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SHOE CARNIVAL, INC.
PART I - FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

SHOE CARNIVAL, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

Unaudited
May 1, January 30, May 2,
iIn thousands, exceit ier share datai 2010 2010 2009
Current Assets:
Accounts receivable 1,055
Deferred income tax benefit 3,255 2,376
Total Current Assets 248,101 219,222
Other 1,378 635

Current Liabilities:

Accrued and other liabilities 21,633 14,353

Deferred lease incentives 6,766 6,501

Deferred income taxes 542 1,052

Other 2,262 2,008

Common stock, $.01 par value, 50,000 shares
authorized, 13,655, 13,655 and 13,657 shares issued at
May 1, 2010, January 30, 2010 and May 2, 2009,

resicctiveli 137 137 137

Retained earnings 178,279 169,032 157,998

Total Shareholders' Eiuiti 232,495 221,829 208,515

See notes to condensed consolidated financial statements.
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SHOE CARNIVAL, INC.
CONDENSED CONSOLIDATED STATEMENTS OF INCOME
Unaudited

Thirteen Thirteen
Weeks Ended Weeks Ended

iIn thousands, exceit ier share datai Mai 1,2010 ay 2, 2009

Cost of sales (including buying,

distribution and occuﬁanci costsi 130,185
Sellini, ieneral and administrative exienses 44281
Interest income i 23) i 3

Income before income taxes 14,945

Net income $ 9,247 $ 4,132

Average shares outstanding:

Thasic . o

Diluted 12,874 .

See notes to condensed consolidated financial statements.




(In thousands)

Balance at January 30, 2010

Stock option exercises

Stock-based compensation

income tax benefit
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SHOE CARNIVAL, INC.
CONDENSED CONSOLIDATED STATEMENT OF SHAREHOLDERS' EQUITY

Employee stock purchase plan

purchases
Restricted stock awards

Common stock repurchased
Stock-based compensation

expense
Net income
Balance at May 1, 2010

See notes to condensed consolidated financial statements.

Unaudited
Additional
Common Stock Paid-In Retained Treasury
Issued Treasury Amount Capital Earnings Stock
13,655 622) $ 137 $ 66,851 $ 169,032 $§ (14,191)
23 (201) 514
216
3 (11) 70
130 (2,968) 2,968
(12) (275)
1,106
9,247
13,655 (478) $ 137 $ 64,993 $ 178279 $ (10,914)
5

Total
$ 221,829
313
216
59
(275)
1,106

9,247
$ 232,495
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SHOE CARNIVAL, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Unaudited
Thirteen Thirteen
Weeks Ended Weeks Ended
In thousands May 1, 2010 May 2, 2009
Net income $ 9,247 $ 4,132
Depreciation and amortization 3,509 3,883

Loss on retirement and impairment of assets 1,171

o asy

32

Lease incentives 652 119
Chanies in oieratini assets and liabilities:
Merchandise inventories i 2,705 i 1,260
Other 77 i 3,211 i
Purchases of property and equipment i3,280) i3,173)

Net cash used in investing activities (2,980) (3,173)

Proceeds from issuance of stock 372 48

Purchase of treasury stock i275) 0

Net increase (decrease) in cash and cash equivalents 7,592 4,586)

Cash and Cash Equivalents at End of Period $ 51,760 $ 20,231

Cash paid during period for interest $ 60 $ 42

Capital expenditures incurred but not yet paid $ 680 $ 1,665

See notes to condensed consolidated financial statements.
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SHOE CARNIVAL, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
Unaudited

Note 1 - Basis of Presentation

In our opinion, the accompanying unaudited condensed consolidated financial statements contain all normal recurring adjustments necessary to
present fairly our financial position and the results of our operations and our cash flows for the periods presented. Certain information and
disclosures normally included in the notes to consolidated financial statements have been condensed or omitted according to the rules and
regulations of the Securities and Exchange Commission (the "SEC"), although we believe that the disclosures are adequate to make the
information presented not misleading. The results of operations for the interim periods are not necessarily indicative of the results to be expected
for the full year. The condensed consolidated financial statements should be read in conjunction with the audited consolidated financial
statements and the notes thereto contained in our Annual Report on Form 10-K for the fiscal year ended January 30, 2010.

Note 2 - Net Income Per Share

The computation of basic earnings per share of common stock is based on the weighted average number of common shares outstanding during
the period. The computation of diluted earnings per share of common stock is based on the weighted average number of shares outstanding plus
the incremental shares that would be outstanding assuming the exercise of dilutive stock options and the vesting of restricted stock. The number
of incremental shares is calculated by applying the treasury stock method. The following table presents a reconciliation of our basic and diluted
weighted average common shares outstanding in accordance with current authoritative guidance:

Thirteen Thirteen

Weeks Ended Weeks Ended
(In thousands) May 1, 2010 May 2, 2009
Basic shares 12,687 12,480
Dilutive effect of stock-based awards 187 40
Diluted shares 12,874 12,520

No options to purchase shares of common stock were excluded from the calculation for the first quarter of fiscal 2010. Options to purchase
417,100 shares of common stock were not included in the computation of diluted shares for the first quarter of fiscal 2009 because the options'
exercise prices were greater than the average market price for the period.

