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As used herein, unless the context otherwise reguiKrispy Kreme,” the “Company,” “we,” “us” and “our” refer to Krispy Kreme
Doughnuts, Inc. and its subsidiaries. Referencdistal 2013, fiscal 2012, fiscal 2011, fiscal 20fiScal 2009 and fiscal 2008 mean the fis
years ended, February 3, 2013, January 29, 2012udey 30, 2011, January 31, 2010, February 1, 2808 February 3, 2008, respective

FORWARD-LOOKING STATEMENTS

This quarterly report on Form 10-Q contaimsvard looking statements within the meaning oftl®ec27A of the Securities Act of 1933, as
amended, and Section 21E of the Securities Exchangef 1934, as amended (the “Exchange Act”) tietdte to future events and
expectations, including our business strategy esrls in or expectations regarding the Compangaglobjectives, estimates and goals.
Forward-looking statements are based on managesreggitefs, assumptions and expectations of ourdiegaonomic performance, considering
the information currently available to managem&hese statements are not statements of histodctlForward-looking statements involve
risks and uncertainties that may cause our acésalts, performance or financial condition to diffeaterially from the expectations of future
results, performance or financial condition we egsror imply in any forward-looking statements. Wweds “believe,” “may,” “could,” “will,”
“should,” “anticipate,” “estimate,” “expect,” “inted,” “objective,” “seek,” “strive” or similar wordsor the negative of these words, identify
forward-looking statements. Factors that could Gbute to these differences include, but are noitéd to:

e the quality of Company and franchise store openatio

e our ability, and our dependence on the ability wf foanchisees, to execute on our and their busipkss;
e our relationships with our franchisees;

e our ability to implement our international growtinegegy;

e our ability to implement our new domestic operatingdel;

e currency, economic, political and other risks aggted with our international operations;

¢ the price and availability of raw materials neettegroduce doughnut mixes and other ingredients;
e compliance with government regulations relatindoimd products and franchising;

e our relationships with off-premises customers;

e our ability to protect our trademarks and tradeetsc

e risks associated with our high levels of indebtedne

e restrictions on our operations and compliance withenants contained in our secured credit fadlitie
e changes in customer preferences and perceptions;

e risks associated with competition; a



o other factors in Krispy Kreme’s periodic reportslanher information filed with the Securities anxtBange Commission (the “SEC”),
including under Part I, Item 1A, “Risk Factors,”ttre Company’s Annual Report on Form 10-K for tisedl year ended February 1,
2009 (the “2009 Form 10-K").

All such factors are difficult to predict, containcertainties that may materially affect actuathlssand may be beyond our control. New
factors emerge from time to time, and it is notgoole for management to predict all such factor®@ssess the impact of each such factor on
the Company. Any forward-looking statement speaktg as of the date on which such statement is maut®we do not undertake any
obligation to update any forward-looking statemterteflect events or circumstances after the daterlich such statement is made.

We caution you that any forward-looking sta¢ats are not guarantees of future performancénaotive known and unknown risks,
uncertainties and other factors which may causeowral results, performance or achievements ferdifiaterially from the facts, results,
performance or achievements we have anticipateddh forward-looking statements except as requiyetthe federal securities laws.
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PART I - FINANCIAL INFORMATION

Item 1. FINANCIAL STATEMENTS.

Page
Index to Financial Statements
Consolidated balance sheet as of August 2, 200%-ahcuary 1, 2009 6
Consolidated statement of operations for the thmerths and six months ended August 2, 2009 and $t8j.2008 7
Consolidated statement of cash flows for the sixitih® ended August 2, 2009 and August 3, 2008 8
Consolidated statement of changes in shareholdgtsty for the six months ended August 2, 2009 Andust 3, 2008 9
Notes to financial statemer 1C
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KRISPY KREME DOUGHNUTS, INC.
CONSOLIDATED BALANCE SHEET
(Unaudited)
Aug. 2, Feb. 1,
2009 2009
(In thousands)
ASSETS

CURRENT ASSETS
Cash and cash equivalel $ 19,62 $ 35,53¢
Receivable: 17,58: 19,22¢
Accounts and notes receival— equity method franchises 594 1,01¢
Inventories 15,41 15,587
Deferred income taxe 10¢€ 10€
Other current asse 7,67¢ 4,327

Total current assets 60,99: 75,80¢
Property and equipme 81,76: 85,07t
Investments in equity method franchisees 70C 1,187
Goodwill 23,85¢ 23,85¢
Other asset 8,12:% 9,00z

Total assets $ 175,43 $ 194,92¢




LIABILITIES AND SHAREHOLDERS * EQUITY

CURRENT LIABILITIES:

Current maturities of lor-term debi $ 1,00¢ $ 1,41z
Accounts payabl 5,21¢ 8,981
Accrued liabilities 31,67 29,22

Total current liabilities 37,90: 39,61¢
Long-term debt, less current maturities 53,22] 73,454
Deferred income taxe 10¢€ 10€
Other lon-term obligations 22,25¢ 23,99t
Commitments and contingenci
SHAREHOLDERS EQUITY:
Preferred stock, no par val — —
Common stock, no par val 363,84 361,80:
Accumulated other comprehensive | (481) (913)
Accumulated defici (301,42) (303,13)

Total shareholders’ equity 61,94« 57,75¢

Total liabilities and shareholders’ equity $ 17543 $  194,9%

The accompanying notes are an integral part ofitlaecial statements.
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KRISPY KREME DOUGHNUTS, INC.
CONSOLIDATED STATEMENT OF OPERATIONS
(Unaudited)
Three Months Ended Six Months Ended
Aug. 2, Aug. 3, Aug. 2, Aug. 3,
2009 2008 2009 2008
(In thousands, except per share amounts)

Revenue! $ 8273C $ 94237 $ 176,A5( $ 197,87
Operating expense

Direct operating expenses (exclusive of dejation anc

amortization shown belo 71,25¢ 88,30¢ 148,22¢ 177,78

General and administrative exper 4,817 4,713 11,13: 11,56«

Depreciation and amortization expe 1,99¢ 2,26¢ 3,99: 4,50z

Impairment charges and lease terminatiotst 1,45¢ (348 3,81z (993

Other operating (income) and expense 257 302 267 413
Operating income (los: 2,94: (1,009 8,721 4,60¢
Interest incomt 14 96 28 222
Interest expens (2,312 (2,300 (6,129 (4,369
Equity in losses of equity method franchis (219 (82 (113 (350)
Other nor-operating income and (expense), (500) 68 (500) 992
Income (loss) before income tax (69) (3,227) 2,007 1,11C
Provision for income taxes (benet 88 (1,315 29¢€ (1,019
Net income (loss $ (159 $ (1,909 $ 1,711 $ 2,127
Income (loss) per common share:

Basic $ — 3 (03 $ 02 3 .03

Diluted $ — 3 (03 $ 02 3 .03

The accompanying notes are an integral part ofitlaecial statements.
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KRISPY KREME DOUGHNUTS, INC.

CONSOLIDATED STATEMENT OF CASH FLOWS
(Unaudited)

Six Months Ended

Aug. 2, Aug. 3,
2009 2008

CASH FLOW FROM OPERATING ACTIVITIES
Net income $
Adjustments to reconcile net income to net caskigea by operating activitie:

(In thousands)

1,711 $ 2,127

Depreciation and amortization 3,992 4,502
Deferred income taxes (283) (173
Impairment charges 1,22( (148
Accrued rent expense (468) (345)
Loss on disposal of property and equipment 36€ 192
Gain on disposal of interest in equity method frisee — (9321)
Impairment of investment in equity method franchise 50C —
Unrealized (gain) loss on interest rate derivatives 41¢ (644
Share-based compensation 2,07( 2,67¢
Provision for doubtful accounts (91) 18¢
Amortization of deferred financing costs 43C 571
Equity in losses of equity method franchisees 113 35C
Other 1 27¢€
Change in assets and liabilities:

Receivables 2,14z 2,71¢
Inventories 174 (1,92))
Other current and non-current assets (351 (870
Accounts payable and accrued liabilities (1,419 1,47¢
Other long-term obligations (462) (555)
Net cash provided by operating activities 10,06¢ 9,48¢

CASH FLOW FROM INVESTING ACTIVITIES:
Purchase of property and equipm (4,377 (1,450
Proceeds from disposals of property and equipt 32 21C
Other investing activitie (26) 6
Net cash used for investing activities (4,379) (1,239

CASH FLOW FROM FINANCING ACTIVITIES:
Repayment of lor-term debt (20,639 (1,359
Deferred financing cos (959 (439
Proceeds from exercise of stock optii — 2,057
Repurchase of common shares (Note (24) (27)
Net cash provided by (used for) financing actigitie (21,616 237
Effect of exchange rate changes on ¢ — (8)
Net increase (decrease) in cash and cash equis (15,919 8,48(
Cash and cash equivalents at beginning of pe 35,53¢ 24,73¢

Cash and cash equivalents at end of pe $

19,62( $  33,21¢

The accompanying notes are an integral part ofitlaacial statements.
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KRISPY KREME DOUGHNUTS, INC.

CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY
(Unaudited)

Accumulated

Common Other



Shares Common Comprehensive Accumulated

Qutstanding Stock Income (Loss) Deficit Total

(In thousands)
BALANCE AT FEBRUARY 1, 200¢ 67,512 $ 361,80 $ (913 $ (303,13) $ 57,75¢
Comprehensive incom:
Net income for the six months ended August 2,

2009 1,711 1,711
Foreign currency translation adjustment, net of
income taxes of $20 29 29
Amortization of unrealized loss on interest rate
derivative, net of income taxes of $263 403 408
Total comprehensive income 2,14z
Cancelation of restricted shai (33 — —
Shar«-based compensation (Note : — 2,07¢ 2,07C
Repurchase of common shares (Note (12 (24) (24)
BALANCE AT AUGUST 2, 200¢ 67,467 $ 363,84 $ (481) $ (301,42) $ 61,94
BALANCE AT FEBRUARY 3, 200¢ 65,37( $ 355,61 $ 81 $ (299,07) $ 56,62¢

Comprehensive incom:
Net income for the six months ended August 3,

2008 2,127 2,127
Foreign currency translation adjustment, net of
income taxes of $59 90 90
Unrealized loss on cash flow hedge, net of
income taxes of $19 (29 (29
Amortization of unrealized loss on interest rate
derivative, net of income taxes of $133 203 203
Total comprehensive income 2,391
Exercise of stock optior 1,582 2,057 2,057
Shar-based compensation (Note : 324 2,67¢ 2,67¢
Repurchase of common shares (Note (9) (27) (27)
BALANCE AT AUGUST 3, 200¢ 67,26 $ 360,31¢ $ 34& $ (296,94) $ 63,71¢

Total comprehensive income for the three montheemtigust 2, 2009 was $72,000 and total comprebhemsss for the three months ended
August 3, 2008 was $1.7 million.

The accompanying notes are an integral part ofitlaecial statements.
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KRISPY KREME DOUGHNUTS, INC.

NOTES TO FINANCIAL STATEMENTS
(Unaudited)

Note 1 — Overview
Significant Accounting Policies

BASIS OF PRESENTATIOMhe consolidated financial statements containedihethould be read in conjunction with the Compar00¢
Form 10-K. The accompanying interim consolidate@ficial statements are presented in accordanceheittequirements of Article 10 of
Regulation S-X and, accordingly, do not includetiadl disclosures required by generally accepteduating principles (“GAAP”) with respect
to annual financial statements. The interim comnlséd financial statements have been prepareccordance with the Company’s accounting
practices described in the 2009 Form 10-K, but hretebeen audited. In management’s opinion, theniiial statements include all
adjustments, which consist only of normal recuridajustments, necessary for a fair statement o€tirapany’s results of operations for the
periods presented. The consolidated balance shtetd of February 1, 2009 were derived from thezmys audited financial statements
do not include all disclosures required by GA;



NATURE OF BUSINESSrispy Kreme Doughnuts, Inc. (“KKDI”) and its subgries (collectively, the “Company”) are engagedte
sale of doughnuts and complementary items to omigess and off-premises customers through Compamedwstores. The Company also
derives revenue from franchise and developmentdadgoyalties from franchisees. Additionally, bempany sells doughnut mix, other
ingredients and supplies and doughnut-making eqeiipto franchisees.

BASIS OF CONSOLIDATIONhe financial statements include the accounts oDK&nd its subsidiaries, the most significant oficthis
KKDI’s principal operating subsidiary, Krispy Kreni@oughnut Corporation.

Investments in entities over which the Companythasability to exercise significant influence butieh the Company does not control,
whose financial statements are not otherwise redu be consolidated, are accounted for usingdiéty method. These entities typically are
20% to 35% owned and are hereinafter sometimeseeféo as “Equity Method Franchisees.”

EARNINGS PER SHAREhe computation of basic earnings per share istchasehe weighted average number of common shares
outstanding during the period. The computationilofted earnings per share reflects the additionaimon shares that would have been
outstanding if dilutive potential common shares hadn issued, computed using the treasury stodkadeSuch potential common shares
consist of shares issuable upon the exercise ok stptions and warrants and the vesting of curyamntivested shares of restricted stock and
restricted stock units.

The following table sets forth amounts used indbmputation of basic and diluted earnings per share

Three Months Ended Six Months Ended
Aug. 2, Aug. 3, Aug. 2, Aug. 3,
2009 2008 2009 2008
(In thousands)
Numerator: net income (los $ (57 $ (1,90) $ 1,711 $ 2,125
Denominator:
Basic earnings per share - weighted average shatstnding 67,35( 65,26¢ 67,22¢ 64,98
Effect of dilutive securities:
Stock options — — 15¢ 1,34(
Restricted stock and restricted stock units — — 44¢€ 201
Diluted earnings per share - weighted average sharstanding
plus dilutive potential common shares 67,35( 65,26¢ 67,83( 66,521

Stock options and warrants with respect td hillion and 11.2 million shares and 1.4 milliand 1.3 million unvested shares of restricted
stock and restricted stock units have been exclérded the computation of the number of shares uis¢ke computation of diluted earnings
share for the three months ended August 2, 200Ragdst 3, 2008, respectively, because the Comjpanyred a net loss for each of these
periods and their inclusion would be antidilutive.
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Stock options and warrants with respect t@ haillion and 9.4 million shares and 605,000 aB&,800 unvested shares of restricted stock
and restricted stock units have been excluded frentomputation of the number of shares used icéhgputation of diluted earnings per st
for the six months ended August 2, 2009 and Augu2008, respectively, because their inclusion wdnd antidilutive.

Recent Accounting Pronouncements

In March 2008, the Financial Accounting Stamt Board (“FASB”) issued FASB Statement No. I®lsclosures about Derivative
Instruments and Hedging Activities” (“FAS 161"). &@lmew standard is intended to improve financiabréypg about derivative instruments and
hedging activities by requiring enhanced disclosdoeenable investors to better understand thisctsfon an entity’s financial position,
financial performance, and cash flows. The Compadgpted FAS 161 as of February 2, 2009 on a prtigpdsasis; accordingly, disclosures
related to interim periods prior to the date of gtitm have not been presented. Adoption of FASdi@Ihot have any effect on the Company’s
financial position or results of operations. Se¢eNt® for additional information about derivativeancial instruments owned by the Company.

In the first quarter of fiscal 2009, the Camp adopted FASB Statement No. 157, “Fair Value $deaments” (“FAS 157") with respect to
financial assets and liabilities measured at falug on both a recurring and non-recurring basikveith respect to nonfinancial assets and
liabilities measured on a recurring basis. In ih& fuarter of fiscal 2010, the Company adopte®RA7 with respect to nonrecurring
measurements of nonfinancial assets and liabilifésption of FAS 157 did not have any materiaketfon the Company’s financial position
or results of operations. See Note 11 for additioxfarmation regarding fair value measurements.

In May 2009, the FASB issued FASB Statememt 65, “Subsequent Events” (“FAS 165"), which bfishes general standards of
accounting for and disclosure of events that oaft@r the balance sheet date but before the fiahatdtements are issued or are available



issued. The Company adopted FAS 165 prospectiveingl the quarter ended August 2, 2009. The Companfprmed an evaluation of eve
through September 3, 2009, the date which the fiahstatements were issued, for the purpose ottiiyeng events which required adjustment
to, or disclosure in, the Company’s financial staets as of and for the period ended August 2, 2009

In June 2009, the FASB issued FASB StaterNentL67, “Amendments to FASB Interpretation No.RB((“FAS 167"), which requires
ongoing assessments to determine whether an @nétyariable interest entity and requires qualitanalysis to determine whether an
enterprise’s variable interests give it a contngllfinancial interest in a variable interest entityaddition, FAS 167 requires enhanced
disclosures about an enterprise’s involvementuaréable interest entity. FAS 167 is effective floe Company in fiscal 2011. The Company
currently is evaluating the effect, if any, of atlop of FAS 167 on its financial position, resudfsoperations and disclosures.

Note 2 — Business Conditions, Uncertainties and Ligdity

The Company experienced a decline in reveandsncurred net losses in each of the last thiseal years. The revenue decline reflects
fewer Company stores in operation resulting prialtypfrom the closure of lower performing locatiomsdecline in domestic royalty revenues
and lower sales of mixes and other ingredientsltiagufrom lower sales by the Company’s domestinfrhisees. Lower revenues have
adversely affected operating margins because dfxbe or semi-fixed nature of many of the Compangirect operating expenses. In addition,
price increases in the Company Stores segmentweergufficient to fully offset steep rises in agiiuiral commodity costs in fiscal 2009,
although recent economic conditions have led toi@ant reductions in the market prices of thesmmodities, which has had a positive ef
on the Company’s results of operations in fiscdl®@@nd which the Company believes will positivaffect results for the remainder of the
fiscal year. Sales volumes and changes in theatastjor ingredients and fuel can have a mateffateon the Company’s results of
operations and cash flows. In addition, royaltyerayes and most of KK Supply Chain revenues arettiireelated to sales by franchise stores
and, accordingly, the success of franchisees’ dipaisahas a direct effect on the Company’s reven@ssilts of operations and cash flows.

