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

FORM 10-Q
(Mark One)
| QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) DHE SECURITIES EXCHANGE ACT OF 19:
For the Quarterly Period Ended February 28, 2011
or
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(dy ®HE SECURITIES EXCHANGE ACT OF 19:
For the transition period from to

Commission File Number
1-604

WALGREEN CO.
(Exact name of registrant as specified in its @rart

lllinois 36-192402E
(State of Incorporatior (I.LR.S. Employer Identification No
200 Wilmot Road, Deerfield, lllinoi 60015
(Address of principal executive office (Zip Code)

(847) 9142500

(Registrant's telephone number, including area)code

Indicate by check mark whether the registrant € filed all reports required to be filed by SewmtiB or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for sslobrter period that the registrant was requirefilésuch reports), and (2) has been subject
to such filing requirements for the past 90 days.

Yes¥ No[

Indicate by check mark whether the registrant liésnitted electronically and posted on its corpo¥tb site, if any, every Interactive Data
File required to be submitted and posted pursuaRuie 405 of Regulation S-T (8232.405 of this ¢egpduring the preceding 12 months (or
for such shorter period that the registrant wasired to submit and post such files). Yds NoO

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, maccelerated filer or a smaller reporting
company. See definitions of "large acceleratext’fil‘accelerated filer* and “smaller reporting coamy” in Rule 12b-2 of the Exchange Act.

Large accelerated fild AccelerateteF
Non-accelerated fileld (Do not check if a smaller reporting company) Smaller reporting compall

Indicate by check mark whether the registrantsbell company (as defined in Rule 12b-2 of the BExge Act).
YesO NoH

The number of shares outstanding of the registr&@dmmon Stock, $.078125 par value, as of Febi2&r2011 was 915,459,402.
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PART I. FINANCIAL INFORMATION

Item 1. Consolidated Condensed Financial Statemen(Unaudited)

The consolidated condensed financial statemenfgadfreen Co. and subsidiaries included herein baes prepared by the Company purs

to the rules and regulations of the SecuritiesExthange Commission. The Consolidated Condensksh&aSheets as of February 28, 2011,
August 31, 2010 and February 28, 2010, the CorsliiCondensed Statements of Earnings for the #m@asix months ended February 28,
2011 and 2010, and the Consolidated Condensed&tate of Cash Flows for the six months ended Fepr2&, 2011 and 2010, have been
prepared without audit. Certain information andtfmte disclosures normally included in financtatsments prepared in accordance with
accounting principles generally accepted in thetéshStates of America have been condensed or ahmittesuant to such rules and regulatic
although the Company believes that the disclosaresdequate to make the information presentethist¢ading. It is suggested that these
consolidated condensed financial statements beimeazhjunction with the financial statements anel hotes thereto included in the Compa
latest Annual Report on Form 10-K.

In the opinion of the Company, the consolidateddemsed statements for the unaudited interim pepoelsented include all adjustments,
consisting of normal recurring adjustments, neaggssapresent a fair statement of the results fmhsnterim periods. Because of the influe
of certain holidays, seasonal and other factorherCompany's operations, net earnings for anyiintperiod may not be comparable to the
same interim period in previous years or necegsadicative of earnings for the full year.

WALGREEN CO. AND SUBSIDIARIES
CONSOLIDATED CONDENSED BALANCE SHEETS
(UNAUDITED)

(In millions, except per share amounts

February February
28, August 31, 28,
2011 2010 2010
Assets
Current Assets:
Cash and cash equivale $ 2,24: $ 1,88 $ 2,501
Shor-term investment - - 60C
Accounts receivable, n 2,497 2,45( 2,69
Inventories 7,607 7,37¢ 7,20(C
Other current assets 19C 214 164
Total Current Asset 12,537 11,92: 13,15¢
Non-Current Assets:
Property and equipment, at cost, less accumulaprediation and amortizatic 11,14¢ 11,18¢ 10,89
Goodwill 1,89¢ 1,887 1,48(
Other nol-current assetl 1,29t 1,282 804

Total Non-Current Assets 14,34: 14,35: 13,17¢




Total Assets $ 26,87¢ $ 26,278 $ 26,33¢

Liabilities & Shareholders' Equity
Current Liabilities:

Shor-term borrowings $ 13 $ 12 $ 8
Trade accounts payak 4,89( 4,58t 4,611
Accrued expenses and other liabilit 2,49 2,76: 2,41¢
Income taxes 14¢ 73 263

Total Current Liabilities 7,544 7,432 7,297

Non-Current Liabilities:

Long-term debt 2,38( 2,38¢ 2,347
Deferred income taxe 428 31€ 258
Other non-current liabilities 1,85( 1,73¢ 1,48¢

Total Nor-Current Liabilities 4,65: 4.44; 4,08¢

Commitments and Contingencies (see Note 1

Shareholders' Equity:
Preferred stock $.0625 par value; authorized 38anikhares, none issu - - -
Common stock $.078125 par value; authorized 3lbishares; issue

1,025,400,000 at February 28, 2011, August 31, 20tDFebruary 28, 201 80 80 80
Paic-in capital 72t 684 653
Employee stock loan receivat (59 (87) (1149
Retained earning 17,84t 16,84¢ 16,21¢
Accumulated other comprehensive (loss) ince (22 (24) 36
Treasury stock, at cost; 109,940,598 shares aubepP8, 2011, 86,794,947

August 31, 2010 and 46,970,697 at February 28, 2010 (3,889 (3,107 (1,927)

Total Shareholders' Equi 14,68 14,40( 14,94¢
Total Liabilities & Shareholders' Equity $ 26,87¢ $ 26,27 $ 26,33¢

The accompanying Notes to Consolidated CondengehEial
Statements are an integral part of these Statements

WALGREEN CO. AND SUBSIDIARIES
CONSOLIDATED CONDENSED STATEMENTS OF EARNINGS
(UNAUDITED)

(In millions, except per share amounts

Three Months Ended Six Months Ended
February 28, February 28,

2011 2010 2011 2010
Net sales $ 18,50: $ 16,987 $ 35,84¢ $ 33,35!
Cost of sales 13,17¢ 12,09( 25,571 23,91¢
Gross Profil 5,32¢ 4,89 10,26¢ 9,43¢
Selling, general and administrative exper 4,115 3,811 8,121 7,55
Operating Incomu 1,207 1,08¢ 2,14¢ 1,88-
Interest expense, n 18 22 38 43
Earnings Before Income Tax Provisi 1,18¢ 1,064 2,11C 1,83¢
Income tax provision 45C 39t 791 681
Net Earnings $ 73¢ % 66 $ 1,31¢ $ 1,15¢
Net earnings per common sh~— basic $ 8C $ 68 $ 143 % 1.17
Net earnings per common shi— diluted $ .8C $ 68 $ 1.4z $ 1.17
Dividends declared $ A75C  $ A378 $ .350C $ .275(
Average shares outstandi 919.1 982.¢ 925.¢ 986.¢
Dilutive effect of stock option 8.9 6.8 6.1 5.8

Average shares outstanding assuming dilution 928.( 989.¢ 931.¢ 992.¢




The accompanying Notes to Consolidated CondengehEial
Statements are an integral part of these Statements

WALGREEN CO. AND SUBSIDIARIES
CONSOLIDATED CONDENSED STATEMENTS OF CASH FLOWS
(UNAUDITED)

(In millions)
Six Months Ended
February 28,
2011 2010
Cash Flows from Operating Activities:
Net earning: $ 1,31¢ $ 1,15¢
Adjustments to reconcile net earnings to net caskiged by operating activitie-
Depreciation and amortizatic 52¢ 50&
Deferred income taxe 68 (26)
Stock compensation exper 46 45
Income tax savings from employee stock pl 3 2
Other 13 6
Changes in operating assets and liabili-
Accounts receivable, n (57 (144)
Inventories (211) (382)
Other asset 29 31
Trade accounts payak 30t 302
Accrued expenses and other liabilit (199 14
Income taxe: 80 174
Other nor-current liabilities 121 78
Net cash provided by operating activities 2,051 1,76:
Cash Flows from Investing Activities:
Purchases of shi-term investments held to matur - (2,200
Proceeds from she-term investments held to matur - 1,10(
Additions to property and equipme (469) (524)
Proceeds from sale of ass 24 19
Business and intangible asset acquisitions, neasifi receive (142) (11€)
Other (27) -
Net cash used for investing activiti (613) (727)
Cash Flows from Financing Activities:
Stock purchase (890) (447)
Proceeds related to employee stock p 123 10z
Cash dividends pai (329) (272)
Other 20 (12)
Net cash used for financing activiti (1,075 (628
Changes in Cash and Cash Equivalen
Net increase in cash and cash equival 363 414
Cash and cash equivalents at September 1 1,88( 2,087
Cash and cash equivalents at February 28 $ 224: $ 2,501

The accompanying Notes to Consolidated CondengehEial
Statements are an integral part of these Statements

WALGREEN CO. AND SUBSIDIARIES
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S

(1) The consolidated condensed financial statermealgde the accounts of the Company and its sidr#éd. All intercompany transactio



have been eliminated. The consolidated conderiisaddial statements are prepared in accordanceawitbunting principles generally
accepted in the United States of America and ireclatiounts based on management’s prudent judgmmhisséimates. Actual results may
differ from these estimates. For a complete disiousof all significant accounting policies please the Company’s 2010 Annual Report on
Form 10-K.

(2) On October 30, 2008, the Company announced@ssg strategic initiatives, approved by the Rbaf Directors, to enhance shareholder
value. One of these initiatives was a program kmae “Rewiring for Growth”, which was designed éaduce cost and improve productivity
through strategic sourcing of indirect spend, réaycorporate overhead and work throughout the Gomis stores, rationalization of
inventory categories, and transforming communitgrptacy.

The following pre-tax charges associated with Regifor Growth have been recorded in the Consatid&@ondensed Statements of Earnings
(In millions):

Three Months

Ended Six Months Ended
February 28, February 28,
2011 2010 2011 2010

Severance and other bene $ - $ 5% 23 12
Inventory charges - - - 19
Restructuring expen: - 5 2 31
Consulting 6 17 11 24
Restructuring and restructuring related exps $ 6 $ 22 $ 13 $ 55
Cost of sale: $ -9 -$ - $ 19
Selling, general and administrative expenses 6 22 13 36
$ 6 $ 22 $ 13 $ 55

Severance and other benefits include the chargesiased with employees who were separated fronCtmpany. In the current fiscal year,
27 employees have been separated from the Com&inge inception, a total of 917 employees have lseparated from the Company as a
result of these initiatives.

Inventory charges relate to on-hand inventory bizat been reduced from cost to a selling price belmst.

