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INTRODUCTION
General

This report contains references to years 2007, 20086, 2004, 2003 and 2002, which represent figeais
ending or ended February 1, 2008, February 2, 26€@ruary 3, 2006, January 28, 2005, January 32 20d January
31, 2003, respectively. All of the discussion andlysis in this report should be read with, anguiglified in its
entirety by, the Consolidated Financial Statemantsthe notes thereto.

Forward Looking Statements/Risk Factors

This Form 10-K contains “forward-looking statemeht¥hese statements may be found throughout this
Form 10-K, particularly under the headings “Bussiesnd “Management’s Discussion and Analysis obRmal
Condition and Results of Operation,” among othEcsward-looking statements typically are identiftadthe use of
terms such as “may,” “will,” “should,” “expect,” ‘@ieve”, “anticipate”, “project”, “plan”, “expect”;estimate”,
“objective”, “forecast”, “goal”, “intend”, “will likely result”, or “will continue” and similar exprs®ns, although some
forward{ooking statements are expressed differently. 3toauld consider statements that contain these vearas$ully
because they may express or imply projections\wemees or expenditures, plans and objectives fardwperations,
growth or initiatives, expected future economicfpenance, or the expected outcome or impact of ipgnor
threatened litigation based on currently availatlermation. The factors listed below under thadiag “Risk
Factors”, in the other sections of this Form 10r€Juding, but not limited to: Item 1 subsectior@®verall Business
Strategy”, “Seasonality” and “Competition”; Iltema&nd Item 7 subsections “Executive Overview” anditiCal
Accounting Policies and Estimates”, in our othénds with the Securities and Exchange Commissi8EC”), press
releases and other communications provide exanoplésks, uncertainties and events that could causectual resul
to differ materially from the expectations expresseour forward-looking statements.

The forward-looking statements made in this ForaKI@late only to events as of the date on whi&h th
statements are made. We undertake no obligatipaliicly update or revise any forward-looking staent to reflect
events or circumstances arising after the datetoohat was made.




PART |
ITEM 1. BUSINESS
General

We are a leading value discount retailer of quajgperal merchandise at everyday low prices. Tditrou
conveniently located stores, we offer a focusedrasent of basic consumable merchandise includeath and beau
aids, packaged food and refrigerated products, hadeaming supplies, housewares, stationery, sebgoods, basic
clothing and domestics. Dollar General® storeseserimarily low-, middle- and fixed-income famiie

We were founded in 1939 as J.L. Turner and Son,lg¢hate. We opened our first dollar store in 1988en we
were first incorporated as a Kentucky corporatioder the name J.L. Turner & Son, Inc. We changecame to
Dollar General Corporation in 1968 and reincorpaieds a Tennessee corporation in 1998. As of Mar2b07, we
operated 8,260 stores in 35 states, primarily enstbuthern, southwestern, midwestern and eastated Btates.

Proposed Merger

On March 11, 2007, we entered into an AgreementPdad of Merger (the “Merger Agreement”) with Buck
Holdings LP, a Delaware limited partnership (“Pafgrand Buck Acquisition Corp., a Tennessee caspjon and
wholly owned subsidiary of Parent (“Merger Sub'yyguant to which Merger Sub will be merged with and us (the
“Merger”). We will continue as the surviving coraion and as a wholly owned subsidiary of Paremrgér Sub and
Parent are affiliates of Kohlberg Kravis Robert€&., L.P.

Pursuant to the Merger Agreement, at the effediiae of the Merger, each outstanding share of ourraon
stock, other than any such shares held by anyrofvbolly owned subsidiaries and any shares ownealshyarent or
Merger Sub, will be cancelled and converted intoright to receive $22.00 in cash, without inte(&st “Merger
Consideration”). In addition, immediately priorttee effective time of the Merger, all shares of mstricted stock and
restricted stock units will, unless otherwise agrbg the holder and Parent, vest and be convantedhe right to
receive the Merger Consideration. All options tquae shares of our common stock will vest immeadyaprior to the
effective time of the Merger and holders of suctias will, unless otherwise agreed by the holdet Rarent, be
entitled to receive an amount in cash equal teioess, if any, of the Merger Consideration overekercise price per
share of our common stock subject to the option.

Our Board of Directors unanimously approved the géeAgreement and amended our Shareholder Rigaits Pl
to exempt the Merger from that Plan’s operation.

Consummation of the Merger is not subject to arfamag condition but is subject to customary clo
conditions, including approval of the Merger Agrestnhby our shareholders, regulatory approval ahdratustomai
closing conditions. The Merger Agreement place<ifipd restrictions on certain of our business\afiéis, including
but not limited to:




acquisitions or dispositions of assets, capitaleexitures, modifications of debt, leasing actigficompensato
changes, dividend increases, investments and stauechases.

Overall Business Strategy

Our mission is “Serving Others.” To carry out thigssion, we have developed a business strategsoweiding
our customers with a focused assortment of fairlyga, consumable merchandise in a convenient,|stoak format.

Our Customers We serve the basic consumable needs of cust@msararily in the low- and middle-income
brackets and those on fixed incomes. According@Melsen’s 2006 Homescan® data, in 2006 approxaipatl % of
our customers had gross income of less than $3@@0gear and approximately 24% had gross inconhessfthan
$20,000 per year. Our merchandising and operatiagegies are primarily designed to meet the faebasic
consumable products of consumers in these lowemeagroups.

Our Stores The traditional Dollar General store has, orrage, approximately 6,900 square feet of selling
space and generally serves customers who livemifitbe miles of the store. Of our 8,260 storesraprg as of March
2, 2007, approximately 4,750 serve communities wapulations of 20,000 or less. We believe thattarget
customers prefer the convenience of a small, neiditund store. We believe that our convenient diststore format
will continue to attract customers and provide uth\& competitive advantage.

In 2003, we began testing a Dollar General Markstt®e concept. Dollar General Markets are largen the
average Dollar General store and carry, among d#ras, an expanded assortment of grocery produnctperishable
items. At March 2, 2007, our 8,260 total storeduded 56 Dollar General Market stores with an agerof
approximately 17,250 square feet of selling space.

Our Merchandise We are committed to offering a focused assortraeguality, consumable merchandise in a
number of core categories, such as health andyadals, packaged food and refrigerated productsiehdeaning
supplies, housewares, stationery, seasonal goask, dlothing and domestics. This focused merdsarassortment
allows customers to shop at Dollar General stavethieir everyday household needs. In 2006, tleea@me customer
purchase was $9.31.

Our Prices. We distribute quality, consumable merchandisevatyday low prices. Our strategy of a low-cost
operating structure and a focused assortment afhmmadise allows us to offer quality merchandiseoatpetitive
prices. As part of this strategy, we emphasizeealar prices on many of our items. In the typidallar General
store, the majority of the products are pricedldl 8r less, with approximately 30% of the prodyrtsed at $1 or less.

Our Cost Controls We emphasize aggressive management of our aekduest structure. Additionally, we
seek to locate stores in neighborhoods where ranthbperating costs are relatively low. We attetmgiontrol
operating costs by implementing new technology wlieasible. Examples of this strategy in recents/gelude the
implementation of “EZstore”, our initiative desight® improve inventory flow from distribution censg“DCs”) to
consumers; other improvements to our supply chadhvearehousing systems; an automatic




inventory replenishment system at the store legtieljmplementation of a new merchandise plannirstesy designed
to assist our merchants with their purchasing @oik sllocation decisions; enhancements and impnews to the
inventory replenishment and merchandise plannistesys; and the reengineering of our open-to-bugntory
procurement process.

Recent Strategic Initiatives

In the fourth quarter of 2006, we launched cersaiategic initiatives related to our merchandisang real esta
strategies based upon a comprehensive analydie gierformance of each of our stores and the ingfamir inventory
model on our ability to effectively serve our custrs.

With regard to merchandising, we reviewed our histmventory management strategies, changes antec
years to those practices and the potential impadtitire profitability of an acceleration of ouamrsition away from
some of those practices. Under our traditional mwey disposition strategy, we carried forward agyaining prior
season inventory (“packaway”) and attempted tosidjuture inventory purchases to account for threyoaer product.
Beginning in the fourth quarter of 2003, princigadt the conclusion of the holiday selling seasempegan taking end-
of-season markdowns materially in excess of markdotiat had been taken historically to attempttekrate the
disposition of certain holiday-related items, adlae certain other seasonal, home and basic alpitems that had not
sold as expected. Although these increased endadem markdowns resulted in less packaway inverttoeye
continued to be a packaway component of our mertibgug practices and a significant amount of mencise from
prior seasons remained in many stores. Based orevigw, we decided to discontinue our traditianakntory
packaway management model in an attempt to bettet our customers’ needs and to ensure an appgiaéal
merchandise selection. We are currently in thegesof executing that initiative, as further disagsbelow under
“Merchandising Initiatives”.

We made significant improvements to the policiescpdures and controls relating to our real egtetetices
during 2006. We have fully integrated the functiofsite selection, lease renewals, relocatiomapdels and store
closings and have defined and implemented additmitaria for decision-making in those areas. \@atmue to
analyze our real estate performance and to loowé&ys to further refine and improve our practidesa first step in
our initiative to revitalize our store base, werpta close approximately 400 underperforming stbgethe end of fiscal
2007, including 151 stores that have already béesed as of March 2, 2007. The closings are intemnidio stores that
might be closed in the normal course of businesswill continue to evaluate our store base for toiaial closing
candidates as part of our revitalization effort®e ¥¥so0 are focusing on upgrading our existing dvase with plans to
decelerate our new store growth rate to enable tmnodel or relocate a number of stores to imppreductivity and
enhance the shopping experience for the customén®se stores. We expect that these actionsesillit in better
disciplined inventory management and a more pradgeistore base.




Growth Strategy

We have experienced a rapid rate of expansioncenteyears, increasing our number of stores frai(®bas of
February 1, 2002, to 8,260 as of March 2, 2007addition to growth from new store openings, werded samestore
sales increases of 3.3% and 2.0% in 2006 and 288pectively. Same-store sales calculations fob20hd prior
include only those stores that were open botheaetid of that period and at the beginning of tleeguaing fiscal year,
based on the comparable calendar weeks in theywar As further described below in Part II, Itén2006 was a 52-
week accounting period while 2005 was a 53-weebkwaaiing period. Accordingly, the same store salrsgntages
discussed above exclude sales from th&'B&ek in 2005 as there was no comparable week i6 802004. We will
continue to seek to grow our business and belieaethis future growth will come from a combinatioihnew store
openings, remodeled and relocated stores, infidstelinvestments and merchandising initiativeshess discussed
more fully below.

New Store Growth We believe that our convenient, small-store farme adaptable to small towns and
neighborhoods throughout the country. The majaritgur stores are located in these small townsofwwve define as
communities with populations of 20,000 or less).2006, approximately half of our new stores wegyened in small
towns while the remainder were opened either ialroir in more densely populated areas. We expsichidar mix of
new store openings between small towns and otleasan 2007. New store openings in 2007 will idelour existing
market area as well as certain other geographasarere management believes we have the potemaapand our
store base. As part of the strategic initiativessdssed above, we plan to decrease the numbewdftoee openings al
increase the number of remodeled or relocatedsstnr2007. Opening or remodeling/relocating stamesur existing
market area allows us to take advantage of brardemngss and to maximize our operating efficiencies.

In 2006, 2005 and 2004, we opened 537, 734 anch&&tores, and remodeled or relocated 64, 82 @nd 8
stores, respectively. In 2007, we plan to open@pmately 300 new Dollar General stores and ptaretmodel or
relocate an additional 300 stores.

Infrastructure InvestmentsOur distribution network is an integral componehour efforts to reduce
transportation expenses and effectively supporgoawwth. In recent years, we have made significargstments in
our distribution network. As of March 2, 2007, waeoated nine DCs, one of which opened during 2006Gcent
years, we have expanded our DCs in South Bostagjnva, and Ardmore, Oklahoma, by completing thevaysion of
these DCs from single to dual sortation systems;hwénables them to serve more stores.

We also have invested in technological improvemantsupgrades in recent years. In 2006, new sydtams
assortment planning, merchandise allocations aol shiip receiving were installed. We implementefdronements to
our transportation, sales audit, loss preventiahmanogram systems. In addition, we completetestystem
enhancements for promotions and coupons. In 2085nstalled new systems for store operating statésnstore labor
scheduling, supplier communications and transgortatnd claims management. In addition, we enhancedtore
systems to allow us to sell Dollar General giftdsar In 2004, we added a merchandising data wasehcompleted the
rollout of credit/debit and electronic benefit




transfer capabilities and installed an automatiemtory replenishment system in all stores. In @i we completed a
new stock ledger and sales flash system. Alsahfofirst time, we equipped store district managéts personal
computers to enable them to access daily merchagdigormation.

Merchandising Initiatives Our merchandising initiatives are designed tmpte same-store sales increases.
We continually evaluate the performance of ourahandise mix and make adjustments when appropriateecent
years, we have increased our emphasis on the highlsumable category by adding items in the foagep pet
products, household chemicals, and health and ype#lg categories. Also in recent years, we bedfanitog perishabl
products, which include a selection of dairy prdduluincheon meats, frozen foods and ice creanmerQ#tent
initiatives include prepaid phone cards and braraggzhrel.

In the fourth quarter of 2006, we commenced exeoudf an initiative to discontinue our traditiomaventory
packaway management model in an attempt to bettet our customers’ needs and to ensure an appgiaésh
merchandise selection. With few exceptions, we pdagliminate, through end-aeason and other markdowns, exis
seasonal, home products and basic clothing packaveaghandise by the end of fiscal 2007. In addjtim@yinning in
fiscal 2007, we plan to sell virtually all curreygar non-replenishable merchandise by taking ergbaton markdowr
allowing for increased levels of newer, currentsegamerchandise. We believe this strategy chanljentiance the
appearance of our stores and will positively immgasttomer satisfaction as well as the store empyability to
manage stores, ultimately resulting in higher sateseased gross profit, lower employee turnoared decreased
inventory shrink and damages. We also expect bimirhproved inventory management will result inrenappropriate
per store inventory levels.

We expect to increase our sales mix of mercharwissgories with higher gross profit rates, suchase
products, basic clothing and seasonal mercharassege become increasingly able to improve our nadise
assortments and stock our stores with more cumgantory. Achievement of our goals is contingepbm this expecte
sales mix improvement as well as effective inventaanagement and reductions in inventory shrinkdardages.

In 2006, we initiated a new store layout that wikelved would drive sales and improve our merchandimix.
The new layout was launched in a test mode iry2806, was further developed during the year,l@whme our
standard new store format by the end of 2006. Ugindhe process of opening new stores and re-ftimgad limited
number of existing stores there were approxima38§ stores operating in this new format as of M&,ch007. The
results have been encouraging, as we have sedioadtisales, including increased sales of highamin goods.
Additionally, improved merchandise adjacenciesaitter, more open aisles have enhanced the owgrait shopping
experience.

Merchandise

Dollar General stores offer a focused assortmequefity merchandise in a number of core categowés
operate as one reportable segment and separateeochmandise into the following four categoriesrigworting
purposes: highly consumable, seasonal, home praduct




and basic clothing. Detailed information on our sedes by product class can be found in Note 1Ba@onsolidated
financial statements contained in Iltem 8 of thzore

We maintain approximately 4,900 core stock-keepinids (“SKUS”) per store.

For the preceding three years, the percentagdalfdales of each of the four categories we tradsifollows:

2006 2005 2004
Highly consumable 65.7% 65.2% 63.C%
Seasonal 16.4% 15.7% 16.5%
Home products 10.C% 10.€% 11.5%
Basic clothing 7.9% 8.4% 9.0%

Of the four categories, the home products and seasategories typically account for the highesisgrprofit
rates and the highly consumable category typicaiyounts for the lowest gross profit rate.

We purchase our merchandise from a wide varieguppliers. Approximately 11% of our purchases i@&0
were from The Procter & Gamble Company. Our nasgdst supplier accounted for approximately 5%unf o
purchases in 2006. We directly imported approxatyat4% of our retail receipts in 2006.

Through 2005, we generally did not use advertisingulars widely throughout our network of storestead
we advertised to support new traditional store agsprimarily with targeted circulars and in-stsignage. In 2006,
we used several advertising circulars in an attdmpicrease sales and customer traffic. Additignaluring 2006 we
advertised on both television and radio. Advergsmxpenses remained less than 1% of sales. In 2@0mjtiated a
marketing program as the sponsor of a National éiaton for Stock Car Auto Racing (“NASCAR”) Bus8eries car,
which continued in 2006. During 2005 and 2006, adipipated in the Busch Series racing season,hwiaic from
February to November and served as the title sparfgbe Dollar General 300 NASCAR Busch SeriegratlLowe’s
Motor Speedway in Concord, North Carolina.

Seasonality

Our business is modestly seasonal in nature. \Weatxo continue to experience seasonal fluctustisth a
larger percentage of our net sales, operatingtpnfl net income being realized in the fourth aerath addition, our
guarterly results can be affected by the timing@# store openings and store closings, the amdwales contributed
by new and existing stores, as well as the timingeatain holidays. We purchase substantial amooinitsventory in
the third quarter and incur higher shipping cosis lsigher payroll costs in anticipation of the e&sed sales activity
during the fourth quarter. In addition, we carrgnchandise during our fourth quarter that we docaoty during the
rest of the year, such as gift sets, holiday dewms, certain baking items, and a broader assottofeoys and candy.




The following table reflects the seasonality of s&es, operating profit, and net income (lossjjugrter. All of
the quarters reflected below are comprised of 18kaeavith the exception of the fourth quarter of year ended
February 3, 2006, which was comprised of 14 weeks.

1t 2 nd 3 rd 4 th

Quarter Quarter Quarter Quarter
Year Ended February 2, 2007
Net sales 23.5% 24.5% 24.1% 27.9%
Operating profit (a) 32.7% 32.5% 1.3 % 33.5%
Net income (loss) (a) 34.5% 33.C% (3.8)% 36.3%
Year Ended February 3, 2006
Net sales 23.0% 24.1% 24.0% 28.9%
Operating profit 19.0% 21.5% 18.1 % 41.3%
Net income 18.5% 21.6% 18.4% 41.5%
Year Ended January 28, 2005
Net sales 22.8% 24.0% 24.5% 28.7%
Operating profit 20.6% 19.4% 20.5% 39.6%
Net income 19.7% 20.7% 20.7 % 38.9%

(@) Results for the ®and 4™ quarters of 2006 reflect the impact of Recent SgyiatInitiatives as discussed
above and in further detail below under “Managensddiscussion and Analysis of Financial Conditiorda
Results of Operations”.

The Dollar General Store

The typical Dollar General store is operated byamager, an assistant manager and two or moredat&s.
Approximately 49% of our stores are located ifpsgthopping centers, 49% are in freestanding nglsliand 2% are in
downtown buildings. We generally have not encowgatalifficulty locating suitable store sites in hest, and
management does not currently anticipate expengnuiaterial difficulty in finding suitable locatien

Our recent store growth is summarized in the foihgatable:

Stores at Net

Beginning Stores Stores Store Stores at
Year of Year Opened Closed Increase End of Year
2004 6,700 722 102 620 7,320
2005 7,320 734 125(a) 609 7,929
2006 7,929 537 237(b) 300 8,229

(a) Includes 41 stores closed as a result of rameaamage.
(b) Includes 128 stores closed as a result of icemtgent strategic initiatives




Employees

As of March 2, 2007, we employed approximately 60,&ill-time and part-time employees, including
divisional and regional managers, district mangggme managers, and DC and administrative peesooompared
with approximately 64,500 employees on March 3,6200lanagement believes our relationship with oupleyees is
generally good, and we are not a party to any ciie bargaining agreements.

Competition

We operate in the discount retail merchandise legsinwhich is highly competitive with respect tecey store
location, merchandise quality, assortment and ptasen, in-stock consistency, and customer senitfe compete
with discount stores and with many other retailersluding mass merchandise, grocery, drug, comverd, variety and
other specialty stores. These other retail congzanperate stores in many of the areas where watepmnd many of
them engage in extensive advertising and markeifogts. Our direct competitors in the dollar stoegil category
include Family Dollar, Dollar Tree, Fred’s, 99 Cednly and various local, independent operatorsmagtitors from
other retail categories include Wal-Mart and Wadgi&e among others. Certain of our competitors lgagater
financial, distribution, marketing and other reszms than we do.

The dollar store category differentiates itselfhfrother forms of retailing by offering consistenithyv prices in i
convenient, smaktore format. We believe that our prices are cditipe due in part to our low cost operating strue
and the relatively limited assortment of produdtered. Historically, we have minimized labor bifesing fewer price
points and a reliance on simple merchandise prasent We attempt to locate primarily in secoret-tocations, either
in small towns or in the neighborhoods of more dgnpopulated areas where occupancy expenseslatigely low.
We maintain a strong purchasing power positiontdugur leadership position in the dollar storaitetategory, which
centers on a focused assortment of merchandise.

Trademarks

Through our subsidiary, Dollar General Merchandjsimc., we own marks that are registered withUnéed
States Patent and Trademark Office including theemarks Dollar General®, Dollar General Market®ver
Valley®, American Value®, DG Guarantee® and thelBroGeneral price point designs, along with certahrer
trademarks. We attempt to obtain registration efttademarks whenever practicable and to pursusmaigly any
infringement of those marks. Our trademarks har@us expirations dates; however, assuming tleatrddemarks ai
properly renewed, they have a perpetual duration.

Available Information

Our website address is www.dollargeneral.com. Wkenaailable through this address, without change,
annual report on Form 10-K, quarterly reports omi#@0-Q, current reports on Form 8-K and amendmentisose
reports filed or furnished pursuant to Section 18¢al5(d) of the Exchange Act as soon as reasypmabtticable after
they are electronically filed or furnished to theGs




ITEM 1A. RISK FACTORS

Investing in our securities involves a degree aski Persons buying our securities should carefutignsider
the risks described below and the other informatioontained in this report and other filings that waake from time
to time with the SEC, including our consolidatechfincial statements and accompanying notes. If arfythe
following risks actually occurs, our business, finaial condition, results of operation or cash flovesuld be
materially adversely affected. In any such caseg thading price of our securities could decline agdu could lose a
or part of your investment. The risks describeddelare not the only ones facing us and are not imtied to be a
complete discussion of all potential risks or unt¢ginties. Additional risks not presently known tswr that we
currently deem immaterial may also impair our bugiss operations.