The Company generated net cash from operatitigities of $10.1 million in the first six mordtof fiscal 2010 and $9.5 million in the first
six months of fiscal 2009.
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The Company’s Secured Credit Facilities dbsdrin Note 5 are the Company'’s principal souricexternal financing. These facilities
consist of a term loan having an outstanding ppaicbalance of $53.9 million as of August 2, 20089al matures in February 2014 and a $25
million revolving credit facility maturing in Febany 2013.

The Secured Credit Facilities contain siguifit financial covenants as described in Note fedife April 15, 2009, the Company executed
amendments to the Secured Credit Facilities wtdolgng other things, relaxed the interest coveratie covenant contained therein through
fiscal 2012. In connection with the amendments Ghenpany prepaid $20 million of the principal balarutstanding under the term loan, §
fees of approximately $1.9 million, and agreednizréase the rate of interest on outstanding logr#)b basis points annually. Any future
amendments or waivers could result in additionasfer rate increases.

Based on the Company’s current working capita its operating plans, management believe€tmpany can comply with the amended
financial covenants and that the Company can neetdjected operating, investing and financindhaasjuirements.

Failure to comply with the financial coveranbntained in the Secured Credit Facilities, erdbcurrence or failure to occur of certain
events, would cause the Company to default undefattilities. The Company would attempt to negetiativers of any such default, should
one occur. There can be no assurance that the @ymyaauld be able to negotiate any such waivers,thaaosts or conditions associated with
any such waivers could be significant. In the absesf a waiver of, or forbearance with respecaty, such default, the Company’s lenders
would be able to exercise their rights under tleglitragreement including, but not limited to, aecating maturity of outstanding indebtedness
and asserting their rights with respect to theatetll. Acceleration of the maturity of indebtedneader the Secured Credit Facilities could
have a material adverse effect on the Company&fiial position, results of operations and casigldn the event that credit under the
Secured Credit Facilities were not available toGeenpany, there can be no assurance that alteersdivrces of credit would be available to
the Company or, if they are available, under whans or at what cost.

Note 3 — Receivables

The components of receivables are as follows:

Aug. 2, Feb. 1,
2009 2009
(In thousands)
Receivables
Off-premises customers $ 9,63¢ $ 10,41
Unaffiliated franchisees 9,38¢ 11,57:

Current portion of notes receivable 62 10C



19,08¢ 22,08¢

Less — allowance for doubtful accounts:

Off-premises customers (317) (319
Unaffiliated franchisees (1,190 (2,549
(1,507) (2,85))

$ 1758. $  19,22¢

Receivables from Equity Method Franchisees (Not

Trade $ 1,352 $ 1,26¢
Less — allowance for doubtful accounts (758) (249)
$ 594 $ 1,01¢
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Note 4 — Inventories

The components of inventories are as follows:

Aug. 2, Feb. 1,
2009 2009
(In thousands)

Raw materials $ 5471 $ 5,62¢
Work in progres: 24 6
Finished good 4,743 4,90¢
Purchased merchandi 5,041 4,93¢
Manufacturing supplie 13C 11F

$ 1541 $ 15,58

Note 5 — Long Term Debt

Long-term debt and capital lease obligations comdithe following:

Aug. 2, Feb. 1,
2009 2009
(In thousands)
Secured Credit Facilitie $ 5392¢ $ 74,41¢
Capital lease obligatior 307 451
54,23¢ 74,867
Less: current maturitie (1,009 (1,417

$ 53227 $ 73,45«

In February 2007, the Company closed secured diagdiities totaling $160 million (as amended, tsecured Credit Facilities”). The
facilities then consisted of a $50 million revolginredit facility maturing in February 2013 (theeéW®lver”) and a $110 million term loan
maturing in February 2014 (the “Term Loan”). The@®d Credit Facilities are secured by a first barsubstantially all of the assets of the
Company and its domestic subsidiaries.

The Revolver contains provisions which pertimé Company to obtain letters of credit. Issuanfdetters of credit under these provisions
constitutes usage of the lending commitments addoes the amount available for cash borrowings wthgeRevolver. The commitments
under the Revolver were reduced from $50 millio®30 million in April 2008, and further reduced®5 million in connection with
amendments to the facilities in April 2009 (the tA2009 Amendments”). In connection with the A@®D09 Amendments, the Company
prepaid $20 million of the principal balance outstimg under the Term Loan.

Interest on borrowings under the Revolver &adn Loan is payable either (a) at the greatédiBOR or 3.25% or (b) at the Alternate Base
Rate (which is the greater of Fed funds rate pl68% or the prime rate), in each case plus the idalple Margin. After giving effect to the
April 2009 Amendments, the Applicable Margin foBODR-based loans and for Alternate Base Rate-basets was 7.50% and 6.50%,
respectively (5.50% and 4.50%, respectively, piaathe April 2009 Amendments).

The Company is required to pay a fee equtiieécApplicable Margin for LIBOR-based loans on thestanding amount of letters of credit
issued under the Revolver, as well as a frontiegofe0.25% of the amount of such letter of crediable to the letter of credit issuer. Th



also is a fee on the unused portion of the Revdéming commitment, which increased from 0.75%.f20% in connection with the April
2009 Amendments.

Borrowings under the Revolver (and issuances tériedf credit) are subject to the satisfactionsfal and customary conditions, includ
the accuracy of representations and warrantiestendbsence of defaults.

The Term Loan currently is payable in qudytarstallments of approximately $175,000 and alffimstallment equal to the remaining
principal balance in February 2014. The Term Laarequired to be prepaid with some or all of thepneceeds of certain equity issuances,
debt incurrences, asset sales and casualty evehigith a percentage of excess cash flow (as difiméhe agreement) on an annual basis.
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The Secured Credit Facilities require the @any to meet certain financial tests, includingaximum consolidated leverage ratio
(expressed as a ratio of total debt to ConsolidB®IdI'DA) and a minimum consolidated interest cogeraatio (expressed as a ratio of
Consolidated EBITDA to net interest expense), caegirased upon Consolidated EBITDA and net interegénse for the most recent four
fiscal quarters and total debt as of the end ofi $aar-quarter period. As of August 2, 2009, thesmlidated leverage ratio was required to be
not greater than 4.0 to 1.0 and the consolidatieatést coverage ratio was required to be not lems 2.0 to 1.0. As of August 2, 2009, the
Company’s consolidated leverage ratio was appratein2.5 to 1.0 and the Company’s consolidatedrésiecoverage ratio was approximately
3.7 to 1.0. The maximum consolidated leverage idgidines after fiscal 2010 and the minimum comisdéd interest coverage ratio increases
during the balance of fiscal 2010 and thereaftese forth in the following tables:

Maximum

Period Leverage Ratio
Fiscal 2010 4.00 to 1.00
First Quarter of Fiscal 2011 3.751t0 1.00
Second Quarter of Fiscal 2011 3.50to 1.00
Third Quarter of Fiscal 2011 3.251t0 1.00
Fourth Quarter of Fiscal 2011 3.00 to 1.00
Fiscal 2012 2.50to 1.00
Fiscal 2013 and thereafter 2.00to 1.00

Minimum Interest

Period Coverage Ratio
Second Quarter of Fiscal 2010 2.00to 1.00
Third Quarter of Fiscal 2010 2.20to0 1.00
Fourth Quarter of Fiscal 2010 2.35t0 1.00
First Quarter of Fiscal 2011 2.751t0 1.00
Second Quarter of Fiscal 2011 2.75t0 1.00
Third Quarter of Fiscal 2011 2.951t0 1.00
Fourth Quarter of Fiscal 2011 3.15t0 1.00
Fiscal 2012 3.75t0 1.00
Fiscal 2013 and thereafter 4.50 to 1.00

“Consolidated EBITDA” is a no@GAAP measure and is defined in the Secured Cretiliffes to mean, generally, consolidated net ine
or loss, exclusive of unrealized gains and losselsemlging instruments, gains or losses on the eatlgguishment of debt and provisions for
payments on guarantees of franchisee obligatiamstple sum of interest expense (net of interesin®), income taxes, depreciation and
amortization, non-cash charges, store closure coséts associated with certain litigation and gtigations, and extraordinary professional
fees; and minus payments, if any, on guarante&sic¢hisee obligations in excess of $3 million iy aolling four-quarter period and the sum
of non-cash credits. Effective in April 2009, “neterest expense” excludes amounts paid undentkeest rate derivative contracts described
below. In addition, the Secured Credit Facilitiesmtain other covenants which, among other thirigst the incurrence of additional
indebtedness (including guarantees), liens, investsn(including investments in and advances tacfiessees which own and operate Krispy
Kreme stores), dividends, transactions with atfii&a asset sales, acquisitions, capital expenditarergers and consolidations, prepayments of
other indebtedness and other activities customegsricted in such agreements. The Secured Cradilities also prohibit the transfer of cash
or other assets to KKDI from its subsidiaries, vileetby dividend, loan or otherwise, but providedgceptions to enable KKDI to pay taxes
and operating expenses and certain judgment atiersent costs.

The operation of the restrictive financial covesagéscribed above may limit the amount the Compaay borrow under the Revolver.



addition, the maximum amount which may be borroweder the Revolver is reduced by the amount oftantsng letters of credit, which
totaled approximately $15.0 million as of Augus2209, the substantial majority of which secure@oepany’s reimbursement obligations to
insurers under the Company’s self-insurance arraegés. The maximum additional borrowing availabléhie Company as of August 2, 2009
was approximately $10 million.

The Secured Credit Facilities also contaist@omary events of default including, without lintiten, payment defaults, breaches of
representations and warranties, covenant defautiss-defaults to other indebtedness in excesS aofillion, certain events of bankruptcy and
insolvency, judgment defaults in excess of $5 orilland the occurrence of a change of control.
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In May 2007, the Company entered into intera® derivative contracts having an aggregat®nat principal amount of $60 million. The
derivative contracts entitle the Company to recéigen the counterparties the excess, if any, adglmonth LIBOR over 5.40%, and require
Company to pay to the counterparties the excessyif of 4.48% over three-month LIBOR, in each aaséiplied by the notional amount of
the contracts. The contracts expire in April 2038e Notes 11 and 12 for additional information altoese derivative contracts.

Note 6 — Commitments and Contingencies
Pending Legal Matters

Except as disclosed below, the Company currentipisa party to any material legal proceedings.epkas described below with respec
the TAG litigation, the Company cannot predict likelihood of an unfavorable outcome with respecthe these matters, or the amount or
range of potential loss with respect to them andoaldingly, no provision for loss with respect bhese matters has been reflected in the
consolidated financial statements.

TAG Litigation

In February 2008, the Company filed suithia tJ.S. District Court for the Middle District ofdxth Carolina against The Advantage Group
Enterprise, Inc. (“TAG"), alleging that TAG failed properly account for and pay the Company foesalf equipment that the Company
consigned to TAG. Based on these allegations, tregany asserted various claims including breadido€iary duty and conversion, and it
seeks an accounting and constructive trust. Intiatgithe Company seeks a declaration that it dot®we TAG approximately $1 million for
storage fees and alleged lost profits. In March8 WG answered the complaint, denying liabilitydeasserting counterclaims against the
Company. TAG alleges that the Company acted imphpjbg failing to execute a written contract betwehe companies and claims damages
for breach of contract, services rendered, unjustiement, violation of the North Carolina Unfairatle Practices Act and fraud in the
inducement. TAG seeks approximately $1 million ¢tual damages as well as punitive and treble dasnddgee Court has stayed this matter
because the parties are engaged in settlementiaémut. During the three months ended August R92€he Company accrued a liability of
approximately $150,000 for potential settlementhig matter.

Fairfax County, Virginia Environmental Litigation

Since 2004, the Company has operated a commigséng iGunston Commerce Center in Fairfax Countygikia (the “County”). The
County has investigated alleged damage to its seygtem near the commissary. The Company has cateplewith the County's investigation
and has conducted its own investigation of the sewstem and the causes of any alleged damageelmédry 12, 2009, the County notified
the Company that it believed the Company's wastawhscharge from the commissary was the caudeedditeged damage, and demanded
payment from the Company of approximately $2.0iomll On May 8, 2009, the County filed a lawsuitairfax County Circuit Court alleging
that the Company caused damage to the sewer sgsigwiolated the County’s Sewer Use Ordinance hadCompany’s Wastewater
Discharge Permit. The County seeks repair and cepiant costs as well as approximately $18 millionivil penalties from the Company. T
Company disputes that it is the cause of any alleiz@nage to the sewer system and intends to viglyrdefend the lawsuit. On August 28,
2009, the Company filed counterclaims against tben@y under the citizen’s suit provisions of the& Water Act and state law, alleging that
the County failed to properly design, construcermpe and maintain the sewer system. The Compaahkg s injunction compelling the Cou
to repair and reconnect the Company’s commissatlyesewer system, civil penalties, damages andays’ fees. The Company also joined
Prince William County, Virginia in its Clean Watact claims because the sewer system flows inteatrment works operated by Prince
William County.

K 2 Asia Litigation

On April 7, 2009, a Cayman Islands corporati? Asia Ventures, and its owners filed a lawsuit imsyth County, North Carolina
Superior Court against the Company, its franchisgle Philippines, and other persons associatéutive franchisee. The suit alleges that the
Company and the other defendants conspired towdefive plaintiffs of claimed “exclusive rights” teegotiate franchise and development
agreements with prospective franchisees in thagpiiles, and seeks unspecified damages. The Conlygdieyes that these allegations are
false and intends to vigorously defend againstatesuit.
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Other Legal Matters

The Company is engaged in various legal proceediriggg in the normal course of business. The Gowipnaintains customary insura
policies against certain kinds of such claims anitssincluding insurance policies for workers’ gpemsation and personal injury, some of
which provide for relatively large deductible amtain

Other Commitments and Contingencies

The Company has guaranteed certain loans thioahparty financial institutions on behalf of Ety Method Franchisees primarily to assist
the franchisees in obtaining third-party financime loans are collateralized by certain assetseofranchisee, generally the Krispy Kreme
store and related equipment. The Company’s comingabilities related to these guarantees totalggroximately $4.3 million at August 2,
2009, and are summarized in Note 9. These guaarggaire payment by the Company in the event fafudieon payment by the respective
debtor and, if the debtor defaults, the Company brayequired to pay amounts outstanding underelaged agreements in addition to the
principal amount guaranteed, including accrued@seand related fees.

The aggregate recorded liability for thesmnlguarantees totaled $2.7 million as of Augu&0P9 and February 1, 2009, and is included in
accrued liabilities in the accompanying consoliddtalance sheet. These liabilities represent ttimated amount of guarantee payments w
the Company believed to be probable. The Comparmdemayments totaling approximately $650,000 reladegliarantees of franchisee
obligations during fiscal 2009. While there is norent demand on the Company to perform under atlyeoguarantees, there can be no
assurance that the Company will not be requirgzetéorm and, if circumstances change from thosegiliag at August 2, 2009, additional
guarantee payments or provisions for guarantee eatgmould be required with respect to any of tergntees.

The Company from time to time purchases exgharaded commodity futures contracts or optiamsuch contracts for raw materials
which are ingredients of the Company’s product&/loich are components of such ingredients, inclugvhgat and soybean oil. The Company
may also purchase futures and options on futurbgdge its exposure to rising gasoline prices. Tbmpany typically assigns the agricultural
futures contract to a supplier in connection witlheging into a forward purchase contract for tHatesl ingredient. See Note 12 for additional
information about these derivative contracts.

Note 7 — Impairment Charges and Lease Termination Gsts

The components of impairment charges and leasertation costs are as follows:

Three Months Ended Six Months Ended
Aug. 2, Aug. 3, Aug. 2, Aug. 3,
2009 2008 2009 2008

(In thousands)

Impairment charges:

Impairment of long-lived assets $ 105 $ (306 $ 1220 $ (149
Total impairment charges 1,05¢ (30€) 1,22( (249
Lease termination costs:
Provision for termination costs 94¢ 56C 3,33¢ (243
Less — reversal of previously recorded defitrent
expense (550 (602) (740) (602)
Net provision 39¢ (42 2,59¢ (845)

$ 145¢ $ (346 $ 381 $ (999

The Company tests long-lived assets for immpaint when events or changes in circumstancesateltbat their carrying value may not be
recoverable. These events and changes in circuoestémclude store closing decisions, the effectshahging costs on current results of
operations, observed trends in operating resuits ezidence of changed circumstances observegag af periodic reforecasts of future
operating results and as part of the Company’s @rtsuwdgeting process. When the Company concludeshb carrying value of long-lived
assets is not recoverable (based on future projestdiscounted cash flows), the Company recordsiimgznt charges to reduce the carrying
value of those assets to their estimated fair walDaring the three and six months ended Augu20@9, the Company recorded impairment
charges related to long-lived assets to reduceahging value of those assets to their estimaa&d/blues. Substantially all of such long-lived
assets were real properties, the fair values oflwvhiere estimated based on independent appraisatstbe case of properties which the
Company currently is negotiating to sell, basedhenCompan’s negotiations with unrelated th-party buyers
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Lease termination costs represent the esifrfair value of liabilities related to unexpiredhses, after reduction by the amount of deferred
rent expense, if any, related to the leases, andeaprded when the lease contracts are termioatéfdearlier, the date on which the Company
ceases use of the leased property. The fair vdltreese liabilities were estimated as the excéssyi, of the contractual payments required
under the unexpired leases over the current méelise rates for the properties, discounted atditeadjusted risk-free rate over the remaining
term of the leases.