We have recorded the following balances in accaxgetnses and other liabilities on our Consolid@eddensed Balance Sheets (In millions):

Severance and Othe

Benefits
February 28, 2010 reserve bala $ >
Charges 5
Cash payment (5)
August 31, 2010 reserve balar -
Charges 2
Cash payments (2
February 28, 2011 reserve balal $ =

Additionally, as a part of the Company’s Customentic Retailing (CCR) initiative, it is modifyintpe store format to enhance category
layouts and adjacencies, shelf heights and sigesJiand brand and private brand assortmentd, &hioh are designed to positively impact
shopper experience and increase customer freq@emtpurchase size. The Company expects this fomilidie rolled out to over 5,500
existing stores. At February 28, 2011, in tota¢, Company has converted 1,873 stores and opeetedbstores with the CCR format. The
Company expects to convert approximately 3,20Cstand open approximately 100 new stores with BB @rmat in the remaining months
of fiscal 2011. For the remaining remodels, thenBany expects the average total cost, which inclideh selling, general and administrative
expenses and capital, to be approximately $45 #raliper store. For the three months ended Feb8ar3011, we incurred $7 million in to
program costs, of which $4 million was includedélling, general and administrative expenses amaii®n in capital costs. For the six
months ended February 28, 2011, we incurred $1ifomih total program costs, of which $10 millioras/included in selling, general and
administrative expenses and $7 million in capitats. There were no CCR program costs in the pdar’s quarter. In the prior year's six
month period, we incurred $12 million in total pram costs, of which $8 million was included in s&j| general and administrative expenses
and $4 million in capital costs.

(3) Inventories are valued on a lower of last-irstfout (LIFO) cost or market basis. At Februa8gy 2011, August 31, 2010 and February 28,
2010, inventories would have been greater by $1diflion, $1,379 million and $1,301 million respaely, if they had been valued on a lov
of first-in, first-out (FIFO) cost or market basis. LIFO inventorgtsocan only be determined annually when inflatates and inventory leve
are finalized; therefore, LIFO inventory costs iftterim financial statements are estimated. Invgnitacludes product costs, inbound freight,
warehousing costs and vendor allowances not indladea reduction of advertising expense.

(4) The Company provides for future costs relateddsed locations. The liability is based onphesent value of future rent obligations and
other related costs (net of estimated subleasg teettie first lease option date. During the thead six month periods ended February



2011, the Company recorded charges of $25 millimh$87 million for facilities that were closed efacated under long-term leases. This
compares to $2 million and $24 million for the thi@nd six month periods ended February 28, 20h@&séd charges are reported in selling,
general and administrative expenses on the CordetidCondensed Statement of Earnings.

The changes in reserve for facility closings andteel lease termination charges include the folgain millions):

February 28, August 31, February 28,
2011 2010 2010
Balance- beginning of periot $ 151 $ 9 $ 99
Provision for present value of non-cancellabledeas
payments of closed faciliti 31 77 19
Assumptions about future sublease income, ternungatiand change:
in interest rate 4 (9) (7)
Interest accretio 10 22 12
Cash payments, net of sublease inct (32 (45) (22)
Reserve acquired through acquisit - 7 -
Balance — end of period $ 15€ $ 151 $ 102

(5) The principal retirement plan for employeethis Walgreen Profit-Sharing Retirement Trust tockiHdoth the Company and participating
employees contribute. The Company's contributidrich has historically related to pre-tax income arportion of which is in the form of a
guaranteed match, is determined annually at theetion of the Board of Directors. The profit-sharprovision was $106 million for the
quarter and $188 million for the six month perianpared to $95 million and $164 million in the sapeeiods last year. The company’s
contributions, which are made annually in the sdoquarter, were $322 million during the currentipeér This compares to $293 million for
the prior year.

(6) The Company granted 192,583 and 8,298,501 siptikns under the Walgreen Co. Executive Stockddd®lan and the Walgreen Co.
Stock Purchase/Option Plan (Share Walgreens) éogqtiarter and six month periods ended Februar2@Bl, respectively. This compares to
476,333 and 7,426,639 stock options granted imtiaeter and six month period ended under the péetyear. Total stock-based
compensation expense was $20 million for the quarid $46 million for the six month period endedfeary 28, 2011 compared to $21
million and $45 million for the same periods lasty. In accordance with ASC topic 718 Compensati®&tock Compensation, compensation
expense is recognized on a straight-line basis tineemployee's vesting period or to the employegiement eligible date, if earlier. There
was no fully recognized retiree eligible expensmrded in the quarter and $5 million recorded far $ix months. This compares to no fully
recognized retiree eligible expense for the quanel $6 million for the six month period ended oy 28, 2010. Therefore, compensation
expense for the quarter and six month periods atreepresentative of compensation expense forritieediscal year. There were no material
changes in the assumptions used to compute contmansapense during the current quarter.

The Company granted 24,387 and 783,344 restri¢tedt sinits under the Walgreen Co. Restricted Stdgit Award Program for the quarter
and six month period ended February 28, 2011, cosdp® 88,318 and 687,435 restricted stock unithémrsame periods last year. Dividends
issued under the program, paid in the form of &alolitl restricted stock units, totaled 7,684 uritsthe quarter and 17,077 units for the six
month period ended February 28, 2011 versus 4,828 and 7,977 units in the same periods last ygéae Company also granted 19,324 and
806,791 performance shares under the Walgreen&@mrimance Share Program for the quarter and siximperiod ended February 28, 2011
versus 16,755 and 619,323 shares in the same pasiogear. In accordance with ASC topic 718, cengation expense is recognized on a
straight line basis based on a three year clifingschedule for the Restricted Stock Unit AwarddgPam and straight line over a three year
performance period for the Performance Share Pnogieor the quarter and six month period endedd&er28, 2011, the Company
recognized $10 million and $20 million of expenskated to these plans, respectively. In the sagmiegs last year, the Company recognized
$6 million and $10 million.

(7) The dilutive effect of outstanding stock optionsearnings per share is calculated using the trgatack method. Stock options are anti-
dilutive and excluded from the earnings per shateutation if the exercise price exceeds the aweragrket price of the common shares for
periods presented. At February 28, 2011 and 28di8tanding options to purchase common shares,664®57 and 21,766,086, respectively
were excluded from the calculation.

(8) The Company provides certain health insuramceefits for retired employees who meet eligibiliéguirements, including age, years of
service and date of hire. The costs of these Iisra@E accrued over the service life of the emgdoyrhe Company's postretirement health
benefit plan is not funded.

Three Months Ended Six Months Ended
February 28, February 28,

Components of Net Periodic Benefit Costs (In milkj 2011 2010 2011 2010
Service cos $ 4 $ 3 % 7 % 6
Interest cos 5 5 11 10
Amortization of actuarial los 4 2 7 4
Amortization of prior service co: 3 3 (5) (6)
Total postretirement benefit cost $ 10 $ 7 % 20 $ 14

(9) Short-term borrowings and long-term debt casgi$ the following at February 28, 2011, August 2010 and February 28, 2010 (In
millions):



February 28, August 31, February 28,

2011 2010 2010

Shor-Term Borrowings-
Current maturities of loans assumed through thehase of land, building

and equipment; various interest rates from 5.00%76%; various

maturities from 2015 to 20¢ $ 9 % 7 % 4
Other 4 5 4
Total short-term borrowings $ 13 $ 12 $ 8
Long-Term Debi-
4.875% unsecured notes due 2013 net of unamordizedunt and intere:

rate swap fair market value adjustment (see No}t $ 133 $ 1,34¢ % 1,30¢
5.250% unsecured notes due 2019 net of unamoudizedunt 99¢€ 99t 99t
Loans assumed through the purchase of land, bggdind equipment;

various interest rates from 5.00% to 8.75%; varimasurities from

2015 to 2035 55 53 5C

2,38¢ 2,39¢ 2,351

Less current maturitie (9 (@) (4
Total-long term debt $ 2,38 $ 2,38¢ $ 2,34i

The Company has had no activity or outstandingrizas in its commercial paper program since thergkqoarter of fiscal 2009. In
connection with the commercial paper program, tbem@any maintains two unsecured backup syndicated bf credit that total $1,100
million. The first $500 million facility expiresroJuly 20, 2011, and allows for the issuance ofoup250 million in letters of credit, which
reduces the amount available for borrowing. Tlewsd $600 million facility expires on August 12,1220 The Company’s ability to access
these facilities is subject to our compliance wfith terms and conditions of the credit facilities|uding financial covenants. The covenants
require the Company to maintain certain finanddilos related to minimum net worth and priority etbong with limitations on the sale of
assets and purchases of investments. At Febr@R021, the Company was in compliance with alhstmvenants. The Company pays a
facility fee to the financing banks to keep thdéned of credit active. At February 28, 2011, theeze no letters of credit issued against these
credit facilities and the Company does not antig@ay future letters of credit to be issued agdhese facilities.

On July 17, 2008, the Company issued notes tot&ing00 million bearing an interest rate of 4.875&d semiannually in arrears on
February 1 and August 1 of each year, beginningebsruary 1, 2009. The notes will mature on Augug01l3. The Company may redeem the
notes, at any time in whole or from time to timepant, at its option at a redemption price equah&greater of: (1) 100% of the principal
amount of the notes to be redeemed; or (2) theafuthe present values of the remaining schedulgdthpats of principal and interest thereon
(not including any portion of such payments of iett accrued as of the date of redemption), digeolto the date of redemption on a
semiannual basis (assuming a 360-day year corgsistitwelve 30-day months) at the Treasury Ratgs B0 basis points, plus accrued interest
on the notes to be redeemed to, but excludingialte of redemption. If a change of control triggrevent occurs, unless the Company has
exercised its option to redeem the notes, it vélkéquired to offer to repurchase the notes atrehase price equal to 101% of the principal
amount of the notes plus accrued and unpaid irterdébe date of redemption. The notes are unsecsenior debt obligations and rank equ
with all other unsecured senior indebtedness oC@pany. The notes are not convertible or exchalrige Total issuance costs relating to
offering were $9 million, which included $8 millian underwriting fees. The fair value of the noissof February 28, 2011, August 31, 2010
and February 28, 2010 was $1,412 million, $1,44oniand $1,431 million, respectively Fair value for these notes was determined based
upon quoted market prices.

On January 13, 2009, the Company issued notegptdl,000 million bearing an interest rate of 3@2paid semiannually in arrears on
January 15 and July 15 of each year, beginningiynlb, 2009. The notes will mature on January28,9. The Company may redeem the
notes, at any time in whole or from time to timepart, at its option at a redemption price equahtogreater of: (1) 100% of the principal
amount of the notes to be redeemed; or (2) theafuthe present values of the remaining schedulgchpats of principal and interest thereon
(not including any portion of such payments of iet accrued as of the date of redemption), dideolto the date of redemption on a
semiannual basis (assuming a 360-day year corgsistitwelve 30-day months) at the Treasury Ratgs gb basis points, plus accrued interest
on the notes to be redeemed to, but excludingjaite of redemption. If a change of control trigiggrevent occurs, unless the Company has
exercised its option to redeem the notes, it vélkéquired to offer to repurchase the notes arehpse price equal to 101% of the principal
amount of the notes plus accrued and unpaid iriteyéke date of redemption. The notes are unséecsgnior debt obligations and rank equ
with all other unsecured senior indebtedness oCtiapany. The notes are not convertible or exchalrige Total issuance costs relating to
offering were $8 million, which included $7 millian underwriting fees. The fair value of the noéssof February 28, 2011, August 31, 2010
and February 28, 2010 was $1,087 million, $1,16Haniand $1,079 million, respectively. Fair valige these notes was determined based
upon quoted market prices.