Some of the statements in our reports are not stadats of historical fact; instead, they are whateaknown
as “forward-looking statements” that may or may nobme to fruition.Certain of the discussions in this report and in
the documents incorporated by reference into #psmt may express or imply projections of reveruesxpenditures;
plans and objectives for future operations, growtiitiatives (such as the proposed merger; exgbiects regarding
certain planned real estate and merchandisingegtcadind operational changes and their relatesh¢maharges and
cost estimates and anticipated results and bengigexpected number of new store openings, retotsaand
remodels; our gross profit rate; the expected glileventory and our plans with respect to procaggortment,
inventory levels and the impact of seasonality; atinér potential initiatives and plans referredhtéResults of
Operations — Executive Overview§xpected future economic performance; the expemtembme or impact of pendil
or threatened litigation; our anticipated effectia® rate; or the anticipated levels of borrowingsler our amended
credit facility and the expected use of those fufilese and similar statements regarding evenessaits which we
expect will or may occur in the future are forwdodking statements concerning matters that invasks and
uncertainties that may cause actual results terdiffaterially from those projected. Forward-lookstgtements
generally may be identified through the use of em®dch as “believe,” “anticipate,” “project,” “pldrfexpect,”
“estimate,” “objective,” “forecast,” “goal,” “inteah,” “will likely result,” or “will continue” and smilar expressions.

Although when we make forward-looking statementsdeteve they are based on reasonable assumptions
within the bounds of our knowledge of our businassumber of factors could cause our actual resuldsfer
materially from those that are projected. Factoxs résks that may cause actual results to diflemfthis forward-
looking information include, but are not limited those described below, as well as other factsudsed throughout
this document, including, without limitation, thactors described under “Critical Accounting Pokceand Estimates”
or, from time to time, in our SEC filings, prestegses and other communications. We cannot assurthgt the resul
or developments expected or anticipated by usheiltealized or, even if substantially realizedt thase results or
developments will result in the expected consegeeifar us or affect us or our operations in the thay we expect.

We caution readers to evaluate all forward-lookingformation in the context of these risks and un¢amties
and not to place undue reliance on forward-lookirsgatements made in this document which speak ordy#the
document’s date. We have no obligation, and do
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not intend, to publicly update or revise any of #eeforward-looking statements to reflect eventocumstances
occurring after the date of this document or to te€t the occurrence of unanticipated events. Weiadwou,
however, to consult any further disclosures we nmagke on related subjects in the documents we filthwer furnish
to the SEC or in our other public disclosurevestors should also be aware that while we donftime to time,
communicate with securities analysts and others,against our policy to selectively discloselterh any material
nonpublic information or other confidential commatinformation. Shareholders should not assumewsagree witl
any statement or report issued by any analyst déggs of the content of the statement or reporth€aextent that
reports issued by securities analysts contain @may€ial projections, forecasts or opinions, theeg®orts are not our
responsibility.

General economic factors may adversely affect anahcial performance General economic conditions in ¢
or more of the markets we serve may adversely abi@cfinancial performance. A general slowdownhe economy,
higher interest rates, higher fuel and other eneagys, inflation, higher levels of unemploymengher consumer debt
levels, higher tax rates and other changes inatas,]and other economic factors could adversegcatfonsumer
demand for the products we sell, change our sabesinproducts to one with a lower average grosdipand result in
slower inventory turnover and greater markdowngeentory. Higher interest rates, higher commodit&tes, higher
fuel and other energy costs, transportation castation, higher costs of labor, insurance anditheare, foreign
exchange rate fluctuations, higher tax rates ahdrathanges in tax laws, changes in other lawsegaations and
other economic factors increase our cost of saldperating, selling, general and administratigeases, and
otherwise adversely affect the operations and dipgreesults of our stores.

Our plans depend significantly on initiatives desigd to improve the efficiencies, costs and effestigss of
our operations, and failure to achieve or sustaimetse plans could affect our performance advers#lie have had,
and expect to continue to have, initiatives (susthase relating to marketing, advertising, merdsng, promotions
and real estate) in various stages of testinguatiah, and implementation, upon which we expecelp to improve
our results of operations and financial conditibhese initiatives are inherently risky and uncertaven when tested
successfully, in their application to our businesgeneral. It is possible that successful testig result partially from
resources and attention that cannot be duplicatbdoader implementation. Testing and general implgation also
can be affected by other risk factors describedihahat reduce the results expected. Successtdrayvide
implementation relies on consistency of trainingpsity of workforce, ease of execution, and theence of offsetting
factors that can influence results adversely. Faila achieve successful implementation of ouratites or the cost of
these initiatives exceeding management’s estintatelsl adversely affect our results of operatiors famancial
condition. Please reference the discussion ofritiatives in the “Executive Overview” portion ofalagement’s
Discussion and Analysis below.

Because our business is moderately seasonal, wighhighest portion of sales occurring during thedah
guarter, adverse events during the fourth quarteyutd materially affect our financial statements aswhole. We
generally recognize a significant portion of out s&es and net income during the Christmas sed@agon, which
occurs in the fourth quarter of our fiscal yearafrticipation of this holiday, we purchase subséhaimounts of
seasonal
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inventory and hire many temporary employees. A@aalanerchandise inventory imbalance could re§tdiriany
reason our net sales during the Christmas seléagan were to fall below either seasonal normgpedations. If for
any reason our fourth quarter results were subatinbelow expectations, our profitability and epeng results could
be adversely affected by unanticipated markdowse@ally in seasonal merchandise. Lower than ipatied sales in
the Christmas selling season would also negataéct our ability to absorb the increased seasiahair costs.

We face intense competition that could limit ourayth opportunities and reduce our profitabilityThe retail
business is highly competitive. We operate in tisealnt retail merchandise business, which is figbimpetitive with
respect to price, store location, merchandise tassortment and presentation, in-stock consigteand customer
service. This competitive environment subjectsouhie risk of reduced profitability because of liner prices, and
thus the lower margins, required to maintain oumpetitive position. Also, companies operating ia tliscount retail
merchandise sector (due to customer demographicetaer factors) have limited ability to increase@s in response
to increased costs (including vendor price increaskhis limitation may adversely affect our masyand profitability.
We compete for customers, employees, store sitedupts and services and in other important aspéaar business
with many other local, regional and national reta!l We compete with retailers operating discamaiss merchandise,
drug, convenience, variety and specialty storgssnarkets and supercenter-type stores. Certainrafompetitors
have greater financial, distribution, marketing atiger resources than we do. These other compettonpete in a
variety of ways, including aggressive promotionzghaties, merchandise selection and availabikgrvices offered to
customers, location, store hours, in-store amendrel price. If we fail to respond effectively ntpetitive pressures
and changes in the retail markets, it could adWeedéect our financial performance. See “Businassitem 1 above fc
additional discussion of our competitive situation.

Although the retail industry as a whole is highlggmented, certain segments of the retail indusdre recentl
undergone and continue to undergo some consoligatibich can significantly alter the competitivendynics of the
retail marketplace. This consolidation may resuitompetitors with greatly improved financial resms, improved
access to merchandise, greater market penetrattbother improvements in their competitive posisiofhese busine
combinations could result in the provision of a &idariety of products and services at competpirees by these
consolidated companies, which could adversely afiacfinancial performance. Competition for cuseymhas
intensified in recent years as larger competitargehmoved into, or increased their presence ingeagraphic market
We remain vulnerable to the marketing power anth legel of consumer recognition of these larger petitors and to
the risk that these competitors or others couldwennto the “dollar store” industry in a signdict way. Generally, we
expect an increase in competition.

Natural disasters, unusually adverse weather comatis, pandemic outbreaks, boycotts and geo-politica
events could adversely affect our financial perfoamce.The occurrence of one or more natural disastecs) as
hurricanes and earthquakes, unusually adverse greathditions, pandemic outbreaks, boycotts andpgditical
events, such as civil unrest in countries in widah suppliers are located and acts of terrorisngjrailar disruptions
could adversely affect our operations and finan@eformance. These events could result in physical
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damage to one or more of our properties, increiasie®! (or other energy) prices, the temporarp@emanent closure
of one or more of our stores or DCs, delays in ogenew stores, the temporary lack of an adequaté ¥orce in a
market, the temporary or long-term disruption ia supply of products from some local and overseppl®rs, the
temporary disruption in the transport of goods fraverseas, delay in the delivery of goods to ous DCstores, the
temporary reduction in the availability of productour stores and disruption to our informatiosteyns. These events
also can have indirect consequences such as iesrgathe costs of insurance following a destrectiurricane season.
These factors could otherwise disrupt and advedébgt our operations and financial performance.

Risks associated with the domestic and foreign digsp from whom our products are sourced could ads&ly
affect our financial performanceThe products we sell are sourced from a wide wanétilomestic and international
suppliers. Political and economic instability iretbountries in which foreign suppliers are locatkd,financial
instability of suppliers, suppliers’ failure to memir supplier standards, labor problems experigigeour suppliers,
the availability of raw materials to suppliers, gf@ndise quality issues, currency exchange ratessgort availability
and cost, inflation, and other factors relatingh® suppliers and the countries in which they acated are beyond our
control. In addition, the United States’ foreigade policies, tariffs and other impositions on imed goods, trade
sanctions imposed on certain countries, the limmadn the importation of certain types of goodebgoods containin
certain materials from other countries and othetois relating to foreign trade are beyond our @nDisruptions due
to labor stoppages, strikes or slowdowns, or afisruptions, involving our vendors or the transptoin and handling
industries also may negatively affect our abildyréceive merchandise and thus may negativelytestdes. These and
other factors affecting our suppliers and our astegproducts could adversely affect our finanpaformance. In
addition, our ability to obtain indemnification froforeign suppliers may be hindered by the manufacs’ lack of
understanding of U.S. product liability or othewts which may make it more likely that we may bguieed to respond
to claims or complaints from customers as if weeantbie manufacturer of the products. As we increasemports of
merchandise from foreign vendors, the risks assetiaith foreign imports will increase.

We are dependent on attracting and retaining quadd employees while also controlling labor cosaur
future performance depends on our ability to attmratain and motivate qualified employees. Manyhalse employees
are in entry-level or part-time positions with bistally high rates of turnover. Availability of monnel varies widely
from location to location. Our ability to meet dabor needs generally, including our ability todfiqualified personnel
to fill positions that become vacant at our exgtatores and DCs, while controlling our labor costsubject to
numerous external factors, including the availgbtif a sufficient number of qualified personsiie work force of the
markets in which we are located, unemployment kewathin those markets, prevailing wage rates drahges in
minimum wage laws, changing demographics, healkthodimer insurance costs and changes in employregisiation.
Increased turnover also can have significant imtlicests, including more recruiting and trainingag store
disruptions due to management changeover and padtdatays in new store openings or adverse custoeaetions to
inadequate customer service levels due to persehioeiages. Competition for qualified employeegtsxepward
pressure on wages paid to attract such personnel.
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Also, our stores are decentralized and are manigedgh a network of geographically dispersed mamamt
personnel. Our inability to effectively and effiotey operate our stores, including the ability tmtrol losses resulting
from inventory and cash shrinkage, may negativégcaour sales and/or operating margins.

Our planned future growth will be impeded, which widl adversely affect sales, if we cannot open néaves
on schedule or if we close a number of stores miiily in excess of anticipated level®ur growth is dependent on
both increases in sales in existing stores andhiiity to open new stores. Our ability to timelyem new stores and to
expand into additional market areas depends inqguatthe following factors: the availability of attive store location
the absence of occupancy delays; the ability totatg favorable lease terms; the ability to hind &ain new
personnel, especially store managers; the abditgentify customer demand in different geogrageas; general
economic conditions; and the availability of su#itt funds for expansion. In addition, many of thésctors affect our
ability to successfully relocate stores. Many @& factors are beyond our control. Delays orreslun opening new
stores, or achieving lower than expected salegwstores, or drawing a greater than expected piiop®f sales in
new stores from existing stores, could materiatlyeasely affect our growth. In addition, we may anticipate all of
the challenges imposed by the expansion of ourabipeis and, as a result, may not meet our targegpening new
stores or expanding profitably.

Some of our new stores may be located in areasewhehave little or no meaningful experience. Thoseket:
may have different competitive conditions, marka&tditions, consumer tastes and discretionary spgruhtterns than
our existing markets, which may cause our new sttwrde less successful than stores in our existiggets.

Some of our new stores will be located in areasrevia@ have existing units. Although we have expegen
these markets, increasing the number of locatioisdse markets may cause us to over-saturate e anke
temporarily or permanently divert customers andsélom our existing stores, thereby adverselyctffg our overall
profitability.

We are dependent upon the smooth functioning of alistribution network, the capacity of our DCs, artkde
timely receipt of inventory We rely upon the ability to replenish depleted mweey through deliveries to our DCs from
vendors and from the DCs to our stores by varioeams of transportation, including shipments byasehtruck. Labor
shortages in the transportation industry could tieglg affect transportation costs. In additiomdpterm disruptions to
the national and international transportation istinacture that lead to delays or interruptionsesf’£e would adversely
affect our business.

The efficient operation of our business is heavidgpendent upon our information systemgVe depend on a
variety of information technology systems for tlfficceent functioning of our business. We rely orrteén software
vendors to maintain and periodically upgrade mdmhese systems so that they can continue to stippobusiness.
The software programs supporting many of our systemere licensed to us by independent software dpeest. The
inability of these developers or us to continuenintain and upgrade these information systemsaftaiare program
would disrupt or reduce the efficiency of our opienas if we were unable to convert to alternatdesys in an efficient
and timely manner. In addition, costs and

14




potential problems and interruptions associatetl thi¢ implementation of new or upgraded systemdeatthology or
with maintenance or adequate support of existirsesys could also disrupt or reduce the efficierfayun operations.

We also rely heavily on our information technoleggff. If we cannot meet our staffing needs in #risa, we may not
be able to fulfill our technology initiatives whit®ntinuing to provide maintenance on existing &yt

We are subject to governmental regulations, proceziand requirements. A significant change in, or
noncompliance with, these regulations could havenaterial adverse effect on profitabilityDur business is subject to
numerous federal, state and local regulations. @émim these regulations, particularly those gangrthe sale of
products, may require extensive system and opgratianges that may be difficult to implement andl@¢ancrease our
cost of doing business. Untimely compliance or mwomgliance with applicable regulations or untimetyr@womplete
execution of a required product recall can resuthe imposition of penalties, including loss @Elses or significant
fines or monetary penalties.

Our current insurance program may expose us to upexted costs and negatively affect our profitably.
Historically, our insurance coverage has reflecteductibles, self-insured retentions, limits oblidy and similar
provisions that we believe are prudent based odigpersion of our operations. However, there yoeg of losses we
may incur but against which we cannot be insuredtoch we believe are not economically reasonabiagure, such
as losses due to acts of war, employee and cexrttagm crime and some natural disasters. If we itioese losses, our
business could suffer. Certain material events raaylt in sizable losses for the insurance industiy adversely
impact the availability of adequate insurance cageror result in excessive premium increases. fBetofiegative
insurance market trends, we may elect to self-eysaccept higher deductibles or reduce the amdwdverage in
response to these market changes. In additiongli#sure a significant portion of expected losseder our workers’
compensation, automobile liability, general liayiland group health insurance programs. Unantiegbahanges in any
applicable actuarial assumptions and managementagses underlying our recorded liabilities for théssses,
including expected increases in medical and indgnuaists, could result in materially different améiof expense
than expected under these programs, which could hawaterial adverse effect on our financial coowliand results of
operations. Although we continue to maintain proparsurance for catastrophic events, we are effelgt self-insured
for losses up to the amount of our deductiblesidfexperience a greater number of these lossesuwbamticipate, our
profitability could be adversely affected.

Litigation may adversely affect our business, finaal condition and results of operation®ur business is
subject to the risk of litigation by employees, somers, suppliers, shareholders, government agemeiethers
through private actions, class actions, administgiroceedings, regulatory actions or other liima The outcome of
litigation, particularly class action lawsuits amedjulatory actions, is difficult to assess or qugnPlaintiffs in these
types of lawsuits may seek recovery of very langmdeterminate amounts, and the magnitude of thenpial loss
relating to these lawsuits may remain unknown €drssantial periods of time. In addition, certairttodse lawsuits, if
decided adversely to us or settled by us, may trestiability material to our financial statemeras a whole or may
negatively affect our operating results if chanigesur business operation are required. The catfiend future
litigation may be significant. There also may bgexde publicity associated
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with litigation that could negatively affect custenperception of our business, regardless of whdlieeallegations are
valid or whether we are ultimately found liable. &sesult, litigation may adversely affect our Inesis, financial
condition and results of operations. Please see Blttd the consolidated financial statements fahé&r details
regarding certain of these pending matters.

In addition, from time to time third parties mayich that our trademarks or product offerings irgerupon the
proprietary rights. Any such claim, whether or itdtas merit, could be time-consuming and distrarfor executive
management, result in costly litigation, cause gearto our private label offerings or delays imadticing new private
label offerings, or require us to enter into royalt licensing agreements. As a result, any sugimctould have a
material adverse effect on our business, resultpefations and financial condition.

Our credit facility and other debt instruments pladinancial and other restrictions on u®ur debt obligation
and financings have certain financial covenantsliamits on our ability to incur additional indebtegss, to sell assets
and to make certain payments. The lender’s ongolatigation to extend credit under these financwgksdepend upon
our compliance with these and other covenantsdditian, we may need to incur additional indebtessnehich may
have important consequences, including placing ascampetitive disadvantage compared to our catopethat may
have proportionately less debt, limiting our flaktl in planning for changes in our business amel industry and
making us more vulnerable to economic downturnsaaherse developments in our business.

Our profitability could decline if we substantiallgxceed our anticipated borrowings under our amedde
credit facility. The amount of borrowings under our amended craditify may fluctuate materially, particularly gine
the seasonality of our business, depending onwsifectors, including the time of year, our needdquire
merchandise inventory, changes to our merchandantgs and initiatives, changes to our capital aggare plans and
the occurrence of other events or transactionstiagtrequire funding through the amended credititiacf these
borrowings under our amended credit facility exceedanticipated levels, our interest expense wodrkase beyond
our expectations and a decrease in our profitgtmbuld result.

Our annual and quarterly operating results may fltgte significantly and could fall below the expadions
of securities analysts and investors due to a numbiefactors, some of which are beyond our controgsulting in a
decline in the price of our securitie®©ur annual and quarterly operating results maytdiate significantly because of
several factors, including those described aboeeoAlingly, results for any one quarter are noessarily indicative
of results to be expected for any other quartéoioany year, and revenues and net income for antycplar future
period may decrease. In the future, operating tesuhy fall below the expectations of securitiealysts and investors.
In that event, the price of our securities couldrdase.

Failure to complete the proposed merger could acdhedy affect us. On March 11, 2007, we entered into a
merger agreement with affiliates of Kohlberg KraRisberts & Co. L.P. (*KKR”). There is no assuraricat the
merger agreement and the merger will be approveslibghareholders or that the other conditiontéocompletion of
the merger will be satisfied. The current markatepof our common stock may reflect a market aggion that the
merger
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will be completed, and a failure to complete thegee could result in a decline in the market po€eur common
stock. Consummation of the merger is subject tdahewing risks:

the occurrence of any event, change or other cistamees that could give rise to a termination efrtterge
agreement;

the outcome of any legal proceedings that have beeray be instituted against us, members of oar@o
of Directors and others relating to the merger egwent, including the terms of any settlement ohdegal
proceedings that may be subject to court approval,

the inability to complete the merger due to théufaito obtain shareholder approval or the faitorsatisfy
other conditions to consummation of the merger;

the failure by KKR or its affiliates to obtain tinecessary debt financing arrangements set fottein
commitment letter received in connection with therger; and

the failure of the merger to close for any othaso.

In addition, in connection with the merger we vl subject to several risks, including the follogrin

there may be substantial disruption to our busiaesisa distraction of our management and empldyess
day-to-day operations, because matters relatdtetmerger may require substantial commitmentsef th
time and resources;

uncertainty about the effect of the merger may esblg affect our credit rating and our relationshigth
our employees, suppliers and other persons witmwive have business relationships;

certain costs relating to the merger, such as legabunting and financial advisory fees, are plybp us
whether or not the merger is completed; and

under certain circumstances, if the merger is notgleted we may be required to pay the buyer a
termination fee of up to $225 million.

Provisions in our charter, Tennessee law and outaséholder rights plan may discourage potential adoprs
of our company, which could adversely affect thduaof our securitiesOur charter contains provisions that may
have the effect of making it more difficult forlaird party to acquire or attempt to acquire contfabur company. In
addition, we are subject to certain provisions ehifessee law that limit, in some cases, our alddigngage in certain
business combinations with significant sharehold&iso, our shareholder rights plan may inhibitwoclations of
substantial amounts of our common stock withoutaghyeroval of our Board of Directors.

These provisions, either alone, or in combinatiath wach other, give our current directors and etee
officers a substantial ability to influence the @arhe of a proposed
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acquisition of our company. These provisions wapgly even if an acquisition or other significaotmorate
transaction was considered beneficial by some pgbareholders. If a change-in-control or changaamagement is
delayed or prevented by these provisions, the narkee of our securities could decline.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.
ITEM 2. PROPERTIES
As of March 2, 2007, we operated 8,260 retail stéweated in 35 states as follows:

State Number of Stores State Number of Stores
Alabama 443 Nebraska 90
Arizona 60 New Jersey 24
Arkansas 222 New Mexico 41
Colorado 8 New York 231
Delaware 25 North Carolina 456
Florida 429 Ohio 452
Georgia 471 Oklahoma 281
lllinois 310 Pennsylvania 410
Indiana 290 South Carolina 306
lowa 178 South Dakota 5
Kansas 148 Tennessee 409
Kentucky 291 Texas 958
Louisiana 327 Utah 4
Maryland 63 Vermont 1
Michigan 250 Virginia 252
Minnesota 13 West Virginia 151
Mississippi 254 Wisconsin 99
Missouri 308

Most of our stores are located in leased premissdividual store leases vary as to their termstaigprovisions
and expiration dates. The majority of our leageg@latively low-cost, shoterm leases (usually with initial or primé
terms of three to five years) often with multipsnewal options. We also have stores subject taoibuit
arrangements with landlords, which typically caargrimary lease term of between 7 and 10 yearsmithiple
renewal options. In recent years, an increasinggmage of our new stores have been subject td-bsuit
arrangements. In 2007, we expect approximately @Détir new stores to be build-to-suit arrangements.
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As of March 2, 2007, we operated nine DCs, as desttin the following table:

Year Approximate Square Approximate Number
Location Opened Footage of Stores Served
Scottsville, KY 1959 720,00( 871
Ardmore, OK 1994 1,310,00( 1,144
South Boston, VA 1997 1,250,00( 794
Indianola, MS 1998 820,00( 854
Fulton, MO 1999 1,150,00( 1,264
Alachua, FL 2000 980,00( 698
Zanesville, OH 2001 1,170,00( 1,281
Jonesville, SC 2005 1,120,00( 783
Marion, IN 2006 1,110,00( 571

We lease the DCs located in Oklahoma, MississipgiMissouri and own the other six DCs. Approximpatel
7.25 acres of the land on which our Kentucky D®d¢sited is subject to a ground lease. We leaseiawlali temporary
warehouse space as necessary to support our digtrimeeds.

Our executive offices are located in approximaB$l,000 square feet of leased space in Goodld¢tsvil
Tennessee.