Note 3 — Recently Issued Accounting Pronouncements

During January 2010, the Financial Accounting Standards Board ("FASB") issued guidance which provides amendments that require separate
disclosure of significant transfers in and out of Level 1 and Level 2 fair value measurements and the presentation of separate information
regarding purchases, sales, issuances and settlements for Level 3 fair value measurements. Additionally, the guidance provides amendments that
clarify existing disclosures about the level of disaggregation and inputs and valuation techniques. The guidance is effective for financial
statements issued for interim and annual periods ending after December 15, 2009, except for the disclosures about purchases, sales, issuances
and settlements in the rollforward of activity in Level 3 fair value measurements, which are effective for interim and annual periods ending after
December 15, 2010. We adopted the guidance on January 31, 2010. This adoption did not have a material impact on our consolidated financial
position, results of operations, or cash flows.
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Note 4 - Fair Value Measurements

The FASB has established guidance for using fair value to measure assets and liabilities. This guidance only applies when other standards
require or permit the fair value measurement of assets and liabilities. It does not expand the use of fair value measurements. A fair value
hierarchy was established, which prioritizes the inputs used in measuring fair value into three broad levels.

e Level 1 — Quoted prices in active markets that are unadjusted and accessible at the measurement date for identical, unrestricted assets or
liabilities;

e Level 2 — Quoted prices for identical assets and liabilities in markets that are not active, quoted prices for similar assets and liabilities in
active markets or financial instruments for which significant inputs are observable, either directly or indirectly; and

e Level 3 — Prices or valuations that require inputs that are both significant to the fair value measurement and unobservable.

Our financial assets as of May 1, 2010, January 30, 2010, and May 2, 2009 included cash and cash equivalents, which are valued using the
market approach. The carrying value of cash and cash equivalents approximates fair value due to its short-term nature and is considered a Level
1 fair value measurement. We did not have any financial liabilities measured at fair value for these periods.

The following table summarizes our cash and cash equivalents that are measured at fair value on a recurring basis:

Quoted Prices Significant
in Active
Markets Other Significant
for Observable Unobservable
Identical
Assets Inputs Inputs
(Level Total Fair
(In thousands) (Level 1) 2) (Level 3) Value
As of May 1, 2010
Cash and short-term investments (1) $ 45,667 $ 0 $ 0 $ 45,667
Credit and debit card receivables (2) 6,093 0 0 6,093
$ 51,760 $ 0 $ 0 $ 51,760
As of January 30, 2010
Cash and short-term investments (1) $ 40,148 $ 0 $ 0 $ 40,148
Credit and debit card receivables (2) 4,020 0 0 4,020
$ 44,168 $ 0 $ 0 $ 44,168
As of May 2, 2009
Cash (1) $ 14,680 $ 0 $ 0 $ 14,680
Credit and debit card receivables (2) 5,551 0 0 5,551
$ 20,231 $ 0 $ 0 $ 20,231
(1) Cash and short-term investments represent cash deposits and short-term investments held with financial institutions. Short-term investments consist of
commercial paper and money market funds. To date, we have experienced no loss or lack of access to either invested cash or cash held in our bank
accounts.
2) Our credit and debit card receivables are highly liquid financial assets that typically settle in less than three days.
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The following table summarizes our long-lived assets on which impairment charges were recorded:

Quoted
Prices Significant
in Active
Markets Other Significant
for Observable Unobservable
Identical
Assets Inputs Inputs
(Level Total Fair
(In thousands) (Level 1) 2) (Level 3) Value
For the period ended May 1, 2010
Long-lived assets held and used $ 0 $ 0 $ 1,086 $ 1,086
For the period ended January 30, 2010
Long-lived assets held and used $ 0 $ 0 $ 90 $ 90

Our non-financial assets as of May 1, 2010 and January 30, 2010 included certain long-lived assets that have been measured at fair value after
taking into account impairment charges. Long-lived assets are reviewed for impairment in accordance with current authoritative literature
whenever events or changes in circumstances indicate that full recoverability is questionable. If the expected future cash flows related to the
long-lived assets are less than the assets’ carrying value, an impairment loss would be recognized for the difference between estimated fair value
and carrying value. Assets subject to impairment are adjusted to estimated fair value and, if applicable, an impairment loss is recorded in selling,
general and administrative expenses. As of May 1, 2010, long-lived assets held and used with a gross carrying amount of $7.2 million were
written down to their fair value of $6.1 million, resulting in an impairment charge of $1.1 million, which was included in earnings for the period.
Subsequent to this impairment, these long-lived assets had a remaining unamortized basis of $375,000. As of January 30, 2010, long-lived assets
held and used with a carrying amount of $1.4 million were written down to their fair value of $1.3 million, resulting in an impairment charge of
$90,000, which was included in earnings for the period. Subsequent to this impairment, these long-lived assets had a remaining unamortized
basis of $11,000. We did not have any non-financial liabilities measured at fair value for these periods.