(10) Changes in the carrying amount of goodwillsiehof the following activity (In millions):

Net book value March 1, 201(

Goodwill $ 1,49
Accumulated impairment loss (12
Total 1,48(
Acquisitions 41¢
Impairment charge (16)

Other 4



Net book value August 31, 2010 1,88

Acquisitions 39
Other (28
Net book value February 28, 2011 $ 1,89¢

Other primarily represents immaterial final purahascounting adjustments, both of which were coteglen the current fiscal year, for the
Company’s acquisitions of Duane Reade and Snydagstbres.

The carrying amount and accumulated amortizatiantahgible assets consists of the following (Ilions):

February February
28, August 31, 28,
2011 2010 2010
Gross Intangible Asse
Purchased prescription fil $ 79t $ 74¢ $ 622
Favorable lease intere 38t 377 81
Purchasing and payer contre 303 28C 26¢
Trade nam 44 44 26
Other amortizable intangible ass 90 108 66
Total gross intangible assets 1,617 1,65¢ 1,064
Accumulated amortizatio
Purchased prescription fil (309) (293) (238)
Favorable lease intere (58) (38) (23)
Purchasing and payer contre (81) (68) (57
Trade nam @) 3 (14)
Other amortizable intangibles (42) (37) (29)
Total accumulated amortizatic (496€) (439 (361
Total intangible assets, net $ 1,121 $ 1,112 $ 708

Amortization expense for intangible assets wasriBon and $77 million for the six month perioddsd February 28, 2011 and 2010,
respectively. The estimated annual amortizatiqreage related to intangible assets is as followsnfllions):

2011 2012 2013 2014 2015
$ 211 % 198 $ 17¢ $ 141 $ 11C

(11) The Company uses a derivative instrumentdoage its interest rate exposure associated witle &6 its fixed-rate borrowings. The
Company does not use derivative instruments falingaor speculative purposes. All derivative ingtents are recognized in the consolidated
condensed balance sheets at fair value. The Congegrignates interest rate swaps as fair valuedseolgfixed-rate borrowings. For
derivatives designated as fair value hedges, taaggin the fair value of both the derivative instent and the hedged item are recognized in
earnings in the current period. At the inceptiba dledge transaction, the Company formally documte hedge relationship and the risk
management objective for undertaking the hedgeadttition, it assesses both at inception of thegaeohd on an ongoing basis, whether the
derivative in the hedging transaction has beenligfiective in offsetting changes in fair valuetbé hedged item and whether the derivati
expected to continue to be highly effective. Tin@act of any ineffectiveness is recognized curyantkearnings.

Counterparties to derivative financial instrumestpose the Company to credit-related losses ievbat of nonperformance, but the Company
currently does not expect any counterparties tddaneet their obligations given their high creditings.

Fair Value Hedges
For derivative instruments that are designatedcuradify as fair value hedges, the gain or losshenderivative, as well as the offsetting gain or
loss on the hedged item attributable to the hedig&dare recognized in current earnings.

The notional amounts of derivative instruments tamging as of February 28, 2011, August 31, 20IDrRebruary 28, 2010 were as follows
millions):

Notional Amount

Derivatives designated as hedg
Interest rate swa| $ 1,30(

The changes in fair value of the notes attributéblihe hedged risk are included in long-term debthe Consolidated Condensed Balance
Sheets (see Note 9) and amortized through matutity=ebruary 28, 2011, August 31, 2010 and Felyr@8r 2010, the Company had net
unamortized fair value changes of $40 million, $aiflion and $9 million, respectively.

The fair value and balance sheet presentationrofatve instruments at February 28, 2011, AugustZ910 and February 28, 2010, were as
follows (In millions):

February February



Location in Consolidated Condenset 28, August 31, 28,

Balance Sheet 2011 2010 2010
Asset derivatives designated
hedges
Interest rate swaj Other norcurrent asset $ 38 3 44 -
Liability derivatives designated as
hedges
Interest rate swa| Other nor-current liabilities - - % 1

Gains and losses relating to the ineffectivenesh@fCompany’s derivative instruments are recordedterest expense on the Consolidated
Condensed Statement of Earnings. The Companydeda net $2 million expense in the quarter andngirth periods ended February 28,
2011.

(12) The Company measures its assets and liabilitiaccordance with ASC topic 820 Fair Value Measients and Disclosures. ASC topic
820 defines fair value as the price that woulddmeived for an asset or paid to transfer a liahititan orderly transaction between market
participants on the measurement date. In additi@stablishes a fair value hierarchy that prineis observable and unobservable inputs us
measure fair value into three broad levels:

Level 1-Quoted prices in active markets that are accesatlilee measurement date for identical assetsialitities. The fair value hierarct
gives the highest priority to Level 1 inpu

Level 2-Observable inputs other than quoted prices in actiarkets

Level 3-Unobservable inputs for which there is little ormarket data available. The fair value hierarchyegithe lowest priority to Level
inputs.

Assets measured at fair value on a recurring vesis as follows (In millions):

February 2¢
2011 Level 1 Level Z Level &
Assets:
Money market fund $ 1,13¢ $ 1,13¢ - -
Interest rate swaj 38 - 3 38 -
August 31, 201 Level 1 Level Z Level &
Assets:
Money market fund $ 1,03C $ 1,03C $ - $ -
Interest rate sway 44 - 44 -
February 2¢
201C Level 1 Level Z Level &
Assets:
Money market fund $ 2,07¢ $ 2,07¢ $ -9 -
Liabilities:
Interest rate swaj 1 - 1 -

Interest rate swaps are valued using six month IRB®arrears rates. See Note 11 for additionalaésires regarding financial instruments.
Assets measured at fair value on a non-recurrisglveere as follows (In millions):

August 31, 201 Level 1 Level Z Level &

Assets:
Goodwill $ 3 - - 3 3

Our debt instruments are not reported at fair valumur statement of financial position and assalte we will continue to report under the
guidance of ASC topic 825 Financial Instrumentsicivitequires us to disclose the fair value of oeiotdn the footnotes.

(13) The Company is involved in legal proceedirigsluding that described below, and is subjechiestigations, inspections, audits, inqui
and similar actions by governmental authoritiesimag in the normal course of the Company’s busineslthough the outcome of these legal
proceedings and other matters cannot be forec#stceitainty, management believes the final digmsof these matters will not have a
material adverse effect on the Company’s businessmsolidated financial position.

On August 31, 2009, a Walgreen Co. shareholder dddae Himmel filed a lawsuit, purportedly on ther@many’s behalf, against several
current and former officers and directors (eacHliadividual Defendant”). The case is captiortditnmel v. Wasson, et. and was filed in th
Circuit Court of Lake County, Illinois. Himmellages that the Company’s management: (i) knew,as rgckless in not knowing, that selling,
general and administrative expenses in the fourtirtgr of 2007 were too high, in light of decreapeafits from generic drug sales; (ii) knew,
or was reckless in not knowing, that the Companyld/aot realize gross profits near what many Wak& analysts were predicting; and (iii)
the directors and officers had a duty both to pnétlee drop in gross profits and to disclose theeeted drop to the public and failed to do
either. The Company’s investigation to date sutggigmt the allegations are without merit, and thatindividual Defendants acted in good
faith, exercised prudent business judgment andlacta manner that they reasonably believed tmlibd Compar’s best interests during tl



period at issue. The Company intends to vigoroashtest the allegations.

The Company guarantees a credit agreement on ltailfre Scripts-RxHub, LLC, which provides electooprescription data services. This
credit agreement, for which SureScripts-RxHub, Lik@rimarily liable, has an expiration date of Nmleer 1, 2013. The guarantee arose as a
result of a business decision between partiesgarerthat the operations of SureScripts-RxHub, kddild have additional support to access
financing. The liability was $10 million at Febrye28, 2011, August 31, 2010 and February 28, 201 maximum amount of future
payments that could be required under the guaiar$$0 million. The Company’s guarantee couldéztuced to $5 million or fully released,
should SureScripts-RxHub, LLC achieve specificineome and EBITDA targets. If SureScripts-RxHuhQ defaulted or became unable to
pay its debts, the Company would be required fillfit portion of this guarantee.

(14) On April 9, 2010, the Company completed tloels acquisition of Duane Reade Holdings, Inc., Bodne Reade Shareholders, LLC
(Duane Reade), which consisted of 258 Duane Rdadesdocated in the New York City metropolitanaras well as the corporate office and
two distribution centers. Total purchase price %A4.34 million, which included the assumption ebtl Included in the purchase price is a
fair market value adjustment to increase debt assumy $81 million. This acquisition increased @@mpany’s presence in the New York
metropolitan area.

The allocation of the purchase price of Duane Reeeaccounted for under the purchase method olatiog with the Company as the
acquirer in accordance with ASC Topic 805, Busir@smbinations. Goodwill, none of which is dedulgifor tax purposes, and other
intangible assets recorded in connection with tiriition totaled $401 million and $445 milliorspectively. Goodwill consists of expected
purchasing synergies, consolidation of operatiosraductions in selling, general and administea@xpenses. Intangible assets consist of
$303 million of favorable lease interests (10-ywarghted average useful life), $75 million in cusgr relationships (10-year useful life), $38
million in trade name (5-year useful life) and $88lion in other intangible assets (10-year uséifa).

Assets acquired and liabilities assumed in thestration were recorded at their acquisition datevi@ues while transaction costs associated
with the acquisition were expensed as incurrede Thmpany'’s allocation was based on an evaluafitimecappropriate fair values and
represented management’s best estimate based itabsvdata. Final purchase accounting was coraglet the first quarter of fiscal

2011. There were no material adjustments to teknpinary purchase price allocation. The final faalues of assets acquired and liabilities
assumed on April 9, 2010, are as follows (in milky

Accountsreceivable $ 5z
Inventory 228
Other current asse 99
Property and equipme 219
Other nor-current assetl 3
Intangible assel 445
Goodwill 401
Total assets acquire 1,447
Liabilities assume: 313
Debt assume 574
Net cash pai $ 56(

The fair values of goodwill and intangible assetsomiated with the acquisition of Duane Reade \determined to be Level 3 under the fair
value hierarchy. Intangible asset values werenedéd based on future cash flows and custometi@ttrates discounted using an estimated
weighted average cost of capital.

We assumed federal net operating losses of $28®ménd state net operating losses of $261 millmmth of which begin to expire in 2018,
conjunction with the Duane Reade acquisition.

