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The registrant had 532,882,752 shares of its $1.00 par value common stock outstanding as of January 5, 2006.
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

This report, as well as our other public filings or public statements, includes forward-looking statements within the meaning of the Private
Securities Litigation Reform Act of 1995. These forward-looking statements are identified by terms and phrases such as �anticipate,� �believe,�
�intend,� �estimate,� �expect,� �continue,� �should,� �could,� �may,� �plan,� �project,� �predict,� �will� and similar expressions and include references to assumptions
and relate to our future prospects, developments and business strategies.

Factors that could cause actual results to differ materially from those expressed or implied in such forward-looking statements include, but are
not limited to:

•  our high level of indebtedness;

•  our ability to make interest and principal payments on our debt and satisfy the other covenants contained in our
senior secured credit facility and other debt agreements;

•  our ability to improve the operating performance of our existing stores in accordance with our long term strategy;

•  our ability to hire and retain pharmacists and other store personnel;

•  our ability to open or relocate stores according to our real estate development program;

•  the efforts of private and public third party payors to reduce prescription drug reimbursement and encourage mail
order;

•  competitive pricing pressures and continued consolidation of the drugstore industry;

•  changes in state or federal legislation or regulations;

•  the outcome of lawsuits and governmental investigations;

•  general economic conditions and inflation, interest rate movements and access to capital;

•  our ability to consummate the transaction with the Jean Coutu Group and realize the benefits of the transaction;

•  our ability to assume the Jean Coutu Group�s 8.5% Senior Subordinated Notes due 2014; and

•  other risks and uncertainties described from time to time in our filings with the Securities and Exchange
Commission (�the SEC�).

We undertake no obligation to update or revise the forward-looking statements included in this report, whether as a result of new information,
future events or otherwise, after the date of this report. Our actual results, performance or achievements could differ materially from the results
expressed in, or implied by, these forward-looking statements. Factors that could cause or contribute to such differences are discussed in Item
1A of this Form 10-Q. Such factors are also discussed in the sections entitled �Risk Factors� and �Management�s Discussion and Analysis of
Financial Condition and Results of Operations�Overview and Factors Affecting Our Future Prospects� included in our Annual Report on
Form 10-K for the fiscal year ended March 4, 2006 (�the Fiscal 2006 10-K�), which we filed with the Securities and Exchange Commission (�SEC�)
on April 28, 2006 and in the section entitled �Risk Factors� in our definitive proxy statement describing our proposed acquisition of Jean Coutu
USA, which we filed with the SEC on November 30, 2006. These documents are available on the SEC�s website at www.sec.gov.
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PART I.   FINANCIAL INFORMATION

ITEM 1.  Financial Statements

RITE AID CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands, except per share amounts)
(unaudited)

December 2,
2006

March 4,
2006

ASSETS
Current assets:
Cash and cash equivalents $ 148,397 $ 76,067
Accounts receivable, net 321,821 354,949
Inventories, net 2,468,422 2,341,410
Prepaid expenses and other current assets 113,248 112,386
Total current assets 3,051,888 2,884,812
Property, plant and equipment, net 1,697,347 1,717,022
Goodwill 656,037 656,037
Other intangibles, net 185,312 193,228
Deferred tax assets 1,387,412 1,392,889
Other assets 154,221 144,383
Total assets $ 7,132,217 $ 6,988,371
LIABILITIES AND STOCKHOLDERS� EQUITY
Current liabilities:
Current maturities of convertible notes, long-term debt and lease financing
obligations $ 197,603 $ 584,196
Accounts payable 923,796 862,192
Accrued salaries, wages and other current liabilities 715,496 696,936
Total current liabilities 1,836,895 2,143,324
Long-term debt, less current maturities 2,784,954 2,298,706
Lease financing obligations, less current maturities 164,653 168,544
Other noncurrent liabilities 720,440 770,876
Total liabilities 5,506,942 5,381,450
Commitments and contingencies � �
Stockholders� equity:
Preferred stock�series E, par value $1 per share, liquidation value $50 per share; 2,500 shares authorized;
shares issued 2,500 120,000 120,000
Preferred stock�series G, par value $1 per share, liquidation value $100 per share; 2,000 shares authorized;
shares issued 1,277 and 1,212 127,683 121,207
Preferred stock�series H, par value $1 per share, liquidation value $100 per share; 2,000 shares authorized;
shares issued 1,255 and 1,200 125,503 120,020
Preferred stock�series I, par value $1 per share, liquidation value $25 per share; 5,200 shares authorized;
shares issued 4,820 116,415 116,074
Common stock, par value $1 per share; 1,000,000 authorized; shares issued and outstanding 532,331 and
527,667 532,331 527,667
Additional paid-in capital 3,104,658 3,114,997
Accumulated deficit (2,477,294 ) (2,489,023 )
Accumulated other comprehensive loss (24,021 ) (24,021 )
Total stockholders� equity 1,625,275 1,606,921
Total liabilities and stockholders� equity $ 7,132,217 $ 6,988,371

See accompanying notes to condensed consolidated financial statements.
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RITE AID CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share amounts)
(unaudited)

Thirteen Week Period Ended
December 2,
2006

November 26,
2005

Revenues $ 4,320,208 $ 4,145,683
Costs and expenses:
Cost of goods sold 3,166,165 3,023,739
Selling, general and administrative expenses 1,079,509 1,060,054
Store closing and impairment charges 5,119 2,652
Interest expense 68,184 66,909
Gain on sale of assets and investments, net (48 ) (1,372 )

4,318,929 4,151,982
Income (loss) before income taxes 1,279 (6,299 )
Income tax expense (benefit) 175 (1,079 )
Net income (loss) $ 1,104 $ (5,220 )
Computation of loss attributable to common stockholders:
Net income (loss) $ 1,104 $ (5,220 )
Accretion of redeemable preferred stock (26 ) (26 )
Cumulative preferred stock dividends (7,897 ) (7,254 )
Loss attributable to common stockholders�basic and diluted $ (6,819 ) $ (12,500 )
Basic and diluted loss per share $ (0.01 ) $ (0.02 )

See accompanying notes to condensed consolidated financial statements.
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RITE AID CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share amounts)
(unaudited)

Thirty-Nine Week Period Ended
December  2,
2006

November 26,
2005

Revenues $ 12,945,650 $ 12,499,642
Costs and expenses:
Cost of goods sold 9,456,572 9,075,083
Selling, general and administrative expenses 3,247,208 3,150,392
Store closing and impairment charges 24,153 26,305
Interest expense 205,703 205,273
Loss on debt modifications and retirements, net � 9,186
Gain on sale of assets and investments, net (1,403 ) (3,865 )

12,932,233 12,462,374
Income before income taxes 13,417 37,268
Income tax expense 1,688 10,635
Net income $ 11,729 $ 26,633
Computation of loss attributable to common stockholders:
Net income $ 11,729 $ 26,633
Premium to redeem preferred stock � (5,883 )
Accretion of redeemable preferred stock (77 ) (77 )
Cumulative preferred stock dividends (23,494 ) (25,020 )
Loss attributable to common stockholders�basic and diluted $ (11,842 ) $ (4,347 )
Basic and diluted loss per share $ (0.02 ) $ (0.01 )

See accompanying notes to condensed consolidated financial statements.
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RITE AID CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)
(unaudited)

Thirty-Nine Week Period Ended
December  2,
        2006        

November 26,
        2005        

Operating activities:
Net income $ 11,729 $ 26,633
Adjustments to reconcile to net cash provided by operating activities:
Depreciation and amortization 201,228 184,740
Store closing and impairment charges 24,153 26,305
LIFO charges 26,838 22,837
Gain on sale of assets and investments, net (1,403 ) (3,865 )
Stock-based compensation expense 15,851 15,219
Loss on debt modifications and retirements, net � 9,186
Changes in deferred taxes 5,302 13,582
Changes in operating assets and liabilities:
Net proceeds from accounts receivable securitization 40,000 195,000
Accounts receivable (6,871 ) (20,247 )
Inventories (153,850 ) (198,405 )
Prepaid expenses and other current assets (686 ) (12,578 )
Other assets (7,652 ) 3,793
Income taxes receivable/payable (7,279 ) 1,018
Accounts payable 54,343 111,363
Other liabilities (18,958 ) (37,823 )
Net cash provided by operating activities 182,745 336,758
Investing activities:
Expenditures for property, plant and equipment (224,008 ) (191,184 )
Intangible assets acquired (23,813 ) (34,599 )
Proceeds from sale-leaseback transactions 31,682 72,505
Proceeds from dispositions of assets and investments 7,714 21,096
Net cash used in investing activities (208,425 ) (132,182 )
Financing activities:
Net proceeds from revolver 341,000 530,000
Principal payments on bank credit facilities � (448,875 )
Proceeds from issuance of bank term debt 145,000 �
Proceeds from financing secured by owned property 11,072 5,352
Principal payments on long-term debt (399,885 ) (336,437 )
Change in zero balance cash accounts 9,642 5,251
Excess tax deduction on stock options 434 �
Net proceeds from issuance of common stock 4,301 5,490
Net proceeds from issuance of preferred stock � 116,885
Payments for the redemption of preferred stock � (123,533 )
Payments for preferred stock dividends (11,535 ) (9,244 )
Deferred financing costs paid (2,019 ) (7,156 )
Net cash provided by (used in) financing activities 98,010 (262,267 )
Increase (decrease) in cash and cash equivalents 72,330 (57,691 )
Cash and cash equivalents, beginning of period 76,067 162,821
Cash and cash equivalents, end of period $ 148,397 $ 105,130
Supplementary cash flow data:
Cash paid for interest (net of capitalized amounts of $1,027 and $551, respectively) $ 183,455 $ 174,203
Cash payments of income taxes, net $ 1,777 $ 3,126
Equipment financed under capital leases $ 6,888 $ 8,162
Equipment received for noncash consideration $ 3,304 $ 0
Reduction in lease financing obligation $ 10,691 $ 3,028

See accompanying notes to condensed consolidated financial statements.
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RITE AID CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the Thirteen and Thirty-Nine Week Periods Ended December 2, 2006 and November 26, 2005
(Dollars and share information in thousands, except per share amounts)
(unaudited)

1.  Basis of Presentation

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with generally accepted accounting
principles in the United States of America for interim financial information and with the instructions to Form 10-Q and Article 10 of Regulation
S-X and therefore do not include all of the information and footnotes required by accounting principles generally accepted in the United States
of America for complete annual financial statements. The accompanying financial information reflects all adjustments which are, in the opinion
of management, necessary for a fair presentation of the results for the interim periods. The results of operations for the thirteen and thirty-nine
week periods ended December 2, 2006 are not necessarily indicative of the results to be expected for the full year. These condensed consolidated
financial statements should be read in conjunction with the consolidated financial statements and notes thereto included in the Company�s Fiscal
2006 10-K.

The statement of operations for the thirteen and thirty-nine week periods ended November 26, 2005 has been reclassified to include store facility
costs, including rent, facilities depreciation and utility costs as selling, general and administrative expenses and warehousing and outbound
freight costs as cost of goods sold. For the thirteen and thirty-nine week periods ended November 26, 2005, the impact of the reclassification was
a decrease to cost of goods sold of $104,037 and $311,234, respectively, with a corresponding increase in selling, general and administrative
expenses.

The statement of cash flows for the thirty-nine week period ended November 26, 2005 has been reclassified to reflect as separate components of
cash provided by operating activities, LIFO charges, changes in deferred taxes, accounts receivable, inventories, prepaid expenses and other
current assets, other assets, accounts payable and other liabilities, which were previously aggregated. Accordingly, there was no impact on
amounts presented for net cash provided by (used in) operating, investing and financing activities.

2.  Recent Accounting Pronouncements

In December 2004, the Financial Accounting Standards Board (�FASB�) issued SFAS No. 123(R), �Share-Based Payment.� This standard requires
companies to account for share-based payments to associates using the fair value method of expense recognition. Fair value for stock options can
be calculated using either a closed form or open form calculation method. SFAS No. 123(R) requires companies to recognize option expense
over the requisite service period of the award, net of an estimate for the impact of award forfeitures.

The Company had previously adopted the provisions of SFAS No. 123, �Accounting for Stock-Based Compensation� effective March 2, 2003 and
had been recognizing expense on a ratable basis related to share-based payments to associates using the fair value method. The Company has
adopted the provisions of SFAS 123(R) effective March 5, 2006 using the modified prospective transition method. The adoption of SFAS
123(R) did not have a material impact on its financial position and results of operations.

SFAS No. 123(R) also requires the Company to change the classification of any tax benefits realized upon exercise of stock options in excess of
that which is associated with the expense recognized for
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RITE AID CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
For the Thirteen and Thirty-Nine Week Periods Ended December 2, 2006 and November 26, 2005
(Dollars and share information in thousands, except per share amounts)
(unaudited)

financial reporting purposes. These amounts are presented as a financing cash inflow rather than as a reduction of income taxes paid in our
consolidated statement of cash flows.

In February 2006, the FASB issued SFAS No. 155, �Accounting for Certain Hybrid Financial Instruments�. SFAS No. 155 amends SFAS No. 133,
�Accounting for Derivative Instruments and Hedging Activities� to simplify accounting for certain hybrid financial instruments by permitting fair
value re-measurement for any hybrid financial instrument that contains an embedded derivative that would otherwise require bifurcation. Certain
of the Company�s public bonds contain an early call option that meets the definition of a hybrid financial instrument. However, these instruments
are not required to be bifurcated from the host contracts and therefore the provisions set forth in SFAS No. 155 are not applicable to these
instruments.

In March 2006, the FASB issued SFAS No. 156, �Accounting for Servicing of Financial Assets�. This standard is required to be adopted as of the
first fiscal year beginning after September 15, 2006. The Company may be required to recognize a servicing asset or liability related to its
securitization agreements. The Company has not quantified the impact of adopting SFAS No. 156, but does not expect the adoption to have a
material impact on its financial position or results of operations.

In June 2006, the FASB issued FASB Interpretation No. 48 (FIN 48) �Accounting for Uncertainty in Income Taxes�, which prescribes a
recognition threshold and measurement process for recording in the financial statements uncertain tax positions taken or expected to be taken in
a tax return. Additionally, FIN 48 provides guidance on the derecognition, classification, accounting in interim periods and disclosure
requirements for uncertain tax positions. This standard is required to be adopted by the Company as of the first fiscal year beginning after
December 15, 2006. The Company is in the process of determining the effect, if any, the adoption of FIN 48 will have on its financial
statements.

In September 2006, the FASB issued SFAS No. 157, �Fair Value Measurements�. This standard establishes a standard definition for fair value,
establishes a framework under generally accepted accounting principles for measuring fair value and expands disclosure requirements for fair
value measurements. This standard is effective for financial statements issued for fiscal years beginning after November 15, 2007. The Company
has not yet assessed the impact of adopting SFAS No. 157.

In September 2006, the FASB issued SFAS No. 158, �Employers� Accounting for Defined Benefit Pension and Other Postretirement Plans�an
amendment of FASB Statements No. 87, 88, 106 and 132(R).� This standard requires an employer to recognize the overfunded or underfunded
status of a defined benefit postretirement plan as an asset or liability in its statement of financial position and to recognize changes in that funded
status in the year in which the changes occur as a component of comprehensive income. The standard also requires an employer to measure the
funded status of a plan as of the date of its year-end statement of financial position.

