior sdimated notes or issuing new senior
subordinated notes (“PIK interest”) or (iii) by pag interest on half of the principal amount of
the senior subordinated notes in cash intereshatidn PIK interest. After July 15, 2011, all
interest on the senior subordinated notes will&@gaple in cash. Through May 1, 2009, all
interest on the senior subordinated notes has iedrin cash.

29




Adjusted EBITD/

Under the agreements governing the Credit Faaldied the indentures, certain
limitations and restrictions could arise if we ag able to satisfy and remain in compliance
specified financial ratios. Management believesnttost significant of such ratios is the senior
secured incurrence test under the Credit Facilifibss test measures the ratio of the senior
secured debt to Adjusted EBITDA. This ratio woukkd to be no greater than 4.25to 1 to a
such limitations and restrictions. As of May 1, 90this ratio was 1.8 to 1. Senior secured debt
is defined as our total debt secured by liensmaiflar encumbrances less cash and cash
equivalents. EBITDA is defined as income (losspfroontinuing operations before cumulative
effect of change in accounting principle plus ietgrand other financing costs, net, provision for
income taxes, and depreciation and amortizatiojugied EBITDA is defined as EBITDA,
further adjusted to give effect to adjustments neglin calculating this covenant ratio under
Credit Facilities. EBITDA and Adjusted EBITDA aretpresentations made in accordance"
U.S. GAAP, are not measures of financial perforneamrccondition, liquidity or profitability,
and should not be considered as an alternative) togt income, operating income or any other
performance measures determined in accordancdw®hGAAP or (2) operating cash flows
determined in accordance with U.S. GAAP. AdditionaEBITDA and Adjusted EBITDA are
not intended to be measures of free cash flow famagemens discretionary use, as they do
consider certain cash requirements such as infeagstents, tax payments and debt service
requirements and replacements of fixed assets.

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

13-weeks ended 52-weeks ended
May 1, May 2, May 1, January 30,
(in millions) 2009 2008 2009 2009
Net income $ 83.0 $ 59 $ 185.3 $ 108.2
Add (subtract):
Interest income (0.2) (1.0) (2.2) (3.2)
Interest expense 89.2 100.9 380.2 391.9
Depreciation and amortization 61.2 58.3 238.0 235.1
Income taxes 51.1 4.7 132.6 86.2
EBITDA 284.4 168.8 933.9 818.3
Adjustments:
Gain on debt retirements - - (3.8) (3.8)
Loss on hedging instruments 0.7 0.3 15 1.1
Reversal of contingent loss on distribution
center leases - - (5.0 (5.0)
Impact of markdowns related to inventory
clearance activities, net of purchase
accounting adjustments (3.5) 1.3 (28.4) (24.9)
Hurricane-related expenses and write-offs - - 2.2 2.2
Monitoring and consulting fees to affiliates 1.6 2.2 8.0 8.6
Stock option and restricted stock unit expense 2.9 2.3 10.6 10.0
Indirect merger-related costs 4.4 7.8 17.3 20.7
Litigation settlement and related costs, net - - 32.0 32.0
Other noncash charges (including LIFO) 0.5 - 53.9 54.7
Total Adjustments 6.6 13.9 88.3 95.6
Adjusted EBITDA $ 2910 $ 1827 $ 10222  $ 913.9

Current Financial Condition / Recent Developments

At May 1, 2009, we had total outstanding debt (idahg the current portion of lontgrm
obligations) of approximately $4.14 billion. We h&@70.4 million available for borrowing
under our senior secured asset-based revolving €aedity at that date. Our liquidity needs are
significant, primarily due to our debt service aber obligations. However, we believe our
cash flow from operations and existing cash balsjno@mbined with availability under the
Credit Facilities, will provide sufficient liquiditto fund our current obligations, projected
working capital requirements and capital spendargafperiod that includes the next twelve
months.

Our inventory balance represented approximately d#i&tur total assets exclusive of
goodwill and other intangible assets as of MayQD® Our proficiency in managing our
inventory balances can have a significant impaatmncash flows from operations during a
given fiscal year. Inventory purchases are oftenesghat seasonal in nature, such as the
purchase of warm-weather or Christmas-related nagdise. Efficient management of our
inventory is an important component of our effédsncrease gross margins.
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As described in Note 6 to the condensed consotidatancial statements, we have
contingencies related to certain distribution celgases and are involved in a number of legal
actions and claims, some of which could potentigdlsult in material cash payments. Adverse
developments in those contingencies or actiongdomalterially and adversely affect our
liquidity. We also have certain income tax-relatedtingencies as more fully described below
under “Critical Accounting Policies and Estimatesid in Note 3 to the condensed consolidated
financial statements. Future negative developmemi&l have a material adverse effect on our
liquidity.

