Edgar Filing: DARDEN RESTAURANTS INC - Form 10-Q

DARDEN RESTAURANTS INC
Form 10-Q

March 28, 2008
Table of Contents

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

X QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE

ACT OF 1934
For the quarterly period ended February 24, 2008

or

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from to

1-13666

Commission File Number

DARDEN RESTAURANTS, INC.

(Exact name of registrant as specified in its charter)
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Florida 59-3305930

(State or other jurisdiction of incorporation or organization) (L.R.S. Employer Identification No.)

5900 Lake Ellenor Drive,

Orlando, Florida 32809
(Address of principal executive offices) (Zip Code)
407-245-4000

(Registrant s telephone number, including area code)
Not Applicable

(Former name, former address and former fiscal year, if changed since last report)

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. x Yes = No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or a smaller reporting
company. See the definitions of large accelerated filer, accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act.
(Check one):

x Large accelerated filer " Accelerated filer

" Non-accelerated filer “ Smaller reporting company

(Do not check if a smaller reporting company)
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). = Yes x No

Number of shares of common stock outstanding as of March 14, 2008: 140,047,702 (excluding 139,469,321 shares held in our treasury).
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PART1

FINANCIAL INFORMATION

Item 1. Financial Statements (Unaudited)
DARDEN RESTAURANTS, INC.

CONSOLIDATED STATEMENTS OF EARNINGS

(In millions, except per share data)

(Unaudited)
Quarter Ended Nine Months Ended
February 24, February 25, February 24, February 25,
2008 2007 2008 2007

Sales $1,811.4 $ 14495 $4,800.9 $ 4,107.3
Costs and expenses:
Cost of sales:
Food and beverage 553.5 421.8 1,436.5 1,183.2
Restaurant labor 564.5 463.7 1,541.5 1,333.8
Restaurant expenses 280.2 212.2 742.1 615.0
Total cost of sales, excluding restaurant depreciation and amortization of
$64.0, $46.4, $167.6 and $138.6, respectively $1,398.2 $ 1,097.7 $3,720.1 $ 3,132.0
Selling, general and administrative 162.8 134.4 476.2 401.6
Depreciation and amortization 66.7 49.8 177.6 149.4
Interest, net 26.8 10.2 59.0 30.8
Total costs and expenses $1,654.5 $ 1,292.1 $4,432.9 $ 3,713.8
Earnings before income taxes 156.9 157.4 368.0 393.5
Income taxes (41.3) (39.7) (101.8) (114.9)
Earnings from continuing operations $ 1156 $ 117.7 $ 266.2 $ 278.6
Earnings (losses) from discontinued operations, net of tax expense (benefit) of
$6.1, ($8.3), $4.8 and ($17.3), respectively 10.4 (11.3) 9.2 (22.0)
Net earnings $ 126.0 $ 106.4 $ 2754 $ 256.6
Basic net earnings per share:
Earnings from continuing operations $ 0382 $ 0.32 $ 1.39 $ 1.93
Earnings (losses) from discontinued operations 0.08 (0.08) 0.06 (0.15)
Net earnings $ 090 $ 0.74 $ 195 $ 1.78
Diluted net earnings per share:
Earnings from continuing operations $ 0.80 $ 0.79 $ 183 $ 1.86
Earnings (losses) from discontinued operations 0.08 (0.07) 0.07 (0.15)
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Net earnings $ 0.88

Average number of common shares outstanding:

Basic 140.4
Diluted 143.7
See accompanying notes to consolidated financial statements.
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ASSETS

Current assets:

Cash and cash equivalents

Receivables, net

Inventories, net

Prepaid expenses and other current assets
Deferred income taxes

Assets held for sale

Total current assets

Land, buildings and equipment, net
Goodwill

Trademarks

Other assets

Total assets

DARDEN RESTAURANTS, INC.