The requirement to recognize the funded status of a defined benefit postretirement plan is effective as of the end of the fiscal year ending after
December 15, 2006. The requirement to measure plan assets and benefit obligations as of the date of the employer�s fiscal year-end statement of
financial position is effective for the fiscal years ending after December 15, 2008. The Company does not expect the adoption of SFAS No. 158
to have a material impact on its financial position or results of operations.
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RITE AID CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
For the Thirteen and Thirty-Nine Week Periods Ended December 2, 2006 and November 26, 2005
(Dollars and share information in thousands, except per share amounts)
(unaudited)

In September 2006, the Securities and Exchange Commission issued Staff Accounting Bulletin (SAB) No. 108, �Considering the Effects of Prior
Year Misstatements when Quantifying Misstatements in Current Year Financial Statements�. This SAB provides guidance on how the effects of
the carryover or reversal of prior year misstatements should be considered in quantifying a current year misstatement. This interpretation is
effective for the first fiscal year ending after November 15, 2006. The Company does not expect the adoption of this interpretation to have an
impact on its financial position or results of operations.

3.  Planned Acquisition

On August 23, 2006, the Company entered into a Stock Purchase Agreement (the �Agreement�) with The Jean Coutu Group (PJC) Inc. (�Jean
Coutu Group�). Under the terms of the Agreement, the Company will acquire (�the Acquisition�) from Jean Coutu Group all of the outstanding
capital stock of The Jean Coutu Group (PJC) USA, Inc. (�Jean Coutu USA�), a wholly owned subsidiary of Jean Coutu Group, which is engaged
in the business of owning and operating retail pharmacy stores conducting business under the Eckerd and Brooks banners. As consideration for
the Acquisition, the Company will issue 250,000 shares of Rite Aid common stock, will pay $1,450,000 in cash, subject to a working capital
adjustment, and intends to assume $850,000 of Jean Coutu Group�s 8.5% Senior Subordinated Notes due 2014 (�8.5% Senior Subordinated Notes�)
with the cash component increasing to $2,300,000 if the notes are not assumed. The Company intends to finance the Acquisition through a
combination of the issuance of new debt and the assumption of $850,000 of Jean Coutu Group�s 8.5% Senior Subordinated Notes. Certain
holders of the Jean Coutu Group�s 8.5% Senior Subordinated Notes have claimed that the indenture governing the 8.5% Senior Subordinated
Notes does not allow Rite Aid to assume the 8.5% Senior Subordinated Notes and therefore the trustee of the 8.5% Senior Subordinated Notes
has indicated to Jean Coutu Group that it is not willing to execute a supplemental indenture evidencing Rite Aid�s assumption of the 8.5% Senior
Subordinated Notes. Consequently, Jean Coutu Group recently commenced an action seeking a declaration that the assumption of the 8.5%
Senior Subordinated Notes by Rite Aid is permitted under the indenture. The Company believes that Jean Coutu Group�s claim is with merit. The
Company anticipates the suit being resolved prior to closing. If it is determined that the Company cannot assume the 8.5% Senior Subordinated
Notes, the Company believes it will be able to fund the remaining cash component of the purchase price via the issuance of new debt.

The shares of Rite Aid common stock issuable to Jean Coutu Group in the Acquisition will represent approximately 30.2% of the total Rite Aid
voting power after giving effect to the Acquisition. Upon the closing of the Acquisition, the Company will expand its Board of Directors to 14
members, with four of the seats being held by members designated by Jean Coutu Group. In connection with entering into the Stock Purchase
Agreement, on August 23, 2006, the Company entered into a Stockholder Agreement (the �Stockholder Agreement�) with Jean Coutu Group and
certain Coutu family members that will become effective upon consummation of the Acquisition and will govern, among other matters, Jean
Coutu Group�s ownership interest in the Company. The Stockholder Agreement contains provisions relating to board and board committee
composition, corporate governance, stock ownership, stock purchase rights, transfer restrictions, voting arrangements and other matters. The
Company and Jean Coutu Group also entered into a Registration Rights Agreement giving Jean Coutu Group certain rights with respect to the
registration under the Securities Act of 1933, as amended, of the shares of Rite Aid common stock to be
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RITE AID CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
For the Thirteen and Thirty-Nine Week Periods Ended December 2, 2006 and November 26, 2005
(Dollars and share information in thousands, except per share amounts)
(unaudited)

issued to Jean Coutu Group or acquired by Jean Coutu Group pursuant to certain stock purchase rights or open market purchase rights under the
Stockholder Agreement.

The Company and Jean Coutu Group have each made customary representations, warranties and covenants in the Stock Purchase Agreement,
including, among others, Jean Coutu Group�s covenant to cause Jean Coutu USA and its subsidiaries to conduct their business in the ordinary
course between the execution of the Agreement and the closing of the Acquisition and to refrain from certain types of transactions during that
period. Consummation of the Acquisition is subject to customary conditions, including, among others: (i) stockholder approval of the issuance of
Rite Aid common stock to Jean Coutu Group, (ii) expiration or termination of the applicable antitrust waiting period, (iii) receipt of NYSE
listing approval with respect to the shares of Rite Aid common stock to be issued to Jean Coutu Group, (iv) absence of any law or order
prohibiting the consummation of the Acquisition, (v) no threatened or pending litigation seeking to limit Rite Aid�s ownership or operation of
Rite Aid�s or Jean Coutu USA�s assets and (vi) subject to certain exceptions, the accuracy of the representations and warranties of the parties. The
Company has scheduled a special meeting of its stockholders on January 18, 2007 to obtain approval of the issuance of Rite Aid common stock
to Jean Coutu Group. A definitive proxy statement describing the transaction was filed with the SEC on November 30, 2006 and has been
mailed to the stockholders. Timing of the consummation of the Acquisition is dependent upon the timing of the above items. The Company
expects that this transaction will close shortly after the end of the fourth quarter of fiscal 2007.

4.  Loss Per Share

Basic loss per share is computed by dividing income available to common stockholders by the weighted average number of shares of common
stock outstanding for the period. Diluted loss per share reflects the potential dilution that could occur if securities or other contracts to issue
common stock were exercised or converted into common stock or resulted in the issuance of common stock that then shared in the income of the
Company subject to anti-dilution limitations.

Thirteen Week
Period Ended

Thirty-Nine Week
Period Ended

December  2,
2006

November 26,
2005

December  2,
2006

November 26,
2005

Numerator for loss per share:
Net income (loss) $ 1,104 $ (5,220 ) $ 11,729 $ 26,633
Premium to redeem preferred stock � � � (5,883 )
Accretion of redeemable preferred stock (26 ) (26 ) (77 ) (77 )
Cumulative preferred stock dividends (7,897 ) (7,254 ) (23,494 ) (25,020 )
Loss attributable to common stockholders $ (6,819 ) $ (12,500 ) $ (11,842 ) $ (4,347 )
Denominator:
Basic and diluted weighted average shares 524,556 525,349 523,465 523,296
Basic and diluted loss per share: $ (0.01 ) $ (0.02 ) $ (0.02 ) $ (0.01 )
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RITE AID CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
For the Thirteen and Thirty-Nine Week Periods Ended December 2, 2006 and November 26, 2005
(Dollars and share information in thousands, except per share amounts)
(unaudited)

Due to their antidilutive effect, the following potential common shares have been excluded from the computation of diluted loss per share:

Thirteen Week
Period Ended

Thirty-Nine Week
Period Ended

December 2,
2006

November 26,
2005

December 2,
2006

November  26,
2005

Stock options 65,511 67,953 65,511 67,953
Convertible preferred stock 99,333 112,704 99,333 112,704
Convertible debt(1) 38,462 38,462 38,462 38,462

203,306 219,119 203,306 219,119

(1)  Dilutive shares related to the 4.75% convertible notes that were paid at maturity on December 1, 2006.

5.  Store Closing and Impairment Charges

Store closing and impairment charges consist of:

Thirteen Week
Period Ended

Thirty-Nine Week
Period Ended

December 2,
2006

November 26,
2005

December 2,
2006

November 26,
2005

Impairment charges $ 689 $ 3,517 $ 12,081 $ 10,321
Store and equipment lease exit charges (credits) 4,430 (865 ) 12,072 15,984

$ 5,119 $ 2,652 $ 24,153 $ 26,305

Impairment charges

Impairment charges include non-cash charges of $689 and $3,517 for the thirteen week periods ended December 2, 2006 and November 26,
2005, for the impairment of long-lived assets at 11 and 28 stores, respectively. Impairment charges include non-cash charges of $12,081 and
$10,321 for the thirty-nine week periods ended December 2, 2006 and November 26, 2005, for the impairment of long-lived assets at 30 and 62
stores, respectively. These amounts include the write-down of long-lived assets at stores that were assessed for impairment because of
management�s intention to relocate or close the store.

Store and equipment lease exit charges

During the thirteen week periods ended December 2, 2006 and November 26, 2005, the Company recorded charges for 15 and 5 stores to be
closed or relocated under long term leases in each respective period. During the thirty-nine week periods ended December 2, 2006 and
November 26, 2005, the Company recorded charges for 33 and 17 stores to be closed or relocated under long term leases in each respective
period. Charges to close a store, which principally consist of lease termination costs, are recorded at the time the store is closed and all inventory
is liquidated, pursuant to the guidance set forth in
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SFAS No. 146, �Accounting for Costs Associated with Exit or Disposal Activities�. The Company calculates its liability for closed stores on a
store-by-store basis. The calculation includes future minimum lease payments and related ancillary costs, from the date of closure to the end of
the remaining lease term, net of estimated cost recoveries that may be achieved through subletting properties or through favorable lease
terminations. This liability is discounted using a risk-free rate of interest. The Company evaluates these assumptions each quarter and adjusts the
liability accordingly. The amounts of the closed store charges that relate to new closures, changes in assumptions, and interest accretion are
presented in the following table.

Thirteen Week
Period Ended

Thirty-Nine Week
Period Ended

December 2,
2006

November 26,
2005

December 2,
2006

November 26,
2005

Balance�beginning of period $ 201,702 $ 219,952 $ 208,455 $ 220,903
Provision for present value of
noncancellable lease payments of stores designated to
be closed 2,058 841 9,496 11,745
Changes in assumptions about future sublease income,
terminations and changes in interest rates 975 (3,897 ) (3,205 ) (1,989 )
Reversals of reserves for stores that management
has determined will remain open (812 ) � (812 ) (271 )
Interest accretion 2,219 2,193 7,068 6,526
Cash payments, net of sublease income (8,965 ) (9,223 ) (23,825 ) (27,048 )
Balance-end of period $ 197,177 $ 209,866 $ 197,177 $ 209,866

The Company�s revenues and income before income taxes for the thirteen and thirty-nine week periods ended December 2, 2006 and
November 26, 2005 include results from stores that have been closed as of December 2, 2006. The revenue and operating losses of these stores
for the periods are presented as follows:

Thirteen Week
Period Ended

Thirty-Nine Week
Period Ended

December 2,
2006

November 26,
2005

December 2,
2006

November 26,
2005

Revenues $ 4,809 $ 36,045 $ 34,594 $ 148,934
Loss from operations 911 2,972 7,459 9,288

Included in these stores� loss from operations for the thirteen week periods ended December 2, 2006 and November 26, 2005, are depreciation
and amortization charges of $45 and $357 and closed store inventory liquidation charges of $866 and $1,812, respectively. Included in these
stores� loss from operations for the thirty-nine week periods ended December 2, 2006 and November 27, 2005, are depreciation and amortization
charges of $291 and $1,461 and closed store inventory liquidation charges of
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$4,538 and $4,543, respectively. Loss from operations does not include any allocation of corporate level overhead costs. The above results are
not necessarily indicative of the impact that these closures will have on revenues and operating results of the Company in the future, as the
Company often transfers the business of a closed store to another Company store, thereby retaining a portion of these revenues.

6.  Accounts Receivable

The Company maintains securitization agreements with several multi-seller asset-backed commercial paper vehicles (�CPVs�). Under the terms of
the securitization agreements, the Company sells substantially all of its eligible third party pharmaceutical receivables to a bankruptcy remote
Special Purpose Entity (SPE) and retains servicing responsibility. The assets of the SPE are not available to satisfy the creditors of any other
person, including any of the Company�s affiliates. These agreements provide for the Company to sell, and for the SPE to purchase these
receivables. The SPE then transfers an interest in these receivables to various CPVs. Transferred outstanding receivables cannot exceed
$400,000.

The amount of transferred receivables outstanding at any one time is dependent upon a formula that takes into account such factors as default
history, obligor concentrations and potential dilution (�Securitization Formula�). Adjustments to this amount can occur on a weekly basis. At
December 2, 2006 and March 4, 2006, the total outstanding receivables that have been transferred to CPVs were $370,000 and $330,000,
respectively. The average amount of outstanding receivables transferred during the thirteen week periods ended December 2, 2006 and
November 26, 2005 was $345,549 and $313,736, respectively. Total receivable transfers for the thirteen week periods ended December 2, 2006
and November 26, 2005 totaled approximately $1,242,000 and $1,161,000, respectively. Collections made by the Company as part of the
servicing agreements on behalf of the CPVs, for the thirteen week periods ended December 2, 2006 and November 26, 2005 totaled
approximately $1,197,000 and $1,106,000, respectively. The average amount of outstanding receivables transferred during the thirty-nine week
periods ended December 2, 2006 and November 26, 2005 was $333,388 and $226,703, respectively. Total receivable transfers for the thirty-nine
week periods ended December 2, 2006 and November 26, 2005 totaled approximately $3,473,000 and $2,572,000, respectively. Collections
made by the Company as part of the servicing agreements on behalf of the CPVs, for the thirty-nine week periods ended December 2, 2006 and
November 26, 2005 totaled approximately $3,433,000 and $2,377,000, respectively. At December 2, 2006 and March 4, 2006, the Company
retained an interest in the third party pharmaceutical receivables not transferred to the CPVs of $210,817 and $248,274, respectively, inclusive
of the allowance for uncollectible accounts, which is included in accounts receivable, net, on the consolidated balance sheet at allocated cost,
which approximates fair value.

The Company is subject to an ongoing program fee of LIBOR plus 1.125% on the amount transferred to the CPVs under the securitization
agreements and must pay a liquidity fee of 0.375% on the daily unused amount under the securitization agreements. The program and the
liquidity fees are recorded as a component of selling, general and administrative expenses. Program and liquidity fees for the thirteen week
periods ended December 2, 2006 and November 26, 2005 were $5,637 and $4,004 respectively. Program and liquidity fees for the thirty-nine
week periods ended December 2, 2006 and November 26, 2005 were $16,065 and $8,444 respectively. Rite Aid Corporation guarantees certain
performance
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obligations of its affiliates under the securitization agreements, which includes the continued servicing of such receivables, but does not
guarantee the collectibility of the receivables and obligor creditworthiness. The CPVs have a commitment to purchase that ends
September 2007.

Proceeds from the collections under the receivables securitization agreements are submitted to an independent trustee on a daily basis. The
trustee withholds any cash necessary to (1) fund amounts owed to the CPVs as a result of such collections and, (2) fund the CPVs when the
Securitization Formula indicates a lesser amount of outstanding receivables transferred is warranted. The remaining collections are swept to the
Company�s corporate concentration account. At December 2, 2006 and March 4, 2006, the Company had $2,967 and $2,219 of cash respectively
that is restricted for the payment of trustee fees.