ITEM 3. LEGAL PROCEEDINGS

The information contained in Note 8 to the consakdl financial statements under the heading “Legal
Proceedings” contained in Part Il, Item 8 of tl@part is incorporated herein by this reference.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of shareholdigrisig the fourth quarter of 2006.

PART I

ITEM 5. MARKET FOR REGISTRANT 'S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

Our common stock is traded on the New York Stoc&kHaxge under the symbol “DGThe following table se
forth the range of the high and low sales pricesuwfcommon stock during each quarter in 2006 &@b2as reported
in the consolidated transaction reporting systegether with dividends.

First Second Third Fourth
2006 Quarter Quarter Quarter Quarter
High $ 18.3¢ $ 17.2¢ $ 14.8C $ 17.8¢
Low $ 17.01 $ 13.0z $ 12.1C $ 13.54
Dividends $ .05C $ .05C $ .05C $ .05C
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First Second Third Fourth
2005 Quarter Quarter Quarter Quarter
High $ 22.8C $ 22.5C $ 20.3¢ $ 19.84
Low $ 19.8: $ 19.3t $ 17.7¢ $ 16.47
Dividends $ .04C $ .045 $ .04t& $ .04t&

Our stock price at the close of the market on M&@h2007 was $21.16.

There were approximately 11,584 shareholders afrdeof our common stock as of March 20, 2007.

We have paid cash dividends on our common stodesif75. The Board of Directors regularly reviews o
dividend plans to ensure that they are consistéhtaur earnings performance, financial conditioeed for capital and

other relevant factors.

The following table contains information regardpgychases of our common stock made during the guart
ended February 2, 2007 by or on behalf of Dollan&al or any “affiliated purchaser,” as definedRule 10b-18(a)(3)

of the Exchange Act:

Total Number

of Shares Purchased as

Approximate
Dollar Value of
Shares that May

Total Number Average Part of Publicly Yet Be Purchased

of Shares Price Paid Announced Plans or Under the Plans

Period Purchased (a) per Share Programs (b) or Programs (b)
11/04/06-11/30/06 1,04C $ 15.8C - $ 500,000,000
12/01/06-12/31/06 40 $ 15.44 - $ 500,000,000
01/01/07-02/02/07 464 $ 17.2¢ - $ 500,000,000
Total 1,544 $ 16.2¢ - $ 500,000,000

(a) Shares purchased in open market transacticsetisfaction of our obligations under certain ype

benefit plans.

(b) On November 29, 2006, we announced that oardof Directors had approved a share repurchase
program of up to $500 million of outstanding shas&éeur common stock. Under the authorizationchases may
be made in the open market or in privately negetiatansactions from time to time subject to madcetditions.
This repurchase authorization expires on DecembgP@08.
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ITEM 6. SELECTED FINANCIAL DATA

The following table sets forth selected consoliddieancial information for each of the five mostent fiscal
years. This information should be read in conjiomctvith the Consolidated Financial Statementstaedotes thereto
included in Part Il, Item 8 of this report, Managsitis Discussion and Analysis of Financial Condiitemd Results of
Operations, included in Part Il, Item 7 of thissgpand the Forward-Looking Statement/Risk Factlisslosure
contained in the Introduction and in Part I, IteAdf this report.

(In thousands, except per share and operating data)

February 2, February 3, January 28, January 30, January 31,
2007 (a) 2006 (b) 2005 2004 2003

SUMMARY OF OPERATIONS:
Net sales $ 9169822 $ 8582237 $ 7,660,927 $ 6,871,992 $ 6,100,404
Gross profit $ 2368205 $ 2464824 $ 2,263,192 $ 2,018,128 $ 1,724,266
Penalty expense and litigation

settlement (proceeds) $ - 3 - 8 - 3 10,000 $ (29,541
Income before income taxes $ 220,363 $ 544,642 $ 534,757 $ 476,523 % 410,337
Net income $ 137,943 $ 350,155 $ 344,190 $ 299,002 $ 262,351
Net income as a % of sales 1.5% 4.1% 4.5% 4.4% 4.3%
PER SHARE RESULTS:
Basic earnings per share $ 044 % 109 % 1.04 $ 089 % 0.79
Diluted earnings per share $ 044  $ 1.08 % 104 $ 089 $ 0.78
Cash dividends per share of

common stock $ 0.200 $ 0175 $ 0.160 $ 0.140 $ 0.128
Weighted average diluted shares 313,510 324,133 332,068 337,636 335,050
FINANCIAL POSITION:
Total assets $ 3040514 $ 2980275 $ 2,841,004 $ 2,621,117 $ 2,303,619
Long-term obligations $ 261,958 $ 269,962 $ 258,462 $ 265,337 $ 330,337
Shareholders’ equity $ 1745747 $ 1,720,795 $ 1684465 $ 155429¢ $ 1,267,445
Return on average assets (c) 4.4% 12.1% 12.7% 12.3% 10.9%
Return on average equity (c) 8.0% 20.9% 22.1% 21.4% 23.2%
OPERATING DATA:
Retail stores at end of period 8,229 7,929 7,320 6,700 6,113
Year-end selling square feet 57,299,00C 54,753,00C 50,015,00C 45,354,00C 41,201,00C
Highly consumable sales 65.7% 65.3% 63.0% 61.2% 60.2%
Seasonal sales 16.4% 15.7% 16.5% 16.8% 16.3%
Home products sales 10.0% 10.6% 11.5% 12.5% 13.3%
Basic clothing sales 7.9% 8.4% 9.0% 9.5% 10.2%

(a) Includes the effects of certain strategic merchgindiand real estate initiatives as further descri
“Management’s Discussion and Analysis of Finan€ahdition and Results of Operations”.

(b) The fiscal year ended February 3, 2006 was conpuse&3 weeks

(c) Average assets or equity, as applicable, is cattlasing the fiscal ye-end balance and the four preced
fiscal quarter-end balances.
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ITEM 7. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D
RESULTS OF OPERATIONS

General

Accounting Periods The following text contains references to yéi87, 2006, 2005 and 2004, which
represent fiscal years ending or ended Februad8, February 2, 2007, February 3, 2006 and Jara&r2005,
respectively. Our fiscal year ends on the Fridagest to January 31. Fiscal years 2006 and 2004 eemh 52-week
accounting periods, while fiscal 2005 was a 53-waatounting period, which affects the comparabditgertain
amounts in the Consolidated Financial Statemerddiaancial ratios between 2005 and the other figears reflected
herein. This discussion and analysis should beweidd and is qualified in its entirety by, the Gatidated Financial
Statements and the notes thereto. It also shoulddakin conjunction with the Forward-Looking Staents/Risk
Factors disclosure set forth in the Introductiod anltem I, Part 1A of this report.

Purpose of DiscussionWe intend for this discussion to provide the ezaglith information that will assist in
understanding our company and the critical econdautors that affect our company. In addition, vepé to help the
reader understand our financial statements, theggsain certain key items in those financial staets from year to
year, and the primary factors that accounted fosdéhchanges, as well as how certain accountingipl@s affect our
financial statements.

Proposed MergerOn March 11, 2007, we entered into an AgreementPaad of Merger (the “Merger
Agreement”) with Buck Holdings LP (“Parent”) and &uAcquisition Corp. (“Merger Sub”), whereby Merdggub will
be merged with and into us (the “Merger”). In tiver the Merger is consummated, we will continu¢ghassurviving
corporation and as a wholly owned subsidiary oeRar For more information, see Note 14 to the Gbaated
Financial Statements.

Executive Overview

Dollar General Corporation is the largest dollarstvalue discount retailer of consumable basi¢kernited
States, with over 8,000 stores. We are committexteing the needs of low-, middle- and fixed-ineooustomers.
However, we sell quality private label and natiom@nd products that appeal to a wide range obousts. Our small
box retail model provides a compelling combinatidivalue and convenience. We believe many of ostauers shop
at our stores because they trust us to consiststattk quality merchandise at low prices and theyadle to complete a
shopping trip in a limited amount of time. Manyafr stores are located in towns that many retartexg find too sma
to support their business model, which has allougtb continue to increase our store count fakter tnost retailers.

We operate in the highly competitive retail indysind face strong sales competition from otheilegtathat
sell general merchandise and food. We strive t@ kgerating costs as low as possible in order pp@u our every da
low price strategy while seeking a strong returroaninvestment. This effort affects all expendes,is particularly
critical as we compete for retail site locationd &or qualified talent to manage and operate canest
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Our management team continues to focus on makiongd gwestment decisions for our long-term growtt an
profitability. In an effort to better support sakf$orts in our stores and to improve profitabilitye have attempted to
strengthen our senior leadership team over theséasral years and to improve synergies betweee sferations,
store development, merchandising, marketing angupely chain. We believe we now have a stronddeship team
in place and are beginning to see the impact @fftats throughout the organization. In particutais team developed
and has begun to implement significant new prognaateged to our merchandising and real estateegfies.

Early in the fiscal year, we made changes to addrasxpected shortfalls in same-store sales pesfacenand
declining customer traffic that we experienced fi8aptember 2005 through March 2006. Our efforextest the trend
and generate higher sales included significaneess in our promotional efforts, utilizing adveng circulars and
more promotional pricing beginning in the first qea of 2006. We also added more national brantg;wtypically
carry a lower gross profit rate, in several merdisa categories, including food, snacks and autimadiVhile these
efforts did reverse the samsre sales trend and resulted in improved sdlegjross profit rate and selling, general
administrative expenses rate to sales were unfalyor@apacted. Accordingly, we began to concentmteefforts on
increasing the sales in our higher gross profggaties, namely, home products, basic clothingssadonal. The
evaluation of our performance in these categoeddsik to challenge our long-time business pradfigacking away
end-of-season merchandise.

In November 2006, we announced a plan to mininfizeaimount of merchandise in the stores that isechove
to subsequent periods (“packaway”). We began afgignt effort in the fourth quarter of fiscal 200® sellthrough thi:
inventory, eliminating over half of the targetedrotendise by the end of the fiscal year. With fesseptions, we plan
to eliminate, through end-of-season and other ntarkd, existing seasonal, home and apparel packenwvagtories
from the stores by the end of fiscal 2007, allowimgnewer and fresher items and more appealingmaadise
presentation as we move forward. To maximize tharicial returns of this initiative while accelengtithe sell-through
of the targeted inventory, we developed a schefdulmarkdowns and established an oversight teamoatitor our
efforts. In addition, we are utilizing televisiondiradio advertising to help increase awarenefisi®effort as well as
introduce potential customers to our brand andyelasr product offerings.

Discontinuing our traditional inventory packawaymagement model is an attempt to better meet olomess’
needs and to ensure an appealing, fresh merchagelesion. In addition, beginning in fiscal 200& plan to sell
virtually all current-year non-replenishable menthae by taking end-of-season markdowns, allowargrfcreased
levels of newer, current-season merchandise. Weueethis strategy change will enhance the appearahour stores
and will positively impact customer satisfactiorveal as the store employees’ ability to manageestoultimately
resulting in higher sales, increased gross piofiter employee turnover, and decreased inventaiplshnd damages.
We also expect that this improved inventory managerwill result in more appropriate per store ineey levels.

Also in November 2006, we announced significaning/es to our real estate strategy. After a comm&ie
analysis of the performance of each of our staresjagement
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recommended and the Board of Directors approvddratp focus on upgrading our existing store basarder to
enhance the store experience for customers. Apdris plan, we announced our intention to cldsethe end of
fiscal 2007, approximately 400 stores that do neéthour real estate criteria, to remodel or remegiproximately 300
stores in fiscal 2007, and to decelerate new stpedings, with an expectation of opening 300 n@nestin fiscal 200"
In fiscal 2006, we opened 537 new stores and cla8&dstores, including 128 store closings idertifiethis strategic
review. We will continue to apply rigorous critet@anew and existing stores and will look for otkehancements to
optimize our real estate strategy for profitablevgh.

In connection with the accelerated implementatibour new inventory merchandising strategies teueailty
eliminate packaway inventories and to sell throogdrchandise in the closing stores, we incurredtanbally higher
markdowns on inventory. While we believe thesaatiites had a positive impact on sales, they ha€gative impact
on our gross profit rate in 2006. In total, oursg@rofit rate declined by 289 basis points to Zbu8 2006 compared to
28.7% in 2005. Significantly impacting our grossffirrate, as a result of the related effect ort cbgoods sold, were
total markdowns of $279.1 million at cost takenidgr2006, compared with total markdowns of $106ifion at cost
taken in 2005. The 2006 markdowns reflect $179l8aniat cost taken during the fourth quarter o0@@ompared to
$39.0 million of markdowns at cost taken during fimerth quarter of 2005. Markdowns which were expddo reduce
inventory below cost were considered in our lowfecast or market estimate and recorded at suchasrtee utility of
the underlying inventory was deemed to be impaiading the third quarter of fiscal 2006, we recadh lower of co:
or market inventory impairment estimate relatethiinitiatives discussed above, and this estiwaterevised slightly
in the fourth quarter such that the impact fordls2006 was $70.2 million, which reduced 2006 grssdit by a
corresponding amount. Markdowns which are not belost impact our gross profit in the period in whstch
markdowns are taken. A portion of the total markdswaken during the fourth quarter were relatethéanventory
included in our lower of cost or market estimaleeréby reducing our estimate of such inventoryfaseoend of fiscal
2006 to $49.2 million. This inventory is expectede sold during 2007.

In addition, we currently estimate that we will ogaize total pre-tax SG&A charges associated vidsée
inventory and real estate initiatives of approxietha®104.6 million. Of this total, approximately &3 million is
reflected in our results of operations during 2G@6follows (in millions):

Estimated Incurred in
Total 2006 Remaining
Lease contract termination costs $ 38.1 $ 5.7 $ 324
One-time employee termination benefits 14 0.3 11
Other associated store closing costs 9.0 0.2 8.8
Inventory liquidation fees 5.0 1.6 3.4
Asset impairment & accelerated depreciation 9.0 8.3 0.7
Other costs (a) 42.1 17.3 24.8
$ 104.€ $ 334 $ 712

(a) Includes incremental store labor, advertisind ather costs.
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The remaining costs outlined in the table abovecareently expected to be incurred in 2007, howgetrex
amount and timing of these costs and charges dss/éie amount of below-cost inventory estimatesadjustments
may vary materially depending on various factarsluding timing in the execution of the plan, theame of
negotiations with landlords and/or potential subéetenants, the accuracy of assumptions used bggearent in
developing these estimates, final inventory levls,timing and adequacy of markdowns, and retaiket conditions.

We expect markdowns from retail to continue at ificgntly higher than historical levels through@@07,
which will impact our expected gross profit. Speafly, we expect the gross profit rate to salebdon the low 27
percent range in fiscal 2007. We are targetingopagprofit rate to sales of approximately 28 pearéanfiscal 2008 and
29 percent for fiscal 2009. We expect to increagesales mix of merchandise categories with higfness profit rates,
such as home, apparel and seasonal merchandige,l@come increasingly able to improve our mercisand
assortments and stock our stores with more cumgantory. Achievement of our gross profit targstsontingent upo
this expected sales mix improvement as well asg¥e inventory management and reductions in inmgnshrink and
damages.

In addition to these strategic efforts, we have enabgress in the following operating initiativaglmed in our
Annual Report on Form 10-K for the 2005 fiscal year

* We completed our implementation of the EZstore @ssadn all of our stores and continue to be engmara
by our store managers’ response to the progranthendpportunities to reduce costs in labor, workers
compensation, and damages, among others.

« We completed construction of our ninth distributaemter (“DC”) in Marion, Indiana which commenced
operations in August of 2006.

« Our new store layout has been implemented in 35uoMmost recent new, relocated or remodeled stores
Operating results of the new layout in these stooeginue to be encouraging, and we plan to impierties
new format in the majority of new stores to be aukar relocated in fiscal 2007.

« We generated sufficient cash flow to allow us fourehase approximately 4.5 million shares of oumicmn
stock for $79.9 million and to pay dividends of $&illion, an increase per share of 14 percent.

For the year ended February 2, 2007, we reporteshoeme of $137.9 million, or $0.44 per dilutdthse,
compared to net income of $350.2 million, or $1p@8 diluted share, for the year ended Februarp362

Total revenues for the year increased by 6.8% theeprior year, aided by new stores and a same-stales
increase of 3.3% (based on the comparable 52-weedd). The extra week in fiscal 2005 accountedstdes of
approximately $162.9 million. Our gross profit ratas 25.8% in 2006 compared to 28.7% in 2005, priyndue to oul
2006 strategic initiatives as further discussedwalnder “Results of Operations”. Operating expsnsas a rate to
sales, were 23.1% in fiscal 2006 compared to 22rPfiscal 2005, resulting from charges directlyated to the
strategic store closings and a $29.9 million insesia advertising expenses, a
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portion of which can be attributed to the inventbayidation and store closing initiatives. Addi@lly, administrative
salaries, incentive bonuses and related payradistéexcluding benefits) increased by $25.0 millesulting from the
approval of a $9.6 million discretionary bonus ppximately 7,000 administrative and DC employaed the
addition of executives and staff to support ouateyic efforts, particularly in merchandising ardlrestate. Partially
offsetting these amounts were insurance proceed&l8f0 million received during 2006 related toskes we
experienced due to Hurricane Katrina.

Readers should refer to the detailed discussiapefating results below for additional commentgioancial
performance in the 2006 fiscal year as comparell thi prior year. While we are disappointed with 2006 financial
results, we are excited about and confident instrategic decisions to accelerate our real esttegies and the
elimination of our packaway inventory model. Weibet these actions will allow us to sharpen ouugoon serving tt
demands of our customers and will ultimately regultnproved financial performance.

While we provide no assurance that we will be sssfté or continue to be successful, as applicable,
executing any or all of these initiatives, and @b guarantee that their successful implementationlevresult in
improved financial performance, management coninadelieve that they are appropriate initiatikeesonsider for tk
long-term success of the business.

Company Performance Measuré&anagement uses a number of metrics, includingetihaticated on the table
included in “Results of Operations” below, to assés performance. The following are the more fesgly discussed
metrics:

« Earnings per share (“EPS”) growth is an indicafiathe increased returns generated for our sharetmld
EPS of $0.44 in 2006 reflected a decrease of 58% &£PS of $1.08 in 2005. Significant elements & th
decrease were discussed above.

« Total net sales growth indicates, among other 8)itige success of our selection of new store loeat@and
merchandising strategies. Total net sales incre@$8d in 2006. Note that fiscal 2005 included d%5Beek.

« Same-store sales growth indicates whether our raadising strategies, store execution and customer
service in existing stores have been successfigmerating increased sales. Sastawre sales increased 3..
in 2006, with stronger same-store sales in ther&ilf of the year than the first half as a restibur
promotional and strategic initiatives.

« Operating margin rate (operating profit dividedri®t sales), which is an indicator of our success in
leveraging our fixed costs and managing our vagiabkts, declined to 2.7% in 2006 versus 6.5% @520
The various components impacting this metric allg tliscussed in “Results of Operations” below.

« Inventory turns (cost of goods sold for the yeard#id by average inventory balances, at cost, nmedsat
the end of the latest five fiscal quarters) isratidgator of how well we are managing the largeseten our
balalr(lce sheet. Inventory turns were 4.3 times 062fbmpared to 4.2 times in 2005, including théds3
week.

« Return on average assets (net income for the yeided by average total assets, measured at thefehe
latest five fiscal quarters) is an overall indigadbour
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effectiveness in deploying our resources. Returassets was 4.4% in 2006 and 12.1% in 2005.

Key Items for Fiscal 2007For 2007, we have established the following ptiesiand initiatives aimed at
continuing our growth and improving our operatimgl éinancial performance while remaining focusederving our
customers:

« Sell through or otherwise eliminate 100% of thgé¢ded inventory to virtually eliminate the packaway
strategy, allowing us to have fresher merchandiskecéeaner, neater stores, enhancing the shopping
experience for our customers and the work expegiefour employees.

» Close the remaining underperforming stores idesttiis part of our revitalization efforts.

« Open 300 new stores and relocate or remodel 3@firgxistores using our new real estate criteria.

e Further develop merchandising capabilities andstool

« Increase the discipline in our merchandise planrbnging and allocation processes.

In addition, we intend to continue our efforts ignsficantly reduce inventory shrink and to devebkoptrategic
roadmap to reduce store manager turnover.

We can provide no assurance that we will be sutidassexecuting these initiatives, nor can we gudee that
the successful implementation of these initiatiwdbresult in superior financial performance.
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Results of Operations

The following discussion of our financial perforneans based on the Consolidated Financial Statensemt
forth herein. The following table contains resafoperations data for the 2006, 2005 and 2004lfigears, and the
dollar and percentage variances among those years.

2006 vs. 2005 2005 vs. 2004

(amounts in millions, excluding per $ % $ %
share amounts) 2006 (a) 2005 (b) 2004 change change change change
Net sales by category:
Highly consumable $6,022.( $5,606.! $4,825.. $415L 7.4% $781.s 16.2%
% of net sales 65.67% 65.33% 62.98%
Seasonal 1,510.( 1,348.¢ 1,264.( 161.z 12.0 84.8 6.7
% of net sales 16.47% 15.72% 16.50%
Home products 914.4 907.¢ 879.t 6.5 0.7 28.4 3.2
% of net sales 9.97% 10.58% 11.48%
Basic clothing 723.E 719.2 692.4 43 0.6 26.8 3.9
% of net sales 7.89% 8.38% 9.04%
Net sales $9,169.6 $8,582. $7,660.¢ $587.¢ 6.8% $921.1 12.0%
Cost of goods sold 6,801.€ 6,117.¢ 5,397.7 684.2 11.2 719.7 13.3
% of net sales 74.17% 71.28% 70.46%
Gross profit 2,368.2 2,464.¢ 2,263.2 (96.6) (3.9) 201.€ 8.9
% of net sales 25.83% 28.72% 29.54%
Selling, general and administrative

expenses 2,119.¢ 1,903.( 1,706.2 217.C 114 196.7 11.5
% of net sales 23.12% 22.17% 22.27%
Operating profit 248.3 561.¢ 557.C  (313.6;(55.8) 49 0.9
% of net sales 2.71% 6.55% 7.27%
Interest income (7.0) (9.0) (6.6) 2.0(22.2) (2.4) 36.9
% of net sales (0.08)% (0.10)% (0.09)%
Interest expense 34.8 26.2 28.8 8.7 33.1 (2.6) (8.9)
% of net sales 0.38% 0.31% 0.38%
Income before income taxes 220.4 544.¢ 534.¢  (324.3)(59.5) 9.9 1.8
% of net sales 2.40% 6.35% 6.98%
Income taxes 82.4 194.F 190.€ (112.1)(57.6) 3.9 2.1
% of net sales 0.90% 2.27% 2.49%
Net income $ 137.¢ $ 350.2 $344.2 $(212.2 (60.6)% $6.C 1.7%
% of net sales 1.50% 4.08% 4.49%
Diluted earnings per share $0.44 $1.0¢ $1.0¢ $(0.64 (59.3)% $0.0¢ 3.8%
Weighted average diluted shares 313.E 324.1 332.1 (10.6) (3.3) (7.9) (2.9

(a) Includes the impacts of certain strategic initiesivas more fully described in t“Executive Overviev above.
(b) The fiscal year ended February 3, 2006 was conthas&3 weeks.
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Net Sales Increases in 2006 net sales resulted primadiynfopening additional stores, including 300 net ne
stores in 2006, and a same-store sales incre&@s8%ffor 2006 compared to 2005. Same-store satesares are
calculated based on the comparable calendar weeks prior year. Accordingly, the same storespkrcentages
discussed herein exclude sales from th&5&ek of 2005 as there was no comparable week i @0Q004. The
increase in same-store sales accounted for $268idmof the increase in sales, while stores opksiace the
beginning of 2006 were the primary contributorshte remaining $322.2 million sales increase dugi@g6. The
increase in same-store sales is primarily attritietéo an increase in average customer purchasal8delieve that
the strategic merchandising and real estate imé@atdiscussed above in the “Executive Overviéad a positive impa
on net sales.