CONSOLIDATED BALANCE SHEETS

(In millions)

LIABILITIES AND STOCKHOLDERS EQUITY

Current liabilities:

Accounts payable

Short-term debt

Accrued payroll

Accrued income taxes

Other accrued taxes

Unearned revenues

Other current liabilities

Liabilities associated with assets held for sale

Total current liabilities

Long-term debt, less current portion
Deferred income taxes

Deferred rent

Obligations under capital leases, net of current installments

Other liabilities
Total liabilities

Stockholders equity:

Common stock and surplus

Retained earnings

Treasury stock

Accumulated other comprehensive income (loss)
Unearned compensation

Officer notes receivable
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February 24, 2008
(Unaudited)

$ 47.0
43.5

285.9

384

95.4

29.8

$ 540.0
2,994.9

519.9

455.0

215.8

$ 4,725.6

$ 238.6
248.5

122.5

7.1

53.1

195.4

377.3

$ 1,242.5
1,635.5

166.7

135.0

59.8

172.9

$ 34124

$ 2,061.5
2,019.2
(2,722.0)
(27.0)
(18.4)
.1

May 27, 2007

$ 30.2
46.4

209.6

335

81.7

144.0

$ 545.4
2,184.4

151.0

$ 2,880.8

$ 178.0
211.4

108.5

75.9

43.4

109.9

305.0

423

$ 1,0744
491.6

25.8

127.1

67.4

$ 1,786.3

$ 1,904.3
1,820.4
(2,576.5)
(32.8)

(20.6)

(0.3)
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Total stockholders equity $ 1,313.2 $ 1,0945
Total liabilities and stockholders equity $ 4,725.6 $ 28808

See accompanying notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS

DARDEN RESTAURANTS, INC.

ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS)

For the nine months ended February 24, 2008 and February 25, 2007

EQUITY AND

(In millions)

(Unaudited)
Accumulated
Common Other
Stock Comprehensive Officer Total
And Retained Treasury Income Unearned Notes Stockholders
Surplus Earnings Stock (Loss) Compensation Receivable Equity
Balance at May 27, 2007 $1,9043 $1,8204 $(2,576.5) $ 328 $ 20.6) $ (03) $ 1,0945
Comprehensive income:
Net earnings 2754 2754
Other comprehensive income (loss):
Foreign currency adjustment 2.3 2.3
Change in fair value of derivatives, net of
tax of $1.8 0.4) 0.4)
Amortization of unrecognized net actuarial
loss, net of tax of $1.5 3.9 3.9
Total comprehensive income 281.2
Adjustment related to adoption of FIN 48,
net of tax of $0.4 0.7) 0.7)
Cash dividends declared (75.9) (75.9)
Stock option exercises (2.8 shares) 47.5 6.9 54.4
Stock-based compensation expense 36.2 36.2
Stock-based awards included in cost of
RARE acquisition 42.0 42.0
ESOP note receivable repayments 2.2 2.2
Income tax benefits credited to equity 26.6 26.6
Purchases of common stock for treasury
(4.8 shares) (153.3) (153.3)
Issuance of treasury stock under Employee
Stock Purchase Plan and other plans (0.6
shares) 4.9 0.9 5.8
Repayment of officer notes 0.2 0.2
Balance at February 24, 2008 $2,061.5 $2,019.2 $(2,722.0) $ 27.0) $ (184) $ (©.1) $ 1,313.2
Accumulated
Common Other
Stock Comprehensive Officer Total
And Retained Treasury Income Unearned Notes Stockholders
Surplus Earnings Stock (Loss) Compensation Receivable Equity
Balance at May 28, 2006 $1,8064 $1,6847 $(2,211.2) $ 5.5 $ “442) $ (04 $ 12298

Table of Contents



Edgar Filing: DARDEN RESTAURANTS INC - Form 10-Q

Comprehensive income:

Net earnings

Other comprehensive income (loss):
Foreign currency adjustment

Change in fair value of derivatives, net of
tax of $1.5

256.6

Total comprehensive income

Cash dividends declared

Stock option exercises (3.1 shares)
Reclassification of unearned compensation
due to adoption of SFAS No. 123(R)
Stock-based compensation expense

ESOP note receivable repayments

Income tax benefits credited to equity
Purchases of common stock for treasury
(8.3 shares)

Issuance of treasury stock under Employee
Stock Purchase Plan and other plans (0.1
shares) 34
Repayment of officer notes

(33.5)
38.6

(20.2)
21.8

329

Balance at February 25, 2007 $1,8829 $1,907.8

See accompanying notes to consolidated financial statements.
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DARDEN RESTAURANTS, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(In millions)