The transactions reflected in the accrual for ldasmination costs are summarized as follows:

Three Months Ended Six Months Ended
Aug. 2, Aug. 3, Aug. 2, Aug. 3,
2009 2008 2009 2008

(In thousands)
Balance at beginning of period $ 3708 $ 2267 $ 1838 $ 2,83
Provision for lease termination costs:
Provisions associated with storeiolgs, net of estimated
sublease rentals 134 203 2,21 203
Adjustments to previously recordedvisions resulting from
settlements with lessors atidstments of previous

estimates 765 302 1,02z (558)

Accretion of discount 49 55 95 112

Total provision 94¢ 56C 3,33t (249

Proceeds from assignment of leases — — — T4¢
Payments on unexpired leases, inotudettlements with

lessors (2,22%) (44¢€) (2,785 (962)

Total reductions (2,229 (44¢€) (2,78Y (213

Balance at end of period $ 2426 $ 238 $ 2428 $ 238

Note 8 — Segment Information

The Companyg reportable segments are Company Stores, Donkestichise, International Franchise and KK Supplgi@hThe Compan
Stores segment is comprised of the stores opebgtdte Company. These stores sell doughnuts angleomentary products through both on-
premises and offiremises sales channels, although some storesa@gwene of these distribution channels. The nigjaf the ingredients ar
materials used by Company stores are purchasedtfr®tdK Supply Chain segment, which supplies dowgtmix, equipment and other items
to both Company and franchisee-owned stores. Thed3tic Franchise and International Franchise setgroemsist of the Company’s store
franchise operations. Under the terms of francagreements, domestic and international franchigagsoyalties and fees to the Company in
return for the use of the Krispy Kreme name andoamggbrand and operational support. Expenses &melsegments include costs to recruit
new franchisees, to assist in store openings,gpati franchisee operations and marketing effagsyell as direct general and administrative
expenses and allocated corporate costs.

Through fiscal 2009, the Company reportedatailts of operations of its franchise business sisgle business segment. In the first quarter
of fiscal 2010, the Company began disaggregatiegebults of operations of its franchise businegsdomestic and international components
in its internal financial reporting. The Companystmade the corresponding changes to its segmesttirep and now reports the revenues and
expenses associated with its domestic and intemaltfranchise operations as separate segmentsstant with the provisions of Statement of
Financial Accounting Standards No. 131, “Disclosuidout Segments of an Enterprise and Relatedrirdtion.” The Company’s segment
disclosures continue to be consistent with the imayhich management views and evaluates the busidesounts previously reported for the
franchise segment for the three and six monthsceAdgust 3, 2008 have been restated to conformeméw disaggregated segment
presentation.

The following table presents the resultspérations of the Company’s operating segmentshittiree and six months ended August 2,
2009 and August 3, 2008. Segment operating incsrerisolidated operating income before unallocgéseeral and administrative expenses
and impairment charges and lease termination costs.
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Three Months Ended Six Months Ended

Aug. 2, Aug. 3, Aug. 2, Aug. 3,
2009 2008 2009 2008
(In thousands)
Revenues:
Company Stores $ 5985 $ 65077 $ 12571 $ 137,25
Domestic Franchise 1,80z 2,24¢ 3,85¢ 4,29t
International Franchise 3,80¢ 4,37¢ 7,68¢ 8,84¢
KK Supply Chain:

Total revenues 37,75¢ 46,25¢ 82,61 96,971
Less - intersegment sales elimination (20,48) (23,71) (43,709 (49,49))
External KK Supply Chain reves 17,26¢ 22,53¢ 38,90: 47,48¢

Total revenues $ 82,73( $ 94,237 $ 176,15 $ 197,87

Operating income (loss):

Company Stores $ 1387 $ (4,22) % 4331 % (4,515
Domestic Franchise 434 1,52 1,61« 2,64:
International Franchise 1,94: 2,37¢ 4,37¢ 5,697
KK Supply Chain 5,68 3,99¢ 13,82¢ 11,99
Unallocated general and administrative espen (5,057%) (5,02 (11,615 (22,200
Impairment charges and lease terminatiotscos (1,45¢€) 34¢ (3,819 99z

Total operating income (loss) $ 294: $ (1,009 % 8,721  $ 4,60¢

Depreciation and amortization expense:

Company Stores $ 1,51¢ % 1,67¢  $ 3,01 % 3,30¢
Domestic Franchise 22 22 43 43
International Franchise — — — —
KK Supply Chain 22% 25E 45C 517
Corporate administration 23t 311 484 63€

Total depreciation and amortizatiapense $ 199¢ § 2266 $  399: $§ 4,50

Segment information for total assets andtabpkpenditures is not presented as such infoomasi not used in measuring segment
performance or allocating resources among segments.

Note 9 — Investments in Equity Method Franchisees

As of August 2, 2009, the Company had investts in four franchisees. These investments hage trade in the form of capital
contributions and, in certain instances, loansevigd by promissory notes. These investments fieetel as “Investments in Equity Method
Franchisees” in the consolidated balance sheet.

The Company'’s financial exposures relatefilgochisees in which the Company has an investerensummarized in the tables below.

August 2, 2009

Company Investment
Ownership and Trade Loan
Percentagt Advances Receivables Guarantees

(Dollars in thousands)

Kremeworks, LLC 25.(% % 90C $ 364 $ 1,58
Kremeworks Canada, LP 24.5% — 22 —
Krispy Kreme of South Florida, LLC 35.52% — 157 2,70(
Krispy Kreme Mexico, S. de R.L. de C.V. 30.(% 70C 80¢ —

1,60( 1,35: w

Less: reserves and allowances (900) (758)



$ 70C % 594
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February 1, 2009
Company Investment Loan and
Ownership and Trade Lease
Percentagt Advances Receivables Guarantees
(Dollars in thousands)
Kremeworks, LLC 2500 $ 90C $ 378 $ 1,75¢
Kremeworks Canada, LP 24.5% — 16 —
Krispy Kreme of South Florida, LLC 35.52% — 38 7,25¢€
Krispy Kreme Mexico, S. de R.L. de C.V. 30.(% 1,187 83¢€ —
2,08 1,26¢ $ 9,01
Less: reserves and allowances (900) (249

$ 1,18 $ 1,01

The guarantees at August 2, 2009 consisteintf loan guarantees. As of February 1, 2008 atygregate loan and lease guarantees
consisted of $3.5 million of loan guarantees an® $aillion of lease guarantees. The loan guaraameeunts were determined based upon the
principal amount outstanding under the related ashthe lease guarantee amounts were determised baon the gross amount of remait
lease payments.

Current liabilities at August 2, 2009 and Relyy 1, 2009 include accruals for potential payte@mder loan guarantees of approximately
$2.7 million related to Krispy Kreme of South Fltaj LLC (“KKSF”). KKSF incurred defaults with respect to certain @ragreements with i
lenders, including agreements related to KKSF itelditess guaranteed, in part, by the Company. Ifirgteguarter of fiscal 2010, KKSF
completed a transaction which resulted in the Comisarelease from a lease guarantee for which tvagany’s potential obligation was
approximately $5.5 million, but which increased @ampany’s guarantee of KKSF debt obligations bgragimately $1.0 million. There is no
liability reflected in the financial statements fither guarantees of franchisee obligations bectngs€ompany did not believe it was probable
that the Company would be required to perform usdeh other guarantees.

The Company has a 25% interest in Kremewdrk€'s (“Kremeworks”), whose results of operaticansd operating cash flow have
declined and, although Kremeworks has paid alré@ste fees and scheduled amortization of prinadp@ under its bank indebtedness, it has
failed to comply with certain financial covenangated to such indebtedness, a portion of whicluredt by its terms, in January 2009. The
aggregate amount of such indebtedness was appriyn$x.9 million as of August 2, 2009, of whichpapximately $1.6 million is guarante
by the Company. Kremeworks has requested thaetidel waive the loan defaults resulting from theeoant violations and refinance the
maturing indebtedness. In the event the lendemigilling to do so and declares the entire indebésdrimmediately due and payable, the
Company could be required to perform under its guigre. Kremeworks could have insufficient cash fldmm its business to service the
indebtedness even if it is refinanced, which miglofuire capital contributions to Kremeworks by @@mpany and the majority owner of
Kremeworks (which has guarantees of the Kremewinidsbtedness approximately proportionate to théskeoCompany) in order for
Kremeworks to comply with the terms of the any Hean agreement.

The Company has a 30% interest in Krispy Keévfexico, S. de R.L. de C.V. (“KK Mexico”), whoseerating results have been adversely
affected by economic weakness in that country. fidnechisee also has been adversely affected tgniisant decline in the value of the
country’s currency relative to the U.S. dollar, ethhas made the cost of goods imported from the tddse expensive, and which has
increased the amount of cash required to servie@dintion of the franchisee’s debt that is denomeidién U.S. dollars. As of August 2, 2009,
management concluded that the decline in the \&ltlee investment was other than temporary andyrdaagly, the Company recorded a
charge of approximately $500,000 in the quarten #veded to reduce the carrying value of the investrin KK Mexico to its estimated fair
value of $700,000. Such charge is included in “©ti@n-operating income and expense, net” in thempanying consolidated statement of
operations. In addition, during the second quatter Company increased its bad debt reserve refatéld Mexico by approximately $525,0(
of which approximately $145,000 and $380,000 iduded in KK Supply Chain and International Franehirect operating expenses,
respectively; such reserve at August 2, 2009 iskiguthe Company’s aggregate receivables fromftaigchisee. KK Mexico’s unaudited
revenues, operating loss and net loss for the timdesix month periods ending August 2, 2009 anguAti3, 2008, based upon information
provided by the franchisee, are set forth in tHe¥dng table.
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Three Months Ended Six Months Ended



Aug. 2, Aug. 3, Aug. 2, Aug. 3,

2009 2008 2009 2008

(In thousands)
Revenues $ 2,75t $ 451. $ 573 $ 8,70
Operating loss (623) (33 (83 (14€)
Net loss (630) (85) (119 (265)

In April 2008, the Company completed an agreemeéttit two franchisees under common control pursuamttiich, among other things, 1
Company conveyed to the majority owner of the fhasees the Company’s equity interests in the freseas and compromised and settled
certain disputed and past due amounts owed by theéhe Company. In connection with this agreemig,Company was released from its
obligations under all of its partial guarantees@ftain of the franchisees’ indebtedness and leblgations. The Company recorded a roaist
gain of $931,000 as a result of this transactiorcwis included in “Other non-operating income axgense, net” in the accompanying
consolidated statement of operations for the sirttended August 3, 2008.

Note 10 — Shareholders’ Equity
Share-Based Compensation for Employees

The Company measures and recognizes compmensapense for share-based payment (“SBP”) awaadsd on their fair values in
accordance with Statement of Financial Accountitan&ards No. 123 (revised 2004), “Share-Based Patyinender which the fair value of
SBP awards with respect to which employees rerigerdquisite service necessary for the award tbisescognized over the related vesting
period.

The aggregate cost of SBP awards chargeartongs for the three and six months ended Augu0@9 and August 3, 2008 is set forth in
the following table. The Company did not realizg arcess tax benefits from the exercise of stodlonp or the vesting of restricted stock or
restricted stock units during any of the periods.

Three Months Ended Six Months Ended
Aug. 2, Aug. 3, Aug. 2, Aug. 3,
2009 2008 2009 2008

(In thousands)

Costs charged to earnings related to:

Stock options $ 23« % 75€ % 46€ $ 1,44f
Restricted stock and restricted stock units 72C 69t 1,60¢ 1,22¢
Total costs $ 954 $ 145 $ 2,07 $ 2,67

Costs included in:

Direct operating expenses $ 377 % 52t % 72z $ 1,03¢
General and administrative expenses 577 92€ 1,34¢ 1,63¢
Total costs $ 954 $ 1451 $ 207C $ 2,67

During the six months ended August 2, 2009 Angust 3, 2008, the Company permitted holderesifricted stock awards to satisfy their
obligations to reimburse the Company for the mimmmequired statutory withholding taxes arising frma vesting of such awards by
surrendering vested common shares in lieu of reigibg the Company in cash. The aggregate fair velwemmon shares surrendered related
to the vesting of restricted stock awards was $dhd $27,000 for the six months ended Augusf@92nd August 3, 2008, respectively,
and has been reflected as a financing activithénatccompanying consolidated statement of castsfiowd as a repurchase of common sha
the accompanying consolidated statement of changggreholders’ equity.

Note 11 — Fair Value Measurements
Principles of Fair Value Measurements

In the first quarter of fiscal 2009, the Camp adopted FASB Statement No. 157, “Fair Value $deaments” (“FAS 157”) with respect to
financial assets and liabilities measured at falug on both a recurring and non-recurring basikveith respect to nonfinancial assets and
liabilities measured on a recurring basis. In ir& fluarter of fiscal 2010, the Company adopte@HA7 with respect to nonrecurring
measurements of nonfinancial assets and liabilities
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FAS 157 defines fair value as the price thatild be received for an asset or paid to trarsteability in the principal or most advantageous
market for the asset or liability in an orderlyrtsaction between market participants at the meammedate. FAS 157 is intended to establish a
common definition of fair value to be used through@AAP, which is expected to make the measuremkfair value more consistent and
comparable.

FAS 157 establishes a three-level fair vélieearchy that prioritizes the inputs used to measair value. This hierarchy requires entities to
maximize the use of observable inputs and minirttizeuse of unobservable inputs. The three leveispofts used to measure fair value are as
follows:

e Level 1 - Quoted prices in active markets thateaeessible at the measurement date for identisatssr liabilities.

e Level 2 - Observable inputs other than quoted priceluded within Level 1, such as quoted pricessfmilar assets and liabilities in
active markets; quoted prices for identical or famaissets and liabilities in markets that areawbive; or other inputs that are observ:
or can be corroborated by observable market data.

e Level 3 - Unobservable inputs that are supportelitty or no market activity and that are signéitt to the fair value measurement of

the assets or liabilities. These include certaicipy models, discounted cash flow methodologies gimilar techniques that use
significant unobservable inputs.

Adoption of FAS 157 had no material effect on tr@r@any’s financial position or results of operason
Assets and Liabilities Measured at Fair Value on &ecurring Basis
The following table presents the Companysetsand liabilities that are measured at fairevali a recurring basis at August 2, 2009.

August 2, 2009

Level 1 Level 2 Level 3

(In thousands)

Assets:

401(k) mirror plan assets $ 400 $ —  $ —
Liabilities:

Interest rate derivatives $ — $ 174 $ —

Assets and Liabilities Measured at Fair Value on &lon-Recurring Basis
The following tables present the nonrecurfaigvalue measurements recorded during the thinelesix months ended August 2, 2009.

Three Months Ended August 2, 2009

Total gain
Level 1 Level 2 Level 3 (loss)
(In thousands)
Long-lived assets $ — $ 2,79%¢ $ — $ (059
Investment in Equity Method Franchisee — — 70C (500
Lease termination liabilities — 134 — 41€
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Six Months Ended August 2, 2009
Total gain
Level 1 Level 2 Level 3 (loss)
(In thousands)
Long-lived assets $ — $ 27% $ — $ (@220
Investment in Equity Method Franchisee — — 70C (500)

Lease termination liabilities — 2,21t — (1,475



Long-Lived Assets

During the three and six months ended Augug009, londived assets having an aggregate carrying val@3 & million and $4.0 millio
respectively, were written down to their estimaf@d values of $2.8 million, resulting in recordiapairment charges of $1.1 million and $1.2
million, respectively, as described in Note 7. Sabsally all of such long-lived assets were re@gerties, the fair values of which were
estimated based on independent appraisals oreioase of properties which the Company currenthegotiating to sell, based on the
Company’s negotiations with unrelated third-parntydrs. These inputs are classified as Level 2 withé valuation hierarchy.

Investment in Equity Method Franchisee

During the three months ended August 2, 268 Company concluded that a decline in the vafien Equity Method Franchisee was
other than temporary and, accordingly, recordediteshown of $500,000 to reduce the carrying valfithe investment to its estimated fair
value of $700,000 as described in Note 9. Thevidiue of the investment was estimated based upounligple of the investee’s current
normalized trailing earnings before interest, inediaxes and depreciation and amortization. Thgagsrare classified as Level 3 within the
valuation hierarchy.

Lease Termination Liabilities

During the three and six months ended Augu2009, the Company recorded provisions for lé@asrination costs related to closed stores
based upon the estimated fair values of the lt&sliunder unexpired leases as described in Natech provisions were reduced by previously
recorded deferred rent expense related to thosesstbhe fair value of these liabilities were cotgoluas the excess, if any, of the contractual
payments required under the unexpired leases bearurrent market lease rates for the propertisspdnted at a credit-adjusted risk-free rate
over the remaining term of the leases. These igmnat€lassified as Level 2 within the valuationraiehy.