We monitor our sales internally by the followingufanajor categories: highly consumable, seasooaheh
products and basic clothing. The highly consumahtegory has a lower gross profit rate than therdtivee categories
and has grown significantly over the past sevegaly. This shift is, in part, the result of ouattgic efforts to broaden
our consumable product offerings and add more mr@zagle national brands in order to attract custsmeowever, wi
believe the increase in consumables, as a pertertbbsales, has also been affected by changessiomers’ needs
and by economic pressures, such as higher gasoithenergy prices, which have resulted in redustiorthe
percentages of total sales of our home productdasd clothing categories. As noted above in theetutive
Overview”, we expect the move away from our packawaentory strategy will have a positive impactsales in our
non-consumable merchandise categories. Becauke ohpact of sales mix on gross profit, we contilyu@view our
merchandise mix and strive to adjust it when appatg. Maintaining an appropriate sales mix amdregfour
categories is an integral part of achieving ousgnorofit and sales goals.

By merchandise category, our sales increase in 200fpared to 2005 was primarily attributable tohfghly
consumable category, which increased by $415.5amjlbr 7.4%. An increase in sales of seasonal naedise of
$161.2 million, or 12.0%, also contributed to oVesales growth. We believe that our increasedsslajemerchandise
category were supported by recent additions tqoanluct offerings and increased promotional aeéisjtincluding the
use of advertising circulars and clearance aasiti

Increases in 2005 net sales resulted primarily fopening additional stores, including 609 net newes in
2005, and a same-store sales increase of 2.0990&% @mpared to 2004. The increase in same-sttae decounted
for $144.2 million of the increase in sales. Ssaspened since the beginning of 2004, as well@$162.9 million
impact of the 539 week of sales in fiscal year 2005 for all storesrerthe primary contributors to the remaining $I77.
million sales increase during 2005. The increassame-store sales is primarily attributable tananease in average
customer purchase.

Same-store sales calculations for 2005 and pradude only those stores that were open both atldeof that
period and at the beginning of the preceding figealr. Beginning in fiscal 2006, we revised andlighled our method
for determining the stores that are included inpublicly released same-store sales calculations.révised samstore
sales calculations include those stores that haga bpen at least 13 full fiscal months and reropén at the end
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of the reporting period. Using the revised methody| the same-store sales increase in 2005 was 2.2%

Gross Profit. The gross profit rate decline in 2006 as congbarigh 2005 was due primarily to a significant
increase in markdown activity as a percentagelesancluding below-cost markdowns, as a resutiuwsfinventory
liquidation and store closing initiatives. While Wwelieve these initiatives had a positive impacsales, they had a
negative impact on our gross profit rate in 20@6otkal, our gross profit rate declined by 289 sgsiints to 25.8% in
2006 compared to 28.7% in 2005. Significantly intpagrour gross profit rate, as a result of theteslaeffect on cost of
goods sold, were total markdowns of $279.1 milkdrcost taken during 2006, compared with total mawns of
$106.5 million at cost taken in 2005. The 2006 rdavins reflect $179.9 million at cost taken durihg fourth quarter
of 2006 compared to $39.0 million markdowns at ¢akén during the fourth quarter of 2005. The fowiarter 2006
change in merchandising strategy also resultedirending inventory being valued lower than underhastorical
practices as ending inventory on-hand as of Fehr2ia2007 reflects the immediate impact of the rdavkns at the
time such markdowns were taken rather than atrtiie guch inventory is sold. The impact of thisugtn to
inventory value approximated $30.7 million in tloeifth quarter of 2006. Markdowns which were expettereduce
inventory below cost were considered in our lowecast or market estimate and recorded at suchdisrtee utility of
the underlying inventory was deemed to be impaibading the third quarter of fiscal 2006, we reaxd lower of co:
or market inventory impairment estimate relatethtinitiatives discussed above, and this estiwaterevised slightly
in the fourth quarter such that the impact fordls2006 was $70.2 million, which reduced 2006 gmsdit by a
corresponding amount. Markdowns which are not belost impact our gross profit in the period in whsuch
markdowns are taken. A portion of the total markdswaken during the fourth quarter were relatethéanventory
included in our lower of cost or market estimalteréby reducing our estimate of such inventoryfaseoend of fiscal
2006 to $49.2 million. This inventory is expectedte sold during 2007. Other factors included vieerte not limited to
a decrease in the markups on purchases, primérilylaable to purchases of highly consumable petsigincluding
nationally branded products, which generally havedr average markups); and an increase in ourkshate.

The gross profit rate declined by 82 basis pomt3d05 as compared with 2004 due to a number tdrigc
including but not limited to: lower sales (as agagrtage of total sales) in our seasonal, home pte@dund basic clothir
categories, which have higher than average marlarpsicrease in markdowns as a percentage of zaearily as a
result of our initiative to reduce per-store invayt higher transportation expenses primarily ltttable to increased
fuel costs; an increase in our shrink rate; andstimated $5.2 million reduction resulting from theansion of the
number of departments utilized for the gross piitulation from 10 to 23, as further describeldweaunder “Critical
Accounting Policies and Estimates.” These factaesawpartially offset by higher average mark-up®onbeginning
inventory in 2005 as compared with 2004.

In 2006, 2005 and 2004, we experienced inventorylshge, stated as a percentage of sales, of 3.3(%%
and 3.05%, respectively.
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Selling, General and Administrative (“SG&A”) Expens The increase in SG&A expense as a percentage of
sales in 2006 as compared with 2005 was due tordo@uof factors, including but not limited to inaees in the
following expense categories: impairment chargekasehold improvements and store fixtures tage$®.4 million,
including $8.0 million related to the planned ciags of approximately 400 underperforming stores, dfawhich close
in 2006 and the remainder of which are schedulexdiose in 2007, as further discussed above inExecutive
Overview”; lease contract terminations totaling@illion related to these stores; higher storaupancy costs
(increased 12.1%) due to higher average monthlgleassociated with our leased store locationgeridebit and
credit card fees (increased 40.6%) due to the ase@ customer usage of debit cards and the acceptéNISA credit
and check cards at all locations; higher admirtistdabor costs (increased 29.9%) primarily redaie recent additions
to our executive team, particularly in merchandjsamd real estate, and the expensing of stockrmgttagher
advertising costs (increased 198.3%) related priyni@r the distribution of several advertising aitars in the current
year period and to promotional activities relatedhte inventory clearance and store closing aa®/iliscussed above;
and higher incentive compensation primarily relatethe $9.6 million discretionary bonus authoribgdhe Board of
Directors for the current fiscal year. These iases were partially offset by insurance procee@&i8f0 million
received during the current year period relatelddses incurred due to Hurricane Katrina, and degtien and
amortization expenses that remained relatively teorisn fiscal 2006 as compared to fiscal 2005.

The decrease in SG&A expense as a percentageesfind2005 as compared with 2004 was due to a nuofibe
factors, including but not limited to the followirgxpense categories that either declined or inecekss than the
12.0% increase in sales: employee incentive congbemsexpense (decreased 37.8%), based upon oal 26805
financial performance; professional fees (decre&2e80), primarily due to the reduction of consgtfees associated
with the EZstore project and 2004 fees associatddour initial Sarbanes-Oxley compliance efforideemployee
health benefits (decreased 10.0%), due in partimwaward revision in claim lag assumptions bageshueview and
recommendation by our outside actuary and decredagds costs as a percentage of sales. Partiffdlgtong these
reductions in SG&A were current year increasesanesoccupancy costs (increased 17.6%), primatiy/ o rising
average monthly rentals associated with our leag®é locations, and store utilities costs (inseeb22.7%) primarily
related to increased electricity and gas expense.

Interest IncomeThe decline in interest income in 2006 compare2@b is due primarily to the acquisition of
the entity which held legal title to the South BwysDC in June 2006 and the related eliminatiorhefriotes receivable
which represented debt issued by this entity framctvwe formerly leased the South Boston DC. Tleegase in
interest income in 2005 compared to 2004 is dumanily to earnings on short-term investments duedceased
interest rates on these investments.

Interest ExpenseThe increase in interest expense in 2006 is pilyrattributable to increased interest expense
of $6.5 million under our revolving credit agreernprimarily due to increased borrowings, an incegastax-related
interest of $4.1 million principally due to the nogcurrence in 2006 of a 2005 reduction in accingatest related to
contingent tax liabilities, offset by a reductionimterest expense associated with the eliminatfaghe financing
obligation associated with the June 2006 acqursiifothe entity which held legal title

31




to the South Boston DC as discussed above. Theaksin interest expense in 2005 is primarilylaitable to a
reduction in tax-related interest expense of $lildom, principally due to the reversal of interesgtcruals pertaining to
certain income tax related contingencies that weselved during 2005. We had variable-rate del#ldf5 million as
of February 2, 2007 and February 3, 2006. The nedesiof our outstanding indebtedness at Februa29@7 and
February 3, 2006 was fixed rate debt.

Income Taxes The effective income tax rates for 2006, 200& 2004 were 37.4%, 35.7% and 35.6%,
respectively.

The 2006 income tax rate was higher than the 285y 1.7%. Factors contributing to this incraaskide
additional expense of approximately $0.9 milliolated to the adoption of a new tax system in tlaeSaf Texas whic
resulted in the elimination of certain deferred &ssets that had been recorded in prior yearsicaease of
approximately $0.9 million in expense related t® @ompany’s current year tax liability under theised State of
Texas tax system; a reduction in the contingeranmetax reserve due to the resolution of contingabllities that is
$2.0 million less than the decrease that occumé®005; an increase in the deferred tax valuatilomvance of
approximately $3.2 million related to state incotave credits; and an increase of $2.6 million reldtea benefit
recognized in 2005 resulting from an internal tedtiring. Offsetting these rate increases waslaatéon in the incornr
tax rate related to federal income tax creditse Buthe reduction in the Company’s 2006 incometeefax, a small
increase in the amount of federal income tax cseshirned yielded a much larger percentage reductitre income ta
rate for 2006 versus 2005.

While the 2005 and 2004 rates were similar ovettadl rates contained offsetting differences. Faatausing tr
2005 tax rate to increase when compared to the 00¢date include a reduction in federal jobs dsedf approximatel
$1.0 million, additional net foreign income tax exige of approximately $0.8 million and a decreaghe contingent
income tax reserve due to resolution of contingjabilities that was $3.6 million less than the dse that occurred in
2004. Factors causing the 2005 tax rate to decweglase compared to the 2004 tax rate include thegm@tion of state
tax credits of approximately $2.3 million relatedthe construction of our DC in Indiana and a beéfapproximately
$2.6 million related to an internal restructurihgttwas completed during 2005. The overall eftéthese items
increased the 2005 effective tax rate by approeiydl.8%.

Effects of Inflation

We believe that inflation and/or deflation had aimial impact on our overall operations during 200@)5 and
2004.

Liquidity and Capital Resources

Current Financial Condition / Recent Developmeriiairing the past three years, we have generated an
aggregate of approximately $1.35 billion in casiwl from operating activities. During that periags expanded the
number of stores we operate by approximately 23%ér(d,500 stores) and incurred approximately $88komin
capital expenditures, primarily to support thiswtto. Also during this three-year period, we expehdpproximately
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$587 million for repurchases of our common stoctf paid dividends of approximately $171 million.

Our inventory balance represented approximately 47&ur total assets as of February 2, 2007. Oofigdency
in managing our inventory balances can have afgigni impact on our cash flows from operationsiniyia given
fiscal year. We have made more efficient inventognagement a strategic priority, as more fully ubsed in the
“Executive Overview” above.

As described in Note 8 to the Consolidated Findr®&iatements, we are involved in a number of legébns
and claims, some of which could potentially reguktnaterial cash payments. Adverse developmeritsose actions
could materially and adversely affect our liquidityte also have certain income tax-related contings as more fully
described below under “Critical Accounting Policasd Estimates.” Estimates of these contingentiiligls are
included in our Consolidated Financial Statemdrtsvever, future negative developments could havagerial
adverse effect on our liquidity. See Notes 5 amal tBe Consolidated Financial Statements.

On November 29, 2006, September 30, 2005, and NioeeB80, 2004, the Board of Directors authorized the
repurchase of up to $500 million, 10 million shaaesl 10 million shares, respectively, of our outdiag common
stock. These authorizations allow or allowed, gdiegble, purchases in the open market or in peiyategotiated
transactions from time to time, subject to marlatditions. The objective of our share repurchagmtive is to
enhance shareholder value by purchasing shargsriaeathat produces a return on investment thgteater than our
cost of capital. Additionally, share repurchasesegally are undertaken only if such purchases ré@san accretive
impact on our fully diluted earnings per share glton. The 2006 authorization expires Decemlig2808. The
2005 and 2004 authorizations were completed poitiheir expiration dates. During 2006, we purchaggaoximately
4.5 million shares pursuant to the 2005 authoradit a total cost of $79.9 million. During 200% murchased
approximately 15.0 million shares pursuant to th@32and 2004 authorizations at a total cost of $8illion. During
2004, we purchased approximately 11.0 million shawgsuant to the 2004 and a 2003 authorizatiantatial cost of
$209.3 million. Share repurchases affected diletmuhings per share by less than $0.01 in 2006.
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The following table summarizes our significant cantual obligations and commercial commitmentsfas o
February 2, 2007 (in thousands):

Payments Due by Period

Contractual obligations Total <lyr 1-3yrs 3-5yrs >5yrs
Long-term debt obligations $ 214,47 $ - $ - $199,97¢ $ 14,49t
Capital lease obligations 18,407 6,667 6,47€ 492 4,772
Financing obligations 37,30¢ 1,41z 2,46€ 2,23¢ 31,192
Interest (a) 111,50¢ 22,01z 42,747 14,012 32,73¢
Self-insurance liabilities (b) 183,53¢ 76,062 63,81: 20,11¢ 23,54
Operating leases (c) 1,489,58: 304,56 460,45¢ 309,29¢ 415,26

Subtotal $2,054,81: $ 410,72! $575,95¢ $546,12¢ $522,00¢

Commitments Expiring by Period

Commercial commitments(d) Total <1lyr 1-3yrs 3-5yrs >5vyrs
Letters of credit $ 116,147 $ 116,147 $ - $ - $ -
Purchase obligations (e) 459,28¢ 458,86« 425 - -

Subtotal $ 575,43¢ $ 575,01! $ 425 $ - $ -

Total contractual obligations
and commercial
commitments $2,630,24( $ 985,73. $576,38! $546,12¢ $522,00¢

(a) Represents obligations for interest payments og-term debt, capital lease and financing obligatiand
includes projected interest on $14.5 million ofiahte rate long-term debt issued in 2005, based 2006
effective interest rates.

(b) We retain a significant portion of the risk for amorker¢ compensation, employee health insural
general liability, property loss and automobileurence. As these obligations do not have scheduled
maturities, these amounts represent undiscountadates based upon actuarial assumptions. These
amounts are reflected on an undiscounted basigrinansolidated balance sheets.

(c) Operating lease obligations are inclusive of amgimtluded in deferred rent and closed store otitiga
in our consolidated balance sheets.

(d) Commercial commitments include advertising congacbntractual commitments for DC improvements
and equipment purchases, information technolognie and support agreements, letters of credit for
import merchandise, and other inventory purchadigations.

(e) Purchase obligations include legally binding agresets for advertising, DC capital expenditures,\gaft
licenses and support, and merchandise purchask&lexcsuch purchases subject to letters of credit.

In 2006 and 2005, our South Carolina-based whallged captive insurance subsidiary, Ashley Riveutasce
Company (“ARIC”),had cash and cash equivalents and investmentsciealaeld pursuant to South Carolina regule
requirements to maintain a specified percentagfRC’s liability and equity balances (primarily imsance liabilities)
in the form of certain specified types of asset$, as such, these investments are not availablgefogral corporate
purposes. At February 2, 2007, these cash andecpstalents balances and investments balances$8ezemillion anc
$49.7 million, respectively.

In June 2006, we amended our existing revolvingitfacility. The amended credit facility has a nmaxm
commitment of $400 million (with the ability to irease to $500 million upon our mutual agreemertt wie lenders)
and expires in June 2011. In addition to revohwans, the amended credit facility includes a $1an swingline
loan sub-limit and a $75 million letter of credittsfacility. Outstanding swingline loans and ledtef credit reduce the
borrowing capacity under the amended credit fgcilit December 2006, we further amended the remgleredit
facility to lower the fixed charge coverage final@ovenant for future

34




periods through fiscal 2008 to take into accouatithpact that the initiatives discussed above en‘Bxecutive
Overview” related to merchandising and real estaegies may have on the ratio in those peridtdBebruary 2,
2007, we had no outstanding borrowings or lettégedit outstanding under the amended creditifgctnd were in
compliance with all financial covenants containedhe amended credit facility.

We have $200 million (principal amount) of 8 5/8#sacured notes due June 15, 2010. This indebted@sss
incurred to assist in funding our growth. Inter@stthe notes is payable semi-annually on June d®Da&cember 15 of
each year. We may seek, from time to time, toedhie notes through cash purchases on the opéiniar privately
negotiated transactions or otherwise. Such repaseshaf any, will depend on prevailing market caiodis, our liquidity
requirements, contractual restrictions and othetofa. The amounts involved may be material.

In July 2005, as an inducement for us to selecidviatndiana as the site for construction of a i@ the
Economic Development Board of Marion approved aitarement financing in the amount of $14.5 millievhich
matures February 1, 2035. Pursuant to this fingng@roceeds from the issuance of certain revenoddwere loaned
to us in connection with the construction of thi§.0rhe variable interest rate on this loan is basethe weekly
remarketing of the bonds, which are supported barek letter of credit, and ranged from 4.60% t@%4n 2006, and
from 3.52% to 4.60% in 2005.

Significant terms of our outstanding debt obligati@ould have an effect on our ability to incuritiddal debt
financing. The amended credit facility contaimgficial covenants, which include limits on ceri@ett to cash flow
ratios, a fixed charge coverage test, and minimilmwable consolidated net worth. The amended tfedility also
places certain specified limitations on securedwamkcured debt. Our outstanding notes discusgma glace certain
specified limitations on secured debt and plactaselimitations on our ability to execute saledeback transactions.

We have generated significant cash flows from dpmra during recent years. We had peak borrowimgeu
the amended credit facility of $253.4 million dgig006, $100.3 million during 2005 and $73.1 millduring 2004, a
of which were repaid prior to February 2, 2007, raaby 3, 2006, and January 28, 2005, respectiVé¢lgrefore, we do
not believe that any existing limitations on ouiligbto incur additional indebtedness will havenaterial impact on
liquidity. Notes 6 and 8 to the Consolidated FinahStatements contain additional disclosures edl& our debt and
financing obligations.

At February 2, 2007 and February 3, 2006, we hadheercial letter of credit facilities totaling $200million
and $195.0 million, respectively, of which $116.illiom and $85.1 million, respectively, were outstiing for the
funding of imported merchandise purchases.

During 2005, we incurred significant losses causg#iurricane Katrina, primarily inventory and fixedsets, i
the form of store fixtures and leasehold improvetniewe reached final settlement of our relatedriausce claim in
2006 and received proceeds totaling $21.0 millioe tb these losses, including $13.0 million in 2866 $8.0 million
in 2005, and have utilized a portion of these pedseto replace lost assets. Insurance proceedsdétafixed

35




assets are included in cash flows from investiriyiies and proceeds related to inventory losseslausiness
interruption are included in cash flows from opegiactivities.

We believe that our existing cash balances ($188l®n at February 2, 2007), cash flows from opieras
($405.4 million generated in 2006), the amendeditfacility ($400 million available at February 2007) and our
anticipated ongoing access to the capital markatecessary, will provide sufficient financingieeet our currently
foreseeable liquidity and capital resource needs.

Cash flows provided by operating activitie€ash flows from operating activities for 2006ngared to 2005
declined by $150.1 million. The most significantrgmonent of the decline in cash flows from operatingvities in
2006 as compared to 2005 was the reduction imeetme, as described in detail under “Results ofr@m:s” above.
Partially offsetting this decline are certain nasttgharges included in net income, including betmst markdowns on
inventory balances and property and equipment impait charges totaling $78.1 million, and a $13ilion increase
in noncash depreciation and amortization charg@9@6 as compared to 2005. In addition, the redndh 2006 year
end inventory balances reflect the effect of betmst markdowns and our efforts to sell through sgaeventories, as
compared with increases in 2005 and 2004. Seaswmlitory levels increased by 2% in 2006 as coeghér a 10%
increase in 2005, home products inventory levetdied by 25% in 2006 as compared to a 2% increa2605, while
basic clothing inventory levels declined by 2192006 as compared to a 5% decline in 2005. Totathaedise
inventories at the end of 2006 were $1.43 billiompared to $1.47 billion at the end of 2005, a 2d#¥érease overall,
and a 6.4% decrease on a per store basis, refjdmitn our focus on liquidating packaway merchandisd the effect
of below-cost markdowns.

Cash flows from operating activities for 2005 comgabto 2004 increased by $164.0 million. The most
significant component of the increase in cash flines operating activities in the 2005 period ampared to the 2004
period was the change in inventory balances. Sehsorentory levels increased by 10% in 2005 aspamed to a 22%
increase in 2004, home products inventory levalseiased by 2% in 2005 as compared to a 16% incie@894, while
basic clothing inventory levels declined by 5% 003 as compared to a 21% increase in 2004. Totadhardise
inventories at the end of 2005 were $1.47 billiompared to $1.38 billion at the end of 2004, a 7idétease overall,
but a 1% decrease on a per store basis, refleating005 focus on lowering our per store inventenels.