Note 5 - Stock-Based Compensation
Stock Options

The following table summarizes the stock option transactions pursuant to the stock-based compensation plans:

Weighted-
Average
Weighted- Remaining Aggregate
Intrinsic
Number of Average Contractual Value
Exercise (in
Shares Price Term (Years) thousands)
Outstanding at January 30, 2010 393,632 $ 14.29
Grants 0 0.00
Forfeited or expired (500) 17.12
Exercised (22,500) 13.92
Outstanding May 1, 2010 370,632 $ 14.31 3.02 $ 4,947
Options outstanding at May 1, 2010,
net of estimated forfeitures 369,687 $ 14.32 3.01 $ 4,933
Exercisable at May 1, 2010 352,297 $ 14.40 2.717 $ 4,671

The total fair value at grant date of previously non-vested stock options that vested during the thirteen week periods ended May 1, 2010 and May
2, 2009 were $81,000 and $32,000, respectively. No stock options were granted during the first quarter of fiscal 2010 or fiscal 2009.

10
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The following table summarizes information regarding options exercised:

Thirteen Thirteen
Weeks Weeks
Ended Ended
(In thousands) May 1, 2010 May 2, 2009
Total intrinsic value (1) $ 198 $ 0
Total cash received $ 313 $ 0
Associated excess income tax benefits
recorded $ 67 $ 0
(D Defined as the difference between the market value at exercise and the grant price of stock options exercised.
The following table summarizes information regarding outstanding and exercisable options at May 1, 2010:
Options Outstanding Options Exercisable
Number Weighted Weighted Number Weighted
Range of of Options Average Average of Options Average
Exercise Price Outstanding Remaining Life Exercise Price Exercisable Exercise Price
$ 438-5.75 11,017 0.52 $ 4.66 11,017 $ 4.66
$ 8.94-12.67 177,945 3.59 $ 12.43 166,277 $ 12.49
$ 13.68 — 16.30 34,550 5.62 $ 15.13 27,883 $ 15.28
$ 17.12 147,120 1.92 $ 17.12 147,120 $ 17.12

The following table summarizes information regarding stock-based compensation expense recognized for non-vested options:

Thirteen Thirteen
Weeks Weeks
Ended Ended
May 1, May 2,

(In thousands) 2010 2009

Stock-based compensation expense before the recognized income tax

benefit $ 22 $ 21
Income tax benefit $ 8 $

As of May 1, 2010, there was approximately $67,000 of unrecognized compensation expense, net of estimated forfeitures, remaining related to
non-vested stock options. This expense is expected to be recognized over a weighted-average period of approximately 1.1 years.

Restricted Stock Awards

The following table summarizes the share transactions for restricted stock awards:

Weighted-
Average
Grant
Number of Date Fair
Shares Value
Non-vested at January 30, 2010 366,334 $ 16.89
Granted 130,000 21.59
Vested (37,889) 12.50
Forfeited 0 0.00
Non-vested at May 1, 2010 458,445 $ 18.59

10
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The total fair value at grant date of previously non-vested stock awards that vested during the first quarter of fiscal 2010 was $473,000. No
previously non-vested stock awards vested during the first quarter of fiscal 2009. The weighted-average grant date fair value of stock awards
granted during the quarter ended May 1, 2010 was $21.59. No stock awards were granted during the first quarter of fiscal 2009.

The following table summarizes information regarding stock-based compensation expense (income) recognized for restricted stock awards:

Thirteen Thirteen
Weeks Weeks
Ended Ended
(In thousands) May 1, 2010 May 2, 2009
Stock-based compensation expense (income) before the recognized
income tax benefit $ 1,074 $ (362)
Income tax benefit (expense) $ 409 $ (133)

The $362,000 of income recorded during the first quarter of fiscal 2009 was comprised of compensation expense of $291,000 offset by income
of $653,000. The income was attributable to the reversal of the cumulative prior period expense for performance-based awards which had been
deemed by management as not probable of vesting. However, based on our improved financial outlook, a cumulative catch-up of $279,000 was
recorded during the first quarter of fiscal 2010 for a portion of these awards now deemed probable of vesting.

As of May 1, 2010, there was approximately $4.8 million of unrecognized compensation expense remaining related to both our
performance-based and service-based non-vested stock awards. The cost is expected to be recognized over a weighted average period of
approximately 1.2 years. This incorporates the current assumptions of the estimated requisite service period required to achieve the designated
performance conditions for performance-based stock awards.

Cash-Settled Stock Appreciation Rights (SARs)

Cash-settled stock appreciation rights (SARs) were granted to certain non-executive employees in fiscal 2008 such that one-third of the shares
underlying the SARs granted would vest and become fully exercisable on each of the first three anniversaries of the date of the grant and were
assigned a five-year term from the date of grant. Each SAR entitles the holder, upon exercise, to receive cash in the amount equal to the closing
price of our stock on the date of exercise less the exercise price. The maximum amount paid, however, cannot exceed 100% of the exercise
price. In accordance with current authoritative guidance, cash-settled SARs are classified as Other liabilities on the Condensed Consolidated
Balance Sheets.