The Company has determined that the transactions meet the criteria for sales treatment in accordance with SFAS No. 140 �Accounting for
Transfers and Servicing of Financial Assets and Extinguishments of Liabilities�. Additionally, the Company has determined that it does not hold
a variable interest in the CPVs, pursuant to the guidance in FIN 46R, �Consolidation of Variable Interest Entities�, and therefore has determined
that the de-recognition of the transferred receivables is appropriate.

7.  Sale Leaseback Transactions

During the thirty-nine week period ended December 2, 2006, the Company sold a total of 17 owned properties to independent third parties. Net
proceeds from these sales were $42,754. Concurrent with these sales, the Company entered into agreements to lease the stores back from the
purchasers over minimum lease terms of 20 years. The Company accounted for 13 of these leases as operating leases. A gain on the sale of these
stores of $2,072 was deferred and is being recorded over the minimum term of these leases. The remaining four leases were accounted for using
the financing method, as these lease agreements contain a clause that allows the buyer to force the Company to repurchase the property under
certain conditions. The Company recorded a capital lease obligation of $11,072 related to these four leases. Losses of $416 were recorded as
losses on the sale of assets and investments for the thirty-nine week period ended December 2, 2006. Future scheduled minimum lease payments
under these leases for the remainder of fiscal 2007 and the succeeding four fiscal years are as follows: 2007�$909; 2008�$3,639; 2009�$3,639;
2010�$3,639; 2011�$3,639 and $59,772 in 2012 and thereafter.

During the thirty-nine week period ended November 26, 2005, the Company sold the land and buildings on 28 owned properties to independent
third parties. Net proceeds from the sale were $77,857. Concurrent with these sales, the Company entered into agreements to lease these stores
back from the purchasers over minimum lease terms of 20 years. The Company is accounting for 27 of these leases as operating leases. A gain
of $14,552 was deferred and is being recorded over the minimum lease term. The remaining one lease is accounted for using the financing
method, as the lease agreements contain a clause that allows the buyer to force the Company to repurchase the properties under certain
conditions. The Company recorded a capital lease obligation of $2,324 related to this lease.
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8.  Goodwill and Other Intangibles

The Company evaluates goodwill for impairment on an annual basis at the end of its fiscal year. Intangible assets other than goodwill are
finite-lived and amortized over their useful lives. Following is a summary of the Company�s amortizable intangible assets as of December 2,
2006 and March 4, 2006.

December 2, 2006 March 4, 2006
Weighted Weighted

Gross Average Gross Average
Carrying Accumulated Amortization Carrying Accumulated Amortization
Amount Amortization Period Amount Amortization Period

Favorable leases and
other $ 306,337 $ (202,618 ) 17 years $ 306,665 $ (195,669 ) 18 years
Prescription files 424,056 (342,463 ) 12 years 408,519 (326,287 ) 12 years
Total $ 730,393 $ (545,081 ) $ 715,184 $ (521,956 )

The remaining weighted average amortization period for the Company�s prescription file assets was 3.25 years as of December 2, 2006.
Amortization expense for these intangible assets was $10,214 and $30,028 for the thirteen and thirty-nine week periods ended December 2,
2006. Amortization expense for these intangible assets was $8,361 and $23,350 for the thirteen and thirty-nine week periods ended
November 26, 2005. The anticipated annual amortization expense for these intangible assets is 2007�$38,987; 2008�$36,269; 2009�$32,577;
2010�$26,689; and 2011�$18,214.

9.  Income Taxes

The Company recorded income tax expense of $175 and $1,688 for the thirteen and thirty-nine week periods ended December 2, 2006 and an
income tax benefit of $1,079 and income tax expense of $10,635 for the thirteen and thirty-nine week periods ended November 26, 2005.

The provision for income taxes for the thirty-nine week period ended December 2, 2006 was net of a reduction of a liability for state taxes of
$7,467.

The provision for income taxes for the thirty-nine week period ended November 26, 2005 was net of the results of the receipt of a federal refund
claim of $7,848 which related to the fiscal 2004 conclusion of the Internal Revenue Service examination for fiscal years 1996 through 2000.

The Company regularly evaluates valuation allowances established for deferred tax assets for which future realization is uncertain. Management
will continue to monitor all available evidence related to the net deferred tax assets that may change the most recent assessment, including
events that have occurred or are anticipated to occur. As a result of the Company�s operating performance and the more favorable near term
outlook for profitability, the Company released $1,231,087 of valuation allowance in the fourth quarter of fiscal 2006. The Company continues
to maintain a valuation allowance against net deferred tax assets of $259,602, which relates primarily to state net operating loss carryforwards
and federal capital loss carryforwards.
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The Company had an ownership change for statutory purposes during fiscal 2002, which resulted in a limitation on the future use of net
operating loss carryforwards. The Company believes that this limitation does not impair the net operating loss carryforwards.

10.  Indebtedness and Credit Agreements

Following is a summary of indebtedness and lease financing obligations at December 2, 2006 and March 4, 2006:

December 2,
2006

March 4,
2006

Secured Debt:
Senior secured revolving credit facility due September 2010 $ 875,000 $ 534,000
Senior secured credit facility term loan due September 2010 145,000 �
12.5% senior secured notes due September 2006 ($142,025 face value less unamortized
discount of $1,040) � 140,985
8.125% senior secured notes due May 2010 ($360,000 face value less unamortized discount of
$2,334 and $2,834) 357,666 357,166
9.5% senior secured notes due February 2011 300,000 300,000
7.5% senior secured notes due January 2015 200,000 200,000
Other 1,719 1,962

1,879,385 1,534,113
Lease Financing Obligations 177,539 178,227
Unsecured Debt:
4.75% convertible notes due December 2006 ($250,000 face value less unamortized discount
of $1,000) � 249,000
7.125% notes due January 2007 184,074 184,074
6.125% fixed-rate senior notes due December 2008 150,000 150,000
9.25% senior notes due June 2013 ($150,000 face value less unamortized discount of $1,561
and $1,741) 148,439 148,259
6.875% senior debentures due August 2013 184,773 184,773
7.7% notes due February 2027 295,000 295,000
6.875% fixed-rate senior notes due December 2028 128,000 128,000

1,090,286 1,339,106
Total debt 3,147,210 3,051,446
Current maturities of convertible notes, long-term debt and lease financing obligations (197,603 ) (584,196 )
Long-term debt and lease financing obligations, less current maturities $ 2,949,607 $ 2,467,250
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Credit Facility

In November 2006, the Company entered into an amendment of its senior secured credit facility to permit the closing of the Acquisition.
Pursuant to the terms of the senior secured credit facility amendment, the Company established a senior secured term loan facility in the
aggregate principal amount of $145,000 and borrowed the full amount thereunder. Proceeds from the borrowings under the new senior secured
term loan facility (the �Tranche 1 Term Loans�) were used to pay amounts outstanding under the revolving credit facility, which had been used to
repay, at maturity, the outstanding principal and accrued interest payable under the Company�s 12.5% senior secured notes due September 2006.

The Tranche 1 Term Loans currently bear interest at LIBOR plus 1.50%, if the Company chooses to make LIBOR borrowings, or at Citibank�s
base rate plus 0.50%. The interest rate can fluctuate depending on the amount of availability under the Company�s revolving credit facility, as
specified in the senior secured credit facility. The amounts outstanding under the Tranche 1 Term Loans become due and payable in September
2010, or earlier, if there is a shortfall in the Company�s borrowing base under its revolving credit facility.

In addition to the issuance of the Tranche 1 Term Loans, the lenders to the senior secured credit facility agreed to establish, in connection with
the Acquisition, an additional senior secured term loan facility in an aggregate principal amount of $1,105,000 (the �Tranche 2 Term Loans�). On
the closing date of the Acquisition, the Company expects to draw approximately $680,000 of the Tranche 2 Term Loans and use the proceeds to
pay a portion of the consideration for the Acquisition and other Acquisition related costs. The Company expects to draw the remaining $425,000
available under Tranche 2 Term Loans on or after the date that it files its first post-closing consolidated balance sheet with the SEC. These
proceeds will be used to repay outstanding borrowings under the revolving credit facility.

In addition to the Tranche 1 Term Loans described above, the senior secured credit facility consists of a $1,750,000 revolving credit facility.
Borrowings under the revolving credit facility currently bear interest at LIBOR plus 1.50%, if the Company chooses to make LIBOR
borrowings, or at Citibank�s base rate plus 0.50%. The interest rate can fluctuate depending upon the amount of the revolver availability, as
specified in the senior secured credit facility. The Company is required to pay fees of 0.25% per annum on the daily unused amount of the
revolving credit facility. The amounts drawn on the revolving credit facility become due and payable in September 2010.
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The senior secured credit facility allows the Company to have outstanding, at any time, up to $1,800,000 in secured subordinated debt in
addition to the senior secured credit facility (which amount is reduced by any additional unsecured debt that matures prior to December 31,
2010, as described below). The Company has the ability to incur additional unsecured debt of up to $750,000 with a scheduled maturity date
prior to December 31, 2010. The maximum amount of additional secured subordinated debt and unsecured debt with a maturity prior to
December 31, 2010 that can be incurred is $1,800,000. At December 2, 2006, remaining additional permitted secured subordinated debt under
the senior secured credit facility was $940,000 in addition to what is available under the revolver; however, other debentures do not permit
additional secured debt if the revolver is fully drawn. The amendment of the senior secured credit facility that will occur at the closing of the
Acquisition will permit the incurrence of the Tranche 1 and Tranche 2 term loans discussed above without reducing the Company�s ability to
incur additional secured or unsecured debt under the senior secured credit facility. The senior secured credit facility allows the Company to incur
an unlimited amount of unsecured debt with a maturity beyond December 31, 2010; however other debentures limit the amount of unsecured
debt that can be incurred if certain interest coverage levels are not met at the time of incurrence of said debt. The senior secured facility also
allows for the repurchase of any debt with a maturity on or before December 2010, and for the repurchase of debt with a maturity after
December 2010, if the Company maintains availability on the revolving credit facility of at least $100,000.

The senior secured credit facility contains covenants, which place restrictions on the incurrence of debt beyond the restrictions described above,
the payments of dividends, mergers and acquisitions and the granting of liens. The senior secured credit facility also requires the Company to
maintain a minimum fixed charge coverage ratio, but only if availability on the revolving credit facility is less than $100,000.

The senior secured credit facility provides for events of default including nonpayment, misrepresentation, breach of covenants and bankruptcy. It
is also an event of default if the Company fails to make any required payment on debt having a principal amount in excess of $50,000 or any
event occurs that enables, or which with the giving of notice or the lapse of time would enable, the holder of such debt to accelerate the maturity
of such debt.

The Company�s ability to borrow under the revolving credit facility is based upon a specified borrowing base consisting of inventory and
prescription files. At December 2, 2006, the Company had $875,000 of borrowings outstanding under the revolving credit facility. At
December 2, 2006, the Company also had letters of credit outstanding against the revolving credit facility of $117,138, which gave the Company
additional borrowing capacity of $757,862.

Other Transactions

On December 1, 2006, the Company paid at maturity the remaining outstanding principal amount of $250,000 of the Company�s 4.75%
convertible notes due December 2006. The Company funded this payment with borrowings under its revolving credit facility.

On September 15, 2006, the Company paid at maturity the remaining outstanding principal amount of $142,025 of the Company�s 12.5% senior
secured notes due September 2006. The Company funded this
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payment with borrowings under its Revolving Credit Facilities which were subsequently repaid with borrowings of the Tranche 1 Term Loans.

On July 15, 2005, the Company completed the early redemption of all of its outstanding $150,000 aggregate principal amount of 11.25% notes
due July 2008 at their contractually determined early redemption price of 105.625%. The Company funded this redemption with borrowings
under its receivable securitization agreements. The Company recorded a loss on debt modification of $9,186 in the thirty-nine week period
ended November 26, 2005 related to this transaction.

On April 15, 2005, the Company paid at maturity the remaining outstanding principal amount of $170,500 of the Company�s 7.625% senior notes
due April 2005.

Other

The aggregate annual principal payments of long-term debt for the remainder of fiscal 2007 and the succeeding five fiscal years are as follows:
2007�$184,281; 2008�$632; 2009�$150,329; 2010�$117; 2011�$1,677,764 and $956,548 in 2012 and thereafter. The Company is in compliance with
restrictions and limitations included in the provisions of various loan and credit agreements.

Substantially all of Rite Aid Corporation�s wholly-owned subsidiaries guarantee the obligations under the senior secured credit facility. The
subsidiary guarantees are secured by a first priority lien on, among other things the inventory and prescription files of the subsidiary guarantors.
Rite Aid Corporation is a holding company with no direct operations and is dependent upon dividends, distributions and other payments from its
subsidiaries to service payments due under the senior secured credit facility. Rite Aid Corporation�s direct obligations under the senior secured
credit facility are unsecured. The 9.5% senior secured notes due 2011, the 8.125% senior secured notes due 2010 and the 7.5% senior secured
notes due 2015 are guaranteed by substantially all of the Company�s wholly-owned subsidiaries, which are the same subsidiaries that guarantee
the senior secured credit facility and are secured on a second priority basis by the same collateral as the senior secured credit facility.

The subsidiary guarantees related to the Company�s senior secured credit facility and certain of the Company�s indentures are full and
unconditional and joint and several, and there are no restrictions on the ability of the parent to obtain funds from its subsidiaries. Also, the parent
company has no independent assets or operations and subsidiaries not guaranteeing the credit facility and applicable indentures are minor.
Accordingly, condensed consolidating financial information for the parent and subsidiaries is not presented.

11.  Stock Option and Stock Award Plans

As disclosed in Note 2, effective March 5, 2006, the Company adopted SFAS No. 123 (R), �Share-Based Payment� using the modified prospective
transition method. Operating results for the thirteen and thirty-nine week periods ended December 2, 2006 includes $7,245 and $15,851 of
compensation costs related to the Company�s stock based compensation arrangements. Operating results for the thirteen and thirty-nine week
periods ended November 26, 2005 includes $6,054 and $15,219 of compensation costs related to the Company�s stock based compensation
arrangements.
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The Company reserved 22,000 shares of its common stock for the granting of stock options and other incentive awards to officers and key
associates under the 1990 Omnibus Incentive Plan (the 1990 Plan), which was approved by the shareholders. Options may be granted, with or
without stock appreciation rights (�SAR�). The exercise of either a SAR or option automatically will cancel any related option or SAR. Under the
1990 Plan, the payment for SARs will be made in shares, cash or a combination of cash and shares at the discretion of the Compensation
Committee.

In November 1999, the Company adopted the 1999 Stock Option Plan (the 1999 Plan), under which 10,000 shares of common stock are
authorized for the granting of stock options at the discretion of the Board of Directors.

In December 2000, the Company adopted the 2000 Omnibus Equity Plan (the 2000 Plan) under which 22,000 shares of common stock are
reserved for granting of restricted stock, stock options, phantom stock, stock bonus awards and other awards at the discretion of the Board of
Directors.

In February 2001, the Company adopted the 2001 Stock Option Plan (the 2001 Plan) which was approved by the shareholders under which
20,000 shares of common stock are authorized for granting of stock options at the discretion of the Board of Directors.