(Unaudited)
Quarter Ended
February 24,  February 25,
2008 2007

Cash flows operating activities
Net earnings $ 126.0 $ 106.4
Earnings (losses) from discontinued operations, net of tax benefit (10.4) 11.3
Adjustments to reconcile net earnings from continuing operations to cash
flows:
Depreciation and amortization 66.7 49.8
Asset impairment, net 1.8
Amortization of loan costs 1.5 0.5
Stock-based compensation expense 6.9 8.0
Change in current assets and liabilities 122.9 96.2
Contributions to postretirement plan 0.3) 0.3)
Loss on disposal of land, buildings and equipment 2.8 1.3
Change in cash surrender value of trust owned life insurance 3.9 3.5)
Deferred income taxes 28.0 (10.0)
Change in deferred rent 4.3 .7
Change in other liabilities (15.4) 0.2)
Other, net 2.8 3.5
Net cash provided by operating activities of continuing operations $ 339.7 $ 260.1
Cash flows investing activities
Sale of short-term investments 6.3
Purchases of land, buildings and equipment (121.7) (86.6)
Proceeds from disposal of land, buildings and equipment 24 59
Cash used in business combination, net of cash acquired
(Increase) decrease in other assets 3.7) 1.3
Net cash used in investing activities of continuing operations $(116.7) $ (79.4)
Cash flows financing activities
Proceeds from issuance of common stock 9.6 9.5
Dividends paid (25.1)
Purchases of treasury stock (108.9) (174.9)
Income tax benefits credited to equity 1.6 4.6
Proceeds from issuance of Interim Credit Agreement
Repayment of Interim Credit Agreement
Proceeds from issuance of New Senior Notes
Payments of debt issuance costs
Repayment of acquired convertible notes
(Payments) proceeds from issuance of short-term debt (143.5) (18.7)
Principal payments on capital leases 0.3)
ESOP note receivable repayment 1.0
Repayment of long-term ESOP debt (1.0)
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Nine Months Ended
February 24, February 25,
2008 2007

$ 2754 $ 256.6

9.2) 22.0
177.6 149.4
2.0

2.1 1.4
36.2 25.2
82.3 (24.4)
(0.8) (0.6)
1.7 1.7
6.5 8.1)
4.1 (22.1)
9.1 (1.1)
(14.4) (2.4)
52 5.2

$ 5758 $ 404.8

6.3
(323.0) (264.5)
3.0 55.4
(1,198.3)
(6.5) 0.5

$(1,518.5) $ (208.6)

59.1 46.8
(75.9) (33.5)
(153.3) (325.1)
26.6 329
1,150.0
(1,150.0)
1,150.0
(16.0)
(125.0)
37.1 71.3
(0.5)
22 2.6
(2.2) (2.6)
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Net cash (used in) provided by financing activities of continuing operations $ (266.6) $ (179.5)

Cash flows discontinued operations

Net cash (used in) provided by operating activities of discontinued operations (24.5) 14.9
Net cash provided by (used in) investing activities of discontinued operations 85.8 0.7)
Net cash provided by discontinued operations $ 613 $ 14.2
Increase in cash and cash equivalents 17.7 15.4
Cash and cash equivalents beginning of period 29.3 38.4
Cash and cash equivalents end of period $ 470 $ 53.8
Cash flows from changes in current assets and liabilities

Receivables, net 7.9 (6.7)
Inventories, net 9.0 1.6
Prepaid expenses and other current assets 2.7 1.3
Accounts payable (18.3) 6.0
Accrued payroll 9.4 12.9
Accrued income taxes 12.4 13.3
Other accrued taxes 3.8 0.5
Unearned revenues 42.5 45.5
Other current liabilities 53.5 21.8
Change in current assets and liabilities $ 1229 $ 96.2

See accompanying notes to consolidated financial statements.

Table of Contents

$

902.1

(30.4)
87.8

574

16.8
30.2

47.0

4.8
(59.1)
3.8
50.5
(6.2)
8.3
0.1
352
44.9

82.3

$

(201.6)

21.6
4.7

16.9

11.5
423

53.8

(6.4)
(83.8)
(2.9)
10.0
(11.1)
13.0
0.9
36.4
19.5

(24.4)

11



Edgar Filing: DARDEN RESTAURANTS INC - Form 10-Q

Table of Conten
DARDEN RESTAURANTS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
Note 1. Basis of Presentation

Darden Restaurants, Inc. (we, our or the Company) owns and operates casual dining restaurants in the United States and Canada under the trade
names Red Lobster®, Olive Garden®, LongHorn Steakhouse®, The Capital Grille®, Bahama Breeze®, Seasons 52®, Hemenway s Seafood

Grille & Oyster Bar® and The Old Grist Mill Tavern®. We have prepared these consolidated financial statements pursuant to the rules and
regulations of the Securities and Exchange Commission (SEC). Certain information and footnote disclosures normally presented in annual
financial statements prepared in accordance with U.S. generally accepted accounting principles have been condensed or omitted pursuant to such
rules and regulations. In the opinion of management, all adjustments considered necessary for a fair presentation have been included and are of a
normal recurring nature. Operating results for the quarter and nine months ended February 24, 2008 are not necessarily indicative of the results
that may be expected for the fiscal year ending May 25, 2008.