The following table summarizes the SARs activity:

Weighted-
Average
Weighted- Remaining
Number of Average Contractual
Exercise
Shares Price Term (Years)
Outstanding at January 30, 2010 103,364 $ 9.72
Granted 0 0.00
Forfeited or expired (1,334) 9.72
Exercised 0 0.00
Outstanding at May 1, 2010 102,030 $ 9.72 3.63
Exercisable at May 1, 2010 0 $ 0.00 0.00

11
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The fair value of these liability awards is remeasured at each reporting period until the date of settlement. Increases or decreases in stock-based
compensation expense are recognized over the vesting period, or immediately for vested awards. The weighted-average fair value of
outstanding, non-vested SAR awards was $7.92 as of May 1, 2010.

The fair value was estimated using a trinomial lattice model with the following assumptions:

May 1, 2010
Risk free interest rate yield curve 0.14% - 2.43%
Expected dividend yield 0.0%
Expected volatility 60.11%
Maximum life 3.63 Years
Exercise multiple 1.71-1.74
Maximum payout $9.72
Employee exit rate 2.2% - 9.0%

The risk free interest rate was based on the U.S. Treasury yield curve in effect at the end of the reporting period. We had not paid and did not
anticipate paying cash dividends; therefore, the expected dividend yield was assumed to be zero. Expected volatility was based on the historical
volatility of our stock. The exercise multiple and employee exit rate are based on historical option data.

The following table summarizes information regarding stock-based compensation expense recognized for SARs:

Thirteen Thirteen
Weeks Weeks
Ended Ended
(In thousands) May 1, 2010 May 2, 2009
Stock-based compensation expense before the recognized
Income tax benefit $ 179 $ 103
Income tax benefit $ 68 $ 38

As of May 1, 2010, there was approximately $350,000 in unrecognized compensation expense related to non-vested SARs. The cost is expected
to be recognized over a weighted-average period of approximately 1.1 years.

Employee Stock Purchase Plan

The following table summarizes information regarding stock-based compensation expense recognized for the employee stock purchase plan:

Thirteen Thirteen
Weeks Weeks
Ended Ended
May 1, May 2,
(In thousands) 2010 2009
Stock-based compensation expense before the recognized income tax
benefit (1) $ 10 $ 8
Income tax benefit $ 4 $ 3
ey Amounts are representative of the 15% discount employees are provided for purchases under the employee stock purchase plan.

12
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ITEM2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
Factors That May Effect Future Results

This quarterly report on Form 10-Q contains forward-looking statements, within the meaning of the Private Securities Litigation Reform Act of
1995, that involve a number of risks and uncertainties. A number of factors could cause our actual results, performance, achievements or
industry results to be materially different from any future results, performance or achievements expressed or implied by these forward-looking
statements. These factors include, but are not limited to: general economic conditions in the areas of the United States in which our stores are
located; the effects and duration of the current economic downturn and unemployment rates; changes in the overall retail environment and more
specifically in the apparel and footwear retail sectors; our ability to generate increased sales at our stores; the potential impact of national and
international security concerns on the retail environment; changes in our relationships with key suppliers; the impact of competition and pricing;
changes in weather patterns, consumer buying trends and our ability to identify and respond to emerging fashion trends; the impact of
disruptions in our distribution or information technology operations; the effectiveness of our inventory management; the impact of hurricanes or
other natural disasters on our stores, as well as on consumer confidence and purchasing in general; risks associated with the seasonality of the
retail industry; our ability to successfully execute our growth strategy, including the availability of desirable store locations at acceptable lease
terms, our ability to open new stores in a timely and profitable manner and the availability of sufficient funds to implement our growth plans;
higher than anticipated costs associated with the closing of underperforming stores; the inability of manufacturers to deliver products in a timely
manner; changes in the political and economic environments in the People’s Republic of China, Brazil, Spain and East Asia, where the primary
manufacturers of footwear are located; the impact of regulatory changes in the United States and the countries where our manufacturers are
located; and the continued favorable trade relations between the United States and China and the other countries which are the major
manufacturers of footwear. For a more detailed discussion of certain risk factors see the "Risk Factors" section of our Annual Report on Form
10-K for the fiscal year ended January 30, 2010.

General

Management’s Discussion and Analysis of Financial Condition and Results of Operations is intended to provide information to assist the reader
in better understanding and evaluating our financial condition and results of operations. We encourage you to read this in conjunction with our

condensed consolidated financial statements and the notes to those statements included in PART I, ITEM 1. FINANCIAL STATEMENTS of

this Quarterly Report on Form 10-Q, as well as our Annual Report on Form 10-K for the fiscal year ended January 30, 2010 as filed with the

SEC.

