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PART I

ITEM 1. Business.

The following discussion, as well as other portions of this Annual Report on Form 10-K, contains forward-looking statements that reflect our
plans, estimates, and beliefs. Any statements contained herein (including, but not limited to, statements to the effect that Michaels or its
management anticipates,  plans,  estimates,  expects,  believes, and other similar expressions) that are not statements of historical
fact should be considered forward-looking statements. Our actual results could materially differ from those discussed in these forward-looking
statements. Factors that could cause or contribute to such differences include, but are not limited to, those discussed below and elsewhere in this
Annual Report on Form 10-K, and particularly in Item 1A. Risk Factors and Item 7. Management s Discussion and Analysis of Financial

Condition and Results of Operations. Unless the context otherwise indicates, references in this Annual Report on
Form 10-K to we, our, us, the Company and Michaels means Michaels Stores, Inc., together with its
subsidiaries.

General

With approximately $3.8 billion in sales in fiscal 2008, Michaels Stores, Inc., together with its subsidiaries, is the largest arts and crafts specialty
retailer in North America providing materials, ideas and education for creative activities. Our mission is to help our customers express
themselves creatively. Through our broad product assortments, project sheets, displays, online ideas and creative offerings, we offer a shopping
experience that encourages creativity. We also offer a variety of classes, demonstrations, and family-focused events to inspire our customers
with product ideas and information.

Michaels Stores, Inc. was incorporated in Delaware in 1983, and as of March 30, 2009, we operate 1,015 Michaels retail stores in 49 states, as
well as in Canada, averaging 18,300 square feet of selling space per store. Our stores offer arts and crafts supplies and products for the crafter
and do-it-yourself home decorator. We also operate 157 Aaron Brothers stores as of March 30, 2009, in 9 states, averaging 5,500 square feet of
selling space per store, offering photo frames, a full line of ready-made frames, custom framing services, and a wide selection of art supplies.

On October 16, 2007, we announced plans to align resources around our core retail chains, Michaels and Aaron Brothers stores. As a result, we
discontinued our concept businesses, Recollections and Star Decorators Wholesale ( Star ). As of the end of fiscal 2007, we had closed all 11
Recollections and three of the four Star locations. The Star Decorators Wholesale Los Angeles store, the sole remaining Star location, is now
being operated as a Michaels store. The operations of Recollections and Star have been reflected as discontinued operations.

We provide links to our Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, and amendments to

those reports, filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934, free of charge on our Internet website

at www.michaels.com under the heading Corporate Information . These links are automatically updated, so the filings are available immediately
after they are made publicly available by the Securities and Exchange Commission (the SEC ). These filings are also available through the SEC s
EDGAR system at www.sec.gov.
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Industry Overview

We are the largest specialty retailer in North America providing materials, project ideas, and education for creative activities in arts and crafts,
home décor, and scrapbooking. We believe we are well positioned to benefit from favorable demographics, particularly a more affluent baby
boomer population, and an increasing focus on savings and home-based, family activities. According to industry consumer participation surveys
from December 2007 and 2008, approximately 56% of U.S. households participate in an arts and crafts category and our typical customer is:

. Female 90% are women and 63% are married.

. Young 71% of crafters are under 55, with 46% of them between the ages of 35 and 54.

. Middle class 64% of our crafters have household incomes greater than $50,000, with a median income of about
$65,000.

. Loyal Most crafters shop for craft supplies at least twice a month, with approximately half of their visits to
Michaels.
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In a February 2009 survey of 500 customer households, 84% said they would like to spend more time on arts and crafts activities and 83% think
making homemade gifts and spending time with their families are two of the bright spots that have emerged during this rough economy.

We compete across many segments of the industry, including adult and kids crafts, scrapbooking and paper crafting, jewelry making, fine art,
home accents, floral, gift wrapping supplies, candles, photo frames, and custom framing. Industry association and analyst research reports
estimate that our total addressable market size is about $31 billion annually, of which $27 billion is associated with the core arts and crafts
market and $4 billion is associated with the framing market.

The market in which we compete is highly fragmented, containing stores across the nation operated primarily by small, independent retailers
along with a few regional chains. We believe customers tend to choose where to shop based upon store location, breadth of selection, price,
quality of merchandise, availability of product, and customer service. We compete with many different types of retailers and classify our
competition within the following categories:

. Mass merchandisers. This category includes companies such as Wal-Mart Stores, Inc., Target Corporation, and
other mass merchandisers. These retailers typically dedicate only a small portion of their selling space to a limited
selection of home accents, arts and crafts supplies, and seasonal merchandise, but they do seek to capitalize on the
latest trends by stocking products that are complimentary to those trends and their current merchandise offerings.
These mass merchandisers generally have limited customer service staffs with varying amounts of experience in
crafting projects.

. Multi-store chains. This category includes several multi-store chains, each operating more than 30 stores, and
comprises: Hobby Lobby, which operates approximately 414 stores in 33 states, primarily in the Midwestern and
Southern United States; A.C. Moore Arts & Crafts, Inc., which operates approximately 132 stores primarily in the
mid-Atlantic and Northeast regions; Jo-Ann Stores, Inc., which operates approximately 209 large-format stores across
the country; and Garden Ridge Corporation, which operates approximately 43 stores in 18 states, primarily in the
Midwestern and Southern United States. We believe all of these chains are significantly smaller than Michaels with
respect to number of stores and total net sales.

. Small, local specialty retailers. This category includes local Mom & Pop arts and crafts retailers and custom
framing shops. Typically, these are single store operations managed by the owner. These stores generally have limited
resources for advertising, purchasing, and distribution. Many of these stores have established a loyal customer base
within a given community and compete with us based on relationships and customer service.

Business Strategy

We continue to strive toward increasing sales and productivity by strengthening our position as the largest arts and crafts retailer in North
America through the following strategies:
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. Forming stronger relationships with our customers. We actively solicit our customers feedback regarding
their decision to shop at Michaels and perceptions of our store environment, product selection, and pricing. This
allows us to understand our customers purchasing habits and shopping carts. We use this information to respond to
our customers preferences for an enhanced in-store experience by providing the customer with continuous
improvement in merchandise assortments, creative ideas, and inspiration.

. Improving our merchandise assortment. We attempt to provide merchandise assortments that inspire
creativity and fun within the categories we carry. We are also focused on introducing newness within our categories
through merchandise resets. We will continue to refine our merchandise assortment and introduce new products based
on results from consumer insight and through detailed SKU analysis derived from our perpetual inventory system. We
can test new merchandising assortments in selected markets before implementing regional or national rollouts. Our
assortments include highly differentiated and exclusive product lines, which we believe help us further maximize our
opportunities within arts and crafts trends.

. Ideas and inspiration. We believe that our customer experience can be a key advantage that differentiates us
from our competitors and is a critical component of our merchandising strategy. Many of the craft supplies sold in our
Michaels stores can be assembled into unique end products with an appropriate amount of guidance and direction.
Accordingly, we have displays in every store to stimulate new project ideas and we supply free project sheets with
detailed instructions on how to assemble the finished product. We also offer project sheets on our Internet site,
www.michaels.com. During the 2008 holiday season, we launched a holiday gift and décor idea website,
www.WhereCreativityHappens.com, that featured weekly webisodes demonstrating techniques to make holidays easy,
provide gift ideas, and more. In addition, we offer a variety of classes, demonstrations, and family-focused events to
inspire our customers with product ideas and information. We believe this strategy enhances incremental sales, drives
frequency of customer visits, and is
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