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

Cash flows from operating activitie§ he most significant components of the change in
cash flows from operating activities in the 2008 as compared to the 2008 period were
related to working capital in general and accrugeeases and other liabilities in particular.
Accrued expenses and other liabilities decrease®bby4 million in the 2009 period compared
to an increase of $67.9 million in the 2008 perividh the most significant items including a
$40.0 million payment in the 2009 period to sedtkehareholder lawsuit resulting from our 2007
merger, higher bonus payouts in the 2009 periodpeoed to the prior year period as a result of
our improved 2008 operating results, and reductadnscome tax reserves in the 2009 period.
In addition, in 2008 we implemented initiativesaiggressively manage our payables and
improve payment terms. While these initiatives curg, their impact, as expected, is less
significant in the 2009 period compared to whery there implemented. Our cash flows from
operating activities in the 2009 period compareth®2008 period was positively impacted by
our strong operating performance due to greatesshigher gross margins and lower SG&A
expenses as a percentage of sales, as describvexterdetail above under “Results of
Operations.” In addition, we experienced incredsgdntory turns in the 2009 period as
compared to the 2008 period. We continue to clos®pitor our inventory balances, which
increased by 3% overall during the first quarte2@®9 compared to a 2% overall increase
during the first quarter of 2008. Inventory levgiur four inventory categories in the 2009
period compared to the respective 2008 period weffellows: the highly consumable category
increased 7% compared to a 3% increase; the sdaswegory increased by 1% compared to a
3% increase; the home products category declinettgompared to a decline of 3%; and b
clothing declined by 2% compared to a 2% increase.

Cash flows from investing activitieSignificant components of property and equipment
purchases in the 2009 period included the follovdapgroximate amounts: $35 million for
improvements and upgrades to existing stores; $®&mfor new stores and $4 million for
remodels and relocations of existing stores. Dutimeg2009 period, we opened 104 new stores
and remodeled or relocated 100 stores.

Significant components of property and equipmemtipases in the 2008 period incluc
the following approximate amounts: $15 million forprovements and upgrades to existing
stores; $7 million for remodels and relocationgxibting stores; $6 million for new stores; $4
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million for distribution and transportation-relatedpital expenditures; and $3 million for
systems-related capital projects. During the 20€&ogd, we opened 73 new stores and
remodeled or relocated 125 stores.

Purchases and sales of short-term investments.®féiflion and $13.0 million,
respectively, during the 2008 period relate pritgdno our captive insurance subsidiary.

Capital expenditures for the 2009 fiscal year aogggted to be approximately $250 to
$275 million. We anticipate funding our 2009 capiggjuirements with cash flows from
operations and, if necessary, borrowings undeasset-based revolving credit facility.

Cash flows from financing activitiedVe had no borrowings or repayments under our
asset-based revolving credit facility in the 20@8i@pd, and had no borrowings and repayments
of $102.5 million under this facility in the 200&n0d.

Critical Accounting Policies and Estimates

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

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

Merchandise InventoriesMerchandise inventories are stated at the loWweost or
market with cost determined using the retail lasfirst-out (“LIFO”) method. Under our retail
inventory method (“RIM”), the calculation of gropsofit and the resulting valuation of
inventories at cost are computed by applying autaled cost-to-retail inventory ratio to the
retail value of sales at a department level. THd Rlan averaging method that has been widely
used in the retail industry due to its practicalAyso, it is recognized that the use of the RIM
will result in valuing inventories at the lower @bst or market (“LCM”) if markdowns are
currently taken as a reduction of the retail valtigmventories.

Inherent in the RIM calculation are certain sigeafit management judgments and
estimates including, among others, initial markuparkdowns, and shrinkage, which
significantly impact the gross profit calculation well as the ending inventory valuation at cost.
These significant estimates, coupled with the tlaat the RIM is an averaging process, can,
under certain circumstances, produce distortedfipses. Factors that can lead to distortion in
the calculation of the inventory balance include:
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» applying the RIM to a group of products that is faatly uniform in terms of its cos
and selling price relationship and turnover;

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

* inaccurate estimates of inventory shrinkage betwieemate of the last physical
inventory at a store and the financial statemetd;dand

e inaccurate estimates of LCM and/or LIFO reserves.