In April 2004, the Board of Directors adopted the 2004 Omnibus Equity Plan, which was approved by the shareholders. Under the plan, 20,000
shares of common stock are authorized for granting of restricted stock, stock options, phantom stock, stock bonus awards and other equity based
awards at the discretion of the Board of Directors.

All of the plans provide for the Board of Directors (or at its election, the Compensation Committee) to determine both when and in what manner
options may be exercised; however, it may not be more than 10 years from the date of grant. All of the plans provide that stock options may be
granted at prices that are not less than the fair market value of a share of common stock on the date of grant. The aggregate number of shares
authorized for issuance for all plans is 67,983 as of December 2, 2006.

The Company has issued approximately 10,370 options to certain senior executives pursuant to their individual employment contracts. These
options were not issued out of the plans listed above, but are included in the option tables herein.

Stock Options

The Company determines the fair value of each option issued on the date of grant using the Black-Scholes-Merton option pricing model. The
following assumptions were used for options granted in the thirteen and thirty-nine week periods ended December 2, 2006 and November 26,
2005.

Thirteen Week
Period Ended

Thirty-Nine Week

Period Ended
December 2,
2006

November 26,
2005

December 2,
2006

November 26,
2005

Expected stock price volatility 54.5 % 57.7 % 56.0 % 59.0 %
Expected dividend yield 0.0 % 0.0 % 0.0 % 0.0 %
Risk free interest rate 4.50 % 4.30 % 5.00 % 4.00 %
Expected option life 5.5 years 4.0 years 5.5 years 4.0 years
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The weighted average fair value of each option granted during the thirteen and thirty-nine week periods ended December 2, 2006 was $2.58 and
$2.47, respectively. The weighted average fair value of each option granted during the thirteen and thirty-nine week periods ended
November 26, 2005 was $1.84 and $1.99, respectively.

Following is a summary of stock option transactions for the thirty-nine week period ended December 2, 2006:

Shares

Weighted
Average
Exercise Price

Weighted
Average
Remaining
Contractual
Term

Aggregate
Intrinsic
Value

Outstanding at March 4, 2006 62,718 $ 4.72
Granted 6,779 4.43
Exercised (1,459 ) 2.94
Cancelled (2,528 ) 9.61
Outstanding at December 2, 2006 65,510 4.54 5.50 $ 61,086
Exercisable at December 2, 2006 49,525 4.62 4.52 $ 53,015

As of December 2, 2006, there was $26,042 of total unrecognized pre-tax compensation costs related to nonvested stock options, net of
forfeitures. These costs are expected to be recognized over a weighted average period of 2.67 years.

Cash received from stock option exercises for the thirteen and thirty-nine week periods ended December 2, 2006 was $1,794 and $4,292,
respectively. Cash received from stock option exercises for the thirteen and thirty-nine week periods ended November 26, 2005 was $1,382 and
$5,490, respectively. The income tax benefits from stock options exercised totaled $427 and $750 for the thirteen and thirty-nine week periods
ended December 2, 2006.
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Restricted Stock

The Company provides restricted stock grants to associates under plans approved by the stockholders. Shares awarded under the plans vest in
installments up to three years and unvested shares are forfeited upon termination of employment. Additionally, vesting of 647 shares awarded to
certain senior executives is conditional upon the Company meeting specified performance targets. Following is a summary of restricted stock
activity for the thirty-nine week period ended December 2, 2006.

Shares

Weighted Average
Grant Date
Fair Value

Balance, March 4, 2006 5,735 $ 4.00
Granted 4,994 4.35
Vested (1,870 ) 4.02
Cancelled (737 ) 4.14
Balance, December 2, 2006 8,122 4.20

Compensation expense related to restricted stock grants is being amortized and recognized over a three year period. At December 2, 2006, there
was $23,826 of total unrecognized pre-tax compensation costs related to nonvested restricted stock grants. These costs are expected to be
recognized over a weighted average period of 2.06 years.

The total fair value of restricted stock vested during the thirteen week periods ended December 2, 2006 and November 26, 2005 was $3,135 and
$3,226, respectively. The total fair value of restricted stock vested during the thirty-nine week periods ended December 2, 2006 and
November 26, 2005 was $7,523 and $3,548, respectively.
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RITE AID CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
For the Thirteen and Thirty-Nine Week Periods Ended December 2, 2006 and November 26, 2005
(Dollars and share information in thousands, except per share amounts)
(unaudited)

12.  Retirement Plans

Net periodic pension expense recorded in the thirteen and thirty-nine week periods ended December 2, 2006 and November 26, 2005, for the
Company�s defined benefit plans includes the following components:

Defined Benefit
Pension Plan

Nonqualified Executive
Retirement Plans

Defined Benefit
Pension Plan

Nonqualified Executive
Retirement Plans

Thirteen Week Period Ended Thirty-Nine Week Period Ended
December 2,
2006

November 26,
2005

December 2,
2006

November 26,
2005

December 2,
2006

November 26,
2005

December 2,
2006

November 26,
2005

Service cost $ 863 $ 636 $ 21 $ 19 $ 2,423 $ 2,010 $ 63 $ 57
Interest cost 1,294 975 276 305 3,906 3,327 828 914
Expected return on plan
assets (1,206 ) (975 ) � � (3,144 ) (2,053 ) � �
Amortization of
unrecognized net
transition obligation � � 21 21 � � 63 63
Amortization of
unrecognized prior service
cost 192 211 � � 546 457 � �
Amortization of
unrecognized net loss (2 ) 182 44 34 1,260 1,408 132 102
Net pension expense $ 1,141 $ 1,029 $ 362 $ 379 $ 4,991 $ 5,149 $ 1,086 $ 1,136

During the thirty-nine week period ended December 2, 2006 the Company made contributions of $10,700 to the Defined Benefit Pension Plan
and $1,223 to the Nonqualified Executive Retirement Plans. During the remainder of fiscal 2007 the Company expects to contribute
approximately $381 to the Nonqualified Executive Retirement Plans.

13.  Commitments and Contingencies

The Company is subject from time to time to lawsuits and governmental investigations arising in the ordinary course of business, including
employment related lawsuits arising from alleged violations of certain state and federal laws. Some of these suits purport to have been
determined to be class or collective actions and/or seek substantial damages. In the opinion of the Company�s management, these matters are
adequately covered by insurance or, if not so covered, are without merit or are of such nature or involve amounts that would not have a material
adverse effect on the Company�s financial condition, results of operations or cash flows if decided adversely.
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ITEM 2.  Management�s Discussion and Analysis of Financial Condition and Results of Operations

Overview

Net income for the thirteen week period ended December 2, 2006 was $1.1 million compared to a loss of $5.2 million for the thirteen week
period ended November 26, 2005. The improvement in operating results was due primarily to an increase in revenues and the resulting gross
profit and improvement in selling, general and administrative expenses (�SG&A�) as a percent of revenue. These items are described in further
detail in the Results of Operations section below.

Net income for the thirty-nine week period ended December 2, 2006 was $11.7 million compared to $26.6 million for the thirty-nine week
period ended November 26, 2005. The decrease in operating results was caused by a decrease in gross margin rate and an increase in SG&A
expense. These items were partially offset by an increase in revenues and resulting gross profit, the absence of a $9.2 million charge recorded in
the thirty-nine week period ended November 26, 2005 related to the early redemption of our 11.25% senior notes due July 2008 and a decrease
in income tax expense. These items are described in further detail in the Results of Operations section below.

Planned Acquisition

On August 23, 2006, we entered into a Stock Purchase Agreement (the �Agreement�) with The Jean Coutu Group (PJC) Inc. (�Jean Coutu Group�).
Under the terms of the Agreement, we will acquire (the �Acquisition�) from Jean Coutu Group all of the outstanding capital stock of The Jean
Coutu Group (PJC) USA, Inc. (�Jean Coutu USA�), a wholly owned subsidiary of Jean Coutu Group, which is engaged in the business of owning
and operating retail pharmacy stores conducting business under the Eckerd and Brooks banners. As consideration for the Acquisition, we will
issue 250 million shares of Rite Aid common stock, will pay $1.45 billion in cash, subject to a working capital adjustment, and intend to assume
$850 million of Jean Coutu Group�s 8.5% Senior Subordinated Notes due 2014 with the cash component increasing to $2.3 billion if the notes are
not assumed. We intend to finance the Acquisition through a combination of the issuance of new debt and the assumption of the $850 million of
Jean Coutu Group�s 8.5% Senior Subordinated Notes. Certain holders of the Jean Coutu Group�s 8.5% Senior Subordinated Notes have claimed
that the indenture governing the 8.5% Senior Subordinated Notes does not allow us to assume them and therefore the trustee of the 8.5% Senior
Subordinated Notes has indicated to Jean Coutu Group that it is not willing to execute a supplemental indenture evidencing our assumption of
the 8.5% Senior Subordinated Notes. Consequently, Jean Coutu Group has recently commenced an action seeking a declaration that our
assumption of the 8.5% Senior Subordinated Notes is permitted under the indenture. We believe that Jean Coutu Group�s claim is with merit. We
anticipate the suit being resolved prior to closing. If it is determined that we cannot assume the long-term notes, we believe we will be able to
fund the remaining cash component of the purchase price via the issuance of new debt.

The shares of Rite Aid common stock issuable to Jean Coutu Group in the Acquisition will represent approximately 30.2% of our total voting
power after giving effect to the Acquisition. Upon the closing of the Acquisition, we will expand our Board of Directors to 14 members, with
four of the seats being held by members designated by Jean Coutu Group. In connection with entering into the Stock Purchase Agreement, on
August 23, 2006, we entered into a Stockholder Agreement (the �Stockholder Agreement�) with Jean Coutu Group and certain Coutu family
members that will become effective upon consummation of the Acquisition and will govern, among other matters, Jean Coutu Group�s ownership
interest in Rite Aid. The Stockholder Agreement contains provisions relating to board and board committee composition, corporate governance,
stock ownership, stock purchase rights, transfer restrictions, voting arrangements and other matters. We also entered into a Registration Rights
Agreement with Jean Coutu Group giving Jean Coutu Group certain rights with respect to the registration under the Securities Act of 1933, as
amended, of the shares of our common stock to be issued to Jean Coutu Group or acquired by Jean Coutu Group pursuant to certain stock
purchase rights or open market purchase rights under the Stockholder Agreement.

Rite Aid and Jean Coutu Group have each made customary representations, warranties and covenants in the Stock Purchase Agreement,
including, among others, Jean Coutu Group�s covenant to cause Jean Coutu USA and its subsidiaries to conduct their business in the ordinary
course between the
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execution of the Agreement and the closing of the Acquisition and to refrain from certain types of transactions during that period.
Consummation of the Acquisition is subject to customary conditions, including, among others: (i) stockholder approval of the issuance of our
common stock to Jean Coutu Group, (ii) expiration or termination of the applicable antitrust waiting period, (iii) receipt of NYSE listing
approval with respect to the shares of our common stock to be issued to Jean Coutu Group, (iv) absence of any law or order prohibiting the
consummation of the Acquisition, (v) no threatened or pending litigation seeking to limit our ownership or operation of Rite Aid�s or Jean Coutu
USA�s assets and (vi) subject to certain exceptions, the accuracy of the representations and warranties of the parties. We have scheduled a special
meeting of our stockholders on January 18, 2007 to obtain approval of the issuance of our common stock to Jean Coutu Group. A definitive
proxy statement describing the transaction was filed with the SEC on November 30, 2006 and has been mailed to our stockholders. Timing of
the consummation of the Acquisition is dependent upon the timing of the above items. We expect that this transaction will close shortly after the
end of the fourth quarter of fiscal 2007.

Results of Operations

Revenues and Other Operating Data

Thirteen Week
Period Ended

Thirty-Nine Week
Period Ended

December 2,
2006

November 26,
2005

December 2,
2006

November 26,
2005

(dollars in thousands)
Revenues $ 4,320,208 $ 4,145,683 $ 12,945,650 $ 12,499,642
Revenue growth 4.2 % 0.9 % 3.6 % 0.2 %
Same store sales growth(1) 3.4 % 1.7 % 3.6 % 0.6 %
Pharmacy sales growth (decline) 5.0 % 0.1 % 4.4 % (0.8 )%
Same store pharmacy sales growth
(decline)(1) 4.3 % 0.7 % 4.5 % (0.5 )%
Pharmacy sales as a % of total sales 64.3 % 63.8 % 64.1 % 63.6 %
Third party sales as a % of total pharmacy
sales 95.5 % 94.1 % 95.3 % 94.0 %
Front-end sales growth 2.8 % 2.4 % 2.2 % 1.9 %
Same store front-end sales growth(1) 1.9 % 3.4 % 2.1 % 2.6 %
Front-end sales as a % of total sales 35.7 % 36.2 % 35.9 % 36.4 %
Store data:
Total stores (beginning of period) 3,315 3,345 3,323 3,356
New stores 10 8 21 10
Store acquisitions, net 0 2 2 5
Closed stores (3 ) (22 ) (24 ) (38 )
Total stores (end of period) 3,322 3,333 3,322 3,333
Relocated stores 13 8 34 20
Remodeled stores 4 53 18 161

(1)  Same store sales for the thirteen and thirty-nine week periods ended December 2, 2006 are calculated by
comparing the thirteen and thirty-nine weeks periods ended December 2, 2006 with the thirteen and thirty-nine week
periods ended December 3, 2005.

Revenues

Revenue growth was 4.2% and 3.6% for the thirteen and thirty-nine week periods ended December 2, 2006, respectively. Pharmacy sales growth
was 5.0% and 4.4% in the thirteen and thirty-nine week periods ended December 2, 2006, respectively and front-end sales growth was 2.8% and
2.2% in the thirteen and thirty-nine week periods ended December 2, 2006, respectively.
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Pharmacy same store sales increased by 4.3% and 4.5% in the thirteen and thirty-nine week periods ended December 2, 2006, respectively,
primarily driven by an increase in price per prescription and by same store prescription growth of 2.3% and 2.1% in the thirteen and thirty-nine
week periods ended December 2, 2006, respectively. In addition to favorable demographic trends, our script growth was positively impacted by
Medicare Part D and by initiatives such as our focus on customer satisfaction, prescription file buys, our senior loyalty program and the new and
relocated store program. Partially offsetting these items was an increase in generic sales and lower reimbursement rates, including the lower
reimbursement rates from the new Medicare Part D program.

Front-end same store sales increased by 1.9% and 2.1% in the thirteen and thirty-nine week periods ended December 2, 2006, respectively,
primarily as a result of strong performance in core categories, such as over-the-counter and health and beauty and an increase in sales driven by
promotional activities. These items were partially offset by a decrease in photo and film sales.

We include in same store sales all stores that have been open at least one year. Relocated stores are not included in the same store sales for one
year. Stores in liquidation are considered closed.