The previously recorded deferred rent expeelsged to stores closed during the three mombee August 2, 2009 of $550,000 exceeded
the $134,000 fair value of lease termination li¢ib# related to such stores, and such excessdwasrbcorded as a credit to lease termination
costs during the period. For the six months endegluat 2, 2009, the fair value of lease terminaliailities related to closed stores of $2.2
million exceeded the $740,000 of previously recdrdeferred rent expense related to such storessuidexcess has been reflected as a
charge to lease termination costs during the period

Fair Values of Financial Instruments at the BalanceSheet Dates

The carrying values and approximate fair galof certain financial instruments as of Augu209 and February 1, 2009 were as follows:

22
Aug 2, 2009 Feb. 1, 2009
Carrying Fair Carrying Fair
value value value v alue
(In thousands)
Assets
Cash and cash equivalents $ 19620 $ 1962 $ 3553 $ 3553
Trade receivables 17,58: 17,58 19,22¢ 19,22¢
Receivables from Equity Method Franchisees 594 594 1,01¢ 1,01¢
Commodity futures contracts 83 83 — —
Liabilities:
Accounts payable 5,21¢ 5,21¢ 8,981 8,981
Interest rate derivative instruments 1,74 1,74: 2,34¢ 2,34¢
Commodity futures contracts 51 51 — —
Long-term debt (including current maturijies 54,23¢ 49,62¢ 74,867 58,02:

Note 12 — Derivative Instruments

The Company is exposed to certain risksirgdab its ongoing business operations and utilds$vative instruments as part of its
management of commodity price risk and interest rak. The Company does not hold or issue devigatistruments for trading purpos



The Company is exposed to credit-relatedelo s the event of non-performance by the countiegsao its derivative instruments. The
Company mitigates this risk of nonperformance bglidg with highly rated counterparties. The Compdit/not have any significant exposi
to any individual counterparty at August 2, 2009.

Commodity Price Risk

The Company is exposed to the effects of codity price fluctuations in the cost of ingredienfsts products, of which flour, shortening
and sugar are the most significant. In order todgreater stability to the cost of ingredientg, @ompany purchases, from time to time,
exchangeraded commaodity futures contracts, and optionsuarh contracts, for raw materials which are ingret$i of its products or which &
components of such ingredients, including wheatsyibean oil. The Company is also exposed to tieetsfof commodity price fluctuations
the cost of gasoline used by its delivery vehiclesmitigate the risk of fluctuations in the priokits gasoline purchases, the Company may
purchase exchange-traded commaodity futures costeamt options on such contracts. The differenoedst the cost, if any, and the fair value
of commodity derivatives is reflected in earningséuse the Company has not designated any ofitistaements as hedges. Gains and losses
on these contracts are intended to offset lossggains on the hedged transactions in an effaedace the earnings volatility resulting from
fluctuating commodity prices. The settlement of coodity derivative contracts is reported in the adiasted statement of cash flows as cash
flow from operating activities. At August 2, 20GBe Company had commodity derivatives with an ag@pe= contract volume of 310,000
bushels of wheat and 126,000 gallons of gasolitieeiQhan the requirement to meet minimum margiuirements with respect to the
commodity derivatives, there are no collateral neguents related to such contracts.

Interest Rate Risk

All of the borrowings under the Company’s @ed Credit Facilities bear interest at variabtesdased upon either the Fed funds rate or
LIBOR. The interest cost of the Company’s debffiscied by changes in these short-term interessrahd increases in those rates adversely
affect the Company’s results of operations. In N8Q7, the Company entered into interest rate dévevaontracts having an aggregate
notional principal amount of $60 million. The deatiwe contracts entitle the Company to receive ftbencounterparties the excess, if any, of
three-month LIBOR over 5.40%, and require the Camggda pay to the counterparties the excess, if ahg,48% over three-month LIBOR, in
each case multiplied by the notional amount ofddwtracts. The contracts expire in April 2010. I8atents under these derivative contracts
reported as cash flow from operating activitiethi@ consolidated statement of cash flows.
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These derivatives were accounted for as cash fedgés from their inception through April 8, 200&dde accounting was discontinuec
that date because the derivative contracts couldrmger be shown to be effective (as defined inedt@nt of Financial Accounting Standards
No. 133,“Accounting for Derivative Instruments and HedgiAgtivities”) in hedging interest rate risk as auk®f amendments to the
Company’s Secured Credit Facilities, which provitleat interest on LIBOR-based borrowings is pay#&lalged upon the greater of the LIBOR
rate for the selected interest period or 3.25%aAsnsequence of the discontinuance of hedge aticguohanges in the fair value of the
derivative contracts subsequent to April 8, 20G8raflected in earnings as they occur. Amountsushet] in accumulated other comprehensive
income related to changes in the fair value oftevative contracts for periods prior to AprilZ08 are being charged to earnings in the
periods in which the hedged forecasted transa¢tmerest on $60 million of the principal balandette Term Loan) affects earnings, or earlier
upon a determination that some or all of the foseatransaction will not occur. Such charges edtapproximately $265,000 and $665,000
for the three and six months ended August 2, 2@&hectively, and $275,000 and $335,000 for theetland six months ended August 3, 2008,
respectively. Accumulated other comprehensive ireasof August 2, 2009 includes a remaining undpeattaccumulated loss related to
these derivatives of $386,000 (net of income taxe252,000).

The counterparties to the interest rate déiries are also lenders under the Secured Crediiities described in Note 5. Obligations under
derivative instruments with counterparties thab @ee lenders under the Secured Credit Facilitesecured by the collateral that secures the
Company’s obligations under the Secured Creditliasi

Quantitative Summary of Derivative Positions and Tleir Effect on Results of Operations

The following table presents the fair valoéslerivative instruments included in the consdkdbbalance sheet as of August 2, 2009:

Derivatives Not Designated as Hedging Asset Derivatives Liability Derivatives
Instruments under FAS 133 Balance Sheet Location Fair Value Balance Sheet Locatio Fair Value
(In thousands; (In thousands’
Interest rate contracts Other current asse  $ — Accrued liabilities  $ 1,743
Commaodity futures contracts Other current ass¢ 83  Accrued liabilities 51
Total derivatives not designated as
hedging instruments under FAS 133 $ 83 $ 179

The effect of derivative instruments on the corgatkd statement of operations for the three anthsixths ended August 2, 2009, wa:



follows:

Derivatives Not Designated as Hedging Location of Derivative Gain or (Loss Amount of Derivative Gain or (Loss)
Instruments under FAS 133 Recognized in Income Recognized in Income
Three months ended Six months ended
Aug. 2, 2009 Aug. 2, 2009
(In thousands)
Interest rate contracts Interest expense $ 232) % (419
Commodity futures contracts Direct operating expenses (329 (399
Total $ (556) $ (817)
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Item 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS.

Krispy Kreme is a leading branded retailed amolesaler of high-quality doughnuts and packagyeelets. The Company’s principal
business, which began in 1937, is owning and frsivod Krispy Kreme doughnut stores at which ovewafieties of high-quality doughnuts,
including the Company’s Original Glaz&dloughnut, are made, sold and distributed togetfitéra@mplementary products, and where a broad
array of coffees and other beverages are offered.

As of August 2, 2009, there were 548 Krispeiike stores operated systemwide in the United StAtestralia, Bahrain, Canada, Indonesia,
Japan, Kuwait, Lebanon, Malaysia, Mexico, the Bpilies, Puerto Rico, Qatar, Saudi Arabia, SoutteKpthe United Arab Emirates and the
United Kingdom. The ownership and location of theg®es is as follows:

Domestic International Total
Number of stores at August 2, 20l
Company 89 — 89
Franchise 1LE5E 32¢ 45¢
Total 22z 32¢ 54¢

Of the 548 total stores, 270 were factory stores2#8 were satellite stores.

Factory stores (stores which contain a doughmaking production line) often support multipldess channels to more fully utilize
production capacity and reach various consumer satgnThese sales channels are comprised of ongeesales (sales to customers visiting
factory and satellite stores) and off-premisesss@dales to convenience stores, grocery storesimashants and other food service and
institutional accounts). Satellite stores, all dfigh serve only the on-premises distribution chdand which are supplied with doughnuts from
a nearby factory store, consist primarily of thé $twop, fresh shop and kiosk formats. Hot shopsamiioughnut heating equipment that
allows customers to have a hot doughnut experigmmoeighout the day. Fresh shops and free-standasik do not contain doughnut heating
equipment.

The Company generates revenues from foundistources: sales to on-premises and off-prentisg®mers through stores operated by the
Company, referred to as Company Stores; franckise dnd royalties from domestic franchise stoeferned to as Domestic Franchise;
franchise fees and royalties from internationahétzsise stores, referred to as International Fraeghand a vertically integrated supply chain,
referred to as KK Supply Chain.

In the first quarter of fiscal 2010, the Camp began disaggregating the results of operatibiis franchise business into domestic and
international components in its internal financigorting. The Company has made the correspondiagges to its segment reporting, and
reports the revenues and expenses associatedsvitbrnestic and international franchise operatamseparate segments, consistent with the
provisions of Statement of Financial Accountingrgt@rds No. 131, “Disclosures About Segments of @terfprise and Related Information.”
The Company’s segment disclosures continue to bsistent with the way in which management views evaluates the business. Amounts
previously reported for the franchise segmentlierthree and six months ended August 3, 2008 hewe kestated to conform to the new
disaggregated segment presentation.

Franchisees opened 44 stores and closeaEs $h the first six months of fiscal 2010, indhgl20 and six stores, respectively, in the
second quarter of fiscal 2010. Royalty revenuesraast of KK Supply Chain revenues are directly tedldo sales by franchise stores and,
accordingly, the success of franchisees’ operatiassa direct effect on the Company’s revenues|tsesf operations and cash flows. On July
9, 2009, Great Circle Family Foods, the Compangdadhisee in Southern California, completed its gfreorganization and emerged from
bankruptcy, and currently operates a total of 1isp§r Kreme factory stores and satellit



The following discussion of the Company’saiiicial condition and results of operations shoeddad together with the Company’s

consolidated financial statements and notes thegtearing elsewhere herein.
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RESULTS OF OPERATIONS

The following table presents the Company’'srafing results for the three and six months emdeglist 2, 2009 and August 3, 2008,
expressed as a percentage of total revenues (p@geeamounts may not add to totals due to rounding)

Three Months Ended

Six Months Ended

August 2 August 3, August 2 August 3
2009 2008 2009 2008
Revenues 100.(% 100.%  100.(% 100.(%
Operating expenses:
Direct operating expenses (exclusive of dejtion and amortization shown below) 86.1 93.7 84.1 89.¢
General and administrative expenses 5.8 5.C 6.3 5.8
Depreciation and amortization expense 2.4 2.4 2.3 2.3
Impairment charges and lease terminatiotscos 1.8 (0.9 2.2 (0.5
Other operating (income) and expense, net 0.3 0.2 0.2 0.2
Operating income (loss) 3% (1.)% 5.0% 2.2%
Data on the number of factory stores (including sossaries) appear in the table below.
NUMBER OF FACTORY STORES
DOMESTIC INTERNATIONAL
COMPANY FRANCHISE FRANCHISE TOTAL
Three months ended August 2, 2009:
MAY 3, 2009 80 10z 95 277
Opened — — — —
Closed 2 1) 2 (5)
Converted to satellite stores 1) (1) — (2
AUGUST 2, 2009 T 10 ¢ 27(
Six months ended August 2, 2009:
FEBRUARY 1, 2009 83 104 94 281
Opened 1 — 3 4
Closed (6) (3) 4) ((K)
Converted to satellite stores 2) (1) — (2)
AUGUST 2, 2009 77 10C 93 27C
Three months ended August 3, 2008:
MAY 4, 2008 93 113 83 28¢
Opened — 1 4 5
Closed 2 (©)] — (5)
Converted to satellite stores 2 Q) — ©)]
Transferred (@)} 1 — —
AUGUST 3, 2008 88 111 87 28¢€
Six months ended August 3, 2008:
FEBRUARY 3, 2008 97 11€ 80 29t
Opened — 1 8 9



Closed Q)

Transferred (@) 1 — —

Data on the number of satellite stores appeardriahle below.
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NUMBER OF SATELLITE STORES

DOMESTIC INTERNATIONAL
COMPANY FRANCHISE FRANCHISE TOTAL

MAY 3, 2009 11 28 22C 25¢

Closed (1) — ©) 4

AUGUST 2, 2009 12 33 23¢ 27¢

FEBRUARY 1, 2009 1C 28 204 242

Closed Q) Q) @)

AUGUST 2, 2009 12 33 28 27¢

MAY 4, 2008 12 26 142 181

Closed 1) (1) —
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27 11¢

Closed (8] 2 —

Transferred 1) 1 — —

Data on the aggregate number of factory atellge stores as of August 2, 2009 appear indb& below.

NUMBER OF STORES
DOMESTIC INTERNATIONAL
COMPANY FRANCHISE FRANCHISE TOTAL

Hot shops 11 12

N
o
N
(o]



Fresh shops 1 21 154 17€
Kiosks — — 53 53

Total satellite stores 12 33 233 27¢

Systemwide sales, a non-GAAP financial measaclude sales by both Company and franchisestdihe Company believes systemwide
sales data are useful in assessing the overablinpesthce of the Krispy Kreme brand and, ultimattig, performance of the Company. The
Company’s consolidated financial statements appgarisewhere herein include sales by Company steaéss to franchisees by the KK
Supply Chain business segment and royalties arsdréeeived from franchisees, but exclude salesanchise stores to their customers.

27

The table below presents average weekly gaestore (which represents, on a Company andrsygtle basis, total sales of all stores
divided by the number of operating weeks for batttdry and satellite stores). In addition, thedgiresents fiscal 2010 systemwide average
weekly sales per store on a pro forma basis asguthénaverage rate of exchange between the U.&rdold each of the foreign currencies in
which the Company’s international franchisees catglbusiness had been the same in the three antbsiths ended August 2, 2009 as in the
three and six months ended August 3, 2008. Stoseating weeks represent, on a Company and systerhaisis, the aggregate number of
weeks in the period that both factory and satedlitzes were in operation.

Three Months Ended Six Months Ended
Aug. 2, Aug. 3, Aug. 2, Aug. 3,
2009 2008 2009 2008

(Dollars in thousands)

Average weekly sales per store (1):

Company $ 49¢ % 49.: % 521 $ 51.t
Systemwide $ 257 $ 334 $ 27.C $ 34.L
Systemwide, exclusive of the effects of aemin
foreign currency exchange rates $ 26.6 $ 332 % 282 % 34.L
Store operating weeks:
Company 1,19¢ 1,31¢ 2,40¢ 2,652
Systemwide 6,86! 5,97 13,40 11,67

(1)  Excludes sales between Company and fraadtores.

THREE MONTHS ENDED AUGUST 2, 2009 COMPARED TO THREE MONTHS ENDED AUGUST 3, 2008

Overview

Systemwide sales for the second quarterso&fi2010 decreased approximately 11.7% compartéeteecond quarter of fiscal 2009.
Exclusive of the effects of changes in foreign enoy exchange rates, systemwide sales decreasexkimpgtely 8.0%. The systemwide sales
decrease reflects a 13.5% decrease in franchise sdtes and an 8.0% decrease in Company store Aaligisted to exclude the effects of
changes in foreign currency exchange rates, frapctales decreased approximately 8.0%. Systemwétage weekly sales per store are lo
than Company average weekly sales per store paltgipecause satellite stores, which generally Hawer average weekly sales than factory
stores, have to date been operated almost exdysiydranchisees. In addition, the increasing patage of total stores which are satellite
stores has the effect of reducing the overall sysiiele average weekly sales per store.

Revenues

Total revenues decreased 12.2% to $82.7amiftr the three months ended August 2, 2009 fréchZmillion for the three months ended
August 3, 2008. The decrease was comprised ofG Becrease in Company Stores revenues to $59i8rma 19.9% decrease in Domestic
Franchise revenues to $1.8 million, a 13.1% deer@aiternational Franchise revenues to $3.8 omjland a 23.4% decrease in KK Supply
Chain revenues to $17.3 million.

Revenues by business segment (expressedlansdand as a percentage of total revenues) afersie in the table below (percentage
amounts may not add to totals due to rounding).
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Three Months Ended

Aug. 2, Aug. 3,
2009 2008

(Dollars in thousands)

REVENUES BY BUSINESS SEGMENT:

Company Stores $ 59,85: $ 65,07:
Domestic Franchise 1,80z 2,24¢
International Franchise 3,80¢ 4,37¢
KK Supply Chain:
Total revenues 37,75¢ 46,25¢
Less - intersegment sales eliminations (20,48) (23,71)
External KK Supply Chain revenues 17,26¢ 22,53¢
Total revenues $ 82,73( $ 94,23:

PERCENTAGE OF TOTAL REVENUES:

Company Stores 72.% 69.1%
Domestic Franchise 2.2 2.4
International Franchise 4.6 4.€
KK Supply Chain 20.¢ 23.¢
Total revenues 100.(gp 100.(gp

Company Stores Revenu€ampany Stores revenues decreased 8.0% to $59i@mil the second quarter of fiscal 2010 from $65.
million in the second quarter of fiscal 2009. Theeikase reflects an 8.9% decline in store operateeks, partially offset by a 1.2% increas
average weekly sales per store. The decreasersngerating weeks reflects the refranchising oswle of 19 Company stores since the
beginning of the second quarter of fiscal 2009. Tohenpany continuously reviews the performancess$tiores and may decide to refranchise
or close additional locations.

Onpremises sales (which include fundraising sales)prsed approximately 46% and 43% of total Comp&tores revenues in the sect
quarter of fiscal 2010 and 2009, respectively, whita balance comprised of off-premises sales.