These statements should be read in conjunction with the consolidated financial statements and related notes to consolidated financial statements
included in our Annual Report on Form 10-K for the fiscal year ended May 27, 2007. The accounting policies used in preparing these
consolidated financial statements are the same as those described in our Form 10-K.

We prepare our consolidated financial statements in conformity with U.S. generally accepted accounting principles. The preparation of these
financial statements requires us to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements, and the reported amounts of sales and expenses during the reporting
period. Actual results could differ from those estimates.

During the fourth quarter of fiscal 2007, we announced our intent to close or hold for sale all Smokey Bones Barbeque & Grill and Rocky River
Grillhouse restaurants and, additionally, we closed nine Bahama Breeze restaurants. Consistent with the discontinued operations reporting
provisions of Statement of Financial Accounting Standards (SFAS) No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets
and Emerging Issues Task Force Issue No. 03-13, Applying the Conditions in Paragraph 42 of SFAS No. 144 in Determining Whether to Report
Discontinued Operations, we determined that we have discontinued or will discontinue all significant cash flows and continuing involvement
with respect to the Smokey Bones, Rocky River Grillhouse and Bahama Breeze operations noted above and consider them to be discontinued
operations. Therefore, for the quarters and nine months ended February 24, 2008 and February 25, 2007, all impairment charges and disposal
costs, gains and losses on disposition, along with the sales, costs and expenses and income taxes attributable to these restaurants, have been
aggregated in a single caption entitled Earnings (losses) from discontinued operations, net of tax on our accompanying consolidated statements
of earnings. We have not allocated any general corporate overhead to amounts presented in discontinued operations, nor have we elected to
allocate interest costs. Assets associated with those restaurants, not yet disposed of, that are considered held for sale have been segregated from
continuing operations and presented as assets held for sale on our accompanying consolidated balance sheets. See Note 3  Discontinued
Operations for additional information.

Unless otherwise noted, amounts and disclosures throughout our Notes to Consolidated Financial Statements relate to our continuing operations.
Note 2. Acquisition of RARE

On October 1, 2007, we completed the acquisition of all of the outstanding common stock of RARE for an aggregate purchase price, including
fees, expenses, and the fair value of our vested stock options and restricted stock issued to RARE employees in exchange for their outstanding
vested stock options and restricted stock, of $1.27 billion, which is summarized below (amounts in millions):

Payment to RARE shareholders in cash $ 1,191.6
Conversion of RARE stock-based awards 42.0
Direct acquisition costs 13.3
Restructuring and other employee costs 10.2
RARE debt settlement costs 9.8

Table of Contents 12



Total

Table of Contents

Edgar Filing: DARDEN RESTAURANTS INC - Form 10-Q

$ 1,266.9

13



Edgar Filing: DARDEN RESTAURANTS INC - Form 10-Q

Table of Conten
DARDEN RESTAURANTS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

Additionally, as a result of the acquisition, we repaid RARE s 2.5 percent convertible notes for $134.8 million, including $9.8 million related to a
conversion premium. The acquired operations, which included 288 LongHorn Steakhouse restaurants, 29 The Capital Grille restaurants, one
Hemenway s Seafood Grille & Oyster Bar restaurant, and one The Old Grist Mill Tavern, as well as the rights associated with the four franchised
LongHorn Steakhouse restaurants, are included in the results of operations of our consolidated financial statements from the date of acquisition
and will continue to operate under their trademarked names.

Under the purchase method of accounting, the assets and liabilities of RARE were recorded at their respective fair values as of the date of the
merger. We are in the process of confirming, through internal studies and third-party valuations, the fair value of these assets, including land,
buildings and equipment, intangible assets, and certain liabilities. The fair values set forth below are based on preliminary valuations and, given
the size of the merger, are subject to adjustment as additional information is obtained. Such additional information includes, but may not be
limited to, the following: valuations and physical counts of land, buildings and equipment, plans relative to the disposition of certain assets
acquired, and the involuntary termination of certain employees. When this process is completed, adjustments to goodwill may result. The
following table summarizes the preliminary estimate of fair value assigned to the assets acquired and liabilities assumed and related deferred
income taxes as of the date of acquisition, reflecting adjustments through February 24, 2008 (amounts in millions):