Costs and Expenses

Thirteen Week
Period Ended

Thirty-Nine Week
Period Ended

December 2,
2006

November 26,
2005

December 2,
2006

November 26,
2005

(dollars in thousands)
Cost of goods sold $ 3,166,165 $ 3,023,739 $ 9,456,572 $ 9,075,083
Gross profit 1,154,043 1,121,944 3,489,078 3,424,559
Gross margin 26.7 % 27.1 % 27.0 % 27.4 %
Selling, general and administrative expenses 1,079,509 1,060,054 3,247,208 3,150,392
Selling, general and administrative expenses
as a percentage of revenues 25.0 % 25.6 % 25.1 % 25.2 %
Store closing and impairment charges 5,119 2,652 24,153 26,305
Interest expense 68,184 66,909 205,703 205,273
Loss on debt modifications and retirements,
net � � � 9,186
Gain on sale of assets and investments, net (48 ) (1,372 ) (1,403 ) (3,865 )

Cost of Goods Sold

Gross margin rate was 26.7% for the thirteen week period ended December 2, 2006 compared to 27.1% for the thirteen week period ended
November 26, 2005. Gross margin rate was primarily impacted by a decline in front-end gross margin rate, which was caused by a higher mix of
promotional sales, reduction in vendor income due to the expiration of exclusivity contracts and a reduction in photo and film gross profit. Also
negatively impacting gross margin rate was an increase in LIFO charges. Pharmacy gross profit increased due to an increase in pharmacy sales,
an increase in generic prescriptions and a reduction in pharmacy shrinkage. These positive pharmacy gross profit factors were somewhat offset
by a reduction in reimbursement rates, particularly from Medicare Part D prescriptions and pharmacy inventory cost reductions. Pharmacy gross
profit contribution to consolidated gross margin rate was flat. Also having a positive impact on gross margin rates was a decline in warehousing
costs, driven primarily by good labor control.

Gross margin rate was 27.0% for the thirty-nine week period ended December 2, 2006 compared to 27.4% for the thirty-nine week period ended
November 26, 2005. Gross margin rate was primarily impacted by a decline in front-end gross margin rate, which was caused by a higher mix of
promotional
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sales, a reduction in photo and film gross profit and an increase in freight expense, which is driven by increased fuel costs. Gross margin rate
was also negatively impacted by a pharmacy gross margin rate decrease. Although pharmacy gross profit was higher due to an increase in
pharmacy sales, an increase in generic prescriptions and a reduction in pharmacy shrinkage, these positive factors were offset by a reduction in
reimbursement rates, particularly from Medicare Part D prescriptions. Also negatively impacting gross margin rate was an increase in LIFO
charges.

We use the last-in, first-out (LIFO) method of inventory valuation, which is determined annually when inflation rates and inventory levels are
finalized. Therefore, LIFO costs for interim period financial statements are estimated. Cost of sales includes LIFO charges of $8.9 million and
$26.8 million for the thirteen and thirty-nine week periods ended December 2, 2006 versus LIFO charges of $7.6 million and $22.8 million for
the thirteen and thirty-nine week periods ended November 26, 2005. At December 2, 2006, inventories were $530.4 million lower than the
amounts that would have been reported using the first-in first-out (�FIFO�) method.

Selling, General and Administrative Expenses

SG&A as a percentage of revenues was 25.0% in the thirteen week period ended December 2, 2006 compared to 25.6% in the thirteen week
period ended November 26, 2005. SG&A was positively impacted primarily by good labor and benefit expense control. Partially offsetting this
was an increase in rent and occupancy expense from new and relocated stores and the sale and leaseback of owned stores and an increase in
depreciation and amortization expense resulting from capital expenditures related to prescription file buys and new and relocated stores

SG&A as a percentage of revenues was 25.1% in the thirty-nine week period ended December 2, 2006 compared to 25.2% in the thirty-nine
week period ended November 26, 2005. SG&A was positively impacted primarily by good labor and benefit expense control. This was offset
primarily by an increase in rent and occupancy expense from new and relocated stores and the sale and leaseback of owned stores, an increase in
depreciation and amortization expense resulting from capital expenditures related to prescription file buys and new and relocated stores, and a
decrease in income from litigation settlements.

Store Closing and Impairment Charges

Store closing and impairment charges consist of:

Thirteen Week
Period Ended

Thirty-Nine Week
Period Ended

December 2,
2006

November 26,
2005

December 2,
2006

November 26,
2005

(dollars in thousands)
Impairment charges $ 689 $ 3,517 $ 12,081 $ 10,321
Store and equipment lease exit charges (credits) 4,430 (865 ) 12,072 15,984

$ 5,119 $ 2,652 $ 24,153 $ 26,305

Impairment Charges:   Impairment charges include non-cash charges of $0.7 million and $3.5 million in the thirteen week
periods ended December 2, 2006 and November 26, 2005, respectively, for the impairment of long- lived assets at 11
and 28 stores, respectively. Impairment charges include non-cash charges of $12.1 million and $10.3 million for the
thirty-nine week periods ended December 2, 2006 and November 26, 2005, respectively, for the impairment of
long-lived assets at 30 and 62 stores, respectively. These amounts include the write-down of long-lived assets at stores
that were assessed for impairment because of management�s intention to relocate or close the store.
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Store and Equipment Lease Exit Charges:   During the thirteen week periods ended December 2, 2006 and November 26,
2005, we recorded charges for 15 stores and 5 stores, respectively, to be closed or relocated under long-term leases.
During the thirty-nine week periods ended December 2, 2006 and November 26, 2005, we recorded charges for 33
and 17 stores, respectively, to be closed or relocated under long-term leases. Charges to close a store, which
principally consist of lease termination costs, are recorded at the time the store is closed and all inventory is
liquidated, pursuant to the guidance set forth in SFAS No. 146, �Accounting for Costs Associated with Exit or
Disposal Activities�. We calculate our liability for closed stores on a store-by-store basis. The calculation includes
the future minimum lease payments and related ancillary costs, from the date of closure to the end of the remaining
lease term, net of estimated cost recoveries that may be achieved through subletting properties or favorable lease
terminations. This liability is discounted using a risk free rate of interest. We evaluate these assumptions each quarter
and adjust the liability accordingly.

As part of our ongoing business activities, we assess stores for potential closure. Decisions to close stores in future periods would result in
charges for store lease exit costs and liquidation of inventory, as well as impairment of assets at these stores.

Interest Expense

Interest expense was $68.2 million and $205.7 million for the thirteen and thirty-nine week periods ended December 2, 2006, compared to $66.9
million and $205.3 million for the thirteen and thirty-nine week periods ended November 26, 2005. The increase in interest expense for the
thirteen week period ended December 2, 2006 was due to an increase in interest rates on our revolving credit facility and a slightly higher level
of borrowings.

The weighted average interest rates on our indebtedness for the thirty-nine week period ended December 2, 2006 and November 26, 2005 were
7.5% and 7.4%, respectively.

Income Taxes

We recorded income tax expense of $0.2 million and $1.7 million for the thirteen and thirty-nine week periods ended December 2, 2006 and an
income tax benefit of $1.1 million and income tax expense of $10.6 million for the thirteen and thirty-nine week periods ended November 26,
2005, respectively. The income tax expense for the thirty-nine week period ended December 2, 2006 was net of a reduction of a liability for state
taxes of $7.5 million. The income tax expense for the thirty-nine week period ended November 26, 2005 was net of the results of the receipt of a
federal refund claim of $7.8 million which related to the fiscal 2004 conclusion of the Internal Revenue Service examination for the fiscal years
1996 through 2000.

We expect to pay minimal cash taxes as we have approximately $2.3 billion of federal net operating losses and $4.0 billion of state net operating
losses available to offset future income.

We regularly evaluate valuation allowances established for deferred tax assets for which future realization is uncertain. We will continue to
monitor all available evidence related to the net deferred tax assets that may change the most recent assessment, including events that have
occurred or are anticipated to occur. At the end of fiscal 2006, management concluded that the majority of the net deferred tax assets would be
utilized. Thus, pursuant to Statement of Financial Accounting Standards (�SFAS�) No. 109, management released $1,231.1 million of the
valuation allowance. We continue to maintain a valuation allowance against net deferred tax assets of $259.6 million, which relates primarily to
state net operating loss carryforwards and federal capital loss carryforwards.
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Liquidity and Capital Resources

General

We have five primary sources of liquidity: (i) cash and cash equivalents, (ii) cash provided by operating activities, (iii) cash provided by our
accounts receivable securitization program, (iv) the revolving credit facility and (v) sale-leasebacks of owned property. Our principal uses of
cash are to provide working capital for operations, to service our obligations to pay interest and principal on debt, to provide funds for capital
expenditures and to provide funds for payment and repurchase of our publicly traded debt.

Credit Facility

In November 2006, we entered into an amendment of our senior secured credit facility to permit the closing of the Acquisition. Pursuant to the
terms of the senior secured facility amendment, we established a senior secured term loan facility in the aggregate principal amount of $145.0
million and borrowed the full amount thereunder. Proceeds from the borrowings under the new senior secured term loan facility (the �Tranche 1
Term Loans�) were used to pay amounts outstanding under the revolving credit facility, which had been used to repay, at maturity, the
outstanding principal and accrued interest payable under our 12.5% senior secured notes due September 2006.

The Tranche 1 Term Loans currently bear interest at LIBOR plus 1.50%, if we choose to make LIBOR borrowings, or at Citibank�s base rate plus
0.50%. The interest rate can fluctuate depending on the amount of availability under our revolving credit facility, as specified in the senior
secured credit facility. The amounts outstanding under the Tranche 1 Term Loans become due and payable in September 2010, or earlier, if there
is a shortfall in our borrowing base under the revolving credit facility.

In addition to the issuance of the Tranche 1 Term Loans, the lenders to the senior secured credit facility agreed to establish, in connection with
the Acquisition, an additional senior secured term loan facility in an aggregate principal amount of $1.105 billion (the �Tranche 2 Term Loans�).
On the closing date of the Acquisition, we expect to draw approximately $680.0 million of the Tranche 2 Term Loans and use the proceeds to
pay a portion of the consideration for the Acquisition and other Acquisition related costs. We expect to draw the remaining $425.0 million
available under Tranche 2 Term Loans on or after the date that we file our first post-closing consolidated balance sheet with the SEC. These
proceeds will be used to repay outstanding borrowings under the revolving credit facility.

In addition to the Tranche 1 term loans described above, our senior credit facility consists of a $1.75 billion revolving credit facility. Borrowings
under the revolving credit facility currently bear interest at LIBOR plus 1.50%, if we choose to make LIBOR borrowings, or at Citibank�s base
rate plus 0.50%. The interest rate can fluctuate depending on the amount of revolver availability, as specified in the senior secured credit facility.
We are required to pay fees of 0.25% per annum on the daily unused amount of the revolving credit facility. The amounts drawn on the
revolving credit facility become due and payable in September 2010.

The senior secured credit facility allows us to have outstanding, at any time, up to $1.8 billion in secured subordinated debt in addition to the
senior secured credit facility (which amount is reduced by any additional unsecured debt that matures prior to December 31, 2010, as described
below). We have the ability to incur additional unsecured debt of up to $750.0 million with a scheduled maturity date prior to December 31,
2010. The maximum amount of additional secured subordinated debt and unsecured debt with a maturity prior to December 31, 2010 that can be
incurred is $1.8 billion. At December 2, 2006, remaining additional permitted secured subordinated debt under the senior secured credit facility
was $940.0 million in addition to what is available under the revolver; however, other debentures do not permit additional secured debt if the
revolver is fully drawn. The amendment of our senior secured credit facility that will occur at the closing of the Acquisition will permit the
issuance of the Tranche 1 and Tranche 2
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term loans discussed above without reducing our ability to incur additional secured or unsecured debt under the senior secured credit facility.
The senior secured credit facility allows us to incur an unlimited amount of unsecured debt with a maturity beyond December 31, 2010, however
other debentures limit the amount of unsecured debt that can be incurred if certain interest coverage levels are not met at the time of incurrence
of said debt. The senior secured facility also allows for the repurchase of any debt with a maturity on or before December 2010, and for the
repurchase of debt with a maturity after December 2010, if we maintain availability on the revolving credit facility of at least $100.0 million.

The senior secured credit facility contains covenants, which place restrictions on the incurrence of debt beyond the restrictions described above,
the payment of dividends, mergers and acquisitions and the granting of liens. The senior secured credit facility also requires us to maintain a
minimum fixed charge coverage ratio, but only if availability on the revolving credit facility is less than $100.0 million.

The senior secured credit facility provides for events of default including nonpayment, misrepresentation, breach of covenants and bankruptcy. It
is also an event of default if we fail to make any required payment on debt having a principal amount in excess of $50.0 million or any event
occurs that enables, or which with the giving of notice or the lapse of time would enable, the holder of such debt to accelerate the maturity of
such debt.

Our ability to borrow under the revolving credit facility is based upon a specified borrowing base consisting of inventory and prescription files.
At December 2, 2006, we had $875.0 million of borrowings outstanding under the revolving credit facility. At December 2, 2006, we also had
letters of credit outstanding against the revolving credit facility of $117.1 million, which gave us additional borrowing capacity of $757.9
million.

Other Transactions

On December 1, 2006, we paid at maturity the remaining outstanding principal amount of $250.0 million of our 4.75% convertible notes due
December 2006. We funded this payment with borrowings under our revolving credit facility.

On September 15, 2006, we paid at maturity the remaining outstanding principal amount of $142.0 million of our 12.5% senior secured notes
due September 2006. We funded this payment with borrowings under our Revolving Credit Facilities which were subsequently repaid with
borrowings of the Tranche 1 term loans.

On July 15, 2005, we completed the early redemption of all of our outstanding $150.0 million aggregate principal amount of 11.25% notes due
July 2008 at their contractually determined early redemption price of 105.625%. We funded this redemption with borrowings under our
receivable securitization agreements. We recorded a loss on debt modification of $9.2 million in the thirty-nine week period ended
November 26, 2005 related to this transaction.

On April 15, 2005, we paid at maturity the remaining outstanding principal amount of $170.5 million of our 7.625% senior notes due
April 2005.

Other

The aggregate annual principal payments of long-term debt for the remainder of fiscal 2007, and the succeeding five fiscal years are as follows:
2007�$184.3 million; 2008�$0.6 million; 2009�$150.3 million; 2010�$0.1 million; 2011�$1.7 billion and $956.5 million in 2012 and thereafter. We
are in compliance with restrictions and limitations included in the provisions of our various loan and credit agreements.
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Substantially all of Rite Aid Corporation�s wholly owned subsidiaries guarantee the obligations under the senior secured credit facility. The
subsidiary guarantees are secured by a first priority lien on, among other things the inventory and prescription files of the subsidiary guarantors.
Rite Aid Corporation is a holding company with no direct operations and is dependent upon dividends, distributions and other payments from its
subsidiaries to service payments due under the senior secured credit facility. Rite Aid Corporation�s direct obligations under the senior secured
credit facility are unsecured. The 9.5% senior secured notes due 2011, the 8.125% senior secured notes due 2010 and the 7.5% senior secured
notes due 2015 are guaranteed by substantially all of our wholly-owned subsidiaries, which are the same subsidiaries that guarantee the senior
secured credit facility and are secured on a second priority basis by the same collateral as the senior secured credit facility.

The subsidiary guarantees related to our senior secured credit facility and second priority bond issuances are full and unconditional and joint and
several, and there are no restrictions on the ability of the parent to obtain funds from its subsidiaries. Also, the parent company has no
independent assets or operations and subsidiaries not guaranteeing the senior secured credit facility and bond issuances are minor. Accordingly,
condensed consolidating financial information for the parent and subsidiaries is not presented.