For the three and six month periods ended Feb2&r2011, the Company incurred $12 million and 8#iion, respectively in costs related
to the acquisition, all of which was included itlisg, general and administrative expenses. Actesllts from Duane Reade operations are
included in the Consolidated Condensed Statemériarmings as follows (in millions, except per shamounts):

Three Months Six Months

Ended Ended
February 28, February 28,

2011 2011
Net sales $ 458 $ 91:
Net loss (7 (12

Net earnings per common sha

Basic $ 0.0y $ (0.0
Diluted $ 0.01) $ (0.07)

The aggregate purchase price of all business dadgible asset acquisitions, excluding Duane Reads,$141 million for the six months
ended February 28, 2011. These acquisitions asig@adnillion to goodwill and $103 million to intarije assets, primarily prescription

files. The remaining fair value relates to immetikamounts of tangible assets, less liabilitiesuazed. Operating results of the businesses
acquired have been included in the Consolidatedi®osed Statements of Earnings from their respeatigeisition dates forward. Pro forma
results of the Company, assuming all of the actjois had occurred at the beginning of each pesredented, would not be materially
different from the results reporte



(15) We have recorded the following depreciatiod amortization expense in the Consolidated CoreteBsatements of Earnings (In
millions):

Three Months Ended Six Months Ended
February 28, February 28,

2011 2010 2011 2010
Depreciation expens $ 20C $ 19¢ 406 3 40&
Intangible asset amortizatic 46 38 98 77
System development costs amortiza! 10 12 23 23
Total depreciation and amortization
expense $ 25¢ $ 24¢ 52¢ 50E

(16) Cash interest paid for the six month perindesl February 28, 2011 was $42 compared to $4®Hmith the prior year’s six month
period. Cash paid for income taxes was $634 millind $530 million for the six months ended Febr@&, 2011 and 2010, respectively.

(17) On March 9, 2011, the Company announced iaitieé¢ agreement with Catalyst Health Solutions;.lunder which Catalyst will acquire
the Companys pharmacy benefit management business, WalgreealshHnitiatives, Inc. (WHI), in a cash transaaotior $525 million, subjec
to certain adjustments. The transaction is strectas an acquisition of all of the capital stock\ll. Completion of the transaction is subject
to customary conditions, including receipt of regaty approvals and clearances. We anticipatedéapa gain on the transaction which is
expected to close by the end of June 2011.

On March 24, 2011, the Company announced a defnitierger agreement pursuant to which it will acgidrugstore.com. Under the term:
the merger agreement, drugstore.com stockholddirsaweive $3.80 in cash for each share of stodkclvrepresents an equity value of
approximately $429 million. Consummation of therges is subject to customary conditions, includsagisfaction of regulatory requirements
and approval of the transaction by drugstore.catgskholders. The Company will fund the acquisitwith existing cash and anticipates the
merger will close by the end of June 2011.

(18) In August 2010, the Financial Accounting Stamls Board (FASB) issued an exposure draft orelaasounting that would require entit

to recognize assets and liabilities arising froaskecontracts on the balance sheet. The propgpedwge draft states that lessees and lessors
should apply a “right-of-use modeiti accounting for all leases. Under the proposedeh lessees would recognize an asset for thé tioginse
the leased asset, and a liability for the obligatm make rental payments over the lease term.|eldse term is defined as the longest possible
term that is “more likely than not” to occur. Thecounting by a lessor would reflect its retainegosure to the risks or benefits of the
underlying leased asset. A lessor would recogaiizasset representing its right to receive leagmeats based on the expected term of the
lease. The final standard is expected to be issuedlendar 2011. The proposed standard, asntlyrdrafted, will have a material impact on
the Company'’s reported results of operations amahfiial position. This exposure draft is non-dasmature and will not impact the
Company’s cash position.

Iltem 2. Managements Discussion and Analysis of Financial Condition ahResults of Operations

The following discussion and analysis of our finahcondition and results of operations should bad together with the financial statements
and the related notes included elsewhere hereincmaonsolidated financial statements, accompapyiotes and Management’s Discussion
and Analysis of Financial Condition and Result©gplerations contained in our Annual Report on Fot@aKlfor the year ended August 31,
2010. This discussion contains forward-lookiregestnents that involve risks and uncertainties. @utual results may differ materially from
those discussed in forward-looking statements. dfradhat might cause a difference include, butrsoelimited to, those discussed under
“Cautionary Note Regarding Forward-Looking Staterts8below and in Item 1A (Risk Factors) in our Amh&®eport on Form 10-K for the
year ended August 31, 2010 and our Quarterly Repofform 1-Q for the quarter ended November 30, 2010.

INTRODUCTION

Walgreens is principally a retail drugstore chéiattsells prescription and non-prescription drugs general merchandise. General
merchandise includes, among other things, houseétesits, convenience foods, personal care, beauty candy, photofinishing and seasonal
items. Customers can have prescriptions fillegktail pharmacies as well as through the mail, arslomers may also place orders by
telephone and via the Internet. At February 28,12@ve operated 8,161 locations in 50 states, th&i@ of Columbia, Guam and Puerto
Rico. Total locations do not include 359 convehiare clinics operated by Take Care Health Systéms

Number of Locations
February 28, February 28,

Location Type 2011 201(
Drugstores 7,69( 7,18(
Worksite Facilities 367 381
Home Care Facilitie 93 10z
Specialty Pharmacie 9 14
Mail Service Facilities 2 2
Total 8,161 7,68(

The drugstore industry is highly competitive. tiddion to other drugstore chains, independent shargs and mail order prescripti



providers, we compete with various other retailectuding grocery stores, convenience stores, masshants and dollar stores.

The Company’s sales, gross profit margin and gposfit dollars are impacted by, among other thirfmggh the percentage of prescriptions that
we fill that are generic and the rate at which m@meric versions are introduced to the markegelmeral, generic versions of drugs generate
lower total sales dollars per prescription, buthleiggross profit margins and gross profit dollasscompared with patent-protected brand name
drugs. The positive impact on gross profit margind gross profit dollars has been significanhinfirst several months after a generic ver:

of a drug is first allowed to compete with the litad version, which is generally referred to asenégic conversion.” In any given year, the
number of blockbuster drugs that undergo a conveirfisom branded to generic status can increaseaedse, which can have a significant
impact on our sales, gross profit margins and gposst dollars. And, because any number of factmutside of the Company’s control or
ability to foresee can affect timing for a generanversion, we face substantial uncertainty in jotedy when such conversions will occur and
what effect they will have on particular future ipels.

The long-term outlook for prescription utilizatismstrong due in part to the aging population,itteeeasing utilization of generic drugs, the
continued development of innovative drugs that imnprquality of life and control health care cosisg the expansion of health care insurance
coverage under the Patient Protection and Affoel&@are Act signed into law on March 23, 2010 (tl&)\ The ACA seeks to reduce federal
spending by altering the Medicaid reimbursemennfda (AMP) for multi-source drugs, and when implereel, is expected to reduce
Medicaid reimbursements. State Medicaid programsakso expected to continue to seek reductionsiinbursements independent of

AMP. In addition, the Company continuously facesnbursement pressure from pharmacy benefit manage(RBM) companies, health
maintenance organizations, managed care organizatmd other commercial third party payers, aeddbmpany’s agreements with these
payers are regularly subject to expiration, terriamaor renegotiation.

Total front-end sales have grown due to acquirecestand new store openings, as well as sales igagxssting stores. Front-end sales have
increased in the non-prescription drugs, beer ané vpersonal care and photofinishing categories.

We continue to increase our penetration in existiragkets. To support our growth, we are investimgrime locations, technology and
customer service initiatives. We are focused tailrerganic growth; however, consideration is givte retail and other acquisitions that
provide unique opportunities and fit our busindsgctives, such as our acquisition of Duane Readldirgs, Inc., which consisted of 258
Duane Reade stores located in the New York Cityaopetitan area, as well as the corporate office taraldistribution centers.

RESTRUCTURING CHARGES

On October 30, 2008, we announced a series oégtcainitiatives, approved by the Board of Direstdo enhance shareholder value. One of
these initiatives was a program known as “RewifonrgGrowth,” which was designed to reduce costiamgrove productivity through strategic
sourcing of indirect spend, reducing corporate bgad and work throughout our stores, rationaliradibinventory categories, and
transforming community pharmacy. We expect to detepthese initiatives in the current fiscal year.

We have recorded the following pt&@x charges associated with our Rewiring for Groprtbgram in the Consolidated Condensed Statemé
Earnings (In millions):

Three Months Ended Six Months Ended

February 28, February 28,
2011 2010 2011 2010

Severance and other bene $ - $ 5% 2 $ 12
Inventory charges - - - 19
Restructuring expen: - 5 2 31
Consulting 6 17 11 24
Restructuring and restructuring related expsns $ 6 9 22 $ 13 $ 55
Cost of sale: $ - 8 - $ - $ 19
Selling, general and administrative expenses 6 22 13 36
$ 6 $ 22 ¢ 13 $ 55

Severance and other benefits include the chargesiased with employees who were separated fronCtmpany. In the current fiscal year,
27 employees have been separated from the Com&inge inception, a total of 917 employees have lseparated from the Company as a
result of these initiatives.

Inventory charges relate to on-hand inventory kizat been reduced from cost to a selling price beltmst. In addition, as a part of our
restructuring efforts we sold an incremental amadnihventory below traditional retail prices. TH#utive effect of these sales on gross profit
for the six month period ended February 28, 2014 $4amillion, all of which was recorded in the figgiarter. This compares to gross profit
dilution of $6 million and $15 million in the quartand six month periods ended February 28, 2@Hpectively.

We incurred pre-tax costs of $6 million of restrratg and restructuring related expenses in therskbquarter and $14 million ($13 million of
restructuring and restructuring related expenses $4 million of gross profit dilution) for the simonth period ended February 28, 2011. £
inception, we have incurred $372 million in totakts ($318 million of restructuring and restruaigrrelated expenses, and $54 million of g
profit dilution). We anticipate approximately $88llion of pre-tax restructuring and restructurirgdated expenses and gross profit dilution in
the remaining months of fiscal 2011.

We have recorded the following balances withindberued expenses and other liabilities sectioruofGmnsolidated Condensed Balal



Sheets (In millions):

Severance
and Other
Benefits

February 28, 2010 reserve balai $ -
Charges 5
Cash payment (5
August 31, 2010 reserve balar -
Charges 2
Cash payments (2
February 28, 2011 reserve balal $ -

We have realized incremental savings related t&R#agiring for Growth program of approximately $71lion in the current quarter and $217
million for the six month period ended February 2811. Selling, general and administrative expgmealized incremental savings of $76
million and $198 million in the quarter and six ntleperiod, respectively, while cost of sales beardfby $1 million and $19 million in the
same periods. We have realized total savingsactkat Rewiring for Growth of approximately $938 linih compared to our base year of fiscal
2008. Selling, general and administrative expensalized total savings of $839 million, while co$tsales benefited by approximately $99
million. The savings are primarily the result a@pense reduction initiatives, reduced store lalnor @ersonnel reductions.