Cash flows used in investing activitieSash flows used in investing activities total$282.0 million in 2006
were primarily related to capital expenditures andj lesser degree, purchases of long-term inegsnSignificant
components of our property and equipment purchasg306 included the following approximate amou®86 million
for distribution and transportatimelated capital expenditures (including approxiya$30 million related to our DC
Marion, Indiana which opened in 2006); $66 million new stores; $50 million for the EZstore projexntd $38 millior
for capital projects in existing stores. During 88 opened 537 new stores and remodeled or retbédt stores.

Purchases and sales of short-term investmentsii@, 2thich equaled net sales of $1.9 million, reflaa
investment activities in tax-exempt auction rateusiies as well as investing
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activities of our captive insurance subsidiary.dPases of long-term investments are related todpéve insurance
subsidiary.

Significant components of our purchases of propanty equipment in 2005 included the following apprate
amounts: $102 million for distribution and trangpation-related capital expenditures; $96 million few stores; $47
million related to the EZstore project; $18 millifor certain fixtures in existing stores; and $1#lion for various
systems-related capital projects. During 2005, pened 734 new stores and relocated or remodelstb8ss.
Distribution and transportation expenditures in20@luded costs associated with the constructf@muonew DCs in
South Carolina and Indiana.

Net sales of short-term investments in 2005 of $3dillion primarily reflect our investment actiwat in tax-
exempt auction rate securities. Purchases of leng-investments are related to our captive ins@ranbsidiary.

Cash flows used in investing activities of $259 iliom in 2004 were also primarily related to cagpit
expenditures. Significant components of our purebas property and equipment in 2004 included tiewwing
approximate amounts: $101 million for distributiand transportation-related capital expenditureg;ré8lion for new
stores; $26 million for certain fixtures in exigjistores; $26 million for various systems-relateditl projects; and
$23 million for coolers in existing stores, whidlow the stores to carry refrigerated products.iBgi2004, we opened
722 new stores and relocated or remodeled 80 sr&sibution and transportation expenditures @42 included cos
associated with the construction of our new DCont8 Carolina as well as costs associated witlexipansion of the
Ardmore, Oklahoma and South Boston, Virginia DCs.

Net sales of short-term investments in 2004 of $2&illion primarily reflect our investment actiwaf in tax-
exempt auction rate securities.

Capital expenditures during 2007 are projectecetafproximately $180 to $200 million. We anticgofinding
2007 capital requirements with cash flows from agiens and the amended credit facility, if necessaignificant
components of the 2007 capital plan include ledseihgprovements and fixtures and equipment for apjpnately 300
new stores, continued investment in our existingesbase, plans for remodeling and relocating aqmately 300
stores, and additional investments in our suppéirchWe plan to undertake these expendituresdardo improve our
infrastructure and provide support for our antitgolegrowth.

Cash flows used in financing activitiesCash flows used in financing activities durir@g included the
repurchase of approximately 4.5 million shareswf@mmon stock at a total cost of $79.9 millioasit dividends pai
of $62.5 million, or $0.20 per share, on our outdtag common stock, and $14.1 million to reduce autstanding
capital lease and financing obligations. These nseash were partially offset by proceeds fromekercise of stock
options during 2006 of $19.9 million.

During 2005, we repurchased approximately 15.0ionilshares of our common stock at a total cos26f7$%6
million, paid cash dividends of $56.2 million, d.$75 per share, on our
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outstanding common stock, and expended $14.3 milbaeduce our outstanding capital lease and ¢ingn
obligations. Also in 2005, we received proceed$1f.5 million from the issuance of a tax increnfamncing in
conjunction with the construction of our new DQmdiana and proceeds from the exercise of stodopbf $29.4
million.

During 2004, we repurchased approximately 11.0ianilshares of our common stock at a total cos26P$3
million, paid cash dividends of $52.7 million, d.$6 per share, on our outstanding common stoclegpended $16.4
million to reduce our outstanding capital lease tamahcing obligations. These uses of cash werggtlgiroffset by
proceeds from the exercise of stock options du2ib@y of $34.1 million.

The borrowings and repayments under the revolvirditagreement in 2006, 2005 and 2004 were priynari
result of activity associated with periodic caskeade

Critical Accounting Policies and Estimates

The preparation of financial statements in accatdamth GAAP requires management to make estinzatds
assumptions that affect reported amounts and cethselosures. In addition to the estimates presebelow, there are
other items within our financial statements thajuiee estimation, but are not deemed critical dsdd below. We
believe these estimates are reasonable and apgisopfiowever, if actual experience differs from élssumptions and
other considerations used, the resulting changalsl tmve a material effect on the financial statet:méaken as a
whole.

Management believes the following policies andneates are critical because they involve significant
judgments, assumptions, and estimates. Managerasriscussed the development and selection ofitieakt
accounting estimates with the Audit Committee af Board of Directors, and the Audit Committee hagewed the
disclosures presented below relating to those ipsliand estimates.

Merchandise InventoriesMerchandise inventories are stated at the loWeost or market with cost determin
using the retail last-in, first-out (“LIFO”) methotUnder our retail inventory method (“RIM”), thelcalation of gross
profit and the resulting valuation of inventorieéxast are computed by applying a calculated apsétail inventory
ratio to the retail value of sales. The RIM is aBraging method that has been widely used in ttaél redustry due to
its practicality. Also, it is recognized that theewf the RIM will result in valuing inventoriestae lower of cost or
market (“LCM”) if markdowns are currently taken aseduction of the retail value of inventories.

Inherent in the RIM calculation are certain sigeafit management judgments and estimates incluaingng
others, initial markups, markdowns, and shrinkag@ch significantly impact the gross profit calclibe as well as the
ending inventory valuation at cost. These signiftaastimates, coupled with the fact that the RIMnsaveraging
process, can, under certain circumstances, pratiatmted cost figures. Factors that can lead$todion in the
calculation of the inventory balance include:
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« applying the RIM to a group of products that is fastly uniform in terms of its cost and sellingqe
relationship and turnover;

» applying the RIM to transactions over a periodimiet that include different rates of gross profifcls as
those relating to seasonal merchandise;

e inaccurate estimates of inventory shrinkage betwieemlate of the last physical inventory at a store the
financial statement date; and

* inaccurate estimates of LCM and/or LIFO reserves.

To reduce the potential of such distortions invhkiation of inventory, we expanded the numberegadtment:
we utilize for our gross profit calculation from 1®23 in 2005. Other factors that reduce poteniigtbrtion include th
use of historical experience in estimating therdhgrovision (see discussion below) and the utiliraof an
independent statistician to assist in the LIFO damgprocess and index formulation. As part of ghiecess we also
perform an inventory-aging analysis for determinafogolete inventory. Our policy is to write downémtory to an
LCM value based on various management assumptichgling estimated markdowns and sales requiréiduaate
such aged inventory in future periods. Inventorseigewed on a quarterly basis and adjusted a®pppte to reflect
write-downs determined to be necessary. The estor@nhount of the below-cost inventory write-downisthe
strategic merchandising initiatives discussed alovlee “Executive Overview” is based on managerseagsumptions
regarding the timing and adequacy of markdownsthedinal adjustment may vary materially from tistimate
depending on various factors, including timingtwé £xecution of the plan, retail market conditiand the accuracy of
assumptions used by management in developing dstiseates.

Factors such as slower inventory turnover due &mghs in competitors’ tactics, consumer preferences
consumer spending and unseasonable weather patierasg other factors, could cause excess invengouyiring
greater than estimated markdowns to entice conspaorehases, resulting in an unfavorable impactwrconsolidated
financial statements. Sales shortfalls due to bue factors could cause reduced purchases frodoveand
associated vendor allowances that would also resalt unfavorable impact on our consolidated faiaistatements.

We calculate our shrink provision based on acthgbal inventory results during the fiscal peraodl an
accrual for estimated shrink occurring subsequeathysical inventory through the end of the fiseporting period.
This accrual is calculated as a percentage of sakeach retail store, at a department level, anigiermined by
dividing the book-to-physical inventory adjustmerdgsorded during the previous twelve months byréhated sales for
the same period for each store. To the extentstitagequent physical inventories yield differentitsshan this
estimated accrual, our effective shrink rate fgneen reporting period will include the impact afjasting the estimate
results to the actual results. Although we perfphysical inventories in virtually all of our stores an annual basis,
the same stores do not necessarily get countéa isame reporting periods from year to year, whakd impact
comparability in a given reporting period.
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Property and EquipmentProperty and equipment are recorded at cost. MMggour assets into relatively
homogeneous classes and generally provide for degign on a straight-line basis over the estimatesrage useful
life of each asset class, except for leaseholdorgments, which are amortized over the shortenefpplicable lease
term or the estimated useful life of the asset. Vdaation and classification of these assets hadssignment of use
depreciable lives involves significant judgmentd #me use of estimates.

Impairment of Long-lived Assetdle review the carrying value of all long-lived ass®r impairment whenever
events or changes in circumstances indicate tkeatdhrying value of an asset may not be recoverfbbccordance
with Statement of Financial Accounting Standard®&HAS”) 144, “Accounting for the Impairment or Digab of Long-
Lived Assets,” we review for impairment stores opeore than two years for which current cash flowesf operations
are negative. Impairment results when the carryalge of the assets exceeds the undiscounted fecaisreflows over
the life of the lease. Our estimate of undiscouffitikare cash flows over the lease term is based bxiorical
operations of the stores and estimates of futame girofitability which encompasses many factoed #re subject to
variability and difficult to predict. If a long-led asset is found to be impaired, the amount razedtior impairment is
eqgual to the difference between the carrying vahuthe asset’s fair value. The fair value is estisd based primarily
upon future cash flows (discounted at our crediistdd risk-free rate) or other reasonable estisnaftéair market
value.

In connection with the strategic real estate itites noted above, we performed a comprehensivewsof all
of our stores and recorded impairment charges @6 26taling approximately $9.4 million, includin@.® million
related to the approximately 400 underperformimgest targeted for closing by the end of 2007.

Insurance Liabilities We retain a significant portion of the risk farravorkers’compensation, employee hee
insurance, general liability, property loss ancdautbile coverage. These costs are significant piiyndue to the large
employee base and number of stores. Provisionsade to this insurance liability on an undiscouriiasis based on
actual claim data and estimates of incurred buteymbrted claims developed by independent actuatikz=ng
historical claim trends. If future claim trends dde from recent historical patterns, we may beliregl to record
additional expenses or expense reductions, whiatddme material to our future financial results.

Contingent Liabilities — Income Taxe®Ve are subject to routine income tax audits dlcatr periodically in the
normal course of business. We estimate our comingeome tax liabilities based on our assessmigntabable
income tax-related exposures and the anticipatiiérsent of those exposures translating into adtutate liabilities.
The contingent liabilities are estimated basedath bistorical audit experiences with various statd federal taxing
authorities and our interpretation of current ineotax-related trends. The adoption of Financialodeting Standards
Board (“FASB”) Interpretation 48, Accounting for dertainty in Income Taxes — An Interpretation ofSB\Statement
109, (“FIN 48”) in fiscal 2007 is expected to haueimpact on our estimates of contingent incomdiddxlities which
has not yet been quantified.
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If our income tax contingent liability estimate®pe to be inaccurate, the resulting adjustment&lde®i material to our
future financial results.

Contingent Liabilities - Legal MattersNe are subject to legal, regulatory and other prdiceys and claims. W
establish liabilities as appropriate for thesemtaand proceedings based upon the probability stiability of losses
and to fairly present, in conjunction with the distres of these matters in our financial statemant SEC filings,
management’s view of our exposure. We review onthtey claims and proceedings with external couttsaksess
probability and estimates of loss. We re-evaluaésé assessments each quarter or as new andcsighififormation
becomes available to determine whether a liakslitguld be established or if any existing liabibtyould be adjusted.
The actual cost of resolving a claim or proceedihignately may be substantially different than #mount of the
recorded liability. In addition, because it is permissible under GAAP to establish a litigatiabliity until the loss is
both probable and estimable, in some cases therdoenmsufficient time to establish a liability prito the actual
incurrence of the loss (upon verdict and judgmentia, for example, or in the case of a quickBgotiated settlement).
See Note 8 to the Consolidated Financial Statements

Lease Accounting and Excess Faciliti@$he majority of our stores are subject to shenatleases (usually with
initial or primary terms of 3 to 5 years) with mple renewal options when available. We also haoees subject to
build-to-suit arrangements with landlords, whichitally carry a primary lease term of between 7 adgears with
multiple renewal options. Approximately half of atores have provisions for contingent rentals thagp®n a
percentage of defined sales volume. We recognigéngent rental expense when the achievement cifigeksales
targets is considered probable. We recognize veyerese over the term of the lease. We record mimmental expens
on a straight-line basis over the base, non-cableelaase term commencing on the date that wephksical
possession of the property from the landlord, wimichmally includes a period prior to store opertimgnake necessary
leasehold improvements and install store fixtuvésen a lease contains a predetermined fixed egwalaitthe
minimum rent, we recognize the related rent expensa straight-line basis and record the differdmetgveen the
recognized rental expense and the amounts payabtér the lease as deferred rent. We also recanamt@llowances,
which we record as deferred incentive rent and &reoas a reduction to rent expense over the tétimedease. We
reflect as a liability any difference between thécalated expense and the amounts actually pajtovements of
leased properties are amortized over the shortiredife of the applicable lease term or the ested useful life of the
asset.

For store closures where a lease obligation siidite, we record the estimated future liabilityasated with the
rental obligation on the date the store is closegiccordance with SFAS 146, “Accounting for Cosssdciated with
Exit or Disposal Activities.” Based on an overaibdysis of store performance and expected trendaagement
periodically evaluates the need to close underpmif@ stores. Liabilities are established at thmpof closure for the
present value of any remaining operating leaseatitins, net of estimated sublease income, arfteatdmmunication
date for severance and other exit costs, as pbeschy SFAS 146. Key assumptions in calculatindigimlity include
the timeframe expected to terminate lease agreesimestimates related to the sublease potentiddséd locations, an
estimation of other related exit costs. If actiraing and potential termination costs or realizatid sublease
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income differ from our estimates, the resultindpilities could vary from recorded amounts. Theasilities are
reviewed periodically and adjusted when necessary.

Share-Based Payment®ur share-based stock option awards are valueshamdividual grant basis using the
Black-Scholes-Merton closed form option pricing rabd he application of this valuation model invadvessumptions
that are judgmental and highly sensitive in theigbn of stock options, which affects compensaéigpense related to
these options. These assumptions include the teatritte options are expected to be outstandingstimate of the
volatility of our stock price, applicable intereates and the dividend yield of our stock. Othetdes involving
judgments that affect the expensing of s-based payments include estimated forfeiture raftebare-based awards. If
our estimates differ materially from actual expece, we may be required to record additional expenseductions of
expense, which could be material to our futurerfoal results.

Adoption of Accounting Standard

Prior to February 4, 2006, we accounted for shaset payments using the intrinsic-value-based retog
method prescribed by Accounting Principles Boarahip 25, “Accounting for Stock Issued to Employe€é&PB
25"). Because stock options were granted at arceseeprice equal to the market value of the undsglgommon stock
on the date of grant, employee compensation ctagkerkto stock options generally was not refledeour results of
operations prior to the adoption of SFAS 123(Rhdfe-Based Payment.” The Compensation CommitteeroBoard
of Directors took action to accelerate the vesteftgctive February 3, 2006, of most of our outdtag stock options
granted prior to January 24, 2006. The Compens&mnmittee took this action primarily to reduce feash
compensation expense to be recorded in future geetiader the provisions of SFAS 123(R). However,Glommittee
also believed this decision benefited employees.

Effective February 4, 2006, we adopted SFAS 128@R)g the modified—prospective-transition method an
began recognizing compensation expense for ouediesed payments based on the fair value of thedawea the
grant date. For the year ended February 2, 2087adbption of the fair value method of SFAS 123@ulted in
additional share-based compensation expense (accampof SG&A expense) and a corresponding deciaaseome
before income taxes of $3.6 million, a decreasgeinincome of $2.2 million, and a reduction in basid diluted
earnings per share of approximately $0.01.

We estimate the fair value of stock options ushgBlack-Scholes-Merton option pricing model fdragtion
grants. We estimate the expected term using a c@atigu based on an assumption that outstandingroptvill be
exercised approximately halfway through their caciinal term, taking into consideration such facemgrant date,
expiration date, weighted-average time-to-vesyalatxercises and post-vesting cancellations. \seilede volatility
assumptions using actual historical changes imiaket value of the stock and implied volatilityskd upon traded
options, weighted equally. We believe that thishndblogy provides the best indicator of future tibts.
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Accounting Pronouncements

In July 2006, the Financial Accounting Standardafid“FASB”) issued Interpretation 48, “Accountifay
Uncertainty in Income Taxes” (“FIN 48”), which wilequire companies to assess each income taxqotaken using
a two-step process. A determination is first masleoavhether it is more likely than not that thesigon will be
sustained, based upon the technical merits, upamigation by the taxing authorities. If the taxigos is expected to
meet the more likely than not criteria, the beneftorded for the tax position equals the largesiunt that is greater
than 50% likely to be realized upon ultimate setgat of the respective tax position. The intergreteapplies to
income tax expense as well as any related intarespenalty expense.

FIN 48 requires that changes in tax positions @&din a company’s financial statements prior eatoption
of this interpretation be recorded as an adjustrietite opening balance of retained earnings f@ip#riod of adoptior
FIN 48 will generally be effective for public conpas for the first fiscal year beginning after Destxer 15, 2006. We
anticipate adopting the provisions of this intetatien during the first quarter of fiscal 2007. Netermination has yet
been made regarding the materiality of the poteimipact of this interpretation on our financigh&ments.

In September 2006, the FASB issued SFAS 157, Vaue Measurements.” SFAS 157 provides guidance for
using fair value to measure assets and liabilifiée standard also requires expanded informationtahe extent to
which companies measure assets and liabilitiesiavélue, the information used to measure faiugaand the effect «
fair value measurements on earnings. The stanggncea whenever other standards require (or peasggts or
liabilities to be measured at fair value. The staddloes not expand the use of fair value in amy gicumstances.
SFAS 157 is effective for financial statements ésktor fiscal years beginning after November 18)72@nd interim
periods within those fiscal years. We currentlyestdo adopt SFAS 157 during our 2008 fiscal yNardetermination
has yet been made regarding the potential impati®ttandard on our financial statements.

In September 2006, the FASB issued SFAS 158, “EyapdAccounting for Defined Benefit Pension and O
Postretirement Plans,” which requires companigsd¢ognize the overfunded or underfunded statusdefiaed benefit
postretirement plan (other than a multiemployenpbess an asset or liability in its statement o&finial position and to
recognize changes in that funded status in theigeahich the changes occur through comprehensis@me. This
Statement also requires a company to measure nldedustatus of a plan as of the date of its yedrséatement of
financial position, with limited exceptions. A coanpy with publicly traded equity securities is reqdito initially
recognize the funded status of a defined benefitrprement plan and to provide the required dmales as of the end
of the fiscal year ending after December 15, 2@0@, we have complied with these provisions to #ter¢ material.
The second phase of SFAS 158 includes a requiretm@mnéasure plan assets and benefit obligation$ the date of a
company’s fiscal year-end statement of financiaifpan effective for fiscal years ending after Dedxer 15, 2008. No
final determination has yet been made regardingiti@g or adoption of the second phase of SFASdb8ur
consolidated financial statements, however, becaeseurrently have one supplemental executiveenstnt plan with
one executive participant, the impact, if any,xpexted to be minimal.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK
Financial Risk Management

We are exposed to market risk primarily from adgeaisanges in interest rates. To minimize this mgkmay
periodically use financial instruments, includingridatives. As a matter of policy, we do not buysell financial
instruments for speculative or trading purposesahithancial instrument transactions must be at#ed and executt
pursuant to approval by the Board of Directorsl fidbncial instrument positions taken by us aredus reduce risk by
hedging an underlying economic exposure. BecaliB@gb correlation between the financial instrumand the
underlying exposure being hedged, fluctuation®iéMalue of the financial instruments are geneiafiiyet by
reciprocal changes in the value of the underlyicgnemic exposure. The financial instruments weause
straightforward instruments with liquid markets.

We have cash flow exposure relating to variableregt rates associated with our revolving linereflt and tax
increment financing, and may periodically seek amnage this risk through the use of interest ratvaleves. The
primary interest rate exposure on variable rategabbns is based on the London Interbank Offerate R‘LIBOR?”).
We were not party to any interest rate derivatine2006 or 2005.

At February 2, 2007 and February 3, 2006, theviaime of our debt, excluding capital lease obliyag| was
approximately $265.7 million and $281.0 millionspectively, based upon the estimated market vdltleeadebt at
those dates. The February 3, 2006 amount is rteedair value of a note receivable relating to $oaith Boston,
Virginia DC of approximately $49.5 million, as fber discussed in Note 8 to the Consolidated FimhiStatements.
Such fair value exceeded the carrying values otldie at February 2, 2007 and February 3, 2006pyoximately
$14.0 million and $24.2 million, respectively.

Based upon our variable rate borrowing levels, aatiferse change in interest rates would have esbulta
pre-tax reduction of earnings and cash flows oararualized basis of approximately $1.3 million 008, $0.1 million
in 2005 and less than $0.1 million in 2004. Bagednuour outstanding indebtedness at February Z a0 February
3, 2006, a 1% reduction in interest rates woulceh@sgulted in an increase in the fair value offowed rate debt of
approximately $9.2 million and $12.2 million, respeely.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
Report of Independent Registered Public Accountindrirm

To the Board of Directors and Shareholders of
Dollar General Corporation
Goodlettsville, Tennessee

We have audited the accompanying consolidated balaheets of Dollar General Corporation and sudnsed
as of February 2, 2007 and February 3, 2006, amddlated consolidated statements of income, shllels’ equity
and cash flows for each of the three years in #mog ended February 2, 2007. These financiaéstants are tl
responsibility of the Company’management. Our responsibility is to expresspamion on these financial stateme
based on our audits.

We conducted our audits in accordance with thedstas of the Public Company Accounting Oversigharf8
(United States). Those standards require that lae and perform the audit to obtain reasonablerasse abot
whether the financial statements are free of maltemisstatement. An audit includes examining, otest basi:
evidence supporting the amounts and disclosurahdnfinancial statements. An audit also includsseasing tt
accounting principles used and significant estimate@de by management, as well as evaluating thelb¥@ancia
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the financial statements referre@bove present fairly, in all material respedis, ¢onsolidate
financial position of Dollar General Corporationdasubsidiaries as of February 2, 2007 and Febr8a?p06, and tt
consolidated results of their operations and tbagh flows for each of the three years in the peeioded February
2007, in conformity with U.S. generally acceptedamting principles.

As discussed in Note 1 to the consolidated findrst@tements, the accompanying consolidated balsineet ¢
of February 3, 2006 has been restated.

As discussed in Notes 1 and 10 to the consolidétexhcial statements, effective February 4, 200&
Company changed its accounting for stbased compensation in connection with the adoptibrStatement «
Financial Accounting Standards No. 123(R), “Shaasd2l Payment.”