The following table sets forth statisticatalavith respect to on- and off-premises sales by @y stores. The change in “same store sales
is computed by dividing the aggregate on-premiséssgincluding fundraising sales) during the cotrggear period for all stores which had
been open for more than 56 consecutive weeks dtlimgurrent year period (but only to the extemhssales occurred in the 8%r later weel
of each store’s operation) by the aggregate on-gsesales of such stores for the comparable wedke preceding year period. Once a store
has been open for at least 57 consecutive wesksliés are included in the computation of santessales for all subsequent periods. In the
event a store is closed temporarily (for exammerémodeling) and has no sales during one or mveeks, such store’s sales for the
comparable weeks during the earlier or subsequedgare excluded from the same store sales catiput For off-premises sales, “average
weekly number of doors” represents the average eumwibcustomer locations to which product deliverdee made during a week, and
“average weekly sales per door” represents theageaweekly sales to each such location.

Three Months Ended

Aug. 2, Aug. 3,
2009 2008
ON-PREMISES:
Change in same store sales 58% (4.1)%
OFF-PREMISES:
Change in average weekly number of doors (12.9% (8.9%
Change in average weekly sales per door 3.% (7.)%

On-premises same stores sales increased setlond quarter of fiscal 2010 compared to thergkquarter of fiscal 2009, generally
reflecting an increase in customer traffic andghbi average guest check. The Company is implentgeptograms designed to improve on-
premises sales, including increased focus on ktoaé marketing efforts, improved employee trainstgre refurbishment efforts and the
introduction of new products. In the off-premiséstiibution channel, the decrease in the averagegklyeumber of doors represents a decrease
in both the grocery/mass merchant channel andeicdinvenience store channel. The increase in awevagkly sales per door represents an
increase in the grocery/mass merchant channebpgniffset by a decrease in the convenience stbamnel. The Company is implementing
strategies to increase average per door salessdnde costs in the ¢premises channel. These strategies include improuge managemel



and route consolidation (including elimination ofreduction in the number of stops at relatively kolume doors), new sales incentives and
performance-based pay programs, and increased simmmarelatively longer shelf-life products.
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Domestic Franchise Revenu&omestic Franchise revenues consist principaliyogélties payable to the Company by domestic frasseh
based upon the franchisees’ sales. The compontBi@nestic Franchise revenues are as follows:

Three Months Ended

Aug. 2, Aug. 3,
2009 2008
(In thousands)
Royalties $ 1748 $ 2,19
Development and franchise fees — 1
Other 54 54
Total Domestic Franchise revenues $ 1800 § 224

Domestic royalty revenues fell to $1.7 mitlim the second quarter of fiscal 2010 from $2.%iomi in the second quarter of fiscal 2009.
Sales by domestic franchise stores, as reportedebfranchisees, were approximately $54 milliothiea second quarter of fiscal 2010 and $61
million in the second quarter of fiscal 2009.

Domestic franchisees opened four stores bysgd one store in the second quarter of fiscaD2Bbyalty revenues are directly related to
sales by franchise stores and, accordingly, theesscof franchisees’ operations has a direct effiethe Company’s revenues, results of
operations and cash flows.

International Franchise Revenuésternational Franchise revenues consist pringipilroyalties payable to the Company by internadio
franchisees based upon the international franciisades and initial franchise fees earned by thm@any in connection with new store
openings by international franchisees. The compnefiinternational Franchise revenues are asvistio

Three Months Ended

Aug. 2, Aug. 3,
2009 2008
(In thousands)
Royalties $ 348 $ 3,80«
Development and franchise fees 32z 54C
Other — 34
Total International Franchise revenues $ 3800 § 437

International royalty revenues fell to $3.8lion in the second quarter of fiscal 2010 from&anillion in the second quarter of fiscal 2009.
Sales by international franchise stores, as regdayethe franchisees, were approximately $63 nmilliothe second quarter of fiscal 2010 and
$74 million in the second quarter of fiscal 2009a8ges in the rates of exchange between the Uli&r dod the foreign currencies in which
the Company'’s international franchisees do businetisced sales by international franchisees medsurd.S. dollars by approximately $7
million in the second quarter of fiscal 2010 conguhto the second quarter of last year, which agWeedffected international royalty revenues
by approximately $440,000. The Company did not geixe as revenue approximately $160,000 and $56@0Qncollected international
royalties which accrued during the second quartéscal 2010 and 2009, respectively, because thr@any did not believe collection of the
royalties was reasonably assured.

International development and franchise fisxseased $218,000 in the second quarter of 260 compared to the second quarter of
fiscal 2009 due to fewer store openings by intéonal franchisees in the second quarter of fis@dl2compared to the second quarter of last
year.

International franchisees opened 16 stordschsed five stores in the second quarter of fi20&0. Royalty revenues are directly related to
sales by franchise stores and, accordingly, theesscof franchisees’ operations has a direct effiethe Company’s revenues, results of
operations and cash flows.
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KK Supply Chain Revenud€< Supply Chain revenues before intersegment salesnations decreased 18.4% to $37.8 million ia th
second quarter of fiscal 2010 from $46.3 milliorthe second quarter of fiscal 2009. The most sicarit reason for the decrease in revenues
was lower unit sales of mixes, ingredients and beppy KK Supply Chain resulting from lower salssCompany and domestic franchise
stores. The decline in KK Supply Chain revenues edflects selling price reductions for doughnuxesi and certain other ingredients institt
by KK Supply Chain in fiscal 2010 in order to pa#sng to Company and franchise stores reductiobKisupply Chain’s cost of flour and
shortening. In addition, an increasing percentddeaachisee sales is attributable to sales bych#&ees outside North America. Many of the
ingredients and supplies used by internationalchié&®es are acquired locally instead of from KK @yChain.

Franchisees opened 20 stores and closetbsessn the second quarter of fiscal 2010. A digaint majority of KK Supply Chain’s
revenues are directly related to sales by frandtimees and, accordingly, the success of francisgeerations has a direct effect on the
Company'’s revenues, results of operations and fbask.

Direct Operating Expenses

Direct operating expenses, which exclude egiption and amortization expense, were 86.1%\a&mees in the second quarter of fiscal
2010 compared to 93.7% of revenues in the secoadeaywof fiscal 2009. Direct operating expense$lsiness segment (expressed in dollars
and as a percentage of applicable segment reveargeesgt forth in the table below. Such operatikgepases are consistent with the segment
operating income data set forth in Note 8 to thesotidated financial statements appearing elsewenein.

Three Months Ended

Aug. 2, Aug. 3,
2009 2008

(Dollars in thousands)

DIRECT OPERATING EXPENSES BY BUSINESS SEGMENT:

Company Stores $ 56,727 $ 67,31¢

Domestic Franchise 1,34¢ 704

International Franchise 1,86: 2,00¢
KK Supply Chain:

Total direct operating expenses 31,92] 42,10(

Less - intersegment eliminations (20,60) (23,82)

KK Supply Chain direct operating empes, less intersegment eliminations 11,32: 18,27¢

Total direct operating expense $ 71,25¢ $ 88,30+

DIRECT OPERATING EXPENSES AS A PERCENTAGE OF SEGMEN

REVENUES:
Company Stores 94.&8% 103.5%
Domestic Franchise 74. 1% 31.2%
International Franchise 48.9% 45.8%
KK Supply Chain (before intersegment eliminations) 84.% 91.(%
Total direct operating expenses 86.1% 93.7%

Company Stores Direct Operating Expensgempany Stores direct operating expenses as anpaegecof Company Stores revenues
decreased to 94.8% in the second quarter of f&@HD from 103.5% in the second quarter of fisc@Phe decrease reflects, among other
things, lower costs of doughnut mix and certaireothgredients resulting from price decreasesturstil by KK Supply Chain in fiscal 2010 to
reflect lower raw materials costs. In addition, @ased delivery costs resulting from lower gasatiriees favorably affected costs in the sec
quarter of fiscal 2010 compared to the second quaftlast year.

The Company is implementing programs intertdachprove store operations and reduce costgpascentage of revenues, including
improved employee training and the introductiomngbroved food and labor cost management toolsdthtian, the Company is implementing
programs designed to improve the profitability ales into the offpremises distribution channel, where declines énaterage weekly sales |
door adversely affect profitability because of tlereased significance of delivery costs in relatio sales. Those strategies include improved
route management and route consolidation (includlimgination of or reduction in the number of st@selatively low volume doors),
performance-based pay programs, and increased smpmmarelatively longer shelf-life products.
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Domestic Franchise Direct Operating Expendeamestic Franchise direct operating expenses ieobadts to recruit new domestic
franchisees, to assist in domestic store openargsto monitor and aid in the performance of doiodsinchise stores, as well as direct ger
and administrative expenses and allocated corpooatis. Domestic Franchise direct operating exygeresse in the second quarter of fiscal
2010 compared to the second quarter of fiscal 2008\arily due to increased resources devotedealttvelopment and support of domestic
franchisees, as well as an increase in bad debispros of approximately $160,000 related prindip#d a single domestic franchisee.

International Franchise Direct Operating Expensksgernational Franchise direct operating expenselsidle costs to recruit new
international franchisees, to assist in internati@ore openings, and to monitor and aid in théopmance of international franchise stores, as
well as direct general and administrative expeasesallocated corporate costs. International Frigeafirect operating expenses declined it
second quarter of fiscal 2010 compared to the skqaarter of fiscal 2009 primarily due to a deceeimsthe bad debt provision to
approximately $360,000 in the second quarter o&fi2010 from approximately $1.1 million in the sed quarter of fiscal 2009. This decrease
was partially offset by the cost of increased resesi devoted to the development and support otffiiaaes outside the United States.

KK Supply Chain Direct Operating Expensk& Supply Chain direct operating expenses as agpg¢age of KK Supply Chain revenues
before intersegment eliminations decreased to 84na¥e second quarter of fiscal 2010 from 91.0%himsecond quarter of fiscal 2009.
Second quarter fiscal 2009 direct operating expeimssuded a charge of approximately $1.6 milliapgroximately 3.5% of KK Supply Chain
revenues before intersegment eliminations) reladgrhyments made by the Company to its former thady freight consolidator which were
improperly not remitted to the freight carriersthg freight consolidator. The actions of the thpatity freight consolidator, which filed for
bankruptcy protection, resulted in a loss to thenBany which the Company has not recovered.

While the selling prices of doughnut mixes ahortening in the second quarter of fiscal 20&@evsignificantly lower than in the second
guarter of fiscal 2009 as a result of lower rawemnats costs, overall gross margins widened bectngs€ompany attempts to maintain the
gross profit on sales of doughnut mixes relativagstant on a per unit basis. Among other thingst eduction efforts also contributed to the
reduction in direct operating expenses as a pagerdf KK Supply Chain revenues.

In addition, KK Supply Chain direct operatiegpenses include a net credit of approximate \0OFEH to the bad debt provision in the
second quarter of fiscal 2010 compared to a nelitooé approximately $210,000 in the second quavidiscal 2009. The net credits principe
reflect sustained improved payment performanceaandfuced credit exposure with respect to a smatiber of franchisees. Net credits to
bad debt provision do not occur on a regular basis.

General and Administrative Expenses

General and administrative expenses incres$d.8 million, or 5.8% of total revenues, in 8exond quarter of fiscal 2010 from $4.7
million, or 5.0% of total revenues, in the secon@mer of fiscal 2009. The increase in generaladministrative expenses includes a charge of
approximately $730,000 for incentive compensatimvisions in the second quarter of fiscal 2010etitect management’s current estimate of
fiscal 2010 results (with an additional charge gp@ximately $530,000 included in direct operatxgenses) compared to a reversal of
incentive compensation provisions of approxima$90,000 in the second quarter of fiscal 2009 (witradditional reversal of approximately
$500,000 included in direct operating expensesjlitahally, general and administrative expenseth@ésecond quarter of fiscal 2009 include
an out of period credit of approximately $600,08&ted to the Company'’s self-insured workers’ conspéion program. These increases in
general and administrative expenses were partiffidet by a decrease in professional fees and egsesrising principally from the Compagy’
obligation to indemnify certain former officersthfe Company for costs incurred by them in conneatigh certain litigation and
investigations. General and administrative expeis#ése second quarter of fiscal 2010 include aiti@f approximately $1.1 million resulting
principally from a ond#me receipt of additional insurance reimbursenodrosts incurred in connection with such litigatiand investigation:
while general and administrative expenses in terst quarter of fiscal 2009 include approximatedy#® 000 of costs related to those matters.
Except for one matter with respect to which the @any is the plaintiff, all of such litigation hasdn settled, and the Company does not
anticipate that future costs associated with tinegtters will be significant.

Depreciation and Amortization Expense

Depreciation and amortization expense deectts$2.0 million in the second quarter of fis2@10 from $2.3 million in the second quarter
of fiscal 2009. The decline in depreciation and gination expense is attributable principally te treduction in the number of Company
factory stores operating in the second quarteisoff 2010 compared to the second quarter of fi2ga.

32

Impairment Charges and Lease Termination Costs

Impairment charges and lease terminatiorsasste $1.5 million in the second quarter of fis2@10 compared to a net credit of $348,000
in the second quarter of fiscal 2009.

Impairment charges related to long-lived &sae@re $1.1 million in the second quarter of fi210. The Company tests long-lived assets
for impairment when events or changes in circunt&arndicate that their carrying value may notdmoverable. These events and chang



circumstances include store closing decisionseffets of changing costs on current results ofatpms, observed trends in operating results,
and evidence of changed circumstances observegas af periodic reforecasts of future operatiaguits and as part of the Companghnua
budgeting process. When the Company concludedh@atarrying value of long-lived assets is not wecable (based on future projected
undiscounted cash flows), the Company records impait charges to reduce the carrying value of tlagsets to their estimated fair values.
During the three months ended August 2, 2009, thagany recorded impairment charges related to lweg-assets to reduce the carrying
value of those assets to their estimated fair walSabstantially all of such long-lived assets wegd properties, the fair values of which were
estimated based on independent appraisals oreicabe of properties which the Company currentheigotiating to sell, based on the
Company’s negotiations with unrelated third-panyérs.

The Company intends to refranchise certaogggphic markets, expected to consist principdllyot not necessarily limited to, markets
outside the Company’s traditional base in the Seagtern United States. The franchise rights arer atbsets in many of these markets were
acquired by the Company in business combinatioqsior years. In fiscal 2009, the Company refrasetlione idled store acquired by the
Company from a failed franchisee, refranchised demestic operating stores to a new franchiseerefnahchised the four Company stores in
Canada to a new franchisee. The Company receiv@dateeds in connection with any of these transastiWith the exception of a non-cash
gain recorded in the fourth quarter of fiscal 20@@ted to foreign currency translation arisingrrthe Canadian disposal, no significant gai
loss was recognized as a result of the refranagsiihe Company cannot predict the likelihood &farechising any additional stores or
markets or the amount of proceeds, if any, whicghihbe received therefrom, including the amountilvimight be realized from the sale of
store assets and the execution of any relatedHismagreements. Refranchising could result in¢khegnition of impairment losses on the
related assets.

Interest Expense

Interest expense was $2.3 million in the adaguarter of fiscal 2010 and in the second quartéscal 2009. Interest expense accruing on
outstanding indebtedness was $1.7 million in tlewse quarter of fiscal 2010 compared to $1.9 millie the second quarter of fiscal 2009.
decrease is primarily due to the reduction in thst gear in the outstanding principal balance efftarm Loan described in Note 5 to the
consolidated financial statements appearing elsewierein. The reduction in interest expense rieguitom the reduced principal balance of
the term loan was partially offset by the effedthigher lender margin and fees resulting from admeants to the Company’s Secured Credit
Facilities in April 2009. The April 2009 amendmetishe Company'’s credit facilities increased thteliest rate on the Company’s outstanding
borrowings and letters of credit by 200 basis poartnually.

Interest expense for the second quarteiso&fi2010 reflects a charge of approximately $2ZB2@dmpared to a credit of approximately
$50,000 for the second quarter of fiscal 2009 tewpfrom marking to market the Company’s liabdgirelated to interest rate derivatives. As
more fully described in Note 12 to the consoliddiadncial statements appearing elsewhere herffectee April 9, 2008, the Company
discontinued hedge accounting for these derivathges result of amendments to its credit facilits a consequence of the discontinuance of
hedge accounting, changes in the fair value ofldrevative contracts subsequent to April 8, 20@8raflected in earnings as they occur.
Amounts included in accumulated other comprehengsiv@me related to changes in the fair value ofdiévative contracts for periods prior
April 9, 2008 are being charged to earnings ingégod in which the forecasted transaction (inteepense on lonterm debt) affect earning
or earlier upon determination that some or alhef fiorecasted transaction will not occur. Such gasitotaled approximately $265,000 and
$275,000 for the three months ended August 2, 20@9August 3, 2008, respectively.

Equity in Losses of Equity Method Franchisees

Equity in losses of equity method franchisiealed $214,000 in the second quarter of fis€dll2compared to $82,000 in the second
quarter of fiscal 2009. This caption representsGbmpanys share of operating results of unconsolidateccfresees which develop and ope
Krispy Kreme stores.
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Other Non-Operating Income and Expense, Net

Other non-operating income and expense is¢icend quarter of fiscal 2010 includes a charggpfoximately $500,000 to reflect a
decline in the value of an investment in an EqMthod Franchisee that management concluded is tithe temporary, as described in Note
9 to the consolidated financial statements appgaisewhere herein.