Additionally, as a part of the Company’s Customenttic Retailing (CCR) initiative, it is modifyintipe store format to enhance category
layouts and adjacencies, shelf heights and sigesJiand brand and private brand assortmentd, &hioh are designed to positively impact
shopper experience and increase customer frequrtpurchase size. We expect this format willddied out to over 5,500 existing

stores. At February 28, 2011, in total, we haveveoted 1,873 stores and opened 450 new storesheiti CR format. We expect to convert
approximately 3,200 stores and open approximat@yrew stores with the CCR format in the remaimmanths of fiscal 2011. For the
remaining remodels, we expect the average tota) wdsch includes both selling, general and adntiats/e expenses and capital, to be
approximately $45 thousand per store. For theethmenths ended February 28, 2011, we incurred $ibmin total program costs, of which
$4 million was included in selling, general and @uistrative expenses and $3 million in capital sogtor the six months ended February 28,
2011, we incurred $17 million in total program &sif which $10 million was included in selling,nggal and administrative expenses and $7
million in capital costs. There were no CCR praogreosts in the prior year’s quarter. In the pyiear’s six month period, we incurred $12
million in total program costs, of which $8 milliamas included in selling, general and administexéxpenses and $4 million in capital costs.

OPERATING STATISTICS

Percentage Increases/(Decrease

Three Months Ended Six Months Ended
February 28, February 28,

2011 2010 2011 2010
Net Sales 8.¢ 3.1 7.5 6.1
Net Earnings 10.4 4.€ 13.¢ 10.t
Comparable Drugstore Sal 4.1 (0.2 2.4 2.2
Prescription Sale 7.7 3.2 6.5 6.5
Comparable Drugstore Prescription St 3.¢ 0.€ 2.4 3.3
Froni-End Sale: 11.C 3.C 9.2 5.5
Comparable Drugstore Fr-End Sale: 4.3 (1.6) 2.4 0.3
Gross Profil 8.7 5.1 8.8 7.1
Selling, General and Administrative Expen 8.C 5.1 7.5 6.2

Percent to Net Sale:

Three Months Ended Six Months Ended
February 28, February 28,
2011 2010 2011 2010
Gross Margir 28.¢ 28.¢ 28.€ 28.Z
Selling, General and Administrative Expen 22.3 22.2 22.€ 221

Other Statistics

Three Months Ended Six Months Ended
February 28, February 28,
2011 2010 2011 2010
Prescription Sales as a % of Net Si 62.€ 63.8 64.1 64.7
Third Party Sales as a % of Total Prescription € 95.k 95.2 95.4 95.1
Total Number of Prescriptions (in million 181 172 362 34¢€
30 Day Equivalent Prescriptions (in millions 20t 192 407 38t

Total Number of Location 8,161 7,68(



* Includes the adjustment to convert prescriptigreater than 84 days to the equivalent of thred&@0prescriptions. This adjustment reflects
the fact that these prescriptions include approtétyahree times the amount of product days sugplEmpared to a normal prescription.

RESULTS OF OPERATIONS

Net earnings for the second quarter ended Feb@&r2011 were $739 million or $.80 per share (diiyt This was a 10.4% increase over
same quarter last year. The net earnings inciedke quarter was primarily attributable to higsates growth and lower selling, general and
administrative expenses as a percentage of sBlegne Reade, including costs associated with theisition, recorded a pre-tax loss of $11
million, or $.01 per share (diluted) in the currgoarter. Additionally, we recorded pi@x Rewiring for Growth expenses of $6 million,$%01
per share (diluted) in the current quarter compéogate-tax expenses of $28 million ($22 millionrestructuring and restructuring related
expenses and $6 million in margin dilution), orZbger share (diluted) in the prior year.

For the six month period ended February 28, 20&flearnings increased 13.9% to $1,319 million oA%per share (diluted). The net earn
increase for the six month period was primarilyilatitable to higher sales growth, improved margind lower selling, general and
administrative expenses as a percentage of sBiegagne Reade, including costs associated with theisition, recorded a pre-tax loss of $19
million, or $.01 per share (diluted) for the six mtio period ended February 28, 2011. Pre-tax ragiior growth expenses for the six month
period ended February 28, 2011 were $14 millior8($llion of restructuring and restructuring relhiexpenses and $1 million in margin
dilution), or $.01 per share (diluted). This comgsato pre-tax expenses of $70 million ($55 millafrestructuring and restructuring related
expenses and $15 million in margin dilution), d%per share (diluted) in the prior year’s period.

Net sales for the quarter ended February 28, 20dreased by 8.9% to $18,502 million. The acquisibbDuane Reade increased total sale
2.7% in the current quarter. Drugstore sales as®s resulted from sales gains in existing stardsadded sales from new stores, each of v
include an indeterminate amount of market-drivangpchanges. Sales in comparable drugstores vpefel®o in the current quarter and 2.4%
for the six month period ended February 28, 20C&mparable drugstores are defined as those thatlieen open for at least twelve
consecutive months without closure for seven orenomnsecutive days and without a major remodelrataral disaster in the past twelve
months. Remodels associated with our CCR initgatike not considered major and therefore do nettffomparable drugstore

results. Relocated and acquired stores (incluBingne Reade) are not included as comparable gtortee first twelve months after the
relocation or acquisition. We operated 8,161 liocet (7,690 drugstores) as of February 28, 201rhpesed to 7,680 locations (7,180
drugstores) a year earlier.

Prescription sales increased by 7.7% for the seqaader and 6.5% for the first six months andespnted 62.6% and 64.1% of total sales,
respectively. The acquisition of Duane Reade amed prescription sales by 1.8% in the currenttquand 1.9% for the six month period. In
the prior year, prescription sales increased 3r2%é quarter and 6.5% year to date and represést8&o and 64.7% of total

sales. Comparable drugstore prescription sales uwg.9% in the current quarter and 2.4% for thenenth period. The effect of generic
drugs, which have a lower retail price, replacingriol name drugs reduced prescription sales by b\&Be current quarter and 2.9% for the
first six months versus 2.3% in the prior year'sider and six month periods. The effect of gesenit total sales was a reduction of 1.6% in
the current quarter and 1.7% year to date comparéB% and 1.4% in the quarter and six month plerio the prior year. Third party sales,
where reimbursement is received from managed gganizations, the government, employers or priirsgarers were 95.5% of prescription
sales for the quarter and 95.4% for the first sonths compared to 95.2% for the quarter and 95drthe first six months last year. We
receive market driven reimbursements from thirdyppayers, a number of which typically reset inukny. The total number of prescriptions
filled for the current quarter (including immunigats) was approximately 181 million compared to inillion for the same period last

year. Prescriptions adjusted to 30 day equivaleete 205 million in the current quarter versus frittion in last yea's quarter.

Front-end sales increased 11.0% for the currentepuand 9.2% for the first six months and weret37 and 35.9% of total sales,

respectively. The acquisition of Duane Reade mmee frontend sales by 4.1% in the quarter and 4.4% foriteedix months. In compariso
prior year front end sales increased 3.0% and &B&ccomprised 36.7% and 35.3% of total sales.adtition to the impact of Duane Reade,
the increase in the current quarter’s front-endsa due in part to new store openings and imgkrsa¢es dollars related to non-prescription
drugs, personal care, beer and wine and convenfends. Comparable drugstore front-end salesased 4.3% for the current quarter and
increased 2.4% year to date compared to the pear, which decreased 1.6% for the quarter andasect0.3% year to date from fiscal

2009. The increase in comparable front end salései quarter was primarily attributed to non-priggion drugs, beer and wine, personal care
and photofinishing.

Gross margin as a percent of sales was 28.8% ioutient quarter and 28.6% for the first six mortbmspared to 28.8% and 28.3% last
year. Overall margins in the quarter were podiiw@pacted by higher fro-end margins, but were offset by a higher provigam

LIFO. Retail pharmacy margins in the quarter witakeas the positive effect of generic drug sales wffset by market driven
reimbursements. Gross margins for the six montlogevere positively impacted by higher front-endngins. Also impacting margins for the
six month period were higher retail pharmacy magitere the positive effect of generic drug salesenthan offset market driven
reimbursements and the first quarter writedowrlwoghot inventory. These positive effects werdiply offset by a higher provision for LIFt

We use the LIFO method of inventory valuation, whian only be determined annually when inflaticlesand inventory levels are finalized;
therefore, LIFO inventory costs for the interimdirtial statements are estimated. Cost of salésdied a LIFO provision of $56 million and
$98 million for the quarter and six month periodied February 28, 2011 versus $27 million and $@liamia year ago. This quarter, our
estimated annual inflation rate was increased f2000% to 2.25% primarily due to higher than antitgel non-prescription drug inflation. The
prior year’'s estimated annual inflation rate wa&0%. The increase in our estimated annual inftatéde from the prior year is primarily due to
higher inflation on non-prescription drugs.



Selling, general and administrative expenses as@ptage of sales were 22.3% for the second quarte22.6% for the first six months
compared to 22.4% and 22.7% a year ago. As amage of sales, the current quarter and six moatiog decrease was due to incremental
savings from our Rewiring for Growth initiativegjmarily reduced store payroll and expense. Thas wartially offset by Duane Reade
operational expenses and transaction expensedatesowith the Duane Reade acquisition.

Interest was a net expense of $18 million in thartgwr and $38 million year to date compared to ®#Ron and $43 million for the prior
quarter and year to date, respectively. The dsergminterest expense for the three and six mpatiods is primarily attributed to reduced
interest rates tied to our fixed to variable ing¢mate swap. The current year’s interest expanget of $2 million in the quarter and $5 million
year to date, which was capitalized to construgpinnjects, versus $3 million and $5 million yeadtite capitalized last yet

The effective tax rate was 37.8% compared to 37rO8e prior year’'s quarter. For the six monthiperthe effective tax rate was 37.5%
compared to 37.0% in the prior year. Increaseceotiiyear state tax rates combined with a Fedaxadettlement in the prior year, contributed
to the increase in the effective tax rate for tharter and six month period. We expect our anaffattive tax rate for fiscal 2011 to be
approximately 37.4%.

CRITICAL ACCOUNTING POLICIES

The consolidated condensed financial statementgrapared in accordance with accounting princigkserally accepted in the United States
of America. The preparation of these financialesteents requires the Company to make estimatefidgchents that affect the reported
amounts of assets, liabilities, revenues and exgseas well as related disclosures. Managemens litasestimates and judgments on historical
experience and other assumptions, which it beliewd® reasonable under the circumstances. Awtgalts may differ from these

estimates. To the extent that the estimates uffed ilom actual results, adjustments to the staet of earnings and corresponding balance
sheet accounts would be necessary. These adjustmeunld be made in future statements. For a cetamliscussion of all our significant
accounting policies please see our 2010 Annual RepoForm 10-K. Some of the more significantresties include goodwill and other
intangible asset impairment, allowance for doukdftdounts, vendor allowances, liability for closechtions, liability for insurance claims, ¢

of sales, and income taxes. We use the followiethods to determine our estimates:

Goodwill and other intangible asset impairm-
Goodwill and other indefinitéved intangible assets are not amortized, bueasduated for impairment annually during the fougtfarter, ¢
more frequently if an event occurs or circumstaratemnge that would more likely than not reducefétirevalue of a reporting unit below its
carrying value. As part of our impairment analyfsiseach reporting unit, we engaged a third papgraisal firm to assist in the
determination of estimated fair value for each.uiiibis determination included estimating the failue using both the income and market
approaches. The income approach requires managémestimate a number of factors for each repgrtinit, including projected future
operating results, economic projections, anticipditeure cash flows and discount rates. The magptoach estimates fair value using
comparable marketplace fair value data from withtomparable industry grouping.