We also have audited, in accordance with the stdsdaf the Public Company Accounting Oversight
(United States), the effectiveness of Dollar Gein&arporation and subsidiarieshternal control over financi
reporting as of February 2, 2007, based on critestablished in Internal Controlirtegrated Framework issued by
Committee of Sponsoring Organizations of the Tread@ommission and our report dated March 23, 20(@resse
an unqualified opinion thereon.

/sl ErnstY®&ung LLP
Nashville, Tennesse
March 23, 2007
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CONSOLIDATED BALANCE SHEETS
(In thousands except per share amounts)

February 2, February 3,
2007 2006
Restated
(see Note 1)
ASSETS
Current assets:
Cash and cash equivalents $ 189,288 $ 200,609
Short-term investments 29,950 8,850
Merchandise inventories 1,432,336 1,474,414
Income taxes receivable 9,833 -
Deferred income taxes 24,321 -
Prepaid expenses and other current assets 57,020 51,339
Total current assets 1,742,748 1,735,212
Net property and equipment 1,236,874 1,192,172
Other assets, net 60,892 52,891
Total assets $ 3,040,514 $ 2,980,275
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities:
Current portion of long-term obligations $ 8,080 $ 8,785
Accounts payable 555,274 508,386
Accrued expenses and other 253,558 242,354
Income taxes payable 15,959 43,706
Deferred income taxes - 7,267
Total current liabilities 832,871 810,498
Long-term obligations 261,958 269,962
Deferred income taxes 41,597 48,454
Other liabilities 158,341 130,566
Commitments and contingencies
Shareholders’ equity:
Series B junior participating preferred stock, extiat

value $0.50 per share; Shares authorized:

10,000; Issued: None - -
Common stock, par value $0.50 per share;

Shares authorized: 500,000; Issued:

2006-312,436; 2005-315,679 156,218 157,840
Additional paid-in capital 486,145 462,383
Retained earnings 1,103,951 1,106,165
Accumulated other comprehensive loss (987) (794)
Other shareholders’ equity 420 (4,799
Total shareholders’ equity 1,745,747 1,720,795

Total liabilities and shareholders’ equity $ 3,040,514 $ 2,980,275
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CONSOLIDATED STATEMENTS OF INCOME
(In thousands except per share amounts)

For the years ended

February 2, February 3, January 28,
2007 2006 2005
(52 weeks) (53 weeks) (52 weeks)
Net sales $ 9,169,822 $ 8,582,237 $ 7,660,927
Cost of goods sold 6,801,617 6,117,413 5,397,735
Gross profit 2,368,205 2,464,824 2,263,192
Selling, general and administrative 2,119,929 1,902,957 1,706,216
Operating profit 248,276 561,867 556,976
Interest income (7,002 (9,001 (6,575,
Interest expense 34,915 26,226 28,794
Income before income taxes 220,363 544,642 534,757
Income taxes 82,420 194,487 190,567
Net income $ 137,943 $ 350,155 $ 344,190
Earnings per share:
Basic $ 0.44 $ 1.09 $ 1.04
Diluted $ 0.44 $ 1.08 $ 1.04
Weighted average shares:
Basic 312,556 321,835 329,376
Diluted 313,510 324,133 332,068

The accompanying notes are an integral part ofdhwesolidated financial statements.
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY
(In thousands except per share amounts)

Accumulated

Common Additional Other Other
Stock Common  Paid-in Retained Comprehensive Shareholders’
Shares Stock Capital Earnings Loss Equity Total

Balances, January 30, 2004 336,190 $ 168,095 $376,930 $1,014,788 $ (1,161 $ (4,353  $1,554,299
Comprehensive income:

Net income - - - 344,190 - - 344,190

Reclassification of net loss on derivatives - - - - 188 - 188
Comprehensive income 344,378
Cash dividends, $0.16 per common share - - - (52,682, - - (52,682
Issuance of common stock under stock

incentive plans 2,875 1,437 32,691 - - - 34,128
Tax benefit from stock option exercises - - 9,657 - - - 9,657
Repurchases of common stock (11,020 (5,510) - (203,785 - - (209,295
Purchase of common stock by employee

deferred compensation trust, net (25 shares) - - (92) - - (377) (469)
Issuance of restricted stock and restricted stock

units, net 128 64 2,398 - - (2,462) -
Amortization of unearned compensation on

restricted stock and restricted stock units - - - - - 1,779 1,779
Deferred compensation obligation - - - - - 2,708 2,708
Other equity transactions 1) - 16 (54) - - (38)
Balances, January 28, 2005 328,172 $164,086 $421,600 $1,102,457 $ 973 $ (2,705 $1,684,465
Comprehensive income:

Net income - - - 350,155 - - 350,155

Reclassification of net loss on derivatives - - - - 179 - 179
Comprehensive income 350,334
Cash dividends, $0.175 per common share - - - (56,183, - - (56,183,
Issuance of common stock under stock

incentive plans 2,249 1,125 28,280 - - - 29,405
Tax benefit from stock option exercises - - 6,457 - - - 6,457
Repurchases of common stock (14,977 (7,489) - (290,113 - - (297,602
Sales of common stock by employee deferred

compensation trust, net (42 shares) - - 95 - - 788 883
Issuance of restricted stock and restricted stock

units, net 249 125 5,151 - - (5,276) -
Amortization of unearned compensation on

restricted stock and restricted stock units - - - - - 2,394 2,394
Acceleration of vesting of stock options (see

Note 10) - - 938 - - - 938
Other equity transactions (14) 7) (138) (151) - - (296)
Balances, February 3, 2006 315,679 $ 157,840 $462,383 $1,106,165 $ 794 % (4,799 $1,720,795
Comprehensive income:

Net income - - - 137,943 - - 137,943

Reclassification of net loss on derivatives - - - - 188 - 188
Comprehensive income 138,131
Cash dividends, $0.20 per common share - - - (62,472, - - (62,472
Issuance of common stock under stock

incentive plans 1,573 786 19,108 - - - 19,894
Tax benefit from share-based payments - - 2,513 - - - 2,513
Repurchases of common stock (4,483 (2,242) - (77,705, - - (79,947,
Purchases of common stock by employee

deferred compensation trust, net (3 shares) - - ) - - 40 38
Reversal of unearned compensation upon

adoption of SFAS 123(R) (see Note 10) (364) (182) (4,997) - - 5,179 -
Share-based compensation expense - - 7,578 - - - 7,578
Vesting of restricted stock and restricted stock

units 149 75 (75) - - - -
Transition adjustment upon adoption of

SFAS 158 - - - - (381) - (381)
Other equity transactions (118) (59) (363) 20 - - (402)
Balances, February 2, 2007 312,436 $ 156,218 $486,145 $1,103,951 $ (987 $ 42C $1,745,747

The accompanying notes are an integral part ofdtvesolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

February 2, February 3, January 28,
2007 2006 2005
(52 weeks (53 weeks (52 weeks
Cash flows from operating activities:
Net income $ 137,943 $ 350,155 $ 344,190
Adjustments to reconcile net income to net cashigea by
operating activities:
Depreciation and amortization 200,608 186,824 164,478
Deferred income taxes (38,218 8,244 25,751
Noncash share-based compensation 7,578 3,332 1,779
Tax benefit from stock option exercises (2,513 6,457 9,657
Noncash inventory adjustments and asset impairments 78,115 - -
Change in operating assets and liabilities:
Merchandise inventories (28,057 (97,877 (219,396
Prepaid expenses and other current assets (5,411 (10,630 (3,352
Accounts payable 53,544 87,230 22,258
Accrued expenses and other liabilities 38,353 40,376 35,048
Income taxes (35,165 (26,017 23,793
Other (1,420, 7,391 (12,691
Net cash provided by operating activities 405,357 555,485 391,515
Cash flows from investing activities:
Purchases of property and equipment (261,515 (284,112 (288,294
Purchases of short-term investments (49,675 (132,775 (221,700
Sales of short-term investments 51,525 166,850 247,501
Purchases of long-term investments (25,756 (16,995 -
Insurance proceeds related to property and equipmen 1,807 1,210 -
Proceeds from sale of property and equipment 1,650 1,419 3,324
Net cash used in investing activities (281,964 (264,403 (259,169
Cash flows from financing activities:
Borrowings under revolving credit facility 2,012,700 232,200 195,000
Repayments of borrowings under revolving creditlitgc (2,012,700 (232,200 (195,000
Issuance of long-term obligations - 14,495 -
Repayments of long-term obligations (14,118 (14,310 (16,417
Payment of cash dividends (62,472 (56,183 (52,682
Proceeds from exercise of stock options 19,894 29,405 34,128
Repurchases of common stock (79,947 (297,602 (209,295
Tax benefit of stock options 2,513 - -
Other financing activities (584) 892 (1,149
Net cash used in financing activities (134,714 (323,303 (245,415
Net decrease in cash and cash equivalents (11,321 (32,221 (113,069
Cash and cash equivalents, beginning of year 200,609 232,830 345,899
Cash and cash equivalents, end of year $ 189,288 $ 200,609 $ 232,830
Supplemental cash flow information:
Cash paid during year for:
Interest $ 24180 $ 25,747 $ 26,748
Income taxes $ 155,825 $ 205,802 $ 133,100
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Supplemental schedule of noncash investing andding

activities:
Purchases of property and equipment awaiting psicgsor

payment, included in Accounts payable $ 18,094 $ 24,750 $ 12,921
Purchases of property and equipment under capaskl

obligations $ 5366 $ 7,197 3 5,722
Elimination of financing obligations (See Note 8) $ 46,608 $ - $ -
Elimination of promissory notes receivable (Seed\Rjt $ 46,608 $ - $ -

The accompanying notes are an integral part ofdbwsolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. Basis of presentation and accounting policie
Basis of presentation

These notes contain references to the years 2008, 2005 and 2004, which represent fiscal yeaisgror
ended February 1, 2008, February 2, 2007, FebRj&2906 and January 28, 2005, respectively. Fiszad 2007 will
be, and each of 2006 and 2004 was, a 52-week ategyoreriod while 2005 was a 53-week accountingogefThe
Company’s fiscal year ends on the Friday closedatwary 31. The consolidated financial statementsde all
subsidiaries of the Company, except for its notgdmfit subsidiary the assets and revenues of waielnot material.

Intercompany transactions have been eliminated.

The Company leases three of its distribution cenf&®Cs”) from lessors, which meet the definitiohneo
Variable Interest Entity (“VIE”) as described bynBncial Accounting Standards Board (“FASB”) Intetation 46,
“Consolidation of Variable Interest Entities” (“FIAB”), as revised. One of these DCs has been redas a financing
obligation whereby the property and equipment, @haith the related lease obligations, are refleateitie consolidate
balance sheets. The other two DCs, excludingdo@@eent, have been recorded as operating leasesandance wit
Statement of Financial Accounting Standards (“SBAE, “Accounting for Leases.” The Company is tia primary
beneficiary of these VIEs and, accordingly, hasincdiuded these entities in its consolidated finalnstatements.

Business description

The Company sells general merchandise on a retsis$ through 8,229 stores (as of February 2, 20@ajed
primarily in the southern, southwestern, midwesterd eastern United States. The Company has DEsoittsville,
Kentucky; Ardmore, Oklahoma; South Boston, Virgjrradianola, Mississippi; Fulton, Missouri; Alachuéorida;
Zanesville, Ohio; Jonesville, South Carolina andiblg Indiana.

The Company purchases its merchandise from a vadety of suppliers. Approximately 11% of the
Company’s purchases in 2006 were made from Thetétr&cGamble Company. The Company’s next largegpber
accounted for approximately 5% of the Company’shases in 2006.

Restatement of previously issued consolidated finaral statements

The Company has historically classified self-insgmand deferred rent liabilities within Accruegerses and
other, which is included in Total current liab#éisi on the Company’s consolidated balance sheetasiagment has
concluded that a portion of these liabilities (irdihg approximately $89.3 million and $23.0 milliohself-insurance
and deferred rent liabilities, respectively) andaie other assets of $15.8 million and liabilitefs$18.3 million should
be classified as noncurrent, along with the reldief@rred income tax impacts, where applicable a Assult, the
Company has restated the accompanying Februag08, @nsolidated balance sheet to correct the pregentation.
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The following is a summary of consolidated balasiceet line items impacted by the classificationustiipents:

As Previously

Reported Adjustments As Restated
Prepaid expenses and other current assets $ 67,14C $ (15,801 $ 51,33¢
Deferred income tax asset — current 11,912 (11,912 -
Total current assets 1,762,92! (27,713 1,735,21:
Other assets, net 37,09C 15,801 52,891
Accrued expenses and other 372,92 (130,566 242,35¢
Deferred income tax liability — current - 7,267 7,267
Total current liabilities 933,79 (123,299 810,49¢
Deferred income tax liability — noncurrent 67,632 (19,179 48,45¢
Other liabilities - 130,566 130,56¢

Cash and cash equivalents

Cash and cash equivalents include highly liquigstments with insignificant interest rate risk aniginal
maturities of three months or less when purcha&edath investments primarily consist of money mafkets,
certificates of deposit and commercial paper. ddreying amounts of these items are a reasonatieats of their fair
value due to the short maturity of these investsient

Payments due from banks for third-party credit cdabit card and electronic benefit transactioassified as
cash and cash equivalents totaled approximately6$hillion and $7.8 million at February 2, 2007 drebruary 3,
2006, respectively.

The Company’s cash management system providesfigridvestment of available balances and the fugadf
outstanding checks when presented for paymentstéhding but unpresented checks totaling approrim&t22.3
million and $124.2 million at February 2, 2007 debruary 3, 2006, respectively, have been inclualédtcounts
payable in the consolidated balance sheets. Ugpaseptation for payment, these checks are fundeddgh available
cash balances or the Company’s existing crediliiaci

The Company has certain cash and cash equivalelatsdes that, along with certain other assetdyeirgy held
as required by certain regulatory requirementsaadherefore not available for general corporat@ses, as further
described below under “Investments in debt andtgceicurities.”

Investments in debt and equity securities

The Company accounts for its investment in debtraatketable equity securities in accordance witASE15,
“Accounting for Certain Investments in Debt and Bg&ecurities,” and accordingly, classifies thesrhald-to-
maturity, available-for-sale, or trading. Debtsdites categorized as held-to-maturity are stateaimortized cost.
Debt and equity securities categorized as avaiéitsale are stated at fair value, with any unrealgaids and losse
net of deferred income taxes, reported as a conmpaiéccumulated other comprehensive loss. Tmagecurities
(primarily mutual funds held pursuant to deferrethpensation and supplemental retirement plansjréieef discussed
in Note 9) are stated at fair value, with
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changes in fair value recorded in income as a copoof Selling, general and administrative (“SG&&%pense.

In general, the Company invests excess cash iteskaated, highly liquid investments such as mameyket
funds, certificates of deposit, and commercial paf@epending on the type of securities purchadebt(versus equity)
as well as the Compargyintentions with respect to the potential salsuwth securities before their stated maturity d
such securities have been classified as held-tosthabr available-for-sale. Given the short métes of such
investments (except for those securities desciib&arther detail below), the carrying amounts ap@mate the fair
values of such securities.

The Company may invest in tax-exempt auction rateisties, which are debt instruments having lordtpged
(in some cases, many years) legal maturities, ihtinterest rates that are generally reset evB8fg2days under an
auction system. Because auction rate securiteeBeguently re-priced, they trade in the market Bhort-term
investments. As available-for-sale securitiess¢hi@avestments are carried at fair value, whichh@pmates cost given
that the average duration of such securities hglthéd Company is less than 40 days. Despite tjugdlinature of these
investments, the Company categorizes them as &hantinvestments instead of cash and cash equigadere to the
underlying legal maturities of such securities.wdwger, they have been classified as current aasdtsey are generally
available to support the Company’s current openatidhere were no such investments outstanding lsbouary 2,
2007 or February 3, 2006.

In 2006 and 2005, the Company’s South Carolina<has®lly owned captive insurance subsidiary, Ashley
River Insurance Company (“ARIC”), had investmemt$JiS. Government securities, obligations of Gowent
Sponsored Enterprises, short- and long-term cotpataligations, and asset-backed obligations. The&stments are
held pursuant to South Carolina regulatory requéetsito maintain certain asset balances in rel&@RIC’s liability
and equity balances and as such, these investauent®t available for general corporate purposks.cbmposition of
these required asset balances changes periodidalebruary 2, 2007, the total of these balancas $52.9 million
and is reflected in the Company’s consolidatedrixadasheet as follows: cash and cash equivalei$3.2fmillion,
short-term investments of $30.0 million and long¥ténvestments included in other assets of $19lifomi

The Company’s investment in the secured promissotgs issued by the third-party entity from whibh t
Company formerly leased its DC in South Bostongwiia, was classified as a held-to-maturity seguattFebruary 3,
2006. The Company acquired the entity which hedallétle to this DC in June 2006 as discussedoteM8, thereby
effectively eliminating these secured promissories@nd related financing obligations.

Historical cost information pertaining to investrteem mutual funds by participants in the Company’s
supplemental retirement and compensation defelaabprlassified as trading securities is not rgaaiilable to the
Company.

53




On February 2, 2007 and February 3, 2006, heldatsrity, available-for-sale and trading securitessisted
of the following (in thousands):

Gross Unrealized Estimated
February 2, 2007 Cost Gains Losses Fair Value
Held-to-maturity securities
Bank and corporate debt $ 100,38¢ $ 2 $ 80 $ 100,30¢
U.S. Government securities 17,02¢ 1 29 16,99¢
Obligations of Government
Sponsored Enterprises 9,192 3 9 9,18¢
Asset-backed securities 2,832 4 10 2,827
129,431 10 128 129,31¢
Available-for-sale securities
Equity securities 13,51z - - 13,51z
Trading securities
Equity securities 13,591 - - 13,591
Total debt and equity securities $ 156,54( $ 10 $ 128 $ 156,42:
Gross Unrealized Estimated
February 3, 2006 Cost Gains Losses Fair Value
Held-to-maturity securities
Bank and corporate debt $ 59,19¢ $ - $ 55 $ 59,141
Obligations of Government
Sponsored Enterprises 7,59C - 12 7,57¢
Asset-backed securities 3,847 5 6 3,84¢€
Other debt securities 47,151 2,31¢ - 49,47(
117,78¢ 2,324 73 120,03t
Available-for-sale securities
Equity securities 16,30( - - 16,30(
Trading securities
Equity securities 14,87: - - 14,87:
Total debt and equity securities $ 148,957 $ 2,324 $ 73 $ 151,20¢
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On February 2, 2007 and February 3, 2006, thessiments were included in the following accounthe
consolidated balance sheets (in thousands):

Held-to- Available-

Maturity for-Sale Trading
February 2, 2007 Securities Securities Securities
Cash and cash equivalents $ 79,764 $ 13,51- $ -
Short-term investments 29,95(C - -
Prepaid expenses and other current assets - - 1,09C
Other assets, net 19,72% - 12,501

$ 129,431 $ 13,51 $ 13,591
February 3, 2006
Cash and cash equivalents $ 44,87C $ 16,30 $ -
Short-term investments 8,85C - -
Prepaid expenses and other current assets - - 3,77¢€
Other assets, net 16,913 - 11,097
Current portion of long-term obligations

(see Note 6) 1,10€ - -

Long-term obligations (see Note 6) 46,045 - -

$ 117,78¢ $ 16,30C $ 14,87:

The contractual maturities of held-to-maturity a@available-for-sale securities as of February 2,7206re as
follows (in thousands):

Held-to-Maturity Securities Available-for-Sale Securities
Cost Fair Value Cost Fair Value
Less than one year $ 109,30¢ $ 109,27¢ $ - $ -
One to three years 17,30( 17,21¢ - -
Greater than three years 2,83: 2,827 - -
Equity securities - - 13,51Z 13,51Z
$ 129,43] $ 129,31¢ $ 13,51 $ 13,517

For the years ended February 2, 2007, Februar9( and January 28, 2005, gross realized gainfoaads on
the sales of available-for-sale securities werenmaterial. The cost of securities sold is baseahupe specific
identification method.

Merchandise inventories

Inventories are stated at the lower of cost or eiankth cost determined using the retail last-irstfout
(“LIFO”) method. Under the Company’s retail inventanethod (“RIM”), the calculation of gross proéihd the
resulting valuation of inventories at cost are cated by applying a calculated cost-to-retail ineeptratio to the retail
value of sales. The excess of current cost oMeDLdost was approximately $4.3 million at Februarg007 and $5.8
million at February 3, 2006. Current cost is deieed using the retail first-in, first-out methotIFO reserves
decreased $1.5 million, $0.5 million and $0.2 raillin 2006, 2005 and 2004, respectively. Cosescty associated
with warehousing and distribution are capitalizet inventory.

In 2005, the Company expanded the number of invemtepartments it utilizes for its gross profit@ahtion
from 10 to 23. The impact of this change in esterat the Company’s
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consolidated 2005 results of operations was amas#id reduction of gross profit and a correspondegease to
inventory, at cost, of $5.2 million.

Store pre-opening costs
Pre-opening costs related to new store openingshendonstruction periods are expensed as incurred.
Property and equipment

Property and equipment are recorded at cost. TOmep@ny provides for depreciation and amortizatiomo
straight-line basis over the following estimatedfuslives:

Land improvements 20
Buildings 39-40
Furniture, fixtures and equipment 3-10

Improvements of leased properties are amortized tbeeshorter of the life of the applicable leas®nt or the
estimated useful life of the asset.

Impairment of long-lived assets

When indicators of impairment are present, the Caomgpevaluates the carrying value of long-lived esseher
than goodwill, in relation to the operating perf@mse and future cash flows or the appraised vaitigge underlying
assets. In accordance with SFAS 144, “Accountimgife Impairment or Disposal of Long-Lived Assetsé Compan
reviews for impairment stores open more than twaryéor which current cash flows from operatiores regative.
Impairment results when the carrying value of th&ets exceeds the undiscounted future cash floerstio® life of the
lease. The Company’s estimate of undiscountedduwtash flows over the lease term is based upooritigk operations
of the stores and estimates of future store piafitg which encompasses many factors that areeslp variability an
difficult to predict. If a long-lived asset is fodno be impaired, the amount recognized for impairtms equal to the
difference between the carrying value and the asfet value. The fair value is estimated basatharily upon future
cash flows (discounted at the Company'’s creditstdplirisk-free rate) or other reasonable estinftésr market
value. Assets to be disposed of are adjusted ttathealue less the cost to sell if less thanlibek value.

The Company recorded impairment charges, includ&E3&A expense, of approximately $9.4 million in080
$0.6 million in 2005 and $0.2 million in 2004 taltee the carrying value of certain of its storeseds as deemed
necessary due to negative sales trends and cashdlahese locations. The majority of the 2006@bsiwere recorded
pursuant to certain strategic initiatives discussddote 2.