Overview of Our Business

Shoe Carnival, Inc. is one of the nation’s largest family footwear retailers. As of May 1, 2010, we operated 311 stores in 30 states primarily in the
Midwest, South and Southeast regions of the United States. We offer a distinctive shopping experience, a broad merchandise assortment and
value to our customers while maintaining an efficient store level cost structure.

Our stores combine competitive pricing with a highly promotional, in-store marketing effort that encourages customer participation and creates a
fun and exciting shopping experience. We believe this highly promotional atmosphere results in various competitive advantages, including
increased multiple unit sales; the building of a loyal, repeat customer base; the creation of word-of-mouth advertising; and enhanced sell through
of in-season goods. Our objective is to be the destination store-of-choice for a wide range of consumers seeking moderately priced, current
season name brand and private label footwear. Our product assortment includes dress and casual shoes, sandals, boots and a wide assortment of
athletic shoes for the entire family. We believe that by offering a wide selection of both athletic and non-athletic footwear, we are able to reduce
our exposure to shifts in fashion preferences between those categories.

13
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Our marketing effort targets moderate income, value-conscious consumers seeking name brand footwear for all age groups. We believe that by
offering a wide selection of popular styles of name brand merchandise at competitive prices, we generate broad customer appeal. Our
cost-efficient store operations and real estate strategy enable us to price products competitively. Low labor costs are achieved by housing
merchandise directly on the selling floor in an open-stock format, enabling customers to serve themselves, if they choose. This reduces the
staffing required to assist customers and reduces store level labor costs as a percentage of sales. We locate stores predominantly in strip
shopping centers in order to take advantage of lower occupancy costs and maximize our exposure to value-oriented shoppers.

Critical Accounting Policies

It is necessary for us to include certain judgments in our reported financial results. These judgments involve estimates that are inherently
uncertain and actual results could differ materially from these estimates. The accounting policies that require the more significant judgments are:

Merchandise Inventories - Merchandise inventories are stated at the lower of cost or market using the first-in, first-out (FIFO) method. In
determining market value, we estimate the future sales price of items of merchandise contained in the inventory as of the balance sheet date.
Factors considered in this determination include, among others, current and recently recorded sales prices, the length of time product has been
held in inventory and quantities of various product styles contained in inventory. The ultimate amount realized from the sale of certain product
could differ materially from our estimates. We also estimate a shrinkage reserve for the period between the last physical count and the balance
sheet date. The estimate for the shrinkage reserve can be affected by changes in merchandise mix and changes in actual shrinkage trends.

Valuation of Long-Lived Assets - We review long-lived assets whenever events or circumstances indicate the carrying value of an asset may not

be recoverable. We evaluate the ongoing value of assets associated with each retail store that has been open longer than one year. If the expected

future cash flows related to the long-lived assets are less than the assets’ carrying value, an impairment loss would be recognized for the
difference between estimated fair value and carrying value. Assets subject to impairment are adjusted to estimated fair value and, if applicable,

an impairment loss is recorded in selling, general and administrative expenses. Our assumptions and estimates used in the evaluation of

impairment, including current and future economic trends for stores, are subject to a high degree of judgment and if actual results or market

conditions differ from those anticipated, additional losses may be recorded.

Income Taxes - We calculate income taxes and account for uncertain tax positions in accordance with current authoritative guidance. Deferred
tax assets and liabilities are recognized based on the difference between the consolidated financial statement carrying amounts of existing assets
and liabilities and their respective tax basis. Deferred tax assets and liabilities are measured using the estimated tax rates in effect in the years
when those temporary differences are expected to reverse. We are also required to make many subjective assumptions and judgments regarding
our income tax exposures. Interpretations of and guidance surrounding income tax laws and regulations are often complex, ambiguous and
change over time. As such, changes in our subjective assumptions and judgments can materially affect amounts recognized in the consolidated
financial statements.

Insurance Reserves - We use a combination of self-insurance and third-party insurance for workers' compensation, employee medical and
general liability insurance. These plans have stop-loss provisions that protect us from individual and aggregate losses over specified dollar
values. When estimating our self-insured liabilities, we consider a number of factors, including historical claims experience, severity factors,
statistical trends and, in certain instances, valuation assistance provided by independent third-parties. We will continue to evaluate our
self-insured liabilities and the underlying assumptions on a quarterly basis and make adjustments as needed. The ultimate cost of these claims
may be greater than or less than the established accruals. While we believe that the recorded amounts are adequate, there can be no assurance
that changes to management's estimates will not occur due to limitations inherent in the estimating process. In the event we determine an accrual
should be increased or reduced, we will record such adjustments in the period in which such determination is made.

14

15



Edgar Filing: SHOE CARNIVAL INC - Form 10-Q

Results of Operations Summary Information

Number of Stores

Store Square Footage

Beginning End of Net End Comparable
Store
Quarter Ended Of Period  Opened Closed Period  Change  of Period  Sales
May 1, 2010 311 3 3 311 2,000 3,374,000 13.1%
May 2, 2009 304 10 1 313 78,000 3,413,000 (0.3)%

Comparable store sales for the periods indicated include stores that have been open for 13 full months prior to the beginning of the period,
including those stores that have been relocated or remodeled. Therefore, stores opened or closed during the periods indicated are not included in

comparable store sales.