The determination of the fair value of the repatimits and the allocation of that value to indivdtiassets and liabilities within those
reporting units requires us to make significanineates and assumptions. These estimates and assasyprimarily include, but are not
limited to: the selection of appropriate peer grocompanies; control premiums appropriate for adtjoiss in the industries in which we
compete; the discount rate; terminal growth raaest forecasts of revenue, operating income, degtieniand amortization and capital
expenditures. The allocation requires severalyaealto determine fair value of assets and ligsliincluding, among other things,
purchased prescription files, customer relatiorshipd trade names. Although we believe our estisnatt fair value are reasonable, actual
financial results could differ from those estimatie® to the inherent uncertainty involved in malksnigh estimates. Changes in assumpt
concerning future financial results or other ungiag assumptions could have a significant impaceitimer the fair value of the reporting
units, the amount of the goodwill impairment chameboth. We also compared the sum of the estichfatir values of the reporting units to
the Company’s total value as implied by the maviedtie of the Company’s equity and debt securifiéss comparison indicated that, in
total, our assumptions and estimates were reasan&tgwever, future declines in the overall masate of the Companyg’equity and del
securities may indicate that the fair value of onenore reporting units has declined below itsydag value.

We have not made any material changes to the methedaluating goodwill and intangible asset impants during the last three
years. Based on current knowledge, we do not\zetigere is a reasonable likelihood that there lvgla material change in the estimate
assumptions used to determine impairment.

Allowance for doubtful accoun-
The provision for bad debt is based on both spewteivables and historic wr-off percentages. We have not made any materialges
to the method of estimating our allowance for déuwk#ccounts during the last three years. Basecuorent knowledge, we do not believe
there is a reasonable likelihood that there wilblreaterial change in the estimates or assumptised to determine the allowance.

Vendor allowance-
Vendor allowances are principally received asslt of purchases, sales or promotion of vengwesiucts. Allowances are generally
recorded as a reduction of inventory and are rezedras a reduction of cost of sales when theagélaterchandise is sold. Those
allowances received for promoting vendors' prodaotsoffset against advertising expense and regsalteduction of selling, general and
administrative expenses to the extent of advegisiourred, with the excess treated as a redudfigmventory costs. We have not made
material changes to the method of estimating ondeeallowances during the last three years. Basezlirrent knowledge, we do not
believe there is a reasonable likelihood that thnglebe a material change in the estimates or mggions used to determine vendor
allowances.

Liability for closed location-



The liability is based on the present value dfifel rent obligations and other related costs ghestimated sublease rent) to the first lease
option date. We have not made any material chatogis®e method of estimating our liability for cemslocations during the last three
years. Based on current knowledge, we do not\metigere is a reasonable likelihood that there lvgla material change in the estimate
assumptions used to determine the liability.

Liability for insurance claim-
The liability for insurance claims is recordedséd on estimates for claims incurred and is natodisted. The provisions are estimated in
part by considering historical claims experienamndgraphic factors and other actuarial assumptitvs.have not made any material
changes to the method of estimating our liabilityihsurance claims during the last three yearsseB on current knowledge, we do not
believe there is a reasonable likelihood that thehebe a material change in the estimates or mggions used to determine the liability.

Cost of sale-
Drugstore cost of sales is derived based on ggistle scanning information with an estimatedbrinkage and adjusted based on periodic
inventories. Inventories are valued at the lowferast or market determined by the last-in, firat-(LIFO) method. We have not made any
material changes to the method of estimating cosales during the last three years. Based oreptiknowledge, we do not believe there is
a reasonable likelihood that there will be a materihange in the estimates or assumptions useekéondine cost of sales.

Income taxe:-
We are subject to routine income tax audits thatioperiodically in the normal course of businessS. federal, state and local and fore
tax authorities raise questions regarding our itangfpositions, including the timing and amountd#ductions and the allocation of income
among various tax jurisdictions. In evaluating téve benefits associated with our various tax filpagitions, we record a tax benefit for
uncertain tax positions using the highest cumutatax benefit that is more likely than not to balimed. Adjustments are made to our
liability for unrecognized tax benefits in the patiin which we determine the issue is effectivaitled with the tax authorities, the statut
limitations expires for the return containing the& position or when more information becomes abéelaOur liability for unrecognized tax
benefits, including accrued penalties and inteisshcluded in other long-term liabilities on czonsolidated balance sheets and in income
tax expense in our consolidated statements of mgsni

In determining our provision for income taxes, vee @an annual effective income tax rate based dtiydar income, permanent differences
between book and tax income, and statutory inc@xedtes. The effective income tax rate also reflear assessment of the ultimate
outcome of tax audits. Discrete events such ad aattiements or changes in tax laws are recogniztte period in which they

occur. Based on current knowledge, we do not belieere is a reasonable likelihood that there Ipéla material change in the estimates or
assumptions used to determine the amounts recéod@ttome taxes

LIQUIDITY AND CAPITAL RESOURCES

Cash and cash equivalents were $2,243 million batueey 28, 2011, compared to $2,501 million at Baby 28, 2010. Short-term investment
objectives are to minimize risk, maintain liquidand maximize after-tax yields. To attain thesgdaiives, investment limits are placed on the
amount, type and issuer of securities. Investmamprincipally in U.S. Treasury market funds andasury Bills.

Net cash provided by operating activities for thensonths ended February 28, 2011 was $2,051 milliampared to $1,763 million a ye

ago. When compared to the prior year, cash froeraimg activities increased as a result of higletrearnings but was partially offset by less
cash generated from working capital. For the sinths ended February 28, 2011, working capital avast use of $48 million in cash, as
compared to the prior year’s period where workiagital was a net use of $5 million. Cash provitdgaperations is the principal source of
funds for expansion, acquisitions, remodeling paogg, dividends to shareholders and stock repurshase

Net cash used for investing activities was $613ionilfor the six months ended February 28, 2011 gamad to $721 million a yei

ago. Additions to property and equipment were $tiflon compared to $524 million last year. Dugithe first six months we added a tote
181 locations (115 net) compared to 233 last y&24 fiet). There were 39 owned locations addechduhie first six months and 53 under
construction at February 28, 2011 versus 47 owoedgtions added and 73 under construction last year.

Specialty
Drugstores Worksites Home Care = Pharmacy Mail Service Total
August 31, 201( 7,56 367 101 14 2 8,04¢
New/Relocate! 14¢ 7 - 1 - 157
Acquired 20 - 4 - - 24
Closed/Replaced (412) (@) (12 (6) - (66)
February 28, 201 7,69( 367 93 9 2 8,161

Business acquisitions this year were $141 milliersus $116 million in the prior year. Businessuésitions in the current year include the
purchase of $29 million of home care assets wighrémaining balances relating primarily to the pase of prescription files. The prior year
acquisitions are primarily related to the purchafsprescription files. Additionally, as describdNote 17 of the Consolidated Condensed
Financial Statements the Company signed defindiyeements to sell the Company’s pharmacy benefitagement business, Walgreens
Health Initiatives, Inc. (WHI), in a cash transaatifor $525 million and to purchase drugstore.cora tash transaction for approximately
$429 million.

Capital expenditures for fiscal 2011 are expeotelokt approximately $1.1 billion to $1.3 billion,auding business acquisitions and
prescription file purchases. We expect new drugstoganic growth of approximately 2.5 to 3.0 patda fiscal 2011. In the first six months,
we added a total of 181 locations, of which 149ensgw or relocated drugstores. We are continuinglarate stores to more convenient



profitable freestanding locations.

Net cash used for financing activities was $1,075an compared to the prior ye's net cash use of $628 million. On October 192 ®ur
Board of Directors approved a long-term capitaiqyolto maintain a strong balance sheet and firadrilgxibility; reinvest in our core
strategies; invest in strategic opportunities tleatforce our core strategies and meet return remeénts; and return surplus cash flow to
shareholders in the form of dividends and sharargfases over the long term. In connection withaayital policy, our Board of Directors
authorized a share repurchase program (2009 regmeqtrogram) and set a long-term dividend paydiat target between 30 and 35

percent. The 2009 repurchase program, which wapleded in September 2010, allowed for the repwsettd up to $2,000 million of the
Company’s common stock prior to its expiration cecBmber 31, 2013. For the six months ended Feb28r2011 and 2010 shares totaling
$360 million and $384 million were purchased injomction with the 2009 repurchase program, respelgti On October 13, 2010, our Board
of Directors authorized a new share repurchasergno@2011 repurchase program) which allows forépairchase of up to $1,000 million of
the Company’s common stock prior to its expirationDecember 31, 2012. For the six months endeduBgp28, 2011, shares totaling $450
million were purchased in conjunction with the 2G&purchase program. To support the needs ofrtipdogee stock plans, we purchased
shares totaling $80 million in the current year paned to $63 million a year ago. We had proceeldged to employee stock plans of $123
million during the first six months versus $102 lioih for the same period last year. Cash dividgrald were $328 million during the first six
months versus $272 million for the same perioda yego.

We had no commercial paper outstanding at Febr2@r2011. In connection with our commercial pgmegram, we maintain two unsecured
backup syndicated lines of credit that total $1,&@ion. The first $500 million facility expiresn July 20, 2011, and allows for the issuanc

up to $250 million in letters of credit, which remuthe amount available for borrowing. The sec®®@0 million facility expires on August 12,
2012. Our ability to access these facilities igjsat to our compliance with the terms and condgiof the credit facility, including financial
covenants. The covenants require us to maintataindinancial ratios related to minimum net woatid priority debt, along with limitations

on the sale of assets and purchases of investmAanhtsebruary 28, 2011, we were in compliance witrsuch covenants. The Company pays a
facility fee to the financing banks to keep thased of credit active. At February 28, 2011, th@eze no letters of credit issued against these
facilities and we do not anticipate any futuredestof credit to be issued against these facilities

Our current credit ratings are as follows:

Long-Term Debt Commercial Paper
Rating Agency Rating Outlook Rating Outlook
Moody's A2 Stable P-1 Stable
Standard & Poor' A Stable A-1 Stable

In assessing our credit strength, both Moody'sStaddard & Poor's consider our business modeltadegiiucture, financial policies and
financial statements. Our credit ratings impactfature borrowing costs, access to capital markatboperating lease costs.