Provision for Income Taxes

The provision for income taxes was $88,00thensecond quarter of fiscal 2010 compared tonafiteof $1.3 million in the second quarter
of fiscal 2009. Each of these amounts includessijants to the valuation allowance for deferredine tax assets to maintain such allowance
at an amount sufficient to reduce the Company’seggge net deferred income tax assets to zeroetbhgsva provision for income taxes
estimated to be payable currently. In additiorna assult of the dissolution of one of the Comparigieign subsidiaries and the resolution of
related income tax uncertainties during the seapradter of fiscal 2009, the Company recorded aicoddpproximately $1.6 million to the
provision for income taxes to reduce the Com|'s accruals for uncertain tax positio



Net Income

The Company reported a net loss of $157,00€he three months ended August 2, 2009 comparadtt loss of $1.9 million for the three
months ended August 3, 2008.

SIX MONTHS ENDED AUGUST 2, 2009 COMPARED TO SIX MONTHS ENDED AUGUST 3, 2008

Overview

Systemwide sales for the first six monthésifal 2010 decreased approximately 9.8% compardikt first six months of fiscal 2009.
Exclusive of the effects of changes in foreign enoy exchange rates, systemwide sales decreasexkimpgtely 5.1%. The systemwide sales
decrease reflects a 10.6% decrease in franchise sdtes and a 8.4% decrease in Company stores Adjested to exclude the effects of
changes in foreign currency exchange rates, frapctales decreased approximately 3.5%.

Revenues

Total revenues decreased 11.0% to $176.2miibr the six months ended August 2, 2009 fror@7%2 million for the six months ended
August 3, 2008. The decrease was comprised of4# 8ecrease in Company Stores revenues to $128idnmna 10.3% decrease in Domestic
Franchise revenues to $3.9 million, a 13.1% deer@aiternational Franchise revenues to $7.7 omland a 18.1% decrease in KK Supply
Chain revenues to $38.9 million.

Revenues by business segment (expressedlansdand as a percentage of total revenues) afersie in the table below (percentage
amounts may not add to totals due to rounding).
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Six Months Ended

Aug. 2, Aug. 3,
2009 2008

(Dollars in thousands)

REVENUES BY BUSINESS SEGMENT:

Company Stores 125,71( $ 137,25
Domestic Franchise 3,85: 4,29¢
International Franchise 7,68¢ 8,84¢
KK Supply Chain:
Total revenues 82,61: 96,97%
Less - intersegment sales eliminations (43,709 (49,49))
External KK Supply Chain revenues 38,90¢ 47,48¢
Total revenues 176,15 $ 197,87
PERCENTAGE OF TOTAL REVENUES:
Company Stores 71.2% 69.4%
Domestic Franchise 2.2 2.2
International Franchise 4.4 4.t
KK Supply Chain 22.1 24.C
100.(% 100.(%

Total revenues

Company Stores Revenu€ampany Stores revenues decreased 8.4% to $12%ahrm the first six months of fiscal 2010 fron1$7.3
million in the first six months of fiscal 2009. Thiecrease reflects a 9.3% decline in store operateeks, partially offset by a 1.2% increase in
average weekly sales per store. The decreasersngerating weeks reflects the refranchising osute of 19 Company stores since the end of
fiscal 2008. The Company continuously reviews teggrmance of its stores and may decide to refrgeabr close additional locations.

On-premises sales (which include fundraisialgs) comprised approximately 48% and 44% of otahpany Stores revenues in the first

six months of fiscal 2010 and 2009, respectivelghhe balance comprised of off-premises sales.

The following table sets forth statistical datatwiéspect to ¢- and oftpremises sales by Company stores. The chan“same store sal’



is computed by dividing the aggregate on-premiséssgincluding fundraising sales) during the cotrgeear period for all stores which had
been open for more than 56 consecutive weeks dthimgurrent year period (but only to the extemhssales occurred in the 8%r later weel

of each store’s operation) by the aggregate on-igeg1sales of such stores for the comparable wedks preceding year period. Once a store
has been open for at least 57 consecutive wesksaliés are included in the computation of santestales for all subsequent periods. In the
event a store is closed temporarily (for examplerémodeling) and has no sales during one or mveeks, such store’s sales for the
comparable weeks during the earlier or subsequeidgare excluded from the same store sales catipuat For off-premises sales, “average
weekly number of doors” represents the average eamwibcustomer locations to which product delivedee made during a week, and
“average weekly sales per door” represents theageeweekly sales to each such location.

Six Months Ended

Aug. 2, Aug. 3,
2009 2008
ON-PREMISES:
Change in same store sales 3.8% (1L.9%
OFF-PREMISES:
Change in average weekly number of doors (10.% (7.5)%
Change in average weekly sales per door 0.9% (8.)%

On-premises same stores sales increased firghsix months of fiscal 2010 compared to fingt K§ix months of fiscal 2009, generally
reflecting an increase in customer traffic panjiaffset by a lower average guest check. The Commimplementing programs designed to
improve on-premises sales, including increaseddaculocal store marketing efforts, improved empbiraining, store refurbishment efforts
and the introduction of new products. In the ofpises distribution channel, the decrease in teeage weekly number of doors represents a
decrease in both the grocery/mass merchant chandeh the convenience store channel. The incrieasecrage weekly sales per door
represents an increase in the grocery/mass merchannel partially offset by a decrease in the eorence store channel. The Company is
implementing strategies to increase average parshes and reduce costs in the off-premises chafinese strategies include improved route
management and route consolidation (including el@tion of or reduction in the number of stops &tieely low volume doors), new sales
incentives and performance-based pay programsnaneased emphasis on relatively longer shelfgiteducts.
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Domestic Franchise Revenu&omestic Franchise revenues consist principaliyogélties payable to the Company by domestic frasseh
based upon the franchisees’ sales. The compontbisnoestic Franchise revenues are as follows:

Six Months Ended

Aug. 2, Aug. 3,
2009 2008
(In thousands)
Royalties $ 3748 $ 4,171
Development and franchise fees — 3
Other 10¢ 121
Total Domestic Franchise revenues $ 385 § 429

Domestic royalty revenues decreased to $8libmin the first six months of fiscal 2010 fro8#.2 million in the first six months of fiscal
2009. Sales by domestic franchise stores, as egpbit the franchisees, were approximately $11Zamilh the first six months of fiscal 2010
and $125 million in the first six months quarterfistal 2009.

Domestic franchisees opened five stores &gkd four stores in the first six months of fis2@ll0. Royalty revenues are directly related to
sales by franchise stores and, accordingly, theesscof franchisees’ operations has a direct efiethe Company’s revenues, results of
operations and cash flows.

International Franchise Revenuésternational Franchise revenues consist pringipairoyalties payable to the Company by internadio
franchisees based upon the franchisees’ saleqdiad franchise fees earned by the Company in eotian with new store openings by
international franchisees. The components of latiional Franchise revenues are as follows:

Six Months Ended

Aug. 2, Aug. 3,
2009 2008



(In thousands)

Royalties $ 6952 $  7,56¢
Development and franchise fees 73C 1,18¢
Other — 93

Total International Franchise revenues $ 768 § 884

International royalty revenues fell to $7.0lion in the first six months of fiscal 2010 frof¥.6 million in the first six months of fiscal
2009. Sales by international franchise storesepsrted by the franchisees, were approximately $aillibn in the first six months of fiscal
2010 and $139 million in the first six months afdal 2009. Changes in the rates of exchange betiiedd.S. dollar and the foreign currencies
in which the Company’s international franchiseeddsiness reduced sales by international franchiseasured in U.S. dollars by
approximately $19 million in the first six monthEfiscal 2010 compared to the first six monthsadtlyear, which adversely affected
international royalty revenues by approximatelyl$illion. Additionally, the Company did not recage as revenue approximately $163,000
and $550,000 of international uncollected royaltidsch accrued during the first six months of fis2@810 and 2009, respectively, because the
Company did not believe collection of these rogaltivas reasonably assured.

International development and franchise fiEgeased $455,000 in the first six months of fiR6d0 compared to the first six months of
fiscal 2009 due to fewer store openings by intéonal franchisees in the first six months of fise@lL0 compared to the first six months of last
year.

36

International franchisees opened 39 stordschrsed 11 stores in the first six months of fifH 0. Royalty revenues are directly related to
sales by franchise stores and, accordingly, theesscof franchisees’ operations has a direct efiethe Company’s revenues, results of
operations and cash flows.

KK Supply Chain Revenud€K Supply Chain revenues before intersegment sglegnations decreased 14.8% to $82.6 million im finst
six months of fiscal 2010 from $97.0 million in thiest six months of fiscal 2009. The most sigrdidit reason for the decrease in revenues was
lower unit sales of mixes, ingredients and supdie&K Supply Chain resulting from lower sales bygn@pany and domestic franchise stores.
The decline in KK Supply Chain revenues also rédleelling price reductions for doughnut mixes aedain other ingredients instituted by
KK Supply Chain in the first six months of fisc@20 in order to pass along to Company and frandi@es reductions in KK Supply Chain’s
cost of flour and shortening. In addition, an iragi@g percentage of franchisee sales is attribaitabdales by franchisees outside North
America. Many of the ingredients and supplies usethternational franchisees are acquired localtéad of from KK Supply Chain.

Franchisees opened 44 stores and closedtEs sh the first six months of fiscal 2010. A sfgrant majority of KK Supply Chain’s
revenues are directly related to sales by frandtimes and, accordingly, the success of francisgeerations has a direct effect on the
Company'’s revenues, results of operations and fbask.

Direct Operating Expenses

Direct operating expenses, which exclude egiption and amortization expense, were 84.1%\a&mees in the first six months of fiscal
2010 compared to 89.8% of revenues in the firstreixths of fiscal 2009. Direct operating expensebusiness segment (expressed in dollars
and as a percentage of applicable segment reveargeesgt forth in the table below. Such operatikgepases are consistent with the segment
operating income data set forth in Note 8 to thesotidated financial statements appearing elsewenein.

Six Months Ended

Aug. 2, Aug. 3,
2009 2008

(Dollars in thousands)

DIRECT OPERATING EXPENSES BY BUSINESS SEGMENT:

Company Stores $  118,14¢ $ 138,11

Domestic Franchise 2,19¢ 1,60¢

International Franchise 3,30¢ 3,141
KK Supply Chain:

Total direct operating expenses 68,22( 84,67(

Less - intersegment eliminations (43,649 (49,759

KK Supply Chain direct operating empes, less intersegment eliminations 24,57¢ 34,91¢

Total direct operating expense $ 148,22 $ 177,78



DIRECT OPERATING EXPENSES AS A PERCENTAGE OF SEGMEN

REVENUES:
Company Stores 94.(% 100.%
Domestic Franchise 57.(% 37.5%
International Franchise 43.(% 35.€%
KK Supply Chain (before intersegment eliminations) 82.t% 87.2%
Total direct operating expenses 84.1% 89.8%

Company Stores Direct Operating Expens&ampany Stores direct operating expenses as antageeof Company Stores revenues
decreased to 94.0% in the first six months of fig€d.0 from 100.6% in the first six months of fis2809. The decrease reflects, among other
things, lower costs of doughnut mix and certaireothgredients resulting from price decreasesturstil by KK Supply Chain in fiscal 2010 to
reflect lower raw materials costs. In addition, r@esed delivery costs resulting from lower gasatiriees favorably affected costs in the first
six months of fiscal 2010 compared to the firstraianths of last year.

The Company is implementing programs intertddchprove store operations and reduce costspascentage of revenues, including
improved employee training and the introductiongbroved food and labor cost management toolsdtfitian, the Company is implementing
programs designed to improve the profitability ales into the offpremises distribution channel, where declines inaberage weekly sales |
door adversely affect profitability because of tlereased significance of delivery costs in relatio sales. Those strategies include improved
route management and route consolidation (includiimgination of or reduction in the number of sta@pselatively low volume doors),
performance-based pay programs, and increased simmmarelatively longer shelf-life products.
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Domestic Franchise Direct Operating Expend@amestic Franchise direct operating expenses ieobadts to recruit new domestic
franchisees, to assist in domestic store openargsto monitor and aid in the performance of doiodsinchise stores, as well as direct ger
and administrative expenses and allocated corpooatis. Domestic Franchise direct operating exygerese in the first six months of fiscal
2010 compared to the first six months of fiscal 2@@marily due to increased resources devotedalevelopment and support of domestic
franchisees as well as an increase in bad debigwas of approximately $130,000 related princip#éd a single domestic franchisee.

International Franchise Direct Operating Expensksgernational Franchise direct operating expenselsidle costs to recruit new
international franchisees, to assist in internai@tore openings, and to monitor and aid in théopmance of international franchise stores, as
well as direct general and administrative expeasesallocated corporate costs. International Frigedfirect operating expenses rose in the
first six months of fiscal 2010 compared to thstfsix months of fiscal 2009 primarily due to iresed resources devoted to the development
and support of franchisees outside the United Stdlieese increases were partially offset by a @seren the bad debt provision to $400,000 in
the first six months of fiscal 2010 compared tol$hillion in the first six months of fiscal 2009.

KK Supply Chain Direct Operating Expensk& Supply Chain direct operating expenses as agpg¢age of KK Supply Chain revenues
before intersegment eliminations decreased to 8a¥e first six months of fiscal 2010 from 87.3f&dhe first six months of fiscal 2009. A
significant component of the decrease was a chafrgpproximately $1.6 million (approximately 1.6%KK Supply Chain revenues before
intersegment eliminations) in the first six mondfidiscal 2009 related to payments made by the Gomwyto its former third-party freight
consolidator which were improperly not remittedhe freight carriers by the freight consolidatoneTactions of the third-party freight
consolidator, which filed for bankruptcy protectjoasulted in a loss to the Company which the Compes not recovered.

While the selling prices of doughnut mixesl ahortening in the first six months of fiscal 204€re significantly lower than in the first six
months of fiscal 2009 as a result of lower raw malg costs, overall gross margins widened becthes€ompany attempts to maintain the
gross profit on sales of doughnut mixes relativagstant on a per unit basis. Among other thingst eduction efforts also contributed to the
reduction in direct operating expenses as a pagendf KK Supply Chain revenues.

In addition, KK Supply Chain direct operatiegpenses include a net credit of approximatey 0§10 to the bad debt provision in the first
six months of fiscal 2010 compared to a net credépproximately $840,000 in the first six monttisiscal 2009. The net credits principally
reflect sustained improved payment performanceaandfuced credit exposure with respect to a smatiber of franchisees and, in the first
six months of fiscal 2009, a recovery of receivalgesviously written off. Net credits to the badtiprovision do not occur on a regular basis.

General and Administrative Expenses

General and administrative expenses werel$tilion, or 6.3% of total revenues, in the fiss&t months of fiscal 2010 compared to $11.6
million, or 5.8% of total revenues, in the firsx shonths of fiscal 2009. General and administragixpenses in the first six months of fiscal
2010 include approximately $1.5 million of incertigompensation provisions to reflect managementiseot estimate of fiscal 2010 results
(with an additional charge of approximately $1.3liomi included in direct operating expenses); thesge no incentive compensation
provisions for the first six months of fiscal 20@gdditionally, general and administrative expenisethe first six months of fiscal 2009 inclu



an out of period credit of approximately $600,08ated to the Company’s self-insured workers’ conspgion program. General and
administrative expenses decreased compared tarsheik months of fiscal 2009 as a result of ardase in professional fees and expenses
related to the Company’s obligation to indemnifytai former officers of the Company for costs imed by them in connection with certain
litigation and investigations. General and admiatste expenses in the first six months of fisdal@ include a credit of approximately $1.0
million resulting principally from a one-time insnce reimbursement of costs incurred in conneetitimsuch litigation and investigations,
while general and administrative expenses in tts¢ $ix months of fiscal 2009 include approximat®®60,000 of costs related to those mat
Except for one matter with respect to which the @any is the plaintiff, all of such litigation haedn settled, and the Company does not
anticipate that future costs associated with timestters will be significant. In addition, generatlaadministrative expenses in the first six
months of fiscal 2009 include a charge of approxalya$600,000 to reflect changes in the Compangtsation pay policy.
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Depreciation and Amortization Expense

Depreciation and amortization expense deerkas$4.0 million in the first six months of fig@0D10 from $4.5 million in the first six
months of fiscal 2009. The decline in depreciafiod amortization expense is attributable princyptithe reduction in the number of
Company factory stores operating in the first sonitins of fiscal 2010 compared to the first six nhemf fiscal 2009.

Impairment Charges and Lease Termination Costs

Impairment charges and lease terminatiorsagste $3.8 million in the first six months of @010 compared to a net credit of $1.0
million in the first six months of fiscal 2009.

Impairment charges related to long-lived saere $1.2 million in the first six months ofda 2010. The Company tests long-lived assets
for impairment when events or changes in circunt&arndicate that their carrying value may notdmverable. These events and changes in
circumstances include store closing decisionsefferts of changing costs on current results ofatpms, observed trends in operating results,
and evidence of changed circumstances observegas af periodic reforecasts of future operatiaguits and as part of the Companghnua
budgeting process. When the Company concludeshtbatarrying value of long-lived assets is not werable (based on future projected
undiscounted cash flows), the Company records impit charges to reduce the carrying value of tlagsets to their estimated fair values.
During the six months ended August 2, 2009, the gz recorded impairment charges related to loregh assets to reduce the carrying vi
of those assets to their estimated fair valuesstankially all of such long-lived assets were alperties, the fair values of which were
estimated based on independent appraisals oreicabe of properties which the Company currentheigotiating to sell, based on the
Company’s negotiations with unrelated third-panyérs.