The following table sets forth our results of operations expressed as a percentage of net sales for the periods indicated:

Thirteen Thirteen
Weeks Weeks
Ended Ended
May 1,2010  May 2, 2009
Net sales 100.0% 100.0%
Cost of sales (including buying,
distribution and occupancy costs) 68.7 72.1
Gross profit 31.3 27.9
Selling, general and
administrative expenses 23.4 24.0
Operating income 7.9 3.9
Interest (income) expense, net 0.0 0.0
Income before income taxes 7.9 3.9
Income tax expense 3.0 1.4
Net income 4.9% 2.5%

Executive Summary for First Quarter Ended May 1, 2010

During the first quarter of fiscal 2010, earnings per diluted share increased 118% to an all-time Company record of $0.72. For the first quarter of
fiscal 2009, we reported earnings of $0.33 per diluted share. This increase in earnings per share resulted from a combination of top-line sales
growth, gross profit margin improvement and our continued control of operating expenses.

o Net sales increased $22.2 million to $189.5 million, a 13.3% increase over the prior year.

e During the first quarter of fiscal 2010, our comparable store sales increased 13.1%, which represents the highest quarterly comparable
store sales growth achieved in the history of Shoe Carnival. Our sales gains were largely driven by an increase in the number of
footwear units sold as the consumer responded favorably to our assortment of footwear. We also raised our average price through an
increase in the sale of higher priced footwear and by operating in a less promotional selling environment than during the comparable

prior year period.

e Our gross profit margin increased to 31.3% from 27.9% in the first quarter of fiscal 2009. Significantly reduced promotional activity
combined with strong sales of athletic and toning footwear as compared to the prior year resulted in our merchandise margin
increasing 2.2%. Buying, distribution and occupancy costs decreased 1.2%, as a percentage of sales, due to the leveraging effect of

higher sales.

e Selling, general and administrative expenditures remained well controlled and decreased 0.6% as a percentage of sales as compared to
the first quarter of fiscal 2009.

e We generated $7.0 million of cash from operating activities (net of purchases of property and equipment) and ended the first quarter of
fiscal 2010 with $51.8 million in cash and cash equivalents and no interest bearing debt.
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Results of Operations for the First Quarter Ended May 1, 2010
Net Sales

Net sales increased $22.2 million to $189.5 million during the first quarter of fiscal 2010, a 13.3% increase over the prior year's net sales of
$167.3 million. Comparable store sales increased a record 13.1%, or approximately $21.0 million, compared to the prior year period. The three
stores opened in the first quarter of fiscal 2010 along with the effect of a full quarter's worth of sales from the 16 stores opened in fiscal 2009
contributed an additional $4.9 million in sales. These sales increases were partially offset by the $3.7 million of sales lost from the stores which
were closed since the beginning of fiscal 2009.

Gross Profit

Gross profit increased $12.7 million to $59.3 million in the first quarter of fiscal 2010 from gross profit of $46.6 million in the comparable prior
year period. The gross profit margin for the first quarter of 2010 increased to 31.3% from 27.9% in the first quarter of fiscal 2009. During the
first quarter of fiscal 2009, our merchandise margin was negatively impacted by our need to aggressively liquidate certain women's footwear.
Inventories were well-controlled during the first quarter of fiscal 2010 and with strong fashion trends we raised the merchandise margin 2.2% as
compared to the prior year period. Buying, distribution and occupancy costs decreased 1.2%, as a percentage of sales, primarily due to the
leveraging effect of higher sales.

Selling, General and Administrative Expenses

Selling, general and administrative expenses increased $4.2 million in the first quarter of fiscal 2010 to $44.3 million; however, our sales gain
enabled us to leverage these costs by 0.6% as a percentage of sales. Expense associated with incentive compensation increased $3.6 million
during the first quarter of fiscal 2010, as compared to the prior year period, due to our improved financial performance. Also during the first
quarter of fiscal 2010, we recorded a non-cash asset impairment of $1.1 million related to certain underperforming stores. These increases were
partially offset by a $915,000 decrease in our self-insured health care costs as compared to the first quarter of fiscal 2009 when we experienced
unusually high claim activity. The costs related to our self-insured health care programs are subject to a certain degree of volatility and can vary
materially between reporting periods.

Pre-opening costs included in selling, general and administrative expenses were $175,000, or 0.1% of sales, for the first quarter of fiscal 2010 as
compared to $481,000, or 0.3% of sales, for the first quarter of fiscal 2009. We opened three stores in the first quarter of fiscal 2010 as compared
to ten stores in the first quarter of fiscal 2009. Pre-opening costs, such as advertising, payroll and supplies, incurred prior to the opening of a new
store are charged to expense in the period they are incurred. The total amount of pre-opening expense incurred will vary on a store-by-store basis
depending on the specific market and the promotional activities involved.