Current assets $ 886
Land, buildings and equipment 664.0
Goodwill (non-amortizable) 519.9
Trademarks (non-amortizable) 455.0
Other assets (including $12.6 of non-amortizable liquor licenses) 63.2
Total assets acquired $1,790.7
Current liabilities 92.5
Other liabilities 431.3
Total liabilities assumed $ 5238
Net assets acquired $1,266.9

The excess of the purchase price over the aggregate fair value of net assets acquired was allocated to goodwill. Of the $519.9 million recorded as
goodwill, none is expected to be deductible as operating expenses for tax purposes. The acquisition of RARE is a major step in advancing our
strategy of growing our portfolio of brands in the casual dining industry through internal development and acquisitions. The portion of the
purchase price attributable to goodwill represents benefits expected as a result of the acquisition, including sales growth opportunities and cost
synergies, driven primarily by supply chain and purchasing integration, increased advertising effectiveness and consolidation of corporate and
restaurant support infrastructure.

Trademarks, which primarily relate to LongHorn Steakhouse and The Capital Grille, have an indefinite life based on the expected use of the
assets and the regulatory and economic environment within which they are being used. These trademarks represent highly respected brands with
positive connotations and we intend to cultivate and protect the use of these brands. Goodwill and trademarks are not amortized but are reviewed
annually for impairment or more frequently if indicators of impairment exist. A portion of the acquired lease portfolio represented favorable
operating leases, compared with current market conditions, and a portion represented unfavorable operating leases, compared with current
market conditions. The fair value of the favorable leases totaled $25.3 million, is recorded in other assets and, after considering renewal periods,
has an estimated weighted average life of approximately 16 years. The fair value of the unfavorable leases totaled $8.7 million, is recorded in
other liabilities and has an estimated weighted average life of approximately 19 years. The fair value of both the favorable and unfavorable
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leases is amortized to rent expense on the straight-line basis over the lives of the related leases.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

As a result of the RARE acquisition, we accrued $4.7 million in employee termination benefits and $5.5 million in employee relocation benefits,
both of which were included in the cost of the acquisition, and are expected to be paid out during fiscal 2008 and 2009.

The following is a reconciliation of accrued employee termination and employee relocation benefit costs from October 1, 2007 (date of
acquisition) to February 24, 2008, which are included in other current liabilities on the accompanying consolidated balance sheets:

Balance at Balance at
(in millions) October 1, 2007 Adjustments Payments February 24, 2008
Employee terminations $ 4.7 $ $ 3.0 $ 1.7
Employee relocations 6.1 0.6) 2.4) 3.1
Total $ 10.8 $ (0.6) $ G4 $ 4.8

Included as part of the purchase price were $33.4 million and $8.6 million of fair value related to our stock options and restricted stock,
respectively, issued to RARE employees in exchange for their outstanding RARE vested stock options and restricted stock.

The following pro forma information assumes the RARE acquisition occurred as of the beginning of each period presented. The pro forma
results are not necessarily indicative of what actually would have occurred had the acquisition been in effect for the periods presented.

Quarter Ended Nine Months Ended
February 24, February 25, February24, February 25,

(in millions, except per share data) 2008 2007 2008 2007
Sales $1,8114 $ 1,682.8 $5,161.0 $ 48058
Earnings from continuing operations $ 1156 $ 139.2 $ 281.1 $ 317.9
Net earnings $ 126.0 $ 129.1 $ 2878 $ 289.3
Diluted net earnings per share from continuing operations $ 0.8 $ 0.94 $ 193 $ 2.12
Diluted net earnings per share $ 088 $ 0.87 $ 198 $ 1.93

Note 3. Discontinued Operations

On April 28, 2007, we closed nine under-performing Bahama Breeze restaurants to focus more on the profitable locations and position the
concept for new unit growth. On May 5, 2007, we announced the closure of 54 Smokey Bones and two Rocky River Grillhouse restaurants, as
well as our intention to offer for sale the remaining 73 operating Smokey Bones restaurants.