Lease termination costs represent the esifrfair value of liabilities related to unexpiredhses, after reduction by the amount of deferred
rent expense, if any, related to the leases, andeaprded when the lease contracts are termioatéfdearlier, the date on which the Company
ceases use of the leased property. The fair vdltleese liabilities were estimated as the excésayi, of the contractual payments required
under the unexpired leases over the current méglise rates for the properties, discounted atditeadjusted risk-free rate over the remaining
term of the leases.

In the first six months of fiscal 2010, ther@pany recorded lease termination charges relatekb$ed stores of approximately $2.6 million,
compared to a net credit related to lease ternoinatdf $845,000 in the first six months of fiscADQ. The charges in fiscal 2010 relate
principally to terminations of two leases havingted rates substantially above current market Ev@hanges in estimated sublease rentals on
closed store and the realization of proceeds aasaignment of another closed store lease resultéabicredit in the lease termination provis
in the fiscal 2009 period.

The Company intends to refranchise certaogggphic markets, expected to consist principdilyoot not necessarily limited to, markets
outside the Company’s traditional base in the Seagtern United States. The franchise rights arer atbsets in many of these markets were
acquired by the Company in business combinatiopsior years. In fiscal 2009, the Company refrasetiione idled store acquired by the
Company from a failed franchisee, refranchised demestic operating stores to a new franchiseerefnahchised the four Company stores in
Canada to a new franchisee. The Company receiv@dateeds in connection with any of these transastiWith the exception of a non-cash
gain recorded in the fourth quarter of fiscal 208ted to foreign currency translation arisingnirthe Canadian disposal, no significant gai
loss was recognized as a result of the refranajssiihe Company cannot predict the likelihood &farechising any additional stores or
markets or the amount of proceeds, if any, whicghihbe received therefrom, including the amountgkimight be realized from the sale of
store assets and the execution of any relatedlirsmagreements. Refranchising could result im¢begnition of impairment losses on the
related assets.

Interest Expense

Interest expense increased to $6.1 milliothénfirst six months of fiscal 2010 from $4.4 naili in the first six months of fiscal 2009.
Interest expense accruing on outstanding indebssdwas unchanged at $3.6 million in the first sonths of both fiscal years. A reduction in
interest expense resulting from the reduced praidiplance of the Term Loan was offset by the &ffe€higher lender margin and fe



resulting from amendments to the Company’s SecGredit Facilities in April 2009. The April 2009 am#ments to the Company’s credit
facilities increased the interest rate on the Comfsaoutstanding borrowings and letters of cregi®B0 basis points annually, as described in
Note 5 to the consolidated financial statement®appg elsewhere herei
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In the first six months of fiscal 2010, ther@pany charged to interest expense approximated$ 890 of fees and expenses associated witt
the April 2009 amendments to the Company'’s secaredit facilities and expensed approximately $100,6f unamortized debt issuance costs
associated with the reduction in the size of then@any’s revolving credit facility from $30 millioto $25 million, as described in Note 5 to the
consolidated financial statements appearing elseerein. In the first six months of fiscal 2068 Company charged to interest expense
approximately $260,000 of fees and expenses assdaidth the April 2008 amendments to the Companyeslit facilities, and wrote off to
interest expense approximately $290,000 of unameattdebt issuance costs associated with the reduatihe size of the Company’s
revolving credit facility from $50 million to $30 iftion.

Interest expense for the first six month&safal 2010 reflects a charge of approximately $8@0 compared to a credit of approximately
$644,000 for the first six months of fiscal 2008uking from marking to market the Company’s liélsk related to interest rate derivatives. As
more fully described in Note 12 to the consoliddiaencial statements appearing elsewhere herdetctve April 9, 2008, the Company
discontinued hedge accounting for these derivathges result of amendments to its credit facilites a consequence of the discontinuance of
hedge accounting, changes in the fair value ofldrevative contracts subsequent to April 8, 20@8raflected in earnings as they occur.
Amounts included in accumulated other comprehensis@me related to changes in the fair value ofdéwévative contracts for periods prior
April 9, 2008 are being charged to earnings ingégod in which the forecasted transaction (inteegpense on lontgerm debt) affect earninc
or earlier upon determination that some or alhef fiorecasted transaction will not occur. Such gasitotaled approximately $665,000 and
$335,000 for the six months ended August 2, 20@BAgust 3, 2008, respectively.

Equity in Losses of Equity Method Franchisees

Equity in losses of equity method franchisiesled $113,000 in the first six months of fis2AlL0 compared to $350,000 in the first six
months of fiscal 2009. This caption represents@bmpany’s share of operating results of unconstitifranchisees which develop and
operate Krispy Kreme stores.

Other Non-Operating Income and Expense, Net

Other non-operating income and expense iffittstesix months of fiscal 2010 includes a chaofi@pproximately $500,000 to reflect a
decline in the value of an investment in an EqMthod Franchisee that management concluded is tithe temporary, as described in Note
9 to the consolidated financial statements appgaisewhere herein. Other non-operating incomeeapénse in the first six months of fiscal
2009 includes a non-cash gain of $931,000 on theodil of an investment in a franchisee, which islstescribed in Note 9.

Provision for Income Taxes

The provision for income taxes was $296,00the first six months of fiscal 2010 compared tzeaefit of $1.0 million in the first six
months of fiscal 2009. Each of these amounts ireduatijustments to the valuation allowance for defeincome tax assets to maintain such
allowance at an amount sufficient to reduce the amg’s aggregate net deferred income tax asseertg as well as a provision for income
taxes estimated to be payable currently. In addits a result of the dissolution of one of the @any’s foreign subsidiaries and the resolution
of related income tax uncertainties during thet firg months of fiscal 2009, the Company recordededit of approximately $1.6 million to tl
provision for income taxes to reduce the Compaagtguals for uncertain tax positions.

Net Income

The Company reported net income of $1.7 ariliknd $2.1 million for the six months ended Auds2009 and August 3, 2008,
respectively.
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LIQUIDITY AND CAPITAL RESOURCES

The following table presents a summary of@wenpany’s cash flows from operating, investing &ndncing activities for the first six
months of fiscal 2010 and 2009.



Six Months Ended

Aug. 2, Aug. 3,
2009 2008
(In thousands)
Net cash provided by operating activit $ 10,066 $ 948t
Net cash used for investing activiti (4,377 (1,234
Net cash provided by (used for) financing actig (21,61¢) 237
Effect of exchange rate changes on cash — (8)
Net increase (decrease) in cash and castiadents $ (15919 $ 848

Cash Flows from Operating Activities

Net cash provided by operating activities W46.1 million and $9.5 million in the first six mtihs fiscal 2010 and 2009, respectively. The
increase in fiscal 2010 resulted primarily from noyed financial results in ongoing operations, ipliyt offset by an increase in payments to
landlords related to leases on closed stores, wharkased from approximately $960,000 in the Sistmonths of fiscal 2009 to approximat
$2.8 million in the first six months of fiscal 201he increase in fiscal 2010 resulted princip&igm terminations of two leases having rental
rates substantially above current market levels.

Cash Flows from Investing Activities

Net cash used for investing activities wagragimately $4.4 million in the first six months fi§cal 2010 and $1.2 million in the first six
months of fiscal 2009. An increase in capital exjiemes from $1.5 million to $4.4 million, refleng the construction of new stores and
increased store refurbishment efforts in the Bmstmonths of fiscal 2010, drove the increase shaased for investing activities. The Company
currently plans to open a modest number of new Gayoperated small retail concept stores in theaneder of fiscal 2010 and, accordingly,
the Company expects that capital expendituresgafi2010 will range from $10 million to $13 millioDuring the quarter ended August 2,
2009, the Company decided to market for sale certail estate, principally stores closed or tolbeedl. These assets had a carrying value of
approximately $2.7 million, which is included irhet current assets in the accompanying consolidstkhce sheet at that date.

Cash Flows from Financing Activities

Net cash used for financing activities was.$2million in the first six months of fiscal 201€ompared to net cash provided by financing
activities of $237,000 in the first six months withl 2009. During the first six months of fisc@l1®, the Company repaid approximately $20.6
million of outstanding term loan and capitalizedde indebtedness, consisting of approximately $8000f scheduled amortization and a
prepayment of approximately $20 million in connentivith amendments to the Compasigredit facilities in April 2009 as described ot £
to the consolidated financial statements appeaisgwhere herein. During the first six months stdil 2009, the Company repaid
approximately $1.4 million of outstanding term lcemd capitalized lease indebtedness, consistiagmfoximately $600,000 of scheduled
amortization and a prepayment of approximately $7&0 from the proceeds of the assignment of a ledated to a closed store. Additionally,
the Company paid approximately $1.9 million and%690 in fees to its lenders in the first six mentii fiscal 2010 and 2009, respectively, to
amend its credit facilities. Of such aggregate ammu$954,000 and $434,000, respectively, wasalgmt as deferred financing costs, and the
balance of approximately $925,000 and $260,00@eacts/ely, was charged to interest expense.

Business Conditions, Uncertainties and Liquidity

The Company experienced a decline in reveanddncurred net losses in each of the last thiseal years. The revenue decline reflects
fewer Company stores in operation resulting prialtypfrom the closure of lower performing locatioasdecline in domestic royalty revenues
and lower sales of mixes and other ingredientsltingufrom lower sales by the Company’s domestamfthisees. Lower revenues have
adversely affected operating margins because dixbe or semi-fixed nature of many of the Compangirect operating expenses. In addition,
price increases in the Company Stores segmentweegufficient to fully offset steep rises in agiittiral commodity costs in fiscal 2009,
although recent economic conditions have led tois@ant reductions in the market prices of thesmmodities, which has had a positive ef
on the Company’s results of operations in fiscdl®@&nd which the Company believes will positivaffect results for the remainder of the
fiscal year. Sales volumes and changes in theafastjor ingredients and fuel can have a mateffaceon the Company’s results of
operations and cash flows. In addition, royaltyeraves and most of KK Supply Chain revenues arettiireelated to sales by franchise stores
and, accordingly, the success of franchisees’ diperahas a direct effect on the Company’s revemassiits of operations and cash flows.

41

The Company generated net cash from operatitigities of $10.1 million in the first six mordtof fiscal 2010 and $9.5 million in the first
six months of fiscal 2009.

The Compan’s Secured Credit Facilities described in Note théoconsolidated financial statements appearirgisre herein are tt



Company'’s principal source of external financingee facilities consist of a term loan having atstanding principal balance of $53.9
million as of August 2, 2009 which matures in Feiy2014 and a $25 million revolving credit fagilmaturing in February 2013.

The Secured Credit Facilities contain sigaifit financial covenants as described in NotetBeaonsolidated financial statements
appearing elsewhere herein. Effective April 15,20be Company executed amendments to the Secuegkt Eacilities which, among other
things, relaxed the interest coverage ratio coveoantained therein through fiscal 2012. In conioectvith the amendments, the Company
prepaid $20 million of the principal balance outsting under the term loan, paid fees of approxitgai&.9 million, and agreed to increase the
rate of interest on outstanding loans by 200 hasiists annually. Any future amendments or waivensla result in additional fees or rate
increases.

Based on the Company’s current working capita its operating plans, management believe€tmpany can comply with the amended
financial covenants and that the Company can neetdjected operating, investing and financindhaasjuirements.

Failure to comply with the financial coveranbntained in the Secured Credit Facilities, erabcurrence or failure to occur of certain
events, would cause the Company to default undefattilities. The Company would attempt to negetiativers of any such default, should
one occur. There can be no assurance that the @ymyaauld be able to negotiate any such waivers,taaaosts or conditions associated with
any such waivers could be significant. In the absesf a waiver of, or forbearance with respecaty, such default, the Company’s lenders
would be able to exercise their rights under tleglitragreement including, but not limited to, aecating maturity of outstanding indebtedness
and asserting their rights with respect to theatetll. Acceleration of the maturity of indebtedneader the Secured Credit Facilities could
have a material adverse effect on the Company&niiial position, results of operations and casigldn the event that credit under the
Secured Credit Facilities were not available toGeenpany, there can be no assurance that alteersdivrces of credit would be available to
the Company or, if they are available, under whans or at what cost.

Recent Accounting Pronouncements

In March 2008, the Financial Accounting Stamts Board (“FASB”) issued FASB Statement No. I'®isclosures about Derivative
Instruments and Hedging Activities” (“FAS 161"). @mew standard is intended to improve financiabriépg about derivative instruments and
hedging activities by requiring enhanced disclosdoeenable investors to better understand thigctsfon an entity’s financial position,
financial performance, and cash flows. The Compaigpted FAS 161 as of February 2, 2009 on a prtispdrasis; accordingly, disclosures
related to interim periods prior to the date of gtitm have not been presented. Adoption of FASdi@Ihot have any effect on the Company’s
financial position or results of operations. SedeNt® to the consolidated financial statements appg elsewhere herein for additional
information about derivative financial instrumentsned by the Company.

In the first quarter of fiscal 2009, the Camp adopted FASB Statement No. 157, “Fair Value $deaments” (“FAS 157") with respect to
financial assets and liabilities measured at falug on both a recurring and non-recurring basikveith respect to nonfinancial assets and
liabilities measured on a recurring basis. In ir& fluarter of fiscal 2010, the Company adopteHA7 with respect to nonrecurring
measurements of nonfinancial assets and liabilifieeption of FAS 157 did not have any materiakeffon the Company’s financial position
or results of operations. See Note 11 to the cateteld financial statements appearing elsewherrhésr additional information regarding f
value measurements.

In May 2009, the FASB issued FASB Statememt 65, “Subsequent Events” (“FAS 165"), which bfishes general standards of
accounting for and disclosure of events that oafter the balance sheet date but before the finhstatements are issued or are available to be
issued. The Company adopted FAS 165 prospectiveingl the quarter ended August 2, 2009. The Companfprmed an evaluation of eve
through September 3, 2009, the date which the €iahstatements were issued, for the purpose atifyeng events which required adjustment
to, or disclosure in, the Company’s financial staats as of and for the period ended August 2, 2009
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In June 2009, the FASB issued FASB StaterNentL67, “Amendments to FASB Interpretation No.RB((“FAS 167"), which requires
ongoing assessments to determine whether an enétyariable interest entity and requires qualitainalysis to determine whether an
enterprise’s variable interest(s) give it a coritmgl financial interest in a variable interest entin addition, FAS 167 requires enhanced
disclosures about an enterprise’s involvementuaréable interest entity. FAS 167 is effective floe Company in fiscal 2011. The Company
currently is evaluating the effect, if any, of atlop of FAS 167 on its financial position, resudfsoperations and disclosures.

Item 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK.
Interest Rate Risk

The Company is exposed to market risk froongases in interest rates on its outstanding ddibof the borrowings under the Company’s
secured credit facilities bear interest at variabtes based upon either the Fed funds rate or RIBe interest cost of the Company’s debt is
affected by changes in these short-term interéss @nd increases in those rates adversely affec@ompany’s results of operations. On May
16, 2007, the Company entered into interest ratieatéese contracts having an aggregate notionaigdpial amount of $60 million. The
derivative contracts entitle the Company to recéige the counterparties the excess, if any, afe-month LIBOR over 5.40%, and require



Company to pay to the counterparties the excessyif of 4.48% over three-month LIBOR, in each aaséiplied by the notional amount of
the contracts. The contracts expire in April 2010.

As of August 2, 2009, the Company had appnaxély $54.2 million in borrowings outstanding. pplothetical increase of 100 basis points
in short-term interest rates would result in a dase in the Company’s annual interest expensepobgimately $600,000. The hypothetical
rate increase would reduce amounts payable by ¢dhhgp@ny on the $60 million outstanding notional ha&of interest rate derivatives, while
resulting in no increase in interest expense orCii@pany’s term debt due to the operation of aer@st rate floor provision in the Company’s
credit agreement. The Company’s credit facilitied the related interest rate derivatives are desdrin Note 5 and 12, respectively, to the
consolidated financial statements appearing elseanerein.

Currency Risk

The substantial majority of the Company’samwe, expense and capital purchasing activitiegraneacted in U.S. dollars. The Company’s
investment in its franchisee operating in Mexicp@ses the Company to exchange rate risk. In addiithough royalties from international
franchisees are payable to the Company in U.Sadplthanges in the rate of exchange between ®eddllar and the foreign currencies used
in the countries in which the international frarsees operate affect the Compangdyalty revenues. In recent quarters, the U.Bardgenerally
has strengthened relative to many other currenaieich has adversely affected International Frasehévenue. Because royalty revenues are
derived from a relatively large number of foreigruntries, and royalty revenues are not highly cotre¢ed in a small number of such
countries, the Company believes that the relatigatall size of any currency hedging activities vabaidlversely affect the economics of
hedging strategies and, accordingly, the Compastpiically has not attempted to hedge these exeheatg risks.

Commodity Price Risk

The Company is exposed to the effects of codity price fluctuations on the cost of ingredieotsts products, of which flour, sugar and
shortening are the most significant. In order ttuse adequate supplies of materials and bring gre#bility to the cost of ingredients, the
Company routinely enters into forward purchase remt$ and other purchase arrangements with supplieder the forward purchase
contracts, the Company commits to purchasing aguped quantities of ingredients at agreed-uponegrat specified future dates. The
outstanding purchase commitment for these comnesdéti any point in time typically ranges from onenth’s to two years’ anticipated
requirements, depending on the ingredient. Otheshiase arrangements typically are contractual genaents with vendors (for example, with
respect to certain beverages and ingredients) waldieh the Company is not required to purchasemimymum quantity of goods, but must
purchase minimum percentages of its requiremenmtsuith goods from these vendors with whom it h&seted these contracts.