The portion of store closing costs and non-cash asset impairment charges included in selling, general and administrative expenses for the first
quarter of fiscal 2010 were $1.2 million, or 0.7% as a percentage of sales. In the first quarter of fiscal 2009, we incurred $130,000, or 0.1% as a

percentage of sales.
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Interest (Income) Expense, Net

We recorded net interest expense of $46,000 in the first quarter of fiscal 2010 as compared to net interest expense of $39,000 in the first quarter
of the prior year.

Income Taxes

The effective income tax rate for the first quarter of fiscal 2010 increased to 38.1% from 36.9% for the same time period in fiscal 2009. The
increase in tax rates between the two periods was primarily due to the federal tax rate in the first quarter of fiscal 2009 falling below 35% as a
result of lower projected income before income taxes.

Liquidity and Capital Resources

Our primary sources of funds are cash flows from operations and borrowings under our revolving credit facility. Our net cash provided by
operating activities was $10.3 million in the first quarter of fiscal 2010 as compared to cash used in operations of $1.5 million in the first quarter
of 2009. The change in operating cash flow, when comparing the two periods of each year, was primarily driven by increased earnings and the
timing of payments for accounts payable and accrued liabilities.

Working capital increased to $189.1 million at May 1, 2010 from $154.9 million at May 2, 2009. This $34.2 million increase resulted primarily
from an increase in cash and cash equivalents and inventories partially offset by an increase in accounts payable and accrued and other
liabilities. The current ratio at May 1, 2010 was 3.5 as compared to 3.4 at May 2, 2009. We had no outstanding interest bearing debt as of the
end of either period.

We expended $3.3 million in cash during the first quarter of fiscal 2010 for the purchase of property and equipment, of which $1.2 million was
for new stores, remodeling and store relocation activities. Additional capital expenditures of approximately $10 million to $11 million are
expected to be made over the remainder of fiscal 2010. Included in this range of expenditure, is an additional seven stores at a projected cost of
approximately $2.5 million and up to $4.6 million of store remodeling and relocation costs. Additional lease incentives to be received from
landlords are expected to approximate $1.6 million. As part of our long-term strategy to grow our store base and increase our distribution
capabilities, we are in the process of redesigning certain elements of the material handling system in our distribution center. Accordingly, we
anticipate expending $1.5 million on these elements during fiscal 2010 of which $550,000 was expended through the end of the first quarter. The
remaining capital expenditures are expected to be incurred for various other store improvements, along with continued investments in
technology and normal asset replacement activities. The actual amount of cash required for capital expenditures for store operations depends in
part on the number of new stores opened, the amount of lease incentives, if any, received from landlords and the number of stores remodeled.
The opening of new stores will be dependent upon, among other things, the availability of desirable locations, the negotiation of acceptable lease
terms and general economic and business conditions affecting consumer spending in areas we target for expansion.

Our current store prototype uses between 8,000 and 12,000 square feet depending upon, among other factors, the location of the store and the
population base the store is expected to service. Capital expenditures for a new store in fiscal 2010 are expected to average approximately
$347,000 with landlord incentives expected to average approximately $96,400. The average inventory investment in a new store is expected to
range from $325,000 to $500,000 depending on the size and sales expectation of the store and the timing of the new store opening. Pre-opening
expenses, such as advertising, salaries and supplies, are expected to average approximately $92,000 per store in fiscal 2010. Pre-opening costs,
such as advertising, payroll and supplies, incurred prior to the opening of a new store are charged to expense in the period they are incurred. The
total amount of pre-opening expense incurred will vary on a store-by-store basis depending on the specific market and the promotional activities
involved.

We closed three stores in the first quarter of fiscal 2010 and expect to close four stores during the remainder of the fiscal year. We expect to
incur an additional $100,000 in store closing costs primarily in the fourth quarter of fiscal 2010. We have identified an additional five stores for
closure in fiscal 2011 and one in fiscal 2012 for which minimal store closing costs will be incurred during the remainder of fiscal 2010. The
potential exists that further negotiations with our landlords could reverse our decision to close certain of these stores. We will continue to
evaluate underperforming stores, which may result in additional closings for current or future periods. The timing and actual amount of expense
recorded in closing a store can vary significantly depending, in part, on the period in which management commits to a closing plan, the
remaining basis in the fixed assets to be disposed of at closing and the amount of any lease buyout.
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Our unsecured credit agreement provides for up to $50.0 million in cash advances and commercial and standby letters of credit with borrowing
limits based on eligible inventory. It contains covenants which stipulate: (1) Total Shareholders' Equity, adjusted for the effect of any share
repurchases, will not fall below that of the prior fiscal year-end; (2) the ratio of funded debt plus rent to EBITDA plus rent will not exceed 2.5 to
1.0; and (3) cash dividends for a fiscal year will not exceed 30% of consolidated net income for the immediately preceding fiscal year. We were
in compliance with these covenants as of May 1, 2010. Should a default condition be reported, the lenders may preclude additional borrowings
and call all loans and accrued interest at their discretion. As of May 1, 2010, there was $6.0 million in letters of credit outstanding and $44.0
million available to us for additional borrowings under the credit facility.