Factors that reduce potential distortion includeubke of historical experience in
estimating the shrink provision (see discussiomwehlnd an annual LIFO analysis whereby all
SKUs are considered in the index formulation. Atuaktvaluation of inventory under the LIFO
method is made at the end of each year based onvilagtory levels and costs at that time.
Accordingly, interim LIFO calculations are basedrmanagement’s estimates of expected year-
end inventory levels, sales for the year and tlpeeted rate of inflation/deflation for the year
and are thus subject to adjustment in the finai-gea LIFO inventory valuation. We also
perform interim inventory-aging analysis for deterimg obsolete inventory. Our policy is to
write down inventory to an LCM value based on vasionanagement assumptions including
estimated markdowns and sales required to liqusiatl aged inventory in future periods.
Inventory is reviewed on a quarterly basis and stdplias appropriate to reflect write-downs
determined to be necessary.

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

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

Goodwill and Other Intangible AsseWe amortize intangible assets over their estim
useful lives unless such lives are deemed indefiffiimpairment indicators are noted,
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amortizable intangible assets are tested for impant based on projected undiscounted cash
flows, and, if impaired, written down to fair valbased on either discounted projected cash
flows or appraised values. Future cash flow pragestare based on management’s projections.
Significant judgments required in this testing @s& may include projecting future cash flows,
determining appropriate discount rates and oth&rraptions. Projections are based on
management’s best estimates given recent finaperédrmance, market trends, strategic plans
and other available information. Changes in thasienates and assumptions could materially
affect the determination of fair value or impairrhéfuture indicators of impairment could result
in an asset impairment charge.

Under SFAS 142Goodwill and Other Intangible Assetsve are required to test
goodwill and intangible assets with indefinite kvi@r impairment annually, or more frequently
if impairment indicators occur. The goodwill impakent test is a two-step process that requires
management to make judgments in determining wisatnagtions to use in the calculation. The
first step of the process consists of estimatimgféir value of our reporting unit based on
valuation techniques (including a discounted céshli model using revenue and profit foreca
and comparing that estimated fair value with therded carrying value, which includes
goodwill. If the estimated fair value is less ththa carrying value, a second step is performed to
compute the amount of the impairment by determimangimplied fair value” of goodwill. The
determination of the “implied fair value” of goodiwvould require us to allocate the estimated
fair value of our reporting unit to its assets &dabilities. Any unallocated fair value represents
the “implied fair value” of goodwill, which wouldeocompared to its corresponding carrying
value.

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

Impairment of Long-lived Assedle review the carrying value of all long-lived dsse
for impairment at least annually, and whenever ts/enchanges in circumstances indicate that
the carrying value of an asset may not be recolerabaccordance with SFAS 144¢counting
for the Impairment or Disposal of Lo-Lived Assetswe review for impairment stores open for
approximately two years or more for which recershctiows from operations are negative.
Impairment results when the carrying value of tbgets exceeds the estimated undiscounted
future cash flows over the life of the lease. Gatimeate of undiscounted future cash flows over
the lease term is based upon historical operatbtise stores and estimates of future store
profitability which encompasses many factors thiatsaibject to variability and are difficult to
predict. If a long-lived asset is found to be impdi the amount recognized for impairment is
equal to the difference between the carrying vahe the asset’s estimated fair value. The fair
value is estimated based primarily upon projectedré cash flows (discounted
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at our credit adjusted risk-free rate) or othesog@ble estimates of fair market value in
accordance with U.S. GAAP.