In addition to entering into forward purchasatracts, from time to time the Company purchasetange-traded commodity futures
contracts, and options on such contracts, for raterrals which are ingredients of its products biclt are components of such ingredients,
including wheat and soybean oil. The Company tyjyi@ssigns the futures contract to a supplieranrection with entering into a forward
purchase contract for the related ingredient.
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The Company operates a large fleet of defivehicles and is exposed to the effects of chairggasoline prices. In the first six months of
fiscal 2010, the Company began periodically usirtgres and options on futures to hedge a portidts @xposure to rising gasoline prices.

Commodity Derivatives Outstanding at August 2, 2009

Quantitative information about the Companysssigned option contracts and futures contractoptions on such contracts as of August
2, 2009, all of which mature in fiscal 2010, is f&@th in the table below.

Weighted Aggregate Aggregate
Average Contract Price Contract Price Fair
Contract Volume or Strike Price or Strike Price Value

(Dollars in thousands, except average prices)

Futures contracts:

Wheat 310,000 bt $ 6.17/bu. $ 191« $ (5))
Gasoline 126,000 ga $ 1.28/gal. $ 161 83
$ 32

Although the Company utilizes forward purahasentracts and futures contracts and options ol sontracts to mitigate the risks related to
commodity price fluctuations, such contracts dofaotty mitigate price risk. In addition, the portimf the Company’s anticipated future
commodity requirements that are subject to suclracts vary from time to time. Prices for wheat angibean oil have been volatile in the |
two years and traded at record high prices duisgaf 2009, although recent economic conditionseHad to significant reductions in t



market prices of agricultural and other commoditiasng the first six months of fiscal 2010, inciing wheat and soybean oil. Adverse char
in commodity prices could adversely affect the Camyps profitability and liquidity.

Sensitivity to Price Changes in Agricultural Commodties

The following table illustrates the potentidlect on the Company’s costs resulting from hiptital changes in the cost of the Company’s
three most significant ingredients.

Approximate Approximate Range Approximate Annual
Anticipated Fiscal 201( of Prices Paid In Hypothetical Price Effect Of Hypothetical
Ingredient Purchases Fiscal 2009 Increase Price Increase

(In thousands)

Flour 74.0 million Ibs.  $0.179-8.268/lb $  0.01/lb. $ 740
Shortening 34.4 million Ibs. $0.466 6.846/b $  0.01/Ib. 344
Sugar 60.6 million Ibs.  $0.280-$.295/lb $  0.01/b. 606

The range of prices paid for fiscal 2009feeth in the table above reflect the effects of &myvard purchase contracts entered into at
various times prior to delivery of the goods anmtadingly, do not necessarily reflect the rangerides of these ingredients prevailing in the
market during the fiscal year.
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Iltem 4. CONTROLS AND PROCEDURES.
Evaluation of Disclosure Controls and Procedures

As of August 2, 2009, the end of the periodared by this Quarterly Report on Form 10-Q, managnt performed, under the supervision
and with the participation of the Company'’s chieéeutive officer and chief financial officer, anadwation of the effectiveness of the
Company'’s disclosure controls and procedures asatkfn Rules 13a-15(e) and 15d-15(e) of the Exghakct. The Company’s disclosure
controls and procedures are designed to ensurenfbamnation required to be disclosed in the reptiie Company files or submits under the
Exchange Act is recorded, processed, summarizedegdted within the time periods specified in 8C'’s rules and forms, and that such
information is accumulated and communicated to mameent, including the ComparsyChief Executive Officer and Chief Financial Offictc
allow timely decisions regarding required disclesurBased on this evaluation, the Company’s ChietHtive Officer and Chief Financial
Officer concluded that, as of August 2, 2009, tleenPany’s disclosure controls and procedures wdeetafe.

Changes in Internal Control Over Financial Reporting

During the quarter ended August 2, 2009 ghezre no changes in the Company’s internal contret financial reporting that materially
affected, or are reasonably likely to materiallieaf, the Company’s internal control over financigpborting.
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PART Il - OTHER INFORMATION
Item 1. LEGAL PROCEEDINGS.
Pending Legal Matters

Except as disclosed below, the Company currentipisa party to any material legal proceedings.epkas described below with respec
the TAG litigation, the Company cannot predict likelihood of an unfavorable outcome with respecthe these matters, or the amount or
range of potential loss with respect to them andpadingly, no provision for loss with respecthese matters has been reflected in the
consolidated financial statements.

TAG Litigation

In February 2008, the Company filed suithia tJ.S. District Court for the Middle District ofdxth Carolina against The Advantage Group
Enterprise, Inc.“TAG"), alleging that TAG failed to properly account fordgpay the Company for sales of equipment that thagany



consigned to TAG. Based on these allegations, tregany asserted various claims including breadido€iary duty and conversion, and it
seeks an accounting and constructive trust. Intiatdgithe Company seeks a declaration that it dot®we TAG approximately $1 million for
storage fees and alleged lost profits. In March8 WG answered the complaint, denying liabilitydeasserting counterclaims against the
Company. TAG alleges that the Company acted imphpjbg failing to execute a written contract betwehe companies and claims damages
for breach of contract, services rendered, unjustlement, violation of the North Carolina Unfairatle Practices Act and fraud in the
inducement. TAG seeks approximately $1 million ¢tual damages as well as punitive and treble dasnddes Court has stayed this matter
because the parties are engaged in settlementiaémut. During the three months ended August R92€he Company accrued a liability of
approximately $150,000 for potential settlementhi matter.

Fairfax County, Virginia Environmental Litigation

Since 2004, the Company has operated a commigséng iGunston Commerce Center in Fairfax Countygikia (the “County”). The
County has investigated alleged damage to its seygtem near the commissary. The Company has cateplewith the County's investigation
and has conducted its own investigation of the sewstem and the causes of any alleged damageelmdry 12, 2009, the County notified
the Company that it believed the Company's wastawhscharge from the commissary was the caudeedditeged damage, and demanded
payment from the Company of approximately $2.0iomll On May 8, 2009, the County filed a lawsuitairfax County Circuit Court alleging
that the Company caused damage to the sewer sgsigwiolated the County’s Sewer Use Ordinance hadCompany’s Wastewater
Discharge Permit. The County seeks repair and cepiant costs as well as approximately $18 millionivil penalties from the Company. T
Company disputes that it is the cause of any aleiz@nage to the sewer system and intends to viglyrdefend the lawsuit. On August 28,
2009, the Company filed counterclaims against then®y under the citizen’s suit provisions of the& Water Act and state law, alleging that
the County failed to properly design, construcgrmpe and maintain the sewer system. The Compaahkg s injunction compelling the Cou
to repair and reconnect the Company’s commissatlyesewer system, civil penalties, damages andnays’ fees. The Company also joined
Prince William County, Virginia in its Clean Watact claims because the sewer system flows inteatrmnent works operated by Prince
William County.

K 2 Asia Litigation

On April 7, 2009, a Cayman Islands corporati 2 Asia Ventures, and its owners filed a lawsuit imgyth County, North Carolina
Superior Court against the Company, its franchisgle Philippines, and other persons associatéutive franchisee. The suit alleges that the
Company and the other defendants conspired towdefite plaintiffs of claimed “exclusive rights” tegotiate franchise and development
agreements with prospective franchisees in thagpiiles, and seeks unspecified damages. The Conljgdieyes that these allegations are
false and intends to vigorously defend againstatesuit.

Other Legal Matters

We are engaged in various legal proceedirigig in the normal course of business. We maintaistomary insurance policies against
certain kinds of such claims and suits, includimgurance policies for workers’ compensation andql injury, some of which provide for
relatively large deductible amounts.
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Item 1A. RISK FACTORS.
There have been no material changes from the aistiofs disclosed in Part |, Item 1A, “Risk Factons,the 2009 Form 10-K.
ltem 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS.
None.
ltem 3. DEFAULTS UPON SENIOR SECURITIES.
None.
ltem 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.

An annual meeting of shareholders of the Camgpwvas held on June 16, 2009 for the purposeestieh three Class | directors, voting on a
proposed amendment to the Company’s 2000 StockiveePlan to increase the number of shares issuatiler the Plan and voting on
ratification of the selection of the Company’s ipdadent registered public accounting firm. Thedsaldelow show the results of the
shareholders’ voting:



Votes in

Favor Withheld
Election of Directors
James H. Morgan 58,769,30 1,130,86!
Andrew J. Schindler 57,770,18 2,129,98!
Togo D. West, Jr. 57,359,90 2,540,26.

As a result, each of the listed individuals wasydriected.

The proposed amendment to the Company’s 2000 $teektive Plan to increase the number of sharesmimon stock issuable over the
term of the 2000 Stock Incentive Plan by 3 millgirares received the following results and was aguto

22,017,23  Votes for approva

9,235,75!  Votes agains
3,620,07.  Abstentions

The proposal to ratify the selection of thepany’s independent registered public accouniing fior fiscal 2010 received the following
results and was approved:

59,298,03  Votes for approva

430,75« Votes agains
171,38(  Abstentions

Item 5. OTHER INFORMATION.

None.
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Item 6. EXHIBITS.
Exhibit
Number Description of Exhibits
3.1 — Amended Articles of Incorporation of the Registréintorporated by reference to Exhibit 3.1 of tregRtrant’s
Registration Statement on Form S-8 (Commission¥de333-97787))
3.2 — Amended and Restated Bylaws of the Registrant (purated by reference to Exhibit 3.1 to the Regidfs Current
Report on Form 8-K filed December 15, 2008)
10.1 — 2000 Stock Incentive Plan (amended as of June@®)incorporated by reference to Exhibit 10.1h® Registrant’s
Current Report on Form 8-K filed on June 22, 2009)
31.1 —  Certification of Chief Executive Officer pursuantRule 13a-14(a) and Rule 15d-14(a) of the Seesriixchange Act of
1934, as amended
31.2 —  Certification of Chief Financial Officer pursuawntRule 13a-14(a) and Rule 15d-14(a) of the Seesriixchange Act of
1934, as amended
32.1 —  Certification by Chief Executive Officer pursuant18 U.S.C. Section 1350, as adopted pursuantatioBe906 of the
Sarbanes-Oxley Act of 2002
32.2 —  Certification by Chief Financial Officer pursuant18 U.S.C. Section 1350, as adopted pursuantatioB8e906 of the

Sarbanes-Oxley Act of 2002



48

SIGNATURES

Pursuant to the requirements of the Secarifiechange Act of 1934, the registrant has dulgeduhis report to be signed on its behalf by
the undersigned thereunto duly authorized.

Krispy Kreme Doughnuts, Inc.
Date: September 3, 2009 By:  /s/James H. Morgan

Name: James H. Morgan
Title: Chief Executive Officer

Date: September 3, 2009 By: /s/ Douglas R. Muir
Name: Douglas R. Muir
Title:  Chief Financial Officer
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EXHIBIT 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
I, James H. Morgan, certify that:

1. I have reviewed this Quarterly Report on FormQLOf Krispy Kreme Doughnuts, Inc.;

2. Based on my knowledge, this report dogsantain any untrue statement of a material factmit to state a material fact necessary to
make the statements made, in light of the circunt&ts.under which such statements were made, nk#adisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial stetets, and other financial information includedtirs report, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amdtfe periods presented in this report;

4. The registrant’s other certifying officer@nd | are responsible for establishing and raaiirtg disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%nd internal control over financial reportirag @efined in Exchange Act Rules 13a-15
() and 15d-15(f)) for the registrant and have:

a. Designed such disclosure controls andgahaes, or caused such disclosure controls aneéguoes to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us by
others within those entities, particularly duritg tperiod in which this report is being prepared;

b. Designed such internal control over finaheporting, or caused such internal control direancial reporting to be designed under
our supervision, to provide reasonable assurargagdang the reliability of financial reporting atite preparation of financial statements
external purposes in accordance with generallygedeaccounting principles;

c. Evaluated the effectiveness of the regdis disclosure controls and procedures and pteden this report our conclusions about the
effectiveness of the disclosure controls and prores) as of the end of the period covered by #psit based on such evaluation; and

d. Disclosed in this report any change inrtfgistrant’s internal control over financial refig that occurred during the registranthos
recent fiscal quarter (the registrant’s fourth dilsguarter in the case of an annual report) thatnmaterially affected, or is reasonably likely
to materially affect, the registrant’s internal trmhover financial reporting; and

5. The registrant’s other certifying officgr@nd | have disclosed, based on our most regahiation of internal control over financial
reporting, to the registrant’s auditors and theiteemmmittee of the registrant’s board of directfws persons performing the equivalent
functions):

a. All significant deficiencies and matefestaknesses in the design or operation of intematrol over financial reporting which are
reasonably likely to adversely affect the regisisability to record, process, summarize and refioancial information; and

b. Any fraud, whether or not material, thatdlves management or other employees who hawgndisant role in the registrant’s
internal control over financial reporting.

Date: September 3, 2009

/sl James H. Morgan
James H. Morgan
Chief Executive Officer
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EXHIBIT 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
I, Douglas R. Muir, certify that:

1. I have reviewed this Quarterly Report on FormQLOf Krispy Kreme Doughnuts, Inc.;

2. Based on my knowledge, this report dogsantain any untrue statement of a material factmit to state a material fact necessary to
make the statements made, in light of the circunt&ts.under which such statements were made, nk#adisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial stetets, and other financial information includedtirs report, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amdtfe periods presented in this report;

4. The registrant’s other certifying officer@nd | are responsible for establishing and raaiirtg disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%nd internal control over financial reportirag @efined in Exchange Act Rules 13a-15
() and 15d-15(f)) for the registrant and have:

a. Designed such disclosure controls andgahaes, or caused such disclosure controls aneéguoes to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us by
others within those entities, particularly duritg tperiod in which this report is being prepared;

b. Designed such internal control over finaheporting, or caused such internal control direancial reporting to be designed under
our supervision, to provide reasonable assurargagdang the reliability of financial reporting atite preparation of financial statements
external purposes in accordance with generallygedeaccounting principles;

c. Evaluated the effectiveness of the regdis disclosure controls and procedures and pteden this report our conclusions about the
effectiveness of the disclosure controls and prores) as of the end of the period covered by #psit based on such evaluation; and

d. Disclosed in this report any change inrtfgistrant’s internal control over financial refig that occurred during the registranthos
recent fiscal quarter (the registrant’s fourth dilsguarter in the case of an annual report) thatnmaterially affected, or is reasonably likely
to materially affect, the registrant’s internal trmhover financial reporting; and

5. The registrant’s other certifying officgr@nd | have disclosed, based on our most regahiation of internal control over financial
reporting, to the registrant’s auditors and theiteemmmittee of the registrant’s board of directfws persons performing the equivalent
functions):

a. All significant deficiencies and matefestaknesses in the design or operation of intematrol over financial reporting which are
reasonably likely to adversely affect the regisisability to record, process, summarize and refioancial information; and

b. Any fraud, whether or not material, thatdlves management or other employees who hawgndisant role in the registrant’s
internal control over financial reporting.

Date: September 3, 2009

/sl Douglas R. Muir
Douglas R. Muir
Chief Financial Officer
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EXHIBIT 32.1

CERTIFICATION
PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906 OF THE
SARBANES-OXLEY ACT OF 2002

I, James H. Morgan, certify, pursuant to 18.2. Section 1350, as adopted pursuant to Seafi6rof the Sarbanes-Oxley Act of 2002, that
the accompanying this Quarterly Report on Form 16F®rispy Kreme Doughnuts, Inc. (the “Companyd) the fiscal quarter ended Augus
2009 fully complies with the requirements of SewctiB(a) of the Securities Exchange Act of 1934 thiednformation contained in such report
fairly presents, in all material respects, thefficial condition and results of operations of therpany.

/sl James H. Morgan
James H. Morgan
Chief Executive Officer

Date: September 3, 2009

This certification shall not be deemed td'fidled” for the purpose of Section 18 of the Seties Exchange Act of 1934, as amended, and
will not be incorporated by reference into any ségition statement filed under the Securities Adt983, as amended, unless specifically
identified therein as being incorporated thereirrdfgrence.

A signed original of this written statemeetjuired by Section 906 has been provided to Krisggme Doughnuts, Inc. and will be retained
by Krispy Kreme Doughnuts, Inc. and furnished te 8ecurities and Exchange Commission or its sfaghuequest.
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EXHIBIT 32.2

CERTIFICATION
PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906 OF THE
SARBANES-OXLEY ACT OF 2002

[, Douglas R. Muir, certify, pursuant to 183JC. Section 1350, as adopted pursuant to Segfiérof the Sarbanes-Oxley Act of 2002, that
the accompanying this Quarterly Report on Form 16F®rispy Kreme Doughnuts, Inc. (the “Companyd) the fiscal quarter ended Augus
2009 fully complies with the requirements of SewctiB(a) of the Securities Exchange Act of 1934 thiednformation contained in such report
fairly presents, in all material respects, thefficial condition and results of operations of therpany.

/sl Douglas R. Muir
Douglas R. Muir
Chief Financial Officer

Date: September 3, 2009

This certification shall not be deemed td'fidled” for the purpose of Section 18 of the Seties Exchange Act of 1934, as amended, and
will not be incorporated by reference into any ségition statement filed under the Securities Adt983, as amended, unless specifically
identified therein as being incorporated thereirrdfgrence.

A signed original of this written statemeetjuired by Section 906 has been provided to Krisggme Doughnuts, Inc. and will be retained
by Krispy Kreme Doughnuts, Inc. and furnished te 8ecurities and Exchange Commission or its sfaghuequest.
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