Sale Leaseback Transactions

During the thirty-nine week period ended December 2, 2006, we sold a total of 17 owned properties to independent third parties. Net proceeds
from these sales were $42.8 million. Concurrent with these sales, we entered into agreements to lease the stores back from the purchasers over
minimum lease terms of 20 years. We accounted for 13 of these leases as operating leases. A gain on the sale of these stores of $2.1 million was
deferred and is being recorded over the minimum term of these leases. The remaining four leases were accounted for using the financing
method, as these lease agreements contain a clause that allows the buyer to force us to repurchase the property under certain conditions. We
recorded a capital lease obligation of $11.1 million related to these four leases. Losses of $0.4 million were recorded as losses on the sale of
assets and investments for the period ended December 2, 2006. Future scheduled minimum lease payments under these leases for the remainder
of fiscal 2007 and the succeeding four fiscal years are as follows: 2007�$0.9 million; 2008�$3.6 million; 2009�$3.6 million; 2010�$3.6 million;
2011�$3.6 million and $59.8 million in 2012 and thereafter.

During the thirty-nine week period ended November 26, 2005, we sold a total of 28 owned properties to independent third parties. Proceeds
from these sales were approximately $77.9 million. Concurrent with these sales, we entered into agreements to lease these stores back from the
purchasers over minimum lease terms of 20 years. We account for 27 of these leases as operating leases. A gain of $14.6 million was deferred
and is being recorded over the minimum lease term. We account for the remaining lease as a capital lease, as the lease agreement contains a
clause that allows the buyer to force us to repurchase the property under certain conditions. We recorded a capital lease obligation of $2.3
million related to this lease.

Off Balance Sheet Obligations

We maintain receivables securitization agreements with several multi-seller asset-backed commercial paper vehicles (�CPVs�). Under the terms of
the securitization agreements, we sell substantially all of our eligible third party pharmaceutical receivables to a bankruptcy remote Special
Purpose Entity (SPE) and retain servicing responsibility. The assets of the SPE are not available to satisfy the creditors of any other person,
including any of our affiliates. These agreements provide for us to sell, and for the SPE to purchase these receivables. The SPE then transfers an
interest in these receivables to various CPVs. Transferred outstanding receivables can not exceed $400.0 million.
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The amount of transferred receivables outstanding at any one time is dependent upon a formula that takes into account such factors as default
history, obligor concentrations and potential dilution (�Securitization Formula�). Adjustments to this amount can occur on a weekly basis. At
December 2, 2006 and March 4, 2006, the total of outstanding receivables that had been transferred to the CPVs were $370.0 million and $330.0
million, respectively. The average amount of outstanding receivables transferred during the thirteen week periods ended December 2, 2006 and
November 26, 2005 was $345.5 million and $313.7 million, respectively. Total receivable transfers for the thirteen week periods ended
December 2, 2006 and November 26, 2005 totaled approximately $1,242.0 million and $1,161.0 million, respectively. Collections made by us as
part of the servicing arrangement on behalf of the CPVs, for the thirteen week periods ended December 2, 2006 and November 26, 2005 totaled
approximately $1,197.0 million and $1,106.0 million, respectively. The average amount of outstanding receivables transferred during the
thirty-nine week periods ended December 2, 2006 and November 26, 2005 was $333.4 million and $226.7 million, respectively. Total receivable
transfers for the thirty-nine week periods ended December 2, 2006 and November 26, 2005 totaled approximately $3,473.0 million and $2,572.0
million, respectively. Collections made by us as part of the servicing agreements on behalf of the CPVs, for the thirty-nine week periods ended
December 2, 2006 and November 26, 2005 totaled approximately $3,433.0 million and $2,377.0 million, respectively. At December 2, 2006 and
March 4, 2006, we retained an interest in the third party pharmaceutical receivables not transferred to the CPVs of $210.8 million and $248.2
million, respectively, inclusive of the allowance for uncollectible accounts, which is included in accounts receivable, net, on the consolidated
balance sheet at allocated cost, which approximates fair value.

We are subject to an ongoing program fee of LIBOR plus 1.125% on the amount transferred to the CPVs under the securitization agreements
and must pay a liquidity fee of 0.375% on the daily unused amount under the securitization agreements. The program and the liquidity fees are
recorded as a component of selling, general and administrative expenses. Program and liquidity fees for the thirteen and thirty-nine weeks ended
December 2, 2006 were $5.6 million and $16.1 million, respectively. Program and liquidity fees for the thirteen and thirty-nine weeks ended
November 26, 2005 were $4.0 million and $8.4 million, respectively. We guarantee certain performance obligations of our affiliates under the
securitization agreements, which includes continued servicing of such receivables, but do not guarantee the collectibility of the receivables and
obligor creditworthiness. The CPVs have a commitment to purchase that ends September 2007.

Proceeds from the collections under the receivables securitization agreements are submitted to an independent trustee on a daily basis. The
trustee withholds any cash necessary to (1) fund amounts owed to the CPVs as a result of such collections and, (2) fund the CPVs when the
Securitization Formula indicates a lesser amount of outstanding receivables transferred is warranted. The remaining collections are swept to our
corporate concentration account. At December 2, 2006 and March 4, 2006, we had $3.0 million and $2.2 million of cash, respectively, that was
restricted for the payment of trustee fees.

We have determined that the transactions meet the criteria for sales treatment in accordance with SFAS No. 140 �Accounting for Transfers and
Servicing of Financial Assets and Extinguishments of Liabilities�. Additionally, we have determined that we do not hold a variable interest in the
CPVs, pursuant to the guidance in FIN 46R, �Consolidation of Variable Interest Entities�, and therefore have determined that the de-recognition of
the transferred receivables is appropriate.

As of December 2, 2006, we had no material off balance sheet arrangements, other than the receivables securitization agreements described
above.

Financing for the Planned Acquisition

On the closing date of the acquisition, we intend to: (i) assume the Jean Coutu Group 8.5% Senior Subordinated Notes due 2014, (ii) issue and
sell one or more tranches of notes in an aggregate amount of
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$870 million, which may be increased by the $850 million aggregate principal amount of Jean Coutu Group 8.5% Senior Subordinated Notes
due 2014 if not assumed by us and (iii) borrow approximately $680 million of the $1.105 billion of Tranche 2 Term Loans available to us under
our senior secured credit facility. Depending on the timing of the transaction as well as the actual fees and expenses, the Company may also
borrow additional amounts under its existing revolving credit facility. Under the terms of the commitment letter, Citicorp has also agreed to
provide Rite Aid up to a $1.720 billion senior secured bridge facility if Rite Aid is unable to sell the full amount of notes required by the
commitment letter and/or assume all of the Jean Coutu Group�s 8.5% Senior Subordinated Notes due 2014.

Net Cash Provided by/Used in Operating, Investing and Financing Activities

Our operating activities provided $182.7 and $336.8 million of cash in the thirty-nine week periods ended December 2, 2006 and November 26,
2005. Operating cash flow for the thirty-nine week period ended December 2, 2006 was provided by net income of $11.7 million, proceeds of
$40.0 million from the sale of certain of our third party receivables and increases in accounts payable, which partially offset increases in
inventory. Operating cash flow for the thirty-nine week period ended November 26, 2005 was provided primarily by net income of $26.6
million, proceeds of $195.0 million from the sale of certain of our third party receivables and increases in accounts payable, which were partially
offset by increases in inventory.

Cash used in investing activities was $208.4 and $132.2 million for the thirty-nine week period ended December 2, 2006 and November 26,
2005 due to expenditures for property, plant and equipment and intangible assets, offset by proceeds from sale-leaseback transactions and
proceeds from asset dispositions.

Cash provided by financing activities was $98.0 million for the thirty-nine week period ended December 2, 2006 due to the impact of
borrowings under our revolving credit facility and issuance of our Tranche 1 Term Loans, offset by the payment at maturity of our 12.5% senior
secured notes due September 2006 and our 4.75% convertible notes due December 2006 and by preferred stock cash dividend payments. Cash
used in financing activities was $262.3 million for the thirty-nine week period ended November 26, 2005 due to the impact of scheduled debt
payments, the early redemption of our 11.25% senior note due July 2008,and preferred stock cash dividend payments.

Capital Expenditures

During the thirty-nine week period ended December 2, 2006, we spent $247.8 million on capital expenditures, consisting of $134.7 million
related to new store construction, store relocation and store remodel projects, $89.8 million related to technology enhancements, improvements
to distribution centers and other corporate requirements and $23.8 million related to the purchase of prescription files from independent
pharmacists. We plan to make total capital expenditures of approximately $450.0 to $500.0 million during fiscal 2007, consisting of
approximately 65% related to new store construction, store relocation, store remodel and store improvement projects, 25% related to technology
enhancements, improvements to distribution centers and other corporate requirements and approximately 10% related to the purchase of
prescription files from independent pharmacies. These projected capital expenditures included expenditures for systems technology and
distribution center enhancements at the stores and facilities to be acquired from Jean Coutu, USA. We expect that these capital expenditures will
be financed primarily with cash flow from operations and proceeds from sale-leaseback transactions.

During the thirty-nine week period ended November 26, 2005, we spent $225.8 million on capital expenditures, consisting of $133.1 million
related to new store construction, store relocation and store remodel projects, $58.2 million related to technology enhancements, improvements
to distribution centers and other corporate requirements and $34.6 million related to the purchase of prescription files from independent
pharmacists.
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Future Liquidity

We are highly leveraged. Our high level of indebtedness: (i) limits our ability to obtain additional financing; (ii) limits our flexibility in planning
for, or reacting to, changes in our business and the industry; (iii) places us at a competitive disadvantage relative to our competitors with less
debt; (iv) renders us more vulnerable to general adverse economic and industry conditions; and (v) requires us to dedicate a substantial portion
of our cash flow to service our debt. In addition, the acquisition of Jean Coutu, USA will require us to incur significantly more debt, as described
in �Financing for the Planned Acquisition.� Based upon our current levels of operations, planned improvements in our operating performance and
the opportunities that we believe the acquisition of Jean Coutu USA provides, we believe that cash flow from operations together with available
borrowings under the senior secured credit facility, sales of accounts receivable under our securitization agreements, borrowings that have been
committed to by our lenders related to the Acquisition and other sources of liquidity will be adequate to fund the Acquisition and to meet our
requirements for working capital, debt service and capital expenditures including capital expenditures related to the Acquisition, for the next
twelve months. We will continue to assess our liquidity position and potential sources of supplemental liquidity in light of our operating
performance, funding requirements related to the Acquisition and other relevant circumstances. Should we determine, at any time, that it is
necessary to obtain additional short-term liquidity, we will evaluate our alternatives and take appropriate steps to obtain sufficient additional
funds. The restrictions on the incurrence of additional indebtedness in our senior secured credit facility and several of our bond indentures may
limit our ability to obtain additional funds. There can be no assurance that any such supplemental funding, if sought, could be obtained or if
obtained, would be on terms acceptable to us.

Recent Accounting Pronouncements

In December 2004, the Financial Accounting Standards Board (�FASB�) issued SFAS No. 123(R), �Share-Based Payment.� This standard requires
companies to account for share-based payments to associates using the fair value method of expense recognition. Fair value for stock options can
be calculated using either a closed form or open form calculation method. SFAS No. 123(R) requires companies to recognize option expense
over the requisite service period of the award, net of an estimate for the impact of award forfeitures.

We had previously adopted the provisions of SFAS No. 123, �Accounting for Stock-Based Compensation� effective March 2, 2003 and had been
recognizing expense on a ratable basis related to share-based payments to associates using the fair value method. We have adopted the
provisions of SFAS 123(R) effective March 5, 2006 using the modified prospective transition method. The adoption of SFAS 123(R) did not
have a material impact on our financial position or results of operations.

SFAS No. 123(R) also requires us to change the classification of any tax benefits realized upon exercise of stock options in excess of that which
is associated with the expense recognized for financial reporting purposes. These amounts are presented as a financing cash inflow rather than as
a reduction of income taxes paid in our consolidated statement of cash flows.

In March 2006, the FASB issued SFAS No. 156, �Accounting for Servicing of Financial Assets�. This standard is required to be adopted as of the
first fiscal year beginning after September 15, 2006. We may be required to recognize a servicing asset or liability related to our securitization
agreements. We have not quantified the impact of adopting SFAS No. 156, but do not expect the adoption to have a material impact on our
financial position or results of operations.

In June 2006, the FASB issued FASB Interpretation No. 48 (FIN 48) �Accounting for Uncertainty in Income Taxes�, which prescribes a
recognition threshold and measurement process for recording in the financial statements uncertain tax positions taken or expected to be taken in
a tax return. Additionally, FIN 48 provides guidance on the derecognition, classification, accounting in interim periods and disclosure
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requirements for uncertain tax positions. This standard is required to be adopted by us as of the first fiscal year beginning after December 15,
2006. We are in the process of determining the effect, if any, the adoption of FIN 48 will have on our financial statements.

In September 2006, the FASB issued SFAS No. 157, �Fair Value Measurements�. This standard establishes a standard definition for fair value,
establishes a framework under generally accepted accounting principles for measuring fair value and expands disclosure requirements for fair
value measurements. This standard is effective for financial statements issued for fiscal years beginning after November 15, 2007. We have not
yet assessed the impact of adopting SFAS No. 157.

In September 2006, the FASB issued SFAS No. 158, �Employers� Accounting for Defined Benefit Pension and Other Postretirement Plans�an
amendment of FASB Statements No. 87, 88, 106 and 132(R).� This standard requires an employer to recognize the overfunded or underfunded
status of a defined benefit postretirement plan as an asset or liability in its statement of financial position and to recognize changes in that funded
status in the year in which the changes occur as a component of comprehensive income. The standard also requires an employer to measure the
funded status of a plan as of the date of its year-end statement of financial position.

The requirement to recognize the funded status of a defined benefit postretirement plan is effective as of the end of the fiscal year ending after
December 15, 2006. The requirement to measure plan assets and benefit obligations as of the date of the employer�s fiscal year-end statement of
financial position is effective for the fiscal years ending after December 15, 2008. We have determined that the adoption of SFAS 158 will not
have a material impact on our financial position or results of operations.

In September 2006, the Securities and Exchange Commission issued Staff Accounting Bulletin (SAB) No. 108, �Considering the Effects of
Prior Year Misstatements when Quantifying Misstatements in Current Year Financial Statements�. This SAB provides guidance on how the
effects of the carryover or reversal of prior year misstatements should be considered in quantifying a current year misstatement. This
interpretation is effective for the first fiscal year ending after November 15, 2006. We do not expect the adoption of this interpretation to have a
material impact on our financial position or results of operations.

Critical Accounting Policies and Estimates

For a discussion of the critical accounting policies that require the use of significant judgments and estimates by management, refer to
�Management�s Discussion and Analysis of Financial Condition�Critical Accounting Policies and Estimates� included in our fiscal 2006 10-K
report.

Factors Affecting Our Future Prospects

For a discussion of risks related to our financial condition, operations and industry, refer to �Risk Factors�Factors Affecting our Future Prospects�
and �Management�s Discussion and Analysis of Financial Condition and Results of Operations�Overview� included in our fiscal 2006 10-K and
Item 1A.

ITEM 3.  Quantitative and Qualitative Disclosures About Market Risk

Our future earnings, cash flow and fair values relevant to financial instruments are dependent upon prevalent market rates. Market risk is the risk
of loss from adverse changes in market prices and interest rates. The major market risk exposure is changing interest rates. Increases in interest
rates would increase our interest expense. Since the end of fiscal 2006, our primary risk exposure has not changed. We enter into debt
obligations to support capital expenditures, acquisitions, working capital needs and general corporate purposes. Our policy is to manage interest
rates through the use of a combination of variable-rate credit facilities, fixed-rate long-term obligations and derivative transactions.
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The table below provides information about our financial instruments that are sensitive to changes in interest rates. The table presents principal
payments and the related weighted average interest rates by expected maturity dates as of December 2, 2006.