Other assets

Other assets consist primarily of long-term investis, qualifying prepaid expenses, debt issuansts echich
are amortized over the life of the related obligiasi, utility and security deposits, life insurapodicies and goodwill.
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Vendor rebates

The Company accounts for all cash consideratiogsived from vendors in accordance with the provisioh
Emerging Issues Task Force Issue (“EITF”) 02-16;¢dunting by a Customer (Including a Reseller)3ertain
Consideration Received from a VenddC.dsh consideration received from a vendor is gdggnaesumed to be a reb.
or an allowance and is accounted for as a reduofiomerchandise purchase costs and recognize istdtement of
operations at the time the goods are sold. Howeeetain specific, incremental and otherwise queld SG&A
expenses related to the promotion or sale of vepdmtucts may be offset by cash consideration vedeirom vendors
in accordance with arrangements such as coopedivertising, when earned for dollar amounts ulputonot
exceeding actual incremental costs. The Comparpgrezes amounts received for cooperative advegtism
performance, “first showing” or distribution, costnt with its policy for advertising expense ic@clance with the
American Institute of Certified Public Accountastatement of Position 93-7, “Reporting on AdveniisCosts.”

Rent expense

Rent expense is recognized over the term of treeledhe Company records minimum rental expense on
straight-line basis over the base, non-cancel&bdlge term commencing on the date that the Compérg physical
possession of the property from the landlord, wimchmally includes a period prior to the store apgro make
necessary leasehold improvements and install 8iduees. When a lease contains a predeterminei fescalation of
the minimum rent, the Company recognizes the relegat expense on a straight-line basis and re¢beddifference
between the recognized rental expense and the dspayable under the lease as deferred rent. dhgpény also
receives tenant allowances, which are recorde@f@srdd incentive rent and are amortized as a teouto rent
expense over the term of the lease. Any differdaate/een the calculated expense and the amountlgqiaid are
reflected as a liability, with the current portionAccrued expenses and other and the long-tertiopan Other
liabilities in the consolidated balance sheets, tataled approximately $30.4 million and $25.0 roill at February 2,
2007 and February 3, 2006, respectively.

The Company recognizes contingent rental expenga wie achievement of specified sales targets are
considered probable, in accordance with EITF I€848, “Accounting for Contingent Rent.” The amoerpensed but
not paid as of February 2, 2007 and February 36 208 approximately $8.6 million and $9.3 millioaspectively, an
is included in Accrued expenses and other in tmsalidated balance sheets. (See Notes 4 and 8).

For store closures where a lease obligation siiite, the Company records the estimated futulalitiya
associated with the rental obligation on the dagestore is closed in accordance with SFAS 146¢ctating for Costs
Associated with Exit or Disposal Activities.” Based an overall analysis of store performance ampeeted trends,
management periodically evaluates the need to clioderperforming stores. Liabilities are establishethe point of
closure for the present value of any remaining ajiey lease obligations, net of estimated sublees®sne, and at the
communication date for severance and other exiscas prescribed by SFAS 146. Key assumptionaloulating the
liability include the timeframe expected to terntséease
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agreements, estimates related to the subleasetipbtdrclosed locations, and estimation of othedated exit costs.
Liabilities are reviewed periodically and adjustelden necessary.

Insurance liabilities

The Company retains a significant portion of riskits workers' compensation, employee health, ggne
liability, property and automobile claim exposurdsccordingly, provisions are made for the Compagtimates of
such risks. Actuaries are utilized to determireethdiscounted future claim costs for the workews\pensation,
general liability, and health claim risks. To #went that subsequent claim costs vary from tlestenates, future
results of operations will be affected. Ashley Rilressurance Company (or ARIC, as defined abov&puath Carolina-
based wholly owned captive insurance subsidiath@Company, charges the operating subsidiary coimpa
premiums to insure the retained workers' compemsatnd non-property general liability exposurearsBant to South
Carolina insurance regulations, ARIC has cash astl equivalents and investment balances that a@vadable for
general corporate purposes, as further describ@gealnder “Investments in debt and equity secstitiARIC
currently insures no unrelated third-party riskeTareater Cumberland Insurance Company, formevigranont-based
wholly owned captive insurance subsidiary of thenpany, was liquidated in 2005.

Other liabilities

Other liabilities consist primarily of the noncuntgortion of insurance liabilities of $107.5 noifi in 2006 and
$89.3 million in 2005, as well as the noncurrentipa of deferred rent, deferred gains, and lidiesi related to the
Company’s supplemental retirement and compensdggarral plans.

Fair value of financial instruments

The carrying amounts reflected in the consolid@i@dnce sheets for cash, cash equivalents, short-te
investments, receivables and payables approxirhaterespective fair values. At February 2, 200@ Rebruary 3,
2006, the fair value of the Company’s debt, excigdiapital lease obligations, was approximatelys$2énillion and
$281.0 million, respectively, based upon the edtihanarket value of the debt at those dates. Eheuary 3, 2006
amount is net of the fair value of a note receigabi the South Boston, Virginia DC of approximat®i.5 million, as
further discussed in Note 8. Such fair value exeddte carrying values of the debt at February@72and February
2006 by approximately $14.0 million and $24.2 roitlj respectively. Fair values are based primarilgooted prices
for those or similar instruments. A discussionha carrying value and fair value of the Companigsgvative financial
instruments is included in the section entitled fil&tive financial instruments” below.

Derivative financial instruments

The Company accounts for derivative financial imstents in accordance with the provisions of SFAS, 13
“Accounting for Derivative Instruments and Hedgifxgtivities”, as amended by SFAS 137, 138 and 149 an
interpreted by numerous FASB Issues. These
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statements require the Company to recognize allatere instruments on the balance sheet at fdireyjaand contain
accounting rules for hedging instruments, whicheshepon the nature of the hedge relationship.

The Company has historically used derivative finanastruments primarily to reduce its exposuradverse
fluctuations in interest rates and, to a much lesg&nt, other market exposures.

As a matter of policy, the Company does not bugadrfinancial instruments, including derivativés,
speculative or trading purposes and all financisirument transactions must be authorized and &e@pursuant to tr
approval of the Board of Directors. All financiaktrument positions taken by the Company are useeluce risk by
hedging an underlying economic exposure and awetstied as straightforward instruments with ligonidrkets. The
Company primarily executes derivative transactwite major financial institutions.

The following table summarizes activity in Accunteld other comprehensive loss during 2006 related to
derivative transactions used by the Company inrma&viods to hedge cash flow exposures relatinggttain debt
transactions (in thousands):

Before-Tax After-Tax

Amount Income Tax Amount

Accumulated net losses as of February 3, 2006 $ (1,253 $ 459 $ (794)
Net losses reclassified from Other comprehensisg lo

into earnings 286 (98) 188

Accumulated net losses as of February 2, 2007 $ (967) $ 361 $ (606)

The Accumulated other comprehensive loss balanEelatuary 2, 2007 includes deferred losses reaiizédne
2000 on the settlement of an interest rate dexgdtiat was designated and effective as a cashhéalge of the
Company’s forecasted issuance of its $200 millibfixed rate notes in June 2000 (see Note 6). @hisunt will be
reclassified into earnings as an adjustment tetfeetive interest expense on the fixed rate ntstesigh their maturity
date in June 2010. The Company estimates thatl iteglassify into earnings during the next twetaenths
approximately $0.2 million of the net amount re@atdn Accumulated other comprehensive loss as lofueey 2,
2007.

Share-based payments

The Company has a shareholder-approved stock imegsian under which stock options, restricted lstoc
restricted stock units and other equity-based asvaraly be granted to officers, directors and keyleyees. Effective
February 4, 2006, the Company adopted SFAS 123¢B#2004) “Share Based Payment” and began redagniz
compensation expense for share-based compensased bn the fair value of the awards on the grate&t §FAS 123
(R) requires share-based compensation expensenigedgince February 4, 2006 to be based on thewiolg: (a)
grant date fair value estimated in accordance thighoriginal provisions of SFAS 123, “Accounting fetock-Based
Compensation,” for unvested options granted podhée adoption date and (b) grant date fair vastienated in
accordance with the provisions of SFAS 123(R) forasted options granted subsequent to the adoghiten The
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Company adopted SFAS 123(R) under the modifiedgacts/e-transition method and, therefore, resutimfprior
periods have not been restated.

Prior to February 4, 2006, the Company accountedtfare-based payments using the intrinsic-valiseda
recognition method prescribed by Accounting Prites@Board Opinion 25, “Accounting for Stock Issued
Employees” (“APB 25”), and had provided pro formsatbsures as permitted under SFAS 123. Becausk spions
were granted at an exercise price equal to the eharice of the underlying common stock on the déigrant,
compensation cost related to stock options wasrgbyn@ot required to be recorded as a reductiametancome prior
to adopting SFAS 123(R).

Under SFAS 123(R), forfeitures are estimated atithe of valuation and reduce expense ratably ther
vesting period. This estimate is adjusted peridjidemsed on the extent to which actual forfeitudédter, or are
expected to differ, from the previous estimate. fidréeiture rate is the estimated percentage aboptgranted that are
expected to be forfeited or canceled before becgrully vested. The Company bases this estimateisiorical
experience. An increase in the forfeiture rate détrease compensation expense. Under SFAS 12G8pthpany
elected to account for forfeitures when awards vaetaally forfeited.

SFAS 123(R) also requires the benefits of tax diolus in excess of recognized compensation cdsé to
reported as a financing cash flow, rather thamasperating cash flow as required prior to the éidopof SFAS 123

(R).

The fair value of each option grant is separatstireated. The fair value of each option grant i®dired into
compensation expense on a straight-line basis leetitee grant date for the award and each vestiteg lhe Company
has estimated the fair value of all stock optioraals as of the date of the grant by applying tfeeBIScholes-Merton
option pricing valuation model. The applicationtlois valuation model involves assumptions thafadgmental and
highly sensitive in the determination of comper@magxpense.

The Company also accounts for nonvested restratterk and restricted stock unit awards in accoredavith
the provisions of SFAS 123(R). The Company calesl@ompensation expense as the difference betWweenarket
price of the underlying stock on the date of geard the purchase price, if any, and recognizes aount on a
straight-line basis over the period in which theipent earns the nonvested restricted stock astdeted stock unit
award. Under the provisions of SFAS 123(R), unemnpensation is not recorded within shareholdsgsity.

The Company has elected to determine its excedsetaafit pool upon adoption of SFAS 123(R) in adanice
with the provisions of FASB Staff Position (“FSR23(R)-3, “Transition Election Related to Accougtiior the Tax
Effects of Share-Based Payment Awards.” Under tbeipions of this FSP, the cumulative benefit aicktoption
exercises included in additional paid-in capitaltfee periods after the effective date of SFAS s2&duced by the
cumulative income tax effect of the pro forma stopkion expense previously disclosed in accordavittethe
requirements of SFAS 123. (The provision of thi®Fpplied only to options that were fully vestetbbe the date of
adoption of SFAS 123(R). The amount of any excasbenefit for options that are either grantedrafte adoption of
SFAS 123(R) or are partially vested on the
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date of adoption were computed in accordance weltptovisions of SFAS 123(R).) The amount of angess deferred
tax asset over the actual income tax benefit redliar options that are exercised after the adomfd’SFAS 123(R) wi
be absorbed by the excess tax benefit pool. Indamexpense will be increased should the Compaaxcess tax
benefit pool be insufficient to absorb any futuegedred tax asset amounts in excess of the aevdlenefit realized.
The Company has determined that its excess taXibpoel was approximately $68 million as of theoption of SFAS
123(R) on February 4, 2006.

Revenue and gain recognition

The Company recognizes retail sales in its staréseaime the customer takes possession of meditanAll
sales are net of discounts and estimated retuchar@npresented net of taxes assessed by goveairaatitorities that
are imposed concurrent with those sales. Thédityabor retail merchandise returns is based onGoeenpany’s prior
experience. The Company records gain contingemdies realized.

The Company began gift card sales in the thirdtguaf 2005. The Company recognizes gift cardssedgenu
at the time of redemption. The liability for thétgards is established for the cash value atithe of purchase. The
liability for outstanding gift cards was approxiraigt$0.8 million and $0.5 million at February 2,020and February 3,
2006, respectively, and is recorded in Accrued egpe and other. Through February 2, 2007, the Coynipas not
recorded any breakage income related to its gitt peogram. The Company will continue to evaluédecurrent
breakage policy as it continues to gain more sefficcompany-specific customer experience.

Advertising costs

Advertising costs are expensed upon performangst $howing” or distribution, and are reflected oé
qualifying cooperative advertising funds providgavendors in SG&A expenses. Advertising costs vii®.0 million,
$15.1 million and $7.9 million in 2006, 2005 and)20respectively. These costs primarily includenpotional
circulars, targeted circulars supporting new starestore signage, and costs associated withgbesorship of a
National Association for Stock Car Auto Racing teamaddition, beginning in the fourth quarter 608, the Compar
also utilized television and radio advertising anginction with certain strategic initiatives asther discussed in Note
2. Vendor funding for cooperative advertising offiegported expenses by $7.9 million, $0.8 milliod &1.0 million in
2006, 2005 and 2004, respectively.

Capitalized interest

To assure that interest costs properly reflect dmdy portion relating to current operations, iattron borrowed
funds during the construction of property and emept is capitalized. Interest costs capitalizedevagpproximately
$2.9 million, $3.3 million and $3.6 million in 2008005 and 2004, respectively.
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Income taxes

The Company reports income taxes in accordanceS#&S 109, “Accounting for Income Taxes”. Under
SFAS 109, the asset and liability method is used¢donputing future income tax consequences of svitiat have bee
recognized in the Company’s consolidated finarst@alements or income tax returns. Deferred incaxexpense or
benefit is the net change during the year in then@any’s deferred income tax assets and liabilities.

Management estimates

The preparation of financial statements and reldisclosures in conformity with accounting prineipl
generally accepted in the United States requiresagement to make estimates and assumptions tleat #fe reported
amounts of assets and liabilities and disclosu@afingent assets and liabilities at the datéefdonsolidated
financial statements and the reported amountsvefnges and expenses during the reporting periadtial results
could differ from those estimates.

Accounting pronouncements

In July 2006, the FASB issued Interpretation 48¢¢Aunting for Uncertainty in Income Taxes” (“FIN38
which will require companies to assess each inc@ax@osition taken using a two-step process. Ardetetion is first
made as to whether it is more likely than not thatposition will be sustained, based upon thentieahmerits, upon
examination by the taxing authorities. If the tasiton is expected to meet the more likely thahaniteria, the benefit
recorded for the tax position equals the largesitarhthat is greater than 50% likely to be realiapdn ultimate
settlement of the respective tax position. Therpriation applies to income tax expense as wealhgselated interest
and penalty expense.

FIN 48 requires that changes in tax positions @&din a company’s financial statements prior eatoption
of this interpretation be recorded as an adjustrizetite opening balance of retained earnings ®p#riod of adoptior
FIN 48 will generally be effective for public compas for the first fiscal year beginning after Destxer 15, 2006. The
Company anticipates adopting the provisions ofititisrpretation during the first quarter of fis@807. No
determination has yet been made regarding the malateof the potential impact of this interpretati on the
Company’s financial statements.

In September 2006 the FASB issued SFAS 157, “Falu& Measurements”, which provides guidance fargisi
fair value to measure assets and liabilities. Taedard also requires expanded information aba&uéttent to which
companies measure assets and liabilities at famey#he information used to measure fair valud, the effect of fair
value measurements on earnings. The standard apgienever other standards require (or permitiassdiabilities
to be measured at fair value. The standard doesxpaind the use of fair value in any new circun#anSFAS 157 is
effective for financial statements issued for fls@ars beginning after November 15, 2007, andimt@eriods within
those fiscal years. The Company currently expectgsibpt SFAS 157 during the 2008 fiscal year. Nerd@nation has
yet been made regarding the potential impact efgtandard on the Company’s financial statements.
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In September 2006 the FASB issued SFAS 158, “EngoidyAccounting for Defined Benefit Pension and €th
Postretirement Plans,” which will require comparigsecognize the overfunded or underfunded sttasdefined
benefit postretirement plan (other than a multie@yet plan) as an asset or liability in its stateteérfinancial position
and to recognize changes in that funded statuseiyear in which the changes occur through compisate income.
This Statement also requires a company to measerimded status of a plan as of the date of és-gad statement of
financial position, with limited exceptions. A coanpy with publicly traded equity securities is reqdito initially
recognize the funded status of a defined benefitrprement plan and to provide the required d=males as of the end
of the fiscal year ending after December 15, 2@0@, the Company has complied with these providiotise extent
material. The second phase of SFAS 158 includegarement to measure plan assets and benefitatibing as of the
date of the Company’s fiscal year-end statemefihahcial position, and is effective for fiscal ye@nding after
December 15, 2008. No final determination has geinbmade regarding the timing or expected impaatoption of
the second phase of SFAS 158 on the Company’s lidatsal financial statements, however, becaus€tmpany
currently has one supplemental executive retirempkamt with one executive participant, the impdcany, is expected
to be minimal.

Reclassifications
Certain reclassifications of the 2005 and 2004 arteohave been made to conform to the 2006 presamtat

2. Strategic initiatives

In its Quarterly Report on Form 10-Q for the qudyteeriod ended August 4, 2006, the Company anoced it
was considering modifying its historical inventeananagement model and accelerating its recentlyreaibreal estate
strategy. The outcome of these deliberations ifostt below.

Inventory management

In November 2006, the Company’s Board of Direcapproved management’s recommendation to discontinue
the Companyg historical inventory packaway model by the enfisafal 2007. With few exceptions, the Company p
to eliminate, through end-of-season and other ntarkd, existing seasonal, home products and bastiaird
packaway merchandise by the close of fiscal 20@&loov for increased levels of newer, current-seaserchandise.
In connection with this strategic change, the Canypncurred substantially higher markdowns andeslowns on
inventory in the third and fourth quarters of 2006e Company recorded total markdowns of $279.fianikt cost
taken during 2006, compared with total markdown$Xif6.5 million at cost taken in 2005. Markdownsckhvere
expected to reduce inventory below cost were censdlin the Company’s lower of cost or market estenand
recorded at such time as the utility of the undedynventory was deemed to be impaired. Duringtkiivel quarter of
fiscal 2006, the Company recorded a lower of cosharket inventory impairment estimate of $63.5lioml, increasing
the balance to $69.4 million as of November 3, 2006s estimate was reduced by $23.7 million dutheyremainder
of 2006, reflecting the Company’s estimate of teot-cost markdowns that were taken during thabperesulting in
a balance
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of approximately $45.6 million as of February 2020This inventory is expected to be sold durin@2Markdowns
which are not below cost impact the Company’s gpséit in the period in which such markdowns aken. The
amount of the below-cost inventory adjustment sedlbon management’s assumptions regarding thegtiamd
adequacy of markdowns and the final adjustment vaay materially from the amount recorded dependingarious
factors, including timing of the execution of tharm retail market conditions and the accuracyssuaptions used by
management in developing these estimates.

Exit and disposal activities

In November 2006, the Company’s Board of Direcagproved management’s recommendation to close, in
addition to those stores that might be closedeénatflinary course of business, approximately 406festby the end of
fiscal 2007 (approximately 128 of which have belased as of February 2, 2007), and expects to itmeufollowing
pretax costs associated with the closing of theges (in millions):

Estimated
(Unaudited) Total Incurred in 2006  Remaining
Lease contract termination costs $ 381 $ 57 $ 324
One-time employee termination benefits 1.4 0.3 11
Other associated store closing costs 9.0 0.2 8.8
Inventory liquidation fees 5.0 1.6 3.4
Asset impairment & accelerated depreciation 9.0 8.3 0.7
Inventory markdowns below cost 10.5 6.7 3.8
Total $ 730 $ 228 $ 502

Other associated store closing costs as listdueitable above primarily include the removal of asgble asse
as well as real estate consulting and other sesvice

Liability balances related to activities discusabdve for stores closed during 2006 are as follgnvmillions):

Balance, Balance,
February 3, 2006 Initial 2006 Payments February 2,
2006 Expenses and Other 2007
Lease contract termination costs $ - $ 57 $ 0.7 $ 5.0
One-time employee termination benefits - 0.3 - 0.3
Other associated store closing costs - 0.2 - 0.2
Inventory liquidation fees - 1.6 1.3 0.3
Total $ - $ 7.8 $ 2.0 $ 5.8

In addition, non-cash costs and charges of apprtein $15.0 million associated with this decisi@vé been
recognized in 2006, comprised of $8.0 million odperty and equipment impairment and $0.3 milliomodelerated
depreciation included in SG&A, and $6.7 millionkalow-cost inventory adjustments included in cdgands sold.
The Company recorded an estimated below-cost ioven¢serve for closing stores of $7.8 million agrthe third
quarter of 2006, which was reduced by $4.2 miltloming the remainder of 2006, reflecting the Conyaf3.1
million estimate of the below-cost markdowns thatevtaken during that
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period and a $1.1 million reduction of the origieatimate, resulting in a balance of approxima$a million for
inventory owned as of February 2, 2007.

All expenses associated with exit and disposalities are included in SG&A expenses with the exioepof
the below-cost inventory adjustments, which aréuhed in cost of goods sold in the consolidatetestent of income
for 2006. As noted above, the Company expectsciar iadditional charges in future periods when #lated expenses
are incurred. The estimated amount and timing eselfuture costs and charges are dependent onsdaictors,
including timing of the execution of the plan, thhetcome of negotiations with landlords and/or poé&disublease
tenants, and final inventory levels.

3. Property and equipment

Property and equipment is recorded at cost and suined as follows:

(In thousands) 2006 2005
Land and land improvements $ 147,447 $ 147,039
Buildings 437,368 381,460
Leasehold improvements 212,078 209,701
Furniture, fixtures and equipment 1,617,163 1,437,324
Construction in progress 16,755 46,016
2,430,811 2,221,540
Less accumulated depreciation and amortization 1,193,937 1,029,368
Net property and equipment $1,236,874 $1,192,172

Depreciation expense related to property and eqeipnavas approximately $199.6 million, $186.1 miiliand
$163.1 million in 2006, 2005 and 2004, respectiviyortization of capital lease assets is inclusledepreciation
expense.

4. Accrued expenses and othe

Accrued expenses and other consist of the following

2005
Restated
(In thousands) 2006 (see Note 1)
Compensation and benefits $ 41,957 $ 41,460
Insurance 76,062 65,376
Taxes (other than taxes on income) 50,502 58,967
Other 85,037 76,551
$ 253,558 $ 242,354

Other accrued expenses primarily include the ctiertion of liabilities for deferred rent, freighkpense,
contingent rent expense, interest, electricity, @mimon area maintenance charges.