We anticipate that our existing cash and cash flow from operations, supplemented by borrowings under our revolving credit line, will be
sufficient to fund our planned store expansion along with other capital expenditures and other operating cash requirements for at least the next
12 months.

Seasonality

Our quarterly results of operations have fluctuated and are expected to continue to fluctuate in the future primarily as a result of seasonal
variances and the timing of sales and costs associated with opening new stores. Non-capital expenditures, such as advertising and payroll,
incurred prior to opening a new store are charged to expense as incurred. Therefore, our results of operations may be adversely affected in any
quarter in which we incur pre-opening expenses related to the opening of new stores.

We have three distinct peak selling periods: Easter, back-to-school and Christmas.
New Accounting Pronouncements

Recent accounting pronouncements applicable to our operations are contained in Note 3 — "Recently Issued Accounting Pronouncements"
contained in the Notes to Condensed Consolidated Financial Statements included in PART I, ITEM 1. FINANCIAL STATEMENTS of this
Quarterly Report on Form 10-Q.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We are exposed to market risk in that the interest payable under our credit facility is based on variable interest rates and therefore is affected by
changes in market rates. We do not use interest rate derivative instruments to manage exposure to changes in market interest rates. We had no
borrowings under our credit facility during the first three months of fiscal 2010.

ITEM 4. CONTROLS AND PROCEDURES

Our Chief Executive Officer and Chief Financial Officer have concluded, based on their evaluation as of May 1, 2010, that our disclosure
controls and procedures are effective to ensure that information required to be disclosed by us in the reports filed or submitted by us under the
Securities Exchange Act of 1934, as amended, is recorded, processed, summarized and reported within the time periods specified in the
Securities and Exchange Commission's rules and forms, and include controls and procedures designed to ensure that information required to be
disclosed by us in such reports is accumulated and communicated to our management, including the Chief Executive Officer and Chief Financial
Officer, as appropriate to allow timely decisions regarding required disclosure.

There has been no change in our internal control over financial reporting that occurred during the quarter ended May 1, 2010 that has materially
affected, or is reasonably likely to materially affect, our internal control over financial reporting.
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SHOE CARNIVAL, INC.
PART II - OTHER INFORMATION

ITEM 1A. RISK FACTORS

You should carefully consider the risks and uncertainties we describe both in this Quarterly Report on Form 10-Q and in the "Risk Factors"
section of our Annual Report on Form 10-K for the fiscal year ended January 30, 2010 before deciding to invest in, or retain, shares of our
common stock. These are not the only risks and uncertainties that we face. Additional risks and uncertainties that we do not currently know
about, we currently believe are immaterial or we have not predicted may also harm our business operations or adversely affect us. If any of these
risks or uncertainties actually occur, our business, financial condition, results of operations or cash flows could be materially adversely affected.
There have been no material changes to the risk factors set forth in our Annual Report on Form 10-K for the fiscal year ended January 30, 2010.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

Period

Issuer Purchases of Equity Securities

January 31, 2010 to February 27, 2010
February 28, 2010 to April 3, 2010
April 4, 2010 to May 1, 2010

Total Number

of Shares
Purchased1
0
11,918
0
11,918

Average
Price
Paid

per Share
$ 0.0
$ 23.08
$ 0.0

Total Number Approximate

Dollar
Of Shares Value
Purchased of Shares
that May
as Part Yet
Be
of Publicly Purchased
Announced Under
Programs Programs
0o $ 0
0 $ 0
0o $ 0
0

1 Delivered to or withheld by us in connection with employee payroll tax withholding upon the vesting of certain restricted stock awards.

ITEM 6. EXHIBITS

Exhibit
No.
3-A

3-B

31.1

Description
Restated Articles of Incorporation of Registrant

By-laws of Registrant, as amended to date

Credit Agreement, dated as of January 20, 2010,
among Shoe Carnival, Inc., the financial institutions
from time to time party thereto as Banks, and
Wachovia Bank, National Association, as Agent

Certification of Chief Executive Officer Pursuant to
Rule 13a-14(a)/15d-14(a) of the Securities Exchange
Act of 1934, as Adopted Pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002
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Incorporated by Reference To

Form Exhibit
10-K 3-A
8-K 3-B
8-K 4.1

Filing Filed
Date Herewith
4/25/2002
6/12/2009
1/25/2010

X
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EXHIBITS - Continued

Incorporated by Reference To
Exhibit Filing Filed

No. Descriition Form Exhibit Date Herewith

H S e
H S e
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SHOE CARNIVAL, INC.
SIGNATURE

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

Date: June 10, 2010 SHOE CARNIVAL, INC.
(Registrant)

By: /s/ W. Kerry Jackson

W. Kerry Jackson

Executive Vice President and

Chief Financial Officer

(Duly Authorized Officer and Principal Financial Officer)
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