CONTRACTUAL OBLIGATIONS AND COMMITMENTS
The following table lists our contractual obligatgoand commitments as of February 28, 2011

Payments Due by Period (In millions’

Less than 1
Total Year 1-3 Years 3-5 Years Over 5 Years
Operating leases (. $ 35,88 $ 224 $ 454¢ $ 4397 $ 24,70:
Purchase obligations (2
Open inventory purchase ords 1,25¢ 1,25¢ - - -
Real estate developme 28¢ 18¢ 89 16 -
Other corporate obligatior 53¢ 273 227 25 14
Long-term debt*(3) 2,35t 9 1,30¢ 1C 1,03:
Interest payment on lo-term debt 581 11€ 20C 10t 16C
Insurance* 601 24:¢ 181 89 88
Retiree health 454 12 27 34 381
Closed location obligations 15€ 38 44 24 50
Capital lease obligations *(: 94 4 6 6 78
Other long-term liabilities reflected on the balarsheet’
4) 924 81 197 15€ 49C
Total $ 43,13. $ 4,45¢  $ 6,821 $ 4,86: $ 26,99

* Recorded on balance sheet.

(1) Amounts for operating leases and capital leasestinclude certain operating expenses under gmeksuch as common a
maintenance, insurance and real estate taxes.e Expenses for the Company's most recent fiscalvweae $375 million

(2) The purchase obligations include agreemenpsitohase goods or services that are enforceadlégally binding and that specify all
significant terms, including open purchase ord

(3) Total long-term debt on the Consolidated Caoiséel Balance Sheet includes a $40 million fair mevklue adjustment and $6 million of
unamortized discoun

(4) Includes $84 million ($35 million due ir-3 years, $30 million due in-5 years and $19 million due in over 5 years) oeaognized ta
benefits recorded under ASC topic 7



The expected timing of payments of the obligatiabsve is estimated based on current informatiomifig of payments and actual amounts
paid may be different, depending on the time oéitoof goods or services, or changes to agreed-apwunts for some obligations.

OFF-BALANCE SHEET ARRANGEMENTS

We do not have any unconsolidated special purpotes and, except as described herein, we dbaat significant exposure to any off-
balance sheet arrangements. The term “off-baldneet @rrangement” generally means any transa@greement or other contractual
arrangement to which an entity unconsolidated witls a party, under which we have: (i) any oblaatrising under a guarantee contract,
derivative instrument or variable interest; or éijetained or contingent interest in assets teaired to such entity or similar arrangement that
serves as credit, liquidity or market risk supgortsuch assets.

Letters of credit are issued to support purchasigatipns and commitments (as reflected on the @atial Obligations and Commitments
table) as follows (In millions):

Insurance $ 231
Inventory obligation: 42
Real estate development 14
Total $ 287

We have no off-balance sheet arrangements othettioge disclosed on the Contractual Obligatioms@ommitments table and a credit
agreement guaranty on behalf of SureScripts-RxHuUE, This agreement is described more fully in &8 in the Notes to Consolidated
Condensed Financial Statements.

Both on-balance sheet and off balance-sheet fingraediernatives are considered when pursuing quitatastructure and capital allocation
objectives.

RECENT ACCOUNTING PRONOUNCEMENTS

In August 2010, the Financial Accounting Stand@dard (FASB) issued an exposure draft on leaseustity that would require entities to
recognize assets and liabilities arising from leas#racts on the balance sheet. The proposederedraft states that lessees and lessors
should apply a “right-of-use modali accounting for all leases. Under the proposedet lessees would recognize an asset for thé togise
the leased asset, and a liability for the obligatmmake rental payments over the lease term.|€dse term is defined as the longest possible
term that is “more likely than not” to occur. Taecounting by a lessor would reflect its retainegosure to the risks or benefits of the
underlying leased asset. A lessor would recogaizasset representing its right to receive leagmeats based on the expected term of the
lease. Comments on this exposure draft were duelsgmber 15, 2010 and the final standard is eggeotbe issued in the second calendar
guarter of 2011. The proposed standard, as clyrérafted, will have a material impact on the C@nyp's reported results of operations and
financial position. This exposure draft is nonkcasnature and will not impact the Company’s cpshition.

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENT S

This report and other documents that we file wlitd $ecurities and Exchange Commission contain fakeaking statements that are baset
current expectations, estimates, forecasts anégirops about our future performance, our businassbeliefs and our management’s
assumptions. Statements that are not historictd fre forward-looking statements, including famvbboking information concerning
pharmacy sales trends, prescription margins, num@tedocation of new store openings, outcomegtigglion, the level of capital
expenditures, industry trends, demographic tregitsyth strategies, financial results, cost redurctitiatives, acquisition synergies, regulat
approvals, and competitive strengths. Words ssclexpect,” “outlook,” “forecast,” “would,” “could, “should,” “project,” “intend,” “plan,”
“continue,” “sustain”, “on track”, “believe,” “segk“estimate,” “anticipate,” “may,” “assume,” andaxiations of such words and similar
expressions are often used to identify such forvaoling statements, which are made pursuant tedlfe harbor provisions of the Private
Securities Litigation Reform Act of 1995. Theseward-looking statements are not guarantees ofdéyterformance and involve risks,
assumptions and uncertainties, including, but inoitéd to, those described in Iltem 1A “Risk Factansour Form 10-K for the fiscal year
ended August 31, 2010, in our Quarterly Report om10-Q for the quarter ended November 30, 2040, other reports that we file or
furnish with the Securities and Exchange CommissiBhould one or more of these risks or uncersntaterialize, or should underlying
assumptions prove incorrect, actual results may weaterially from those indicated or anticipatedsoygh forward-looking

statements. Accordingly, you are cautioned n@iase undue reliance on these forward-looking statés, which speak only as of the date
they are made. Except to the extent required Wwywse undertake no obligation to update publicly &asrward-looking statements after the
date they are made, whether as a result of newniraftion, future events, changes in assumptionshareise.

Iltem 3. Quantitative and Qualitative Disclosure dout Market Risk

In January 2010, we entered into two interestsai@p transactions converting our $1,300 millior78% fixed rate notes to a floating interest
rate tied to the six month LIBOR in arrears plusastant spread. These financial instrumentsarsitive to changes in interest rates. On
February 28, 2011, we had $1,055 million in Idegn debt obligations that had fixed interest ratkne percentage point increase or dec
in interest rates would increase or decrease theaiinterest expense we recognize and the cagfawéor interest expense by approximately
$13 million.

Iltem 4. Controls and Procedures




Evaluation of Disclosure Controls and Procedures

Management conducted an evaluation of the effeatise of the design and operation of our disclosongrols and procedures as of the
end of the period covered by this Form 10-Q. Tomtrols evaluation was conducted under the sugervend with the participation of
the Company’s management, including its Chief EXgewOfficer (“CEQ”) and Chief Financial Officer CFO”). Based upon the
controls evaluation, our CEO and CFO have conclubat] as of the end of the period covered byriy®rt, our disclosure controls and
procedures were effective to provide reasonablerasse that information required to be disclosedunExchange Act reports is
recorded, processed, summarized and reported witaitime periods specified by the SEC, and thel $nformation is accumulated and
communicated to management, including the CEO d&fd,@s appropriate to allow timely decisions regaydequired disclosure.

Changes in Internal Control over Financial Reportirng

In connection with the evaluation pursuant to ExgfeaAct Rule 13a-15(d) of the Company's internalticd over financial reporting (as
defined in Exchange Act Rule 13a-15(f)) by the Camyps management, including its CEO and CFO, nagdsduring the quarter ended
February 28, 2011 were identified that have mdtgrédfected, or are reasonably likely to matesiadffect, the Company's internal control
over financial reporting.

In the second quarter of fiscal 2010 we sighedgraeanent to outsource select accounting transaptioressing activities. This is part of
an ongoing initiative to transform our accountimgamization to a new model which includes sharedices and multiple centers of
excellence. The Company’s management has concthdéthe outsourcing agreement has not matedéiigcted, and is not reasonably
likely to materially affect, the Company’s interragintrol over financial reporting.

Inherent Limitations on Effectiveness of Controls

Our management, including the CEO and CFO, do x¢et that our disclosure controls and proceduresipinternal control over
financial reporting will prevent or detect all ersaand all fraud. A control system, no matter ive@ll designed and operated, can provide
only reasonable, not absolute, assurance thabtiteot system’s objectives will be met. The desifm control system must reflect the
fact that there are resource constraints, andeheflis of controls must be considered relativéh&ir costs. Further, because of the
inherent limitations in all control systems, no lenation of controls can provide absolute assurdnaemisstatements due to error or fraud
will not occur or that all control issues and im&tes of fraud, if any, within the Company have béetected. These inherent limitations
include the realities that judgments in decisiorkimg can be faulty and that breakdowns can occoab&e of simple error or

mistake. Controls can also be circumvented byrtizidual acts of some persons, by collusion af oy more people, or by management
override of the controls. The design of any systémwontrols is based in part on certain assumptadyout the likelihood of future events,
and there can be no assurance that any desigeusieed in achieving its stated goals under adirgiat! future conditions. Projections of
any evaluation of controls effectiveness to fujpeeods are subject to risks. Over time, contnoésy become inadequate because of
changes in conditions or deterioration in the degrfecompliance with policies or procedures.

PART Il. OTHER INFORMATION

ltem 1. Legal Proceedings

The information in response to this item is incogted herein by reference to Note 13 of the Codat#id Condensed Financial Statements of
this Quarterly Report.

Item 1A. Risk Factors

In addition to the other information set forth nistreport, you should carefully consider the fesdiscussed in Part I, Item 1A “Risk Factors”
in our Annual Report on Form 10-K for the year ehdeigust 31, 2010 and in Part II, Item 1A “Risk Eas” in our Quarterly Report on Form
10-Q for the quarter ended November 30, 2010, wbdalid materially affect our business, financiahdition or future results.

Item 2. Unregistered Sales of Equity Securities and Use ®roceeds

(c) The following table provides information about pusses by the Company during the quarter ended &gb28, 2011 of equit
securities that are registered by the Company puatdo Section 12 of the Exchange 2

Issuer Purchases of Equity Securitie

Total Number of Shares Approximate Dollar Value of
Total Number Purchased as Part of Publicly Shares that May Yet Be
of Shares Average Price Announced Repurchase Purchased Under the Plans or
Period Purchased (1) Paid per Share Programs (2) Program (2)

12/1/2010 -
12/31/201C 1,364,931 $ 36.62 1,364,93¢ $ 800,328,12
1/1/2011-
1/31/2011 6,187,16. $ 41.21 4,262,65: $ 625,329,10

2/1/2011-



2/28/2011
Total

1,778,15 $
9,330,251 %

42.15
40.7:

1,778,15 $
7,405,73' $

550,336,81
550,336,81

(1) The Company purchased 1,924,511 shares of its constock in open-market transactions to satisfyrégeiirements of the Company's
employee stock purchase and option plans, as wé¢fieaCompany's Nonemployee Director Stock F

(2) On October 13, 2010, the Board of Directors appilav@ew share repurchase program (2011 repurchagem) which allows for the
repurchase of up to $1,000 million of the Comparpsmon stock prior to its expiration on DecembirZ12. The total remaining
authorization under the 2011 repurchase progré$83€ million as of February 28, 201

Item 6. Exhibits

The agreements included as exhibits to this regrerincluded to provide information regarding tieims and not intended to provide
any other factual or disclosure information abtat Company or the other parties to the agreemdiits.agreements may contain
representations and warranties by each of thegsauithe applicable agreement that were madeydolethe benefit of the other parties

to the applicable agreement, and:

< should not in all instances be treated as caieg) statements of fact, but rather as a waylo€ating the risk to one of the
parties if those statements prove to be inaccurate;

« may have been qualified by disclosures thaevmeade to the other party in connection with thgotiation of the applicable
agreement, which disclosures are not necessafigcted in the agreement;

« may apply standards of materiality in a wayt thalifferent from what may be viewed as mateigayou or other investors; and

» were made only as of the date of the applicagteement or such other date or dates as mayebéieg in the agreement and
are subject to more recent developments.