On November 30, 2007, we entered into a definitive agreement to sell the 73 operating Smokey Bones Barbeque & Grill restaurants to Barbeque
Integrated, Inc. (BII), an affiliate of Sun Capital Partners, Inc., a worldwide private investment firm, for $82.0 million, net of selling costs of
approximately $1.8 million. On December 31, 2007, we closed with BII on the sale of 62 of the restaurants, and as of February 24, 2008, we had
closed on the sale of an additional ten restaurants for a total of 72 restaurants. The sale of the remaining restaurant is subject to landlord consent,
but is expected to close within the next twelve months. As of February 24, 2008, we received $81.5 million in net cash proceeds related to the
sale and have recognized a gain on the sale of $19.3 million, which is included in earnings from discontinued operations for the quarter and nine
months ended February 24, 2008.

For the quarters and nine months ended February 24, 2008 and February 25, 2007, all gains on disposition, impairment charges and disposal
costs, along with the sales, costs and expenses and income taxes attributable to these restaurants, have been aggregated in a single caption
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entitled Earnings (losses) from discontinued operations, net of tax on our consolidated statements of earnings for all periods presented.
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DARDEN RESTAURANTS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

Earnings (losses) from discontinued operations, net of tax, on our accompanying consolidated statements of earnings are comprised of the
following:

(in millions) Quarter Ended Nine Months Ended
February 24,  February 25, February 24, February 25,
2008 2007 2008 2007
Sales $20.3 $ 93.4 $120.7 $ 276.8
Earnings (losses) before income taxes 16.5 (19.6) 14.0 (39.3)
Income tax (expense) benefits (6.1) 8.3 4.8) 17.3
Earnings (losses) from discontinued operations, net of tax $104 $ (11.3) $ 92 $ (22.0)

The following is a detail of the assets and liabilities associated with the restaurants reported as discontinued operations and classified as held for
sale on our accompanying consolidated balance sheets as of February 24, 2008 and May 27, 2007 at fair value:

February 24, May 27,

(in millions) 2008 2007

Current assets $ $ 446
Land, buildings and equipment, net 29.8 97.1
Other assets 2.3
Total assets $ 29.8 $ 144.0
Current liabilities $ $ 37.1
Other liabilities 5.2
Total liabilities $ $ 423

The assets and liabilities classified as held for sale as of May 27, 2007, which remained as of February 24, 2008, were reevaluated to determine
if they continued to meet the criteria to be reported as held for sale. Of the remaining assets and liabilities, approximately $2.0 million of assets
and $14.6 million of liabilities were reclassified to their respective balance sheet captions as they no longer met the criteria to be classified as
held for sale.

The following is a reconciliation of accrued exit and disposal costs from May 27, 2007 to February 24, 2008, which are included in other current
liabilities on the accompanying consolidated balance sheets and are expected to be paid in fiscal 2008 and 2009:

Balance at Balance at
(in millions) May 27, 2007 Payments Adjustments February 24, 2008
Lease termination costs $ 6.2 $ (32 $ 1.0 $ 4.0
Other exit costs 1.0 (1.0)
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Total $ 7.2 $ (3.2 $ $ 4.0
Note 4. Consolidated Statements of Cash Flows

During the quarter and nine months ended February 24, 2008, we paid $15.8 million and $33.4 million, respectively, for interest (net of amounts
capitalized) and $16.8 million and $75.3 million, respectively, for income taxes. Interest income of $0.7 million and $1.0 million, respectively,
associated with our cash and cash equivalents and short-term investments was recognized in earnings as a component of interest, net, during the
quarter and nine months ended February 24, 2008. During the quarter and nine months ended February 25, 2007, we paid $11.8 million and
$30.9 million, respectively, for interest (net of amounts capitalized) and $23.7 million and $74.7 million, respectively, for income taxes. Interest
income of $0.2 million and $0.4 million associated with our cash and cash equivalents and short-term investments was recognized in earnings as
a component of interest, net, during the quarter and nine months ended February 25, 2007.
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Note 5. Stock-Based Compensation

Effective May 29, 2006, we adopted the provisions of SFAS No. 123(R), Share-Based Payment, which requires companies to recognize in the
financial statements the cost of employee services received in exchange for awards of equity instruments based on the grant date fair value of
those awards. We adopted SFAS No. 123(R) according to the modified prospective transition method and use the Black-Scholes option pricing
model to estimate the fair value of awards. Under the modified prospective transition method, we recognize compensation expense on a
straight-line basis over the remaining employee service period for new awards granted after the effective date of SFAS No. 123(R) and for
unvested awards granted prior to the effective date of SFAS No. 123(R). In accordance with the modified prospective transition method,
financial statements issued for periods prior to the adoption of SFAS No. 123(R) in fiscal 2007 have not been restated for the effects of the
provisions of SFAS No. 123(R).