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

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

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

Lease Accounting and Excess Faciliti@he majority of our stores are subject to short-
term leases (usually with initial or current terais3 to 5 years) with multiple renewal options
when available. We also have stores subject tallia#suit arrangements with landlords, which
typically carry a primary lease term of 10 yearthwnultiple renewal options. Approximately
42% of our stores have provisions for contingentalks based upon a percentage of defined
sales volume. We recognize contingent rental expeien the achievement of specified sales
targets is considered probable. We recognize reyerese over the term of the lease. We record
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minimum rental expense on a straight-line basis twebase, non-cancelable lease term
commencing on the date that we take physical psgsesf the property from the landlord,
which normally includes a period prior to store 0ijpg to make necessary leasehold
improvements and install store fixtures. When adezontains a predetermined fixed escalation
of the minimum rent, we recognize the related expense on a straight-line basis and record
the difference between the recognized rental expand the amounts payable under the lease as
deferred rent. Tenant allowances, to the extemived, are recorded as deferred incentive rent
and amortized as a reduction to rent expense bedetm of the lease. We reflect as a liability
any difference between the calculated expensehendmounts actually paid. Improvements of
leased properties are amortized over the shortigredife of the applicable lease term or the
estimated useful life of the asset.

For store closures (excluding those associatedaMitisiness combination) where a l¢
obligation still exists, we record the estimatetlifa liability associated with the rental
obligation on the date the store is closed in atamoce with SFAS 14@&\ccounting for Costs
Associated with Exit or Disposal Activiti. Based on an overall analysis of store performance
and expected trends, management periodically etealdle need to close underperforming
stores. Liabilities are established at the pointlo$ure for the present value of any remaining
operating lease obligations, net of estimated siggléncome, and at the communication date for
severance and other exit costs, as prescribed A 3B6. Key assumptions in calculating the
liability include the timeframe expected to ternmabease agreements, estimates related to the
sublease potential of closed locations, and estmaif other related exit costs. If actual timing
and potential termination costs or realizationuflease income differ from our estimates, the
resulting liabilities could vary from recorded amtsi These liabilities are reviewed periodic:i
and adjusted when necessary.

Share-Based Payment®ur sharddased stock option awards are valued on an inca
grant basis using the Black-SchoMsfton closed form option pricing model. The apgiion of
this valuation model involves assumptions thatadgmental and highly sensitive in the
valuation of stock options, which affects compeiosaexpense related to these options. These
assumptions include an estimate of the fair vafuio common stock (as our stock is not
publicly traded), the term that the options areeet@d to be outstanding, an estimate of the
volatility of our stock price (which is based opeer group of publicly traded companies),
applicable interest rates and the dividend yieldwfstock. Other factors involving judgments
that affect the expensing of share-based paymeciisde estimated forfeiture rates of share-
based awards. If our estimates differ materialiyrfractual experience, we may be required to
record additional expense or reductions of expemk&h could be material to our future
financial results.

Fair Value Measurement8V/e measure fair value of assets and liabilitiesdoordance
with SFAS 157, which requires that fair values béednined based on the assumptions that
market participants would use in pricing the assdiability. SFAS 157 establishes a fair value
hierarchy that distinguishes between market paditi assumptions based on market data
obtained from sources independent of the repodmdgy (observable inputs that are classified
within Levels 1 and 2 of the hierarchy) and theoréipg entity’s own assumptions about market
participant assumptions (unobservable inputs dladswithin Level 3 of the hierarchy).
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Therefore, Level 3 inputs are typically based omatity’s own assumptions, as there is little, if
any, related market activity, and thus requiresue of significant judgment and estimates.

Our fair value measurements are primarily assottiadén our derivative financial
instruments and to a lesser degree our investmEmsvalues of our derivative financial
instruments are determined using widely acceptagdatian techniques, including discounted
cash flow analysis on the expected cash flows o erivative. This analysis reflects the
contractual terms of the derivatives, including pleeiod to maturity, and uses observable
market-based inputs, including interest rate curVie fair values of interest rate swaps are
determined using the market standard methodolognetting the discounted future fixed cash
payments (or receipts) and the discounted expeetedble cash receipts (or payments). The
variable cash receipts (or payments) are baset ex@ectation of future interest rates (forward
curves) derived from observable market interest catves.

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

In addition to making valuation estimates, we ddear the risk that certain derivative
instruments that have been designated as hedgesiaerdtly meet the strict hedge accounting
requirements of SFAS 133 may not qualify in theifatas “highly effective,as defined, as we
as the risk that hedged transactions in cash fledgimg relationships may no longer be
considered probable to occur. Further, new intéapicns and guidance related to SFAS 133
may be issued in the future, and we cannot préakcpossible impact that such guidance may
have on our use of derivative instruments goinwérd.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT
MARKET RISK.

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

ITEM 4T. CONTROLS AND PROCEDURES.