2007 2008 2009 2010 2011 Thereafter Total

Fair Value at
December 2,
2006

(dollars in thousands)
Long-term debt,
Including current
portion
Fixed rate $ 184,281 $ 632 $ 150,329 $ 117 $ 657,764 $ 956,548 $ 1,949,671 $ 1,689,868
Average Interest Rate 7.13 % 8.00 % 6.13 % 8.00 % 8.78 % 7.64 % 7.86 %
Variable Rate $ � $ � $ � $ � $ 1,020,000 $ � $ 1,020,000 $ 1,020,000
Average Interest Rate 0.00 % 0.00 % 0.00 % 0.00 % 6.82 % 0.00 % 6.82 %

As of December 2, 2006, 34.3% of our total debt is exposed to fluctuations in variable interest rates.

Our ability to satisfy interest payment obligations on our outstanding debt will depend largely on our future performance, which, in turn, is
subject to prevailing economic conditions and to financial, business and other factors beyond our control. If we do not have sufficient cash flow
to service our interest payment obligations on our outstanding indebtedness and if we cannot borrow or obtain equity financing to satisfy those
obligations, our business and results of operations will be materially adversely affected. We cannot assure you that any such borrowing or equity
financing could be successfully completed.

In addition to the financial instruments listed above, the program fees incurred on proceeds from the sale of receivables under our receivables
securitization agreements are determined based on LIBOR.

ITEM 4.  Controls and Procedures

(a)  Disclosure Controls and Procedures

Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, has evaluated the effectiveness of disclosure
controls and procedures (as such term is defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the
�Exchange Act�)) as of the end of the period covered by this report. Based on such evaluation, our Chief Executive Officer and Chief Financial
Officer have concluded that, as of the end of such period, our disclosure controls and procedures are effective.

(b)  Changes in Internal Control over Financial Reporting

There have not been any changes in our internal control over financial reporting (as such term is defined in Rules 13a-15(f) and 15d-15(f) under
the Exchange Act) during the most recent fiscal quarter to which this report relates that have materially affected, or are reasonably likely to
materially affect, our internal control over financial reporting.
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PART II.   OTHER INFORMATION

ITEM 1.  Legal Proceedings

Not applicable

ITEM 1A.  Risk Factors

In addition to the other information set forth in this Quarterly Report, you should carefully consider the factors discussed below and in �Part I,
Item 1A. Risk Factors in our Annual Report on Form 10-K� for the year ended March 4, 2006, which could materially affect our business,
financial condition or future results. Furthermore, on November 30, 2006, the Company filed with the Securities and Exchange Commission a
definitive proxy statement in connection with the proposed transaction with the Jean Coutu Group discussed in �Part I, Item 2. Management�s
Discussion and Analysis of Financial Condition and Results of Operations.� The proxy statement has been mailed to our stockholders. You
should read the proxy statement because it contains important information and risks to consider in connection with the proposed transaction
including the risks set forth below:

Although we expect that the acquisition of the Brooks and Eckerd drugstore chains will result in benefits to Rite Aid, we may not realize
those benefits because of integration difficulties.

Integrating the operations of the Brooks and Eckerd drugstore chains successfully or otherwise realizing any of the anticipated benefits of the
acquisition of the Brooks and Eckerd drugstore chains, including anticipated cost savings and additional revenue opportunities, involve a number
of potential challenges. The failure to meet these integration challenges could seriously harm our results of operations and the market price of
Rite Aid common stock may decline as a result.

Realizing the benefits of the acquisition will depend in part on the integration of information technology, operations and personnel. These
integration activities are complex and time-consuming and we may encounter unexpected difficulties or incur unexpected costs, including:

•  diversion of management attention from ongoing business concerns to integration matters;

•  difficulties in consolidating and rationalizing information technology platforms and administrative infrastructures;

•  difficulties in integrating the Brooks and Eckerd store operations to serve the combined customer base of Rite Aid
and the Brooks and Eckerd drugstore chains;

•  difficulties in combining corporate cultures, maintaining employee morale and retaining key employees; and

•  challenges in demonstrating to customers of Rite Aid and to customers of the Brooks and Eckerd drugstore chains
that the acquisition will not result in adverse changes in customer service standards or business focus.

Moreover, the Brooks and Eckerd chains are not fully integrated with one another and in many instances operate using different systems. As
a result, following the acquisition, we will be undertaking to integrate not one but two drugstore chains into our operations. Complications in
integrating these two drugstore chains could increase our integration costs and make it more difficult to achieve a successful integration
following the acquisition.

We may not successfully integrate the operations of the Brooks and Eckerd drugstore chains in a timely manner and we may not realize the
anticipated net reductions in costs and expenses and other benefits and synergies of the acquisition of the Brooks and Eckerd drugstore
chains to the extent, or in the timeframe, anticipated. In addition to the integration risks discussed above, our ability to realize these net
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reductions in costs and expenses and other benefits and synergies could be adversely impacted by practical or legal constraints on our ability
to combine operations.

The market price of Rite Aid common stock may decline as a result of the acquisition of the Brooks and Eckerd drugstore chains if the
integration-related costs are greater than expected.

We expect to spend approximately $450 million of integration-related capital expenditures in the first 12 months after completion of the
transaction and to incur $87 million of integration-related non-recurring expenses during that 12-month period. If the integration-related
expenses and capital expenditure requirements are greater than anticipated, the market price of Rite Aid common stock may decline.

The anticipated per share  dilution and accretion and net reductions in costs and expenses from the acquisition of the Brooks and Eckerd
drugstore chains are based on projections, which are uncertain.

The anticipated dilution of $0.03 to $0.07 per diluted share and net reductions in costs and expenses of approximately $35 million during the
first 12 months following the closing are based on projections that are uncertain. The anticipated accretion of $0.09 to $0.15 per diluted
share and net reduction in costs and expenses of approximately $150 million between 12 and 24 months following the closing are also based
on projections that are uncertain. These projections are based on assumptions and on preliminary information, which may prove to be
inaccurate. There can be no assurance that we will realize the dilution or accretion per diluted share or the net reductions in costs and
expenses from the acquisition to the extent, or in the time frame, anticipated. The market price of Rite Aid common stock may decline if the
estimates are not realized or we do not achieve the perceived benefits of the acquisition as rapidly or to the extent anticipated.

Following the completion of the acquisition of the Brooks and Eckerd drugstore chains, for so long as Jean Coutu Group (and, if applicable,
certain members of the Coutu family) maintain certain levels of Rite Aid stock ownership, Jean Coutu Group (and, if applicable, certain
members of the Coutu family) will exercise significant influence over Rite Aid.

When the acquisition of the Brooks and Eckerd drugstore chains is completed, Jean Coutu Group will own approximately 30.2% of the voting
power of Rite Aid. As a result, Jean Coutu Group (and, if applicable, certain members of the Coutu family) generally will have the ability to
significantly influence the outcome of any matter submitted for the vote of Rite Aid stockholders. The stockholder agreement provides that Jean
Coutu Group (and, if applicable, certain members of the Coutu family) will designate four of the fourteen members of the Rite Aid board of
directors, subject to adjustment based on its ownership position in Rite Aid. Accordingly, Jean Coutu Group generally will be able to
significantly influence the outcome of all matters that come before the Rite Aid board of directors. As a result of its significant interest in Rite
Aid, Jean Coutu Group may have the power, subject to applicable law (including the fiduciary duties of the directors designated by Jean Coutu
Group), to significantly influence actions that might be favorable to Jean Coutu Group, but not necessarily favorable to other Rite Aid
stockholders. In addition, the ownership position and governance rights of Jean Coutu Group could discourage a third party from proposing a
change of control or other strategic transaction concerning Rite Aid. As a result, the common stock of Rite Aid could trade at a price that does
not reflect a �takeover premium� to the same extent as do the stocks of similarly situated companies that do not have a stockholder with an
ownership interest as large as that of Jean Coutu Group.

Rite Aid will incur significant indebtedness in connection with the acquisition of the Brooks and Eckerd drugstore chains and the resulting
debt service obligations may significantly limit our ability to execute our business strategy and increase the risk of default under our debt
obligations.

We intend to borrow or assume an aggregate of approximately $2.4 billion in connection with our financing for the acquisition of the Brooks and
Eckerd drugstore chains. It is a condition to the completion of the acquisition that we shall have received the proceeds of the financing in an
amount sufficient to
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consummate the acquisition. Although we currently expect that such financing will be available on commercially reasonable terms, there can be
no assurance of this. If Rite Aid is unable to consummate a permanent debt financing, Rite Aid may enter into a bridge facility of up to $870
million ($1.720 billion if we do not assume the $850 million of Jean Coutu Group 8.5% Senior Subordinated Notes) that is likely to be on terms
substantially more restrictive and is likely to be more costly than the terms of the contemplated financing. In addition, in connection with the
acquisition, we intend to assume $850 million of Jean Coutu Group�s 8.5% Senior Subordinated Notes. The indenture governing the Jean Coutu
Group 8.5% Senior Subordinated Notes sets forth conditions that must be satisfied in connection with our assumption of the 8.5% Senior
Subordinated Notes, including satisfaction of a minimum consolidated fixed charge coverage ratio as defined in the indenture. Whether the
consolidated fixed charge ratio will be met will not be known until the time of the closing is set and the ratio can be calculated. In addition,
certain holders of the Jean Coutu Group�s 8.5% Senior Subordinated Notes have claimed that the indenture governing the 8.5% Senior
Subordinated Notes does not allow us to assume the 8.5% Senior Subordinated Notes and therefore the trustee of the 8.5% Senior Subordinated
Notes has indicated to Jean Coutu Group that it is not willing to execute a supplemental indenture evidencing our assumption of the 8.5% Senior
Subordinated Notes. Jean Coutu Group has commenced an action seeking a declaration that assumption of the 8.5% Senior Subordinated Notes
by us is permitted under the indenture. We believe that Jean Coutu Group�s position has merit but final resolution in their favor is uncertain. If we
do not assume the $850 million of Jean Coutu Group 8.5% Senior Subordinated Notes, we will need to raise additional funds, which could
further exacerbate the risks described in the next paragraph.

Following the completion of the acquisition, our ability to meet our cash requirements, including our debt service obligations, will be dependent
upon our ability to substantially improve our operating performance, which will be subject to general economic and competitive conditions and
to financial, business and other factors affecting our operations, many of which are or may be beyond our control. In addition, some of these debt
service obligations have interest payments that are subject to variable interest rates and are therefore dependent upon future interest rates which
are beyond our control. We cannot provide assurance that our business will generate sufficient cash flows from operations to fund these cash
requirements and debt service obligations. If our operating results, cash flow or capital resources prove inadequate, or if interest rates increase
significantly, we could face substantial liquidity problems and might be required to dispose of material assets or operations to meet our debt and
other obligations. If we are unable to service our debt, we could be forced to reduce or delay planned expansions and capital expenditures, sell
assets, restructure or refinance our debt or seek additional equity capital, and we may be unable to take any of these actions on satisfactory terms
or in a timely manner. Further, any of these actions may not be sufficient to allow us to service our debt obligations or may have an adverse
impact on our business. Our existing debt agreements limit our ability to take certain of these actions. Our failure to generate sufficient operating
cash flow to pay our debts or to successfully undertake any of these actions could have a material adverse effects on us.

In addition, the degree to which we may be leveraged as a result of the indebtedness incurred in connection with the acquisition or otherwise
could materially and adversely affect our ability to obtain financing for working capital, capital expenditures, acquisitions, debt service
requirements or other purposes, could make us more vulnerable to general adverse economic, regulatory and industry conditions, could limit our
flexibility in planning for, or reacting to, changes and opportunities in the markets in which we compete, could place us at a competitive
disadvantage compared to our competitors that have less debt or could require us to dedicate a substantial portion of our cash flow to service our
debt.
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The announcement and pendency of the transaction may cause disruptions in the business of the Brooks and Eckerd drugstore chains,
which could have an adverse effect on their business, financial condition or results of operations and, post-closing, Rite Aid�s business,
financial condition or results of operations.

The announcement and pendency of the transaction could cause disruptions of the business of the Brooks and Eckerd drugstore chains.
Specifically:

•  current and prospective employees of the Brooks and Eckerd drugstore chains may experience uncertainty about
their future roles with Rite Aid, which might adversely affect the ability of the Brooks and Eckerd drugstore chains to
attract and retain key personnel;

•  current and prospective customers of the Brooks and Eckerd drugstore chains may experience uncertainty about
the ability of the Brooks and Eckerd stores to meet their needs, which might cause customers to make purchases or fill
their prescriptions elsewhere.

These disruptions could be exacerbated by a delay in the completion of the transaction and could have an adverse effect on the business,
financial condition or results of operations of the Brooks and Eckerd drugstore chains prior to the completion of the transaction and on Rite Aid
following the completion of the transaction.

The acquisition of the Brooks and Eckerd drugstore chains is subject to the receipt of consents and approvals from government entitles that
may not be received or that may impose conditions that could have an adverse effect on Rite Aid following the completion of the acquisition.

We cannot complete the acquisition unless we receive various consents, orders, approvals and clearances from antitrust and other authorities in
the United States. While we believe that we will receive the requisite regulatory approvals from these authorities, there can be no assurance of
this. In addition, these authorities may impose conditions on the completion of the acquisition of the Brooks and Eckerd drugstore chains or
require changes to the terms of the acquisition. For example, the authorities may require divestiture of certain assets as a condition to the closing
of the acquisition. We are not obligated to agree to divest assets in order to obtain regulatory approval of the proposed acquisition if such
divestiture would be materially adverse to Rite Aid and its subsidiaries taken as a whole or would materially impair the overall benefits
expected, as of the date the stock purchase agreement was executed, to be realized from the acquisition of the Brooks and Eckerd drugstore
chains. However, pursuant to the stock purchase agreement, we have agreed that any proposed divestiture or release of assets representing, or the
imposition of conditions affecting, store-level adjusted EBITDA (as defined in the stock purchase agreement) of up to an aggregate of $60
million before advertising and corporate administration expenses, for the most recently completed fiscal year, is not materially adverse to Rite
Aid and its subsidiaries taken as a whole and would not materially impair the overall benefits expected to be realized from the acquisition of the
Brooks and Eckerd drugstore chains. While we do not currently expect that any such conditions or changes would be imposed, there can be no
assurance that they will not be, and such conditions or changes could have the effect of delaying completion of the acquisition or imposing
additional costs on or limiting the revenues of Rite Aid following the acquisition, any of which may have an adverse effect on us following the
acquisition.

Some of our executive officers and directors have interests in the transaction other than their interests as Rite Aid stockholders generally.