Accordingly, these representations and warrantigg not describe the actual state of affairs abeffate they were made or at any other
time.

Exhibit No. Description SEC Document Referenci
3.1 Amended and Restated Articles of Incorporatif Incorporated by reference to Exhibit 3.1 to Weaégr Co.’s
Walgreen Co. Current Report on Form 8-K (File No. 1-00604) filedh the
SEC on January 19, 201
3.2 Amended and Restated -Laws of Walgreen Co., ¢ Incorporated by reference to Exhibit 3.1 to Walgré&»'s
amended effective as of September 1, 2008. Current Report on Form 8-K (File No. 1-00604) filedh the
SEC on September 5, 20
10.1* Walgreen Co. 162(m) Deferred Compensdfitam, as  Incorporated by reference to Exhibit 10.1 to Wedm Co.’s
amended Current Report on Form 8-K (File No. 1-00604) fileidh the
SEC on December 6, 20.
10.2* Amendment No. 1 to Walgreen Co. 2011 Execu Incorporated by reference to Exhibit 10.1 to Wadgr€o's
Deferred Compensation Plan Current Report on Form 8-K (File No. 1-00604) fileidh the
SEC on January 19, 201
10.3* Amendment to the Walgreen Co. Profit-Shgri Incorporated by reference to Exhibit 10.2 to Wedg Co.’s
Restoration Plan Current Report on Form 8-K (File No. 1-00604) filedh the
SEC on January 19, 201
12 Computation of Ratio of Earnings to Fixed Char Filed herewith
31.1 Certification of the Chief Executive Officer pursudaoc Filed herewith.
Section 302 of the Sarbar-Oxley Act of 2002
31.2 Certification of the Chief Financial Offigeursuant to  Filed herewith.
Section 302 of the Sarbar-Oxley Act of 2002
321 Certification of the Chief Executive Officer pursudao Filed herewith
Section 906 of the Sarbanes-Oxley Act of 2002, 18
U.S.C. Section 135(
32.2 Certification of the Chief Financial Officer purstdo  Filed herewith

Section 906 of the Sarbanes-Oxley Act of 2002, 18
U.S.C. Section 135(



101** The following financial statements and footes from  Furnished herewith.
the Walgreen Co. Quarterly Report on Form 10-Q for
the fiscal quarter ended February 28, 2011, foredatt
in XBRL (eXtensible Business Reporting Language):
(i) Consolidated Condensed Balance Sheets; (ii)
Consolidated Condensed Statement of Earnings; (iii)
Consolidated Condensed Statement of Cash Flow:
(iv) the Notes to Consolidated Condensed Financial

Statements
* Management contract or compensatory plaarrangement.
*x In accordance with Rule 406T under Regulatieit,3he XBRL-related information in Exhibit 101 tieis Annual Report on Form 1K-

shall be deemed to I“furnishe¢ and not“filed”.
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WALGREEN CO. AND SUBSIDIARIES
COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES

Income before income taxes and minority inte
Add:
Minority interest
Fixed charge
Less: Capitalized interest
Earnings as defined

Interest expense, net of capitalized inte
Capitalized interes
Portions of rentals representative of the intere
factor

Fixed charges as defin

Ratio of earnings to fixed charg

Six Months Ende:

Exhibit 12

Fiscal Year Ende

2/28/2011 _2/28/201C 8/31/201C

2,11C $ 1,83¢ $ 3,37¢
582 52€ 1,10C

©) ©) (12
2,681 $ 2,360 $ 4,461

38 $ 43 $ 9C

5 5 12
53¢ 47¢ 99¢
582 $ 52€ $ 1,10(
4.6z 4.4¢ 4.0¢
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EXHIBIT 31.1

CERTIFICATION

, Gregory D. Wasson, certify that:

| have reviewed this quarterly report on Forn-Q of Walgreen Co.

Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omététe a material fact necessary to make

the statements made, in light of the circumstanoeler which such statements were made, not misigadih respect to the period covered

by this report

Based on my knowledge, the financial statements$ aéimer financial information included in this repdairly present in all material respe

the financial condition, results of operations aadh flows of the registrant as of, and for, thegas presented in this repo

The registrant's other certifying officer(s) anaré responsible for establishing and maintainisgldsure controls and procedures (as

defined in Exchange Act Rules 13a-15(e) and 15&))%(d internal control over financial reportirgg @defined in Exchange Act Rule 13a-

15(f) and 15-15(f)) for the registrant and hay

a) Designed such disclosure controls and proceduregused such disclosure controls and proceduies tkesigned under our supervisi
to ensure that material information relating to tbgistrant, including its consolidated subsidigrie made known to us by others within
those entities, particularly during the period ihigh this report is being prepare

b) Designed such internal control over financial réjpgr or caused such internal control over finah@aorting to be designed under our
supervision, to provide reasonable assurance rieggtiae reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generally@edeaccounting principle

c) Evaluated the effectiveness of the registrantslaisire controls and procedures and presentedsimgiport our conclusions about 1
effectiveness of the disclosure controls and prores) as of the end of the period covered by #psnt based on such evaluation;

d) Disclosed in this report any change in the regidsdanternal control over financial reporting tloatcurred during the registrant's most
recent fiscal quarter (the registrant's fourthdlgquarter in the case of an annual report) thathaterially affected, or is reasonably lik
to materially affect, the registrant's internal tohover financial reporting; an

. The registrant's other certifying officer(s) antblve disclosed, based on our most recent evaluatimernal control over financial

reporting, to the registrant's auditors and thataummmittee of the registrant's board of direct@ispersons performing the equivalent

functions):

a) All significant deficiencies and material weaknessethe design or operation of internal contratiofinancial reporting which are
reasonably likely to adversely affect the regidteaability to record, process, summarize and itefieincial information; an

b) Any fraud, whether or not material, that involveamagement or other employees who have a significésin the registrant's internal
control over financial reporting

Gregory D. Wasso  President and Chief Executi Date: April 5, 201
Officer

Gregory D. Wasso
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2.

3.

4.
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EXHIBIT 31.2

CERTIFICATION

, Wade D. Miquelon, certify that:

I have reviewed this quarterly report on Forn-Q of Walgreen Co.

Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgt&ie a material fact necessary to make

the statements made, in light of the circumstanoeker which such statements were made, not misigadth respect to the period covered

by this report

Based on my knowledge, the financial statement$,oéimer financial information included in this repdairly present in all material respe

the financial condition, results of operations aadh flows of the registrant as of, and for, theqols presented in this repo

The registrant's other certifying officer(s) anaré responsible for establishing and maintainisgldsure controls and procedures

defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportirg @efined in Exchange Act Rule 13a-

15(f) and 15-15(f)) for the registrant and ha

a) Designed such disclosure controls and proceduregused such disclosure controls and procedures tiesigned under our supervisi
to ensure that material information relating to tégistrant, including its consolidated subsidigrie made known to us by others within
those entities, particularly during the period ihigh this report is being prepare

b) Designed such internal control over financial réjpgr, or caused such internal control over finah@gaorting to be designed under ¢
supervision, to provide reasonable assurance rieggatite reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generally@edeaccounting principle

c) Evaluated the effectiveness of the registrantslatisire controls and procedures and presentedsimgport our conclusions about the
effectiveness of the disclosure controls and proces) as of the end of the period covered by #psit based on such evaluation;

d) Disclosed in this report any change in the regmtsanternal control over financial reporting tleacurred during the registrant's m
recent fiscal quarter (the registrant's fourthdlsquarter in the case of an annual report) thathaterially affected, or is reasonably lik
to materially affect, the registrant's internal tohover financial reporting; an

. The registrant's other certifying officer(s) anltblve disclosed, based on our most recent evaluatiimtiernal control over financi

reporting, to the registrant's auditors and thetaummmittee of the registrant's board of direct@rspersons performing the equivalent

functions):

a) All significant deficiencies and material weaknessethe design or operation of internal contradiofmancial reporting which ai
reasonably likely to adversely affect the registsaability to record, process, summarize and refimaincial information; ani

b) Any fraud, whether or not material, that involveamagement or other employees who have a significéain the registrant's intern
control over financial reporting

Executive Vice President and Chief
Wade D. Miguelor Financial Officer Date: April 5, 201!
Wade D. Miquelor




Exhibit 32.1

CERTIFICATION PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
(18 U.S.C. SECTION 1350)

In connection with the Quarterly Report of Walgré&&m, an Illinois corporation (the "Company"), oorf 10-Q for the quarter ended Febru
28, 2011 as filed with the Securities and Exchabgmmission (the "Report"), |, Gregory D. Wassonie€Executive Officer of the Company,
certify, pursuant to Section 906 of the Sarbanekict of 2002, to the best of my knowledge:

(1) The Report fully complies with the requirengenf Section 13(a) or 15(d) of the Securities ExgjeaAct of 1934; and

(2) The information contained in the Report faplesents, in all material respects, the finanmbaldition and results of operations of the
Company.

/s/ Gregory D. Wasson
Gregory D. Wasson
Chief Executive Officer
Dated: April 5, 2011

A signed original of this written statement reqditey Section 906 has been provided to Walgreera@d will be retained by Walgreen Co. ¢
furnished to the Securities and Exchange Commissiats staff upon request.



Exhibit 32.Z

CERTIFICATION PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
(18 U.S.C. SECTION 1350)

In connection with the Quarterly Report of Walgré&gm, an Illinois corporation (the "Company"), oarfa 10Q for the quarter ended Febru
28, 2011 as filed with the Securities and Exchadgemmission (the "Report"), I, Wade D. Miquelon, €frfrinancial Officer of the Company,
certify, pursuant to Section 906 of the SarbanekeyDAct of 2002, to the best of my knowledge:

(1) The Report fully complies with the requirengenf Section 13(a) or 15(d) of the Securities ExgjeaAct of 1934; and

(2) The information contained in the Report faplesents, in all material respects, the finanmadition and results of operations of the
Company.

/s/ Wade D. Miquelon
Wade D. Miquelon
Chief Financial Officer
Dated: April 5, 2011

A signed original of this written statement reqdil®y Section 906 has been provided to Walgreera@ad will be retained by Walgreen Co. ¢
furnished to the Securities and Exchange Commissiats staff upon request.