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

(b)  Changes in Internal Control Over Financial Repod. There have been 1
changes in our internal control over financial itjpg (as defined in Exchange Act Rule 13a-15
(f) during the quarter ended May 1, 2009 that haagerially affected, or are reasonably likely
to materially affect, our internal control overdimcial reporting.

PART II—OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS.

The information contained in Note 6 to the unawtitendensed consolidated financial
statements under the heading “Legal proceedingstagred in Part I, Item 1 of this Form 10-Q
is incorporated herein by this reference.

ITEM 1A. RISK FACTORS.

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

ITEM 6. EXHIBITS.

See the Exhibit Index immediately following thersigure page hereto, which Exhibit
Index is incorporated by reference as if fully feeth herein.

CAUTIONARY DISCLOSURE REGARDING FORWARD-LOOKING STA TEMENTS

“Forward-looking statements” within the meaningloé federal securities laws are
included throughout this report, particularly unttee headings “Management’s Discussion and
Analysis of Financial Condition and Results of Ggiems” and “Note 6. Commitments and
Contingencies,” among others. You can identify ¢h&mtements because they are not solely
statements of historical fact or they use wordhas“may,” “will,” “should,” “expect,”
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“believe,” “anticipate,” “project,” “plan,” “expect “estimate,” “objective,” “intend,” or “could,”
and similar expressions that concern our stratelgyns or intentions or our beliefs about future
occurrences. For example, all statements relatirayt estimated and projected expenditures,
cash flows, results of operations, financial candiand liquidity, our plans and objectives for
future operations, growth or initiatives, the execoutcome or impact of pending or threatened
litigation, and expectations regarding a possibtkiction in the reserve for uncertain tax
positions are forward-looking statements.

All forward-looking statements are subject to rigk&l uncertainties that may change at
any time, so our actual results may differ matsribm those that we expected. We derive
many of these statements from our operating budgetdorecasts, which are based on many
detailed assumptions that we believe are reasandbigever, it is very difficult to predict the
impact of known factors, and we cannot anticipditeaators that could affect our actual results.
Important factors that could cause actual resaltlifter materially from the expectations
expressed in our forward-looking statements includ#hout limitation, general economic
conditions; the cost of goods; unemployment leMelgels of consumer disposable income;
consumer credit availability; consumer demand, dpgnpatterns and debt levels; changing
wages, health care, other benefit, and insuransts;caccident costs; fluctuations in the costs of
gasoline, diesel fuel and other energy, transgortaand utilities costs; increased competition;
the ability to hire and retain effective employeasr, ability to timely open, remodel or relocate
stores; interest rate and currency exchange fltionsg financial and capital market conditions;
inflation; risks and challenges in connection vaturcing merchandise from domestic and
international vendors; disruptions in the supplgiohor information systems; the level of
success of initiatives; our debt levels and refsbms in our debt agreements; trade restrictions;
the outbreak of war or pandemics; geopolitical ¢v@md conditions; natural disasters; weather
conditions; changes in or noncompliance with lang gegulations (including, but not limited
product safety and unionization laws and regulafipdevelopments in litigation or
governmental investigations or audits; seasondliy;factors disclosed under “Risk Factors” in
Part I, Item 1A of our Annual Report on Form 104 the fiscal year ended January 30, 2009;
the factors disclosed elsewhere in this documentyding, without limitation, in conjunction
with the forward-looking statements themselves amder the heading “Critical Accounting
Policies and Estimates”); and other factors. Altten and oral forward-looking statements are
expressly qualified in their entirety by these aanary statements as well as other cautionary
statements that we make from time to time in obheoSEC filings and public communications.
You should evaluate all of our forward-looking staents in the context of these risks and
uncertainties.

The important factors referenced above may notacoratl of the material factors that
important to you. In addition, we cannot assure @i we will realize the results or
developments we expect or anticipate or, evenh$tntially realized, that they will result in 1
consequences or affect us or our operations iw#yewe expect.

The forward-looking statements included in thisaré@are made only as of the date
hereof. We undertake no obligation to publicly updar revise any forward-looking statement
as a result of new information, future events tieowise, except as otherwise required by law.