65




5. Income taxes
The provision (benefit) for income taxes consigtthe following:

(In thousands) 2006 2005 2004
Current:
Federal $ 101,919 $ 175,344 $ 155,497
Foreign 1,200 1,205 1,169
State 17,519 9,694 8,150
120,638 186,243 164,816
Deferred:
Federal (34,807 8,479 21,515
Foreign 13 17 21
State (3,424, (252) 4,215
(38,218 8,244 25,751
$ 82,420 $ 194,487 $ 190,567

A reconciliation between actual income taxes andumts computed by applying the federal statutory t@a
income before income taxes is summarized as follows

(Dollars in thousands) 2006 2005 2004

U.S. federal statutory rate
on earnings before

income taxes $ 77,127 35.0% $ 190,625 35.0% $ 187,165 35.0%
State income taxes, net of

federal income tax benefit 5,855 2.7 6,223 1.1 8,168 1.5
Jobs credits, net of federal

income taxes (5,008  (2.3) (4,503, (0.8) (5,544 (1.0
Increase (decrease) in valuation

allowances 3,211 15 (88) (0.0) (106) (0.0)
Other 1,235 0.5 2,230 0.4 884 0.1

$ 82,420 37.4% $194,487 35.7% $ 190,567 35.6%

The 2006 income tax rate was higher than the 2a8tbhy 1.7%. Factors contributing to this incraastude
additional expense of approximately $0.9 milliolated to the adoption of a new tax system in tlaeSaf Texas whic
resulted in the elimination of certain deferred &ssets that had been recorded in prior yearsicaease of
approximately $0.9 million related to the Companyisrent year tax liability under the revised Stwitd exas tax
system; a reduction in the contingent income taeme due to the resolution of contingent liataitihat is $2.0 millio
less than the decrease that occurred in 2005;ca@ase in the deferred tax valuation allowancejssissed below, of
approximately $3.2 million; and an increase of $Ribion related to a benefit recognized in 200kted to an internal
restructuring. Offsetting these rate increasesav&sluction in the income tax rate related to f@dacome tax credits.
Due to the reduction in the Company’s 2006 incorei®re tax, a small increase in the amount of f@dacome tax
credits earned yielded a much larger percentagectieth in the income tax rate for 2006 versus 2005.
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While the 2005 and 2004 rates were similar ovettadl rates contained offsetting differences. Faatausing tr
2005 tax rate to increase when compared to the 200¢hte include a reduction in federal jobs dsedf approximatel
$1.0 million, additional net foreign income tax exge of approximately $0.8 million and a decreaghe contingent
income tax reserve due to resolution of contingjabilities that was $3.6 million less than the dse that occurred in
2004. Factors causing the 2005 tax rate to decwelase compared to the 2004 tax rate include thegm@tion of state
tax credits of approximately $2.3 million relatedthe Company’s construction of a DC in Indiana armnefit of
approximately $2.6 million related to an internedtructuring that was completed during 2005.

Deferred taxes reflect the effects of temporarfed#nces between carrying amounts of assets dititilées for
financial reporting purposes and the amounts usesh€ome tax purposes. Significant componenthi@f@ompany’s
deferred tax assets and liabilities are as follows:

(In thousands) 2006 2005
Deferred tax assets:
Deferred compensation expense $ 10,090 $ 15,166
Accrued expenses and other 4,037 3,916
Accrued rent 10,487 7,137
Accrued insurance 9,899 9,240
Deferred gain on sale/leasebacks 2,312 2,465
Inventories 5,874 -
Other 4,609 3,712
State tax net operating loss carryforwards, né¢déral tax 4,004 7,416
State tax credit carryforwards, net of federal tax 8,604 4,711
59,916 53,763
Less valuation allowances (5,249 (2,038
Total deferred tax assets 54,667 51,725
Deferred tax liabilities:
Property and equipment (71,465 (74,609
Inventories - (32,301
Other (478) (536)
Total deferred tax liabilities (71,943 (107,446
Net deferred tax liabilities $ (17,276 $ (55,721

Net deferred tax liabilities are reflected sepdyada the consolidated balance sheets as currehhamcurrent
deferred income taxes. The following table sumnesrizet deferred income tax liabilities from thesmidated balance
sheets:

2005
Restated
(In thousands) 2006 (see Note 1)
Current deferred income tax assets (liabilitieg}, n $ 24,321 $ (7,267,
Noncurrent deferred income tax liabilities, net (41,597 (48,454
Net deferred tax liabilities $ (17,276 $ (55,721

State net operating loss carryforwards as of Fepr2a2007, totaled approximately $94 million anidl expire
beginning in 2017 through 2027. The Company atsodtate tax credit carryforwards of approxima$dlg.2 million
that will expire beginning in 2007 through 2021.
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The valuation allowance, as of 2006, has been gealfor certain state tax credit carryforwards Hrat
principally associated with the Compasylistribution centers. The increase in the vaaatllowance for 2006 of $3
million is the result of an increase in availabiate tax credits during 2006 in excess of the arhthat the Company
believes will be utilized prior to their expiration

The valuation allowance, as of 2005, had been gealprincipally for certain state tax credit caory¥ards. In
2005, after an internal restructuring, all valuatadlowances related to state net operating losgfoawards were
removed resulting in a reduction in the valuatiboveance of approximately $1.1 million. This desse was offset by
additions to the valuation allowance applied tdaiarstate tax credit carryforwards of approximatd.9 million due
to the same internal restructuring. The remaicimgnge in the valuation allowance, an increas@pfaximately $0.1
million, related primarily to changes in state tagdits that were unrelated to the 2005 internstfueturing.

The change in the valuation allowance was an isered$3.2 million in 2006 and a decrease of $dlllomin
both 2005 and 2004. Based upon expected futuoemaand available tax planning strategies, managebedieves
that it is more likely than not that the resultoopkrations will generate sufficient taxable incameealize the deferred
tax assets after giving consideration to the vaduallowance.

The Company estimates its contingent income tédoilii@s based on its assessment of probable indame
related exposures and the anticipated settlemehbeé exposures translating into actual futulglitees. As of
February 2, 2007 and February 3, 2006, the Compaauncrual for these contingent liabilities, incldde Income taxes
payable in the consolidated balance sheets, wasxpmately $15.2 million and $13.4 million, respeety, and the
related accrued interest included in Accrued expe@asd other in the consolidated balance sheetapmeximately
$10.2 million and $6.2 million respectively.

As of February 2, 2007 and February 3, 2006, theg@amy had additional exposure in the amount of $4.2
million and $3.8 million, respectively, relateddontingent income tax liabilities that had a readma possibility of
being recognized as a loss in a future period.s&elditional amounts relate principally to incaareaudits. As the
Company does not consider it probable that a lassykt been incurred related to these items, nwoparf these
liabilities has been recorded.

6. Current and long-term obligations

Current and long-term obligations consist of théfeing:

(In thousands) February 2, 2007 February 3, 2006
8 5/8% Notes due June 15, 2010, net of discoufii46 and $189
at February 2, 2007 and February 3, 2006, respygtiv $ 199,832 $ 199,789
Tax increment financing due February 1, 2035 14,495 14,495
Capital lease obligations (see Note 8) 18,407 22,028
Financing obligations (see Note 8) 37,304 42,435
270,038 278,747
Less: current portion (8,080 (8,785
Long-term portion $ 261,958 $ 269,962
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In June 2006, the Company amended its revolvinditcfacility to increase the maximum commitmen&#&d0
million and to extend the expiration date to JuB&12 The amended credit facility contains provisitimat would allow
the maximum commitment to be increased to up t®@$bllion upon mutual agreement of the Company ismtenders
The amended credit facility is unsecured. The Campeas two interest rate options: base rate (wisicisually equal i
prime rate) or LIBOR. The Company pays interestumds borrowed under the LIBOR option at rates #natsubject
to change based upon the ratio of the Company’stddBBITDA (as defined in the amended credit &gl Under the
amended credit facility, the facility fees can rarfigom 10 to 20 basis points; the all-in drawn nratgder the LIBOR
option can range from LIBOR plus 55 to 125 basisso and the all-in drawn margin under the base oation can
range from the base rate plus 10 to 20 basis points

The amended credit facility contains financial aoets, which include limits on certain debt to cliev ratios,
a fixed charge coverage test, and minimum allowabiesolidated net worth ($1.45 billion at Febru2y007). In
December 2006, the Company amended the revolvadjtdacility to lower the fixed charge coveragstt®r future
periods through fiscal 2008 to take into accouatithpact that the initiatives discussed in Notelated to
merchandising and real estate strategies may hatteeaatio in those periods. As of February 2,72@0e Company
was in compliance with all of these covenants. By2006 and 2005, the Company had peak borrowih§258.4
million and $100.3 million, respectively, under timended credit facility. As of February 2, 2008 Company had r
outstanding borrowings or letters of credit outdiag under the amended credit facility.

In 2000, the Company issued $200 million princigaount of 8 5/8% Notes due June 2010 (the “Notdsig.
Notes require ser-annual interest payments in June and Decembeaabf year through June 15, 2010, at which time
the entire balance becomes due and payable. Ttes MHontain certain restrictive covenants. At kabr 2, 2007, the
Company was in compliance with all such covenants.

In July 2005, as an inducement for the Companykecs Marion, Indiana as the site for constructbba new
DC, the Economic Development Board of Marion appoba tax increment financing in the amount of $19ilion.
The principal amounts on this financing are dubdaepaid during fiscal years 2015 to 2035. Purstaathis financing
proceeds from the issuance of certain revenue beadsloaned to the Company in connection withctbrestruction of
this DC. The variable interest rate on this |@based on the weekly remarketing of the bonds;iwére supported t
a bank letter of credit, and ranged from 4.60%.43% in 2006 and from 3.52% to 4.60% in 2005.

At February 2, 2007 and February 3, 2006, the Compad commercial letter of credit facilities tatg $200.(
million and $195.0 million, respectively, of whifi16.1 million and $85.1 million, respectively, wayutstanding for
the funding of imported merchandise purchases. Migichandise is subject to lien until it is paid by the Company.
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7. Earnings per share

The amounts reflected below are in thousands exmapthare data.

2006
Net Weighted Average Per Share
Income Shares Amount
Basic earnings per share $ 137,94: 312,55¢ $ 044
Effect of dilutive stock options, restricted
stock and restricted stock units 954
Diluted earnings per share $ 137,94: 313,51( $ 044
2005
Net Weighted Average Per Share
Income Shares Amount
Basic earnings per share $ 350,15t 321,83t $ 1.0¢
Effect of dilutive stock options, restricted stock
and restricted stock units 2,29¢
Diluted earnings per share $ 350,15¢ 324,13: $ 1.08
2004
Net Weighted Average Per Share
Income Shares Amount
Basic earnings per share $ 344,19( 329,37¢ $ 1.04
Effect of dilutive stock options, restricted stock
and restricted stock units 2,692
Diluted earnings per share $ 344,19( 332,06¢ $ 1.04

Basic earnings per share was computed by dividgigncome by the weighted average number of stwdres
common stock outstanding during the year. Dilgathings per share was determined based on thiveligifect of
stock options using the treasury stock method.

Options to purchase shares of common stock tha agistanding at the end of the respective fiseat ybut
were not included in the computation of dilutedn@ags per share because the opti@x&rcise prices were greater tl
the average market price of the common shares, ¥¥efemillion, 7.9 million and 7.3 million in 2008005 and 2004,
respectively.

8. Commitments and contingencie:

As of February 2, 2007, the Company was committetku capital and operating lease agreements aanldiimg
obligations for most of its retail stores, threatefDCs, and certain of its furniture, fixturesdasguipment. The
majority of the Company’s stores are subject tatstesm leases (usually with initial or primaryres of three to five
years) with multiple renewal options when availabldhe Company also has stores subject to buiklstbarrangemen
with landlords, which typically carry a primary materm of between 7 and 10 years with multiplewet options.
Approximately half of the stores have provisionsdontingent rentals based upon a percentage ofede$ales volum
Certain leases contain restrictive covenantsofAebruary 2, 2007, the Company is not aware gpfraaterial
violations of such covenants.
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In January 1999 and April 1997, the Company saldiCs located in Ardmore, Oklahoma and South Bgston
Virginia, respectively, for 100% cash considerati@oncurrent with the sale transactions, the Compeased the
properties back for periods of 23 and 25 yearqaetsvely. The transactions were recorded as Gimgnobligations
rather than sales as a result of, among otherghthg lessor’s ability to put the properties becthe Company under
certain circumstances. The property and equipnadorig with the related lease obligations, assediatith these
transactions were recorded in the consolidatechbalaheets.

In May 2003, the Company purchased two securedigsamy notes (the “DC Notes”) from Principal Life
Insurance Company totaling $49.6 million. The DCé¢orepresented debt issued by the third partyyghTiPE”) from
which the Company leased the South Boston DC. Thé\Dtes were being accounted for as “held to mgtudebt
securities in accordance with the provisions of SHAS5, “Accounting for Certain Investments in Dabtl Equity
Securities.” However, by acquiring the DC Noteg, @ompany holds the debt instruments pertainints tease
financing obligation and, because a legal rightftdet exists, reflected the acquired DC Notes eeglaction of its
outstanding financing obligations in its consolethbalance sheet as of February 3, 2006 in accoedaith the
provisions of FASB Interpretation 39, “OffsettingAmounts Related to Certain Contracts — An Intetgtion of APB
Opinion 10 and FASB Statement 105.”

In June 2006, the Company acquired the TPE, whialed legal title to the South Boston DC assetshaat
issued the related debt in connection with theimaigfinancing transaction described above. Thesis mo material gain
or loss recognized as a result of this transacBased on the Comparsybwnership of the TPE at February 2, 2007
financing obligation and DC notes are eliminatethim Company’s consolidated financial statements.

Future minimum payments as of February 2, 200 ¢dpital leases, financing obligations and operdtages
are as follows:

Capital Financing Operating
(In thousands) Leases Obligations Leases
2007 $ 7,658 $ 4,435 $ 304,567
2008 5,440 4,381 254,087
2009 2,082 3,785 206,369
2010 599 3,785 169,454
2011 599 3,785 139,841
Thereafter 7,036 50,188 415,263
Total minimum payments 23,414 70,359 $ 1,489,581
Less: imputed interest (5,007, (33,055
Present value of net minimum lease
payments 18,407 37,304
Less: current portion, net (6,667, (1,413
Long-term portion $ 11,740 $ 35,891

Capital leases were discounted at an effectiveasteate of approximately 6.7% at February 2, 20De gros
amount of property and equipment recorded undetatdpases and financing obligations at Februa3®7 and
February 3, 2006, was $85.1 million and $150.2iaml|lrespectively. Accumulated depreciation orperty and
equipment under capital leases
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and financing obligations at February 2, 2007 aelr&ary 3, 2006, was $41.0 million and $70.5 millicespectively.

Rent expense under all operating leases is asvllo

(In thousands) 2006 2005 2004

Minimum rentals (a) $327,911 $295,061 $ 253,364

Contingent rentals 16,029 17,245 15,417
$343,940 $312,306 $ 268,781

(a) Excludes contract termination costs of $5.7iomlrecorded in association with the closing o8 E2ores in
the fourth quarter of 2006

Legal proceedings

On March 14, 2002, a complaint was filed in theteaiStates District Court for the Northern Distoft
Alabama (Edith Brown, on behalf of herself and others sinhiaituated v. Dolgencorp, Inc., and Dollar Genkra
Corporation, CV02-C-0673-W (‘Brown” )). Brownwas a collective action against the Company onlbehaurrent
and former salaried store managers claiming ttesetiindividuals were entitled to overtime pay amougd not have
been classified as exempt employees under thd_&aor Standards Act (“FLSA”). Plaintiffs soughtrecover
overtime pay, liquidated damages, declaratoryfrahe attorneys’ fees.

On January 12, 2004, the court certified an omtaiss of plaintiffs consisting of all persons enygld by the
Company as store managers at any time since Md&;,choD9, who regularly worked more than 50 hoursyeek and
either: (1) customarily supervised less than twplegrees at one time; (2) lacked authority to hirelischarge
employees without supervisor approval; or (3) samet worked in non-managerial positions at stotheradhan the

one he or she managed. The Company’s request &abihe certification decision on a discretionaagib to the b
U.S. Circuit Court of Appeals was denied.

Notice was sent to prospective class members anddadline for individuals to opt in to the lawsués May
31, 2004. Approximately 5,000 individuals optedkellowing the close of discovery in April 2005gtRompany filed
several motions, including a motion to decertifg thass as a collective action. On March 31, 20@6court denied the
Company’s motion to decertify, but granted, eitimewhole or in part, certain other motions, therebgucing the
number of class members to approximately 2,50@l ©fithis matter began on July 31, 2006. Durirgyttial, on
August 4, 2006, the court decertified the clas® Tompany reached a settlement agreement withviee named
plaintiffs in the case for an amount that was natemial to the Company’s financial statements, thednatter was
dismissed as settled on August 9, 2006.

On October 10, 2005, the Company was served witidditional lawsuitMoldoon, et al. v. Dolgencorp, Inc.,
al. (Western District of Louisiana, Lake Charles Digisj CV050852, filed May 19, 2005), filed as a putative eotlve
action in which five current or former store managaaim to have been improperly classified as gtesrecutive
employees under the FLSA. Plaintiffs seek injuretiglief, back wages, liquidated damages and &ysiriees. On
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April 26, 2006, this action was conditionally tréersed to the Northern District of Alabama and aditated with the
Browncase. The Company opposed the transfer and coasohdf this matter, and on August 11, 2006, the
conditional transfer order was vacated.

On August 7, 2006, a lawsuit entitl&@ynthia Richter, et al. v. Dolgencorp, Inc., et alas filed in the United
States District Court for the Northern DistrictAlBbama (Case No. 7:06-cv-01537-LSC) in which tlzeniff alleges
that she and other current and former Dollar Gérstoae managers were improperly classified as @texecutive
employees under the FLSA and seeks to recoverimeepay, liquidated damages, and attorneys’ fedscaats. On
August 15, 2006, thRichterplaintiff filed a motion in which she asked the dotwo certify a nationwide class of current
and former store managers. The Company has opplosgdaintiff's motion. On March 23, 2007, the Cour
conditionally certified a nationwide class of indivals who worked for Dollar General as Store Managince August
7, 2003. The Court further ordered the partiesiatly file a proposed Notice to the class andanb facilitate the
transmission of that Notice within 10 days. The bemof persons to whom Notice will be sent hasheen
determined. Following the close of the discovesyiqd in this case, the Company will have an oppuoty to seek
decertification of the class, and the Company etgpecfile such a motion.

The Company believes that its store managers aréare been properly classified as exempt employedsr
the FLSA and that the actions described above @rappropriate for collective action treatment. Tw@npany intends
to vigorously defend these actions. However, attiihie, it is not possible to predict whether tbarts will permit thes
actions to proceed collectively, and no assuranaade given that the Company will be successfitkidefense on the
merits or otherwise. If the Company is not sucadssfits efforts to defend these actions, the lkggm or resolutions
could have a material adverse effect on the Comipdimancial statements as a whole.

On May 18, 2006, the Company was served with adavestittedTammy Brickey, Becky Norman, Rose
Rochow, Sandra Cogswell and Melinda Sappingtonolg&hcorp, Inc. and Dollar General Corporati(Western
District of New York, Case 6:06-cv-06084-DGL, ongily filed on February 9, 2006 and amended on W&y2006 (“
Brickey” )). TheBrickeyplaintiffs seek to proceed collectively under theSA and as a class under New York, Ohio,
Maryland and North Carolina wage and hour statatesehalf of, among others, individuals employedh®yCompany
as assistant store managers who claim to be owgdsafancluding overtime wages) under those statéiethis time, it
is not possible to predict whether the court watrpit this action to proceed collectively or adass. However, the
Company believes that this action is not approgrfiat either collective or class treatment, andelvek that its wage
and hour policies and practices comply with bottefal and state law. The Company plans to vigoyodistend this
action; however, no assurances can be given tea@dmpany will be successful in its defense omibeéts or
otherwise, and, if it is not, the resolution ofsthiction could have a material adverse effect erCibmpany’s financial
statements as a whole.

On March 7, 2006, a complaint was filed in the BdiBtates District Court for the Northern Disto€tAlabama
(Janet Calvert v. Dolgencorp, IncCase No. 2:06-cv-00465-VEfCalvert” )), in which the plaintiff, a former store
manager, alleged that she was paid less than
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male store managers because of her sex, in violafithe Equal Pay Act (“EPA”) and Title VII of th@ivil Rights Act

of 1964, as amended (“Title VII”). On March 9, 20@&eCalvertcomplaint was amended to include seven additional
plaintiffs, who also allege to have been paid teas males because of their sex, and to add albegadf sex
discrimination in promotional opportunities and afided terms and conditions of employment. In addito
allegations of intentional sex discrimination, HraendedCalvertcomplaint also alleges that the Company’s
employment policies and practices have a dispargiact on females. The amendedlvertcomplaint seeks to proce
collectively under the EPA and as a class undée Vill, and requests back wages, injunctive andadtatory relief,
liquidated damages and attorney’s fees and costs.

At this time, it is not possible to predict whethiee court will permitCalvertto proceed collectively or as a
class. However, the Company believes that theisasa appropriate for class or collective treattraard believes that
its policies and practices comply with the EPA dittte VII. The Company intends to vigorously defethe action;
however, no assurances can be given that the Comylibe successful in its defense on the menitetberwise. If the
Company is not successful in defending @avertaction, its resolution could have a material adveféect on the
Company'’s financial statements as a whole.

On April 28, 2006, the Company was served with dahiteonal lawsuitLinda Beeman, on behalf of herself and
all others similarly situated, v. Dolgencorp, IrZb/a Dollar General 06-CV-0250 (“Beemari), filed on February 2¢
2006 in the United States District Court for therfdern District of New York, in which the plaintjfa former store
manager, raised claims substantially similar te¢h@ised in th€alvertmatter. TheBeemarplaintiff sought to proce
collectively under the EPA and as a class undée Vil, and requested back wages, injunctive aradeadatory relief,
liquidated damages and attorney’s fees and cost®dd@@ember 6, 2006, the parties reached an agrédmsettle
plaintiff's claims for an amount that was not mé&tkto the Company’s financial statements, and thatter is now
concluded.

On September 8, 2005, the Company received a refpuesformation from the Environmental Protection
Agency ("EPA") with respect to Krazy String, a puotithat was offered for sale in the Company’sestorThe EPA
asserted that Krazy String contained an aerosoposed of an ozone depleting substance in violatfaghe Clean Air
Act. On July 12, 2006, the Company agreed to amiAtstrative Compliance Order requiring the dediarcof the
Krazy String remaining in inventory. On Decembgy 2006, the EPA advised the Company that they wemsidering
imposing a penalty in connection with Krazy Stribgt they did not indicate an estimated amount.Féoruary 5,
2007, the EPA proposed a penalty of approximat880$000 which the Company believes is in excesseomount
that is appropriate pursuant to applicable EPAqedi The Company intends to vigorously defendattten; howevel
no assurances can be given that the Company wéllibeessful in its defense on the merits or othswi

Subsequent to the announcement of the AgreemerRlancdf Merger among the Company, Buck Holdings LP
and