In considering the recommendation of Rite Aid�s board of directors with respect to the transaction, you should be aware that some of our
executive officers and directors have interests in the transaction other than their interest as Rite Aid stockholders generally, pursuant to
individual agreements and Rite Aid�s Supplemental Executive Retirement Plan. These interests are different from your interests as a Rite Aid
stockholder.
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The issuance of 250 million shares of Rite Aid common stock to the Jean Coutu Group, as proposed, would constitute a �change in control� of Rite
Aid for purposes of certain of Rite Aid�s plans and agreements. Pursuant to individual award agreements or employment agreements, unvested
stock options held by our non-employee directors and by one executive officer will become fully vested as a result of the transaction. As of
October 31, 2006, our non-employee directors held unvested stock options to purchase an aggregate of 1,049,995 shares of Rite Aid common
stock at a weighted average exercise price of $4.15 per share. As of October 31, 2006, the one executive officer held unvested stock options to
purchase 43,750 shares at an exercise price of $2.58 per share.

Also, executive officers of Rite Aid, other than Mary Sammons, our President and Chief Executive Officer, participate in a supplemental
executive retirement plan. The issuance of 250 million shares of Rite Aid common stock to the Jean Coutu Group will constitute a �change in
control� under the plan and cause accounts under the plan to become fully vested. As of October 31, 2006, the aggregate unvested account
balance under the plan for the six executive officers who participate in the plan was $1,455,243.

If the market price of Rite Aid common stock increases prior to the completion of the acquisition of the Brooks and Eckerd drugstore chains,
the market value of Rite Aid common stock to be issued in connection with the acquisition will increase correspondingly and, therefore, we
may pay more than we intended for the Brooks and Eckerd drugstore chains.

The number of shares of Rite Aid common stock to be issued to Jean Coutu Group in connection with the acquisition of the Brooks and Eckerd
drugstore chains is fixed and will not be adjusted in the event of any increase or decrease in the market price of Rite Aid common stock before
the closing of the acquisition. As a result, the market value of the shares to be issued to Jean Coutu Group, as reflected in the market price of
Rite Aid common stock, may be substantially higher at the time of the acquisition than the market value at the time we received fairness
opinions from Citigroup Global Markets Inc. and Rothschild Inc. and the Rite Aid board of directors approved the acquisition. The market price
of Rite Aid common stock may fluctuate due to, among other things, changes in our business, operations or prospects, market assessments of the
likelihood of completion of the acquisition, the timing of the completion of the acquisition, general market and economic conditions and other
factors. As of August 23, 2006, the date prior to the public announcement of the proposed acquisition of Jean Coutu USA, the market price of
Rite Aid common stock was $4.68 per share and the prior one-month average closing price was $4.41 per share.

Conflicts of interest may arise between Rite Aid and Jean Coutu Group, which may be resolved in a manner that adversely affects our
business, financial condition or results of operations.

After Rite Aid�s acquisition of the Brooks and Eckerd drugstore chains, Jean Coutu Group will continue its Canadian operations but will no
longer have any operations in the United States; Rite Aid currently has no operations in Canada. Despite the lack of geographic overlap after the
transaction, conflicts of interest may arise between Rite Aid and Jean Coutu Group in areas relating to past, ongoing and future relationships,
including corporate opportunities, potential acquisitions or financing transactions, sales or other dispositions by Jean Coutu Group of its interests
in Rite Aid and the exercise by Jean Coutu Group of its influence over the management and affairs of Rite Aid.

After the acquisition of the Brooks and Eckerd drugstore chains, a number of the directors on the Rite Aid board of directors will be persons who
are also officers or directors of Jean Coutu Group or its subsidiaries. Service as a director or officer of both Rite Aid and Jean Coutu Group or its
other subsidiaries could create conflicts of interest if such directors or officers are faced with decisions that could have materially different
implications for Rite Aid and for Jean Coutu Group. Apart from the conflicts of interest policy contained in Rite Aid�s Code of Ethics and
Business Conduct and applicable to Rite Aid directors, the parties have not established any formal procedures for Rite Aid and Jean Coutu
Group to
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resolve potential or actual conflicts of interest between them. There can be no assurance that any of the foregoing conflicts will be resolved in a
manner that does not adversely affect the business, financial condition or results of operations of Rite Aid.

Following the completion of the acquisition of the Brooks and Eckerd drugstore chains, we will be dependent on Jean Coutu Group for
certain transitional services pursuant to a transition services agreement. The failure of Jean Coutu Group to perform its obligations under
the transition services agreement could adversely affect our business, financial condition or results of operations.

Our ability to effectively monitor and control the operations of the Brooks and Eckerd drugstore chains we are acquiring depends to a large
extent on the proper functioning of our information technology and business support systems. Following the completion of the acquisition, we
will be initially dependent upon Jean Coutu Group to continue to provide certain information technology, network and support services to Jean
Coutu USA for a period of time after the completion of the acquisition to facilitate the transition of the Brooks and Eckerd drugstore chains. The
terms of these arrangements will be governed by a transition services agreement to be entered into as of the closing of the acquisition. Rite Aid
and Jean Coutu Group are obligated to negotiate in good faith the transition services agreement. If, however, we fail to reach a satisfactory
agreement with respect to certain services or Jean Coutu Group falls to perform its obligations under the transition services agreement, we may
not be able to perform such services ourselves or obtain such services from third parties at all or on terms favorable to us. In addition, upon
termination of the transition services agreement, if we are unable to develop the necessary systems, resources and controls necessary to allow us
to provide the services currently being provided by Jean Coutu Group or to obtain such services from third parties, it could adversely affect our
business, financial condition or results of operations.

Subject to certain limitations, Jean Coutu Group may sell Rite Aid common stock at any time following the completion of the acquisition of
the Brooks and Eckerd drugstore chains, which could cause our stock price to decrease.

The shares of Rite Aid common stock that Jean Coutu Group will receive following the completion of the acquisition of the Brooks and Eckerd
drugstore chains are restricted, but Jean Coutu Group may sell these shares following the acquisition under certain circumstances, including
pursuant to a registered underwritten public offering under the Securities Act or in accordance with Rule 144 under the Securities Act. We have
entered into a registration rights agreement with Jean Coutu Group, which will give Jean Coutu Group the right to require us to register all or a
portion of its shares at any time after Rite Aid files with SEC its annual report for the fiscal year ending March 3, 2007. The sale of a substantial
number of our shares by Jean Coutu Group or our other stockholders within a short period of time could cause our stock price to decrease, make
it more difficult for us to raise funds through future offerings of Rite Aid common stock or acquire other businesses using Rite Aid common
stock as consideration.

You will experience a reduction in percentage ownership and voting power with respect to Rite Aid common stock as a result of the
acquisition of the Brooks and Eckerd drugstore chains.

In connection with the acquisition of the Brooks and Eckerd drugstore chains, we will issue to Jean Coutu Group 250 million shares of Rite Aid
common stock. Therefore, following the completion of the acquisition, holders of Rite Aid common stock will experience a substantial reduction
in their respective percentage ownership interests and effective voting power relative to their respective percentage ownership interests in Rite
Aid common stock and effective voting power prior to the acquisition.

If the amendment to our restated certificate of incorporation to increase the number of authorized shares of Rite Aid common stock is
approved and the transaction is completed, we will be able to issue more shares of our
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common stock than currently authorized. As a result, such future issuances of our common stock could have a dilutive effect on the earnings
per share and voting power of current stockholders.

If the amendment to our restated certificate of incorporation to increase the number of authorized shares of Rite Aid common stock is approved
by stockholders and the transaction is completed, we will be able to issue more shares of our common stock than currently authorized. Current
Rite Aid stockholders do not have preemptive rights with respect to our common stock. If the Rite Aid board of directors elects to issue
additional shares of common stock in the future, whether in public offerings, in connection with mergers and acquisitions, or otherwise, such
additional issuances could dilute the earnings per share and voting power of current stockholders.

If the amendment to our restated certificate of incorporation to increase the number of authorized shares of Rite Aid common stock is
approved and the transaction is completed, our ability to issue a greater number of authorized shares could have an anti-takeover affect
under some circumstances.

If the amendment to our restated certificate of incorporation to increase the number of authorized shares of Rite Aid common stock is approved
by stockholders and the transaction is completed, our ability to issue a greater number of authorized shares could have an anti-takeover effect
under some circumstances. For example, in an event to obtain control of Rite Aid, it may be possible for us to seek to impede the takeover
attempt by issuing shares of our common stock, which could dilute the voting power of the other outstanding shares and increase the potential
cost to acquire control of Rite Aid. Therefore, the increase in the number of authorized shares may render more difficult or discourage an
attempt to acquire control of Rite Aid. By potentially discouraging an unsolicited takeover attempt, the increase in the number of authorized
shares of our common stock may also limit the opportunity for stockholders to dispose of their shares at a higher price generally available in
takeover attempts or that may be available under a merger or acquisition proposal. The increase in the number of authorized shares may also
have the effect of permitting Rite Aid management, including the board of directors, to retain its position, and place it in a better position to
resist changes that stockholders may wish to make if they are dissatisfied with the conduct of the business.

ITEM 2.  Unregistered Sales of Equity Securities and Use of Proceeds

We have not sold any unregistered equity securities covered by this report, nor have we repurchased any equity securities during the period
covered by this report.

ITEM 3.  Defaults Upon Senior Securities

Not applicable.

44

Edgar Filing: RITE AID CORP - Form 10-Q

45



ITEM 4.  Submission of Matters to a Vote of Security Holders

As noted elsewhere in the document, we have scheduled a special meeting of our stockholders on January 18, 2007 to obtain the approval of the
issuance of our common stock to Jean Coutu Group, and we have filed a definitive proxy statement with the SEC describing the transaction.

ITEM 5.       Other Information

Not applicable.

ITEM 6.  Exhibits
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(a)   The following exhibits are filed as part of this report.

Exhibit
Numbers Description

Incorporation By
Reference To

2.1 Stock Purchase Agreement, dated as of August 23, 2006, between Rite Aid
Corporation and The Jean Coutu Group (PJC) Inc.

Exhibit 2 to Form 8-K, filed on
August 24, 2006

3.1 Restated Certificate of Incorporation dated December 12, 1996 Exhibit 3(i) to Form 8-K, filed on
November 2, 1999

3.2 Certificate of Amendment to the Restated Certificate of Incorporation dated
February 22, 1999

Exhibit 3(ii) to Form 8-K, filed
on November 2, 1999

3.3 Certificate of Amendment to the Restated Certificate of Incorporation dated
June 27, 2001

Exhibit 3.4 to Registration
Statement on Form S-1,
File No. 333-64950, filed on
July 12, 2001

3.4 7.0% Series E Mandatory Convertible Preferred Stock Certificate of
Designation dated January 25, 2005

Exhibit 3.1 to Form 8-K, filed on
February 1, 2005

3.5 7% Series G Cumulative Convertible Pay-in-Kind Preferred Stock Certificate
of Designation dated January 28, 2005

Exhibit 3.2 to Form 8-K, filed on
February 2, 2005

3.6 6% Series H Cumulative Convertible Pay-in-Kind Preferred Stock Certificate
of Designation dated January 28, 2005

Exhibit 3.3 to Form 8-K, filed on
February 2, 2005

3.7 5.50% Series I Mandatory Convertible Preferred Stock Certificate of
Designation dated August 2, 2005

Exhibit 3.1 to Form 8-K, filed on
August 24, 2005

3.8 By-laws, as amended and restated Exhibit 3.1 to Form 8-K, filed on
December 19, 2005

4.1 Indenture, dated August 1, 1993 by and between Rite Aid Corporation, as
issuer, and Morgan Guaranty Trust Company of New York, as trustee, related
to the Company�s 6.70% Notes due 2001, 7.125% Notes due 2007, 7.70%
Notes due 2027, 7.625% Notes due 2005 and 6.875% Notes due 2013

Exhibit 4A to Registration
Statement on Form S-3,
File No. 333-63794, filed on
June 3, 1993

4.2 Supplemental Indenture dated as of February 3, 2000, between Rite Aid
Corporation, as issuer, and U.S. Bank Trust National Association as successor
to Morgan Guaranty Trust Company of New York, to the Indenture dated as of
August 1, 1993, relating to the Company�s 6.70% Notes due 2001, 7.125%
Notes due 2007, 7.70% Notes due 2027, 7.625% Notes due 2005 and 6.875%
Notes due 2013

Exhibit 4.1 to Form 8-K filed on
February 7, 2000
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4.3 Indenture, dated as of December 21, 1998, between Rite Aid Corporation, as
issuer, and Harris Trust and Savings Bank, as trustee, related to the Company�s
5.50% Notes due 2000, 6% Notes due 2005, 6.125% Notes due 2008 and
6.875% Notes due 2028

Exhibit 4.1 to Registration
Statement on Form S-4,
File No. 333-74751, filed on
March 19, 1999

4.4 Supplemental Indenture, dated as of February 3, 2000, between Rite Aid
Corporation and Harris Trust and Savings Bank, to the Indenture dated
December 21, 1998, between Rite Aid Corporation and Harris Trust and
Savings Bank, related to the Company�s 5.50% Notes due 2000, 6% Notes due
2005, 6.125% Notes due 2008 and 6.875% Notes due 2028

Exhibit 4.4 to Form 8-K filed on
February 7, 2000

4.5 Indenture, dated as of February 12, 2003, between Rite Aid Corporation, as
issuer, and BNY Midwest Trust Company, as trustee, related to the Company�s
91⁄2% Senior Secured Notes due 2011

Exhibit 4.1 to Form 8-K, filed on
March 5, 2003

4.6 Indenture, dated as of April 22, 2003, between Rite Aid Corporation, as issuer,
and BNY Midwest Trust Company, as trustee, related to the Company�s
8.125% Senior Secured Notes due 2010

Exhibit 4.11 to Form 10-K, filed
on May 2, 2003

4.7 Indenture, dated as of May 20, 2003, between Rite Aid Corporation, as issuer,
and BNY Midwest Trust Company, as trustee, related to the Company�s 9.25%
Senior Notes due 2013

Exhibit 4.12 to Form 10-Q, filed
on July 3, 2003

4.8 Indenture, dated as of January 11, 2005, among Rite Aid Corporation, the
subsidiary guarantors described therein, and BNY Midwest Trust Company, as
trustee, related to the Company�s 7.5% Senior Secured Notes due January 15,
2005

Exhibit 99.2 to Form 8-K, filed
on January 13, 2005

10.1 Stockholder Agreement, dated as of August 23, 2006, between Rite Aid
Corporation, The Jean Coutu Group (PJC) Inc. and certain individual members
of the Coutu Family

Exhibit 10.1 to Form 8-K, filed
on August 24, 2006

10.2 Registration Rights Agreement, dated as of August 23, 2006, between Rite Aid
Corporation and The Jean Coutu Group (PJC) Inc.

Exhibit 10.2 to Form 8-K, filed
on August 24, 2006

11 Statement regarding computation of earnings per share. (See Note 4 to the
condensed consolidated financial statements)

Filed herewith

31.1 Certification of CEO pursuant to Rule 13a-14(a) and Rule 15d-14(a) under the
Securities Exchange Act of 1934.

Filed herewith

31.2 Certification of CFO pursuant to Rule 13a-14(a) and Rule 15d-14(a) under the
Securities Exchange Act of 1934.

Filed herewith

32 Certification of CEO and CFO pursuant to 18 United States Code,
Section 1350, as enacted by Section 906 of the Sarbanes-Oxley Act of 2002

Filed herewith
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

Date: January 10, 2007 RITE AID CORPORATION
By: /s/ ROBERT B. SARI

Robert B. Sari
Executive Vice President and General Counsel

Date: January 10, 2007 By: /s/ KEVIN TWOMEY
Kevin Twomey
Chief Financial Officer and Executive
Vice President
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