40




SIGNATURES

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

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

DOLLAR GENERAL CORPORATION

Date: June 2, 2009 By: /s/ David M. Tehle

David M. Tehle
Executive Vice President and Chief Financial Office
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4.1

4.2

4.3

4.4

4.5

4.6

4.7

4.8

EXHIBIT INDEX

Instrument of Resignation, Appointment and Acceptarffective as of February Z
2009, by and among Dollar General Corporation, $iéirgo Bank, National
Association, and U.S. Bank National Associatiorcdiporated by reference to Exhibit
99 to Dollar General Corporation’s Current Repartr@rm 8-K dated February 25,
20009, filed with the SEC on February 25, 2009 (filsnber 001-11421)).

Third Supplemental Indenture to the Senior Indentdated as of March 23, 20(
between the Guaranteeing Subsidiaries referenegdithand U.S. Bank National
Association, as trustee (incorporated by referéadexhibit 4.17 to Dollar General
Corporation’s Registration Statement on Forrh f8ed with the SEC on March 30, 20
(file number 333-158281)).

Third Supplemental Indenture to the Senior Subatéieh Indenture, dated as of Me
23, 2009, between the Guaranteeing Subsidiariesyemeéed therein and U.S. B:
National Association, as trustee (incorporated éference to Exhibit 4.23 to Dol
General Corporation’s Registration Statement onmF8¢l filed with the SEC on Mar
30, 2009 (file number 333-158281)).

Supplement No. 3, dated as of March 23, 2009,dd3harantee to the Credit Agreem
between the New Guarantors referenced therein amcb® North America, Inc., ¢
Collateral Agent (incorporated by reference to Bkhi4.30 to Dollar Gener
Corporation’s Registration Statement on Forrh fled with the SEC on March 30, 2C
(file number 333-158281)).

Supplement No. 3, dated as of March 23, 2009, eéoSicurity Agreement, between
New Grantors referenced therein and Citicorp Ndwherica, Inc., as Collateral Age
(incorporated by reference to Exhibit 4.34 to Dolzeneral Corporatios’ Registratio
Statement on Form S-1 filed with the SEC on Mar€h 2009 (file number 333-
158281)).

Supplement No. 3, dated as of March 23, 2009, ¢oRledge Agreement, between
Additional Pledgors referenced therein and Citicbigrth America, Inc., as Collate
Agent (incorporated by reference to Exhibit 4.38 Dollar General Corporatios’
Registration Statement on FormlSHed with the SEC on March 30, 2009 (file nunr
333-158281)).

Supplement No. 2, dated as of March 23, 2009, ¢oGluarantee to the ABL Cre
Agreement, between the New Guarantors referenceereith and The CI
Group/Business Credit Inc., as ABL Collateral Agdimcorporated by reference
Exhibit 4.42 to Dollar General Corporation’s Rerasibn Statement on Form Sfiled
with the SEC on March 30, 2009 (file number 3332%8).

Supplement No. 3, dated as of March 23, 2009,d0ABL Security Agreement, betwe
the New Grantors referenced therein and The ClTu@iusiness Credit Inc., as ABL
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10.3

10.4

31

32

Collateral Agent (incorporated by reference to Bkhi4.46 to Dollar Gener
Corporation’s Registration Statement on Forrh fled with the SEC on March 30, 2C
(file number 333-158281)).

Dollar General Corporation 2009 Teamshare Bonugr@m for Named Executr
Officers (incorporated by reference to Exhibit ¥.tb Dollar General Corporation
Registration Statement on FormlSHed with the SEC on March 30, 2009 (file nunr
333-158281)).

Employment Agreement effective April 1, 2009, bydabetween Dollar Genel
Corporation and David M. Tehle (incorporated byerefice to Exhibit 99.1 to Doll
General Corporation’s Current Report on Forid 8ated March 30, 2009, filed with t
SEC on April 3, 2009 (file number 001-11421)).

Employment Agreement effective April 1, 2009, bydabetween Dollar Genel
Corporation and Kathleen R. Guion (incorporateddfgrence to Exhibit 99.2 to Dol
General Corporation’s Current Report on Forid 8ated March 30, 2009, filed with t
SEC on April 3, 2009 (file number 001-11421)).

Employment Agreement effective April 1, 2009, bydabetween Dollar Genel
Corporation and Susan S. Lanigan (incorporatedelbgrence to Exhibit 99.3 to Dol
General Corporation’s Current Report on Forid 8ated March 30, 2009, filed with t
SEC on April 3, 2009 (file number 001-11421)).

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

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