The weighted-average fair value of options granted and the related assumptions used in the Black-Scholes option pricing model as of
February 24, 2008 and February 25, 2007, excluding options issued in connection with the RARE acquisition, were as follows:

Stock Options Granted
During the Nine Months Ended
February 24, February 25,
2008 2007

Weighted-average fair value $ 14.08 $ 13.83
Risk-free interest rate 4.63% 5.08%
Expected volatility of stock 32.6% 34.5%
Dividend yield 1.59% 1.30%
Expected option life 6.4 years 6.4 years

The following table presents a summary of our stock-based compensation activity for the nine months ended February 24, 2008:

Stock Restricted Stock/ Darden Stock Performance
(in millions) Options Restricted Stock Units Units Stock Units
Outstanding beginning of period 16.1 1.2 1.0 0.3
Awards granted 4.4 0.5 0.3 0.3
Awards exercised 2.8) (0.3) 0.1)
Awards cancelled 0.4) 0.1) 0.1)
Outstanding end of period 17.3 1.3 1.2 0.5

During the quarters and nine months ended February 24, 2008 and February 25, 2007, we recognized expense from stock-based compensation as
follows:

(in millions) Quarter Ended Nine Months Ended
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February 24, February 25, February 24,  February 25,

2008 2007 2008 2007
Stock Options $ 3.7 $ 3.7 $19.1 $ 11.6
Restricted Stock/Restricted Stock Units 2.9 1.3 8.8 4.1
Darden Stock Units (1.1) 2.2 2.0 4.8
Performance Stock Units 1.0 0.2 4.3 2.5
Employee Stock Purchase Plan/Other 0.4 0.6 2.0 22

$ 69 $ 8.0 $36.2 $ 25.2

Pursuant to the acquisition of RARE, we converted 2.7 million outstanding RARE employee stock options to 2.4 million options to purchase
Darden stock. RARE options converted at approximately an 89 percent ratio based on a formula set forth in the merger agreement governing this
acquisition. The total value of the options was $43.6 million, $33.4 million of which was included in the cost of the acquisition, as this value
related to vested awards as of the acquisition date. The remaining $10.2 million relates to the value of the unvested awards that is being charged
as an expense subsequent to the acquisition. From the date of acquisition through February 24, 2008,

11
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we recognized $8.1 million of stock-based compensation expense as a result of the incremental value associated with the vested awards,
incremental vesting of the awards and accelerated vesting of certain awards granted in the merger agreement. The remaining $2.1 million will be
recognized as compensation expense over the remaining service period of the related awards.

Pursuant to the acquisition of RARE, we converted 0.5 million outstanding shares of RARE employee restricted stock and performance-based
restricted stock units to 0.4 million shares of Darden restricted stock. The RARE restricted shares converted at approximately an 89 percent ratio
based on a formula set forth in the merger agreement. The total value of the restricted shares was $16.9 million, $8.6 million of which was
included in the cost of the acquisition as this value related to vested awards as of the acquisition date. The remaining $8.3 million relates to the
value of the unvested awards and will be charged to expense subsequent to the acquisition. From the date of acquisition through February 24,
2008, we recognized $2.9 million of stock-based compensation expense as a result of incremental vesting of the awards and accelerated vesting
of certain awards granted in the merger agreement. The remaining $5.4 million will be recognized as compensation expense over the remaining
service period of the related awards.

Note 6. Income Taxes

The effective income tax rate for the quarter and nine months ended February 24, 2008 was 26.3 percent and 27.7 percent, respectively,
compared to an effective income tax rate of 25.2 percent and 29.2 percent for the quarter and nine months ended February 25, 2007,
respectively. Our effective rate increased for the quarter ended February 24, 2008 as a result of the resolution of the previous years accrued tax
matters of approximately $6.4 million as compared with the quarter ended February 25, 2007 of approximately $9.3 million. The effective rate
decrease for the nine months ended February 24, 2008 was primarily attributable to an increase in FICA tip and other tax credits in proportion to
taxable income.

Effective May 28, 2007, we adopted Financial Accounting Standards Board (FASB) Interpretation No. 48, Accounting for Uncertainty in

Income Taxes an interpretation of FASB Statement No. 109 (FIN 48). FIN 48 requires that a position taken or expected to be taken in a tax return
be recognized (or derecognized) in the financial statements when it is more likely than not (i.e., a likelihood of more than fifty percent) that the
position would be sustained upon examination by tax authorities. A recognized tax position is then measured at the largest amount of benefit that

is greater than fifty percent likely of being realized upon ultimate settlement.

Upon adoption, we recognized an additional liability of $1.1 million ($0.7 million after tax) for uncertain tax positions, including interest, which
was accounted for as a cumulative decrease to the balance of beginning retained earnings. As of the date of, and after recognizing the impact of,

the adoption of FIN 48, we had gross unrecognized tax benefits, which represent the aggregate tax effect of differences between tax return
positions and benefits recognized in our consolidated financial statements, totaling $64.1 million, which were reclassified from income taxes
payable to other non-current liabilities upon adoption of FIN 48. Of this total, approximately $39.6 million, after considering the federal impact
of state issues, would favorably affect the effective tax rate if resolved in our favor. During the nine months ended February 24, 2008, the

balance of the reserves increased by approximately $27.0 million, primarily as a result of the acquisition of RARE and the preliminary estimate

of the fair value of the liabilities assumed.

We recognize accrued interest related to unrecognized tax benefits in interest expense. Penalties, if incurred, would be recognized in income tax
expense. We accrued approximately $5.1 million for the payment of interest as of the date of adoption and after recognizing the impact of FIN
48. No amounts have been accrued for the payment of penalties.

The major jurisdictions in which we file income tax returns include the U.S. federal jurisdiction, Canada, and states in which we operate in the
U.S. that have an income tax. We are no longer subject to U.S. federal income tax examinations by tax authorities for fiscal years prior to 2004
and, with a few exceptions, to state and local or non-U.S. income tax examinations by tax authorities for fiscal years prior to 1999.

Included in the balance of unrecognized tax benefits at May 28, 2007 is $3.3 million related to tax positions for which it is reasonably possible
that the total amounts could materially change during the next twelve months based on the outcome of examinations or as a result of the
expiration of the statute of limitations for specific jurisdictions.
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Note 7. Long-Term Debt

Until September 20, 2007, we maintained a credit facility under a credit agreement dated August 16, 2005 (Prior Credit Agreement) with a
consortium of banks under which we could borrow up to $500.0 million. As part of the Prior Credit Agreement, we could request issuance of up
to $100.0 million in letters of credit, the outstanding amount of which reduced the net borrowing capacity under the agreement. The Prior Credit
Agreement allowed us to borrow at interest rates that varied based on a spread over (i) LIBOR or (ii) a base rate that was the higher of the prime
rate or one-half of one percent above the federal funds rate, at our option. The interest rate spread over LIBOR was determined by our debt
rating. We could also request that loans be made at interest rates offered by one or more of the banks, which may have varied from the LIBOR
or base rate. The Prior Credit Agreement supported our commercial paper borrowing program and would have expired on August 15, 2010, but
was terminated on September 20, 2007 in connection with the new credit arrangements described below. As of May 27, 2007, no borrowings
were outstanding under the Prior Credit Agreement.

On September 20, 2007, to fund the RARE acquisition, we entered into (i) a $750.0 million revolving Credit Agreement dated as of

September 20, 2007 (New Revolving Credit Agreement) with Bank of America, N.A. (BOA), as administrative agent, and the lenders
(Revolving Credit Lenders) and other agents party thereto, and (ii) a $1.15 billion 364-Day Credit Agreement dated as of September 20, 2007
(Interim Credit Agreement) with BOA, as administrative agent, and the lenders party thereto. The Interim Credit Agreement became available to
us upon the consummation of the RARE acquisition. The Interim Credit Agreement and the New Revolving Credit Agreement were used to fund
the RARE acquisition. On October 11, 2007, we completed the issuance of $1.15 billion aggregate principal amount of long-term senior notes
described below, the proceeds of which were used to fully repay the Interim Credit Agreement.

The New Revolving Credit Agreement is a senior unsecured debt obligation of the Company and contains customary representations, affirmative
and negative covenants (including limitations on liens and subsidiary debt, and a maximum consolidated lease adjusted total debt to total
capitalization ratio of 0.75 to 1.00) and events of default usual for credit facilities of this type. As of February 24, 2008, we were in compliance
with all covenants under the New Revolving Credit Agreement.

The New Revolving Credit Agreement matures on September 20, 2012, and the proceeds may be used for commercial paper back-up, working
capital and capital expenditures, the refinancing of certain indebtedness, the partial financing of the RARE acquisition as well as general
corporate purposes. The New Revolving Credit Agreement also contains a sub-limit of $150.0 million for the issuance of letters of credit. The
borrowings and letters of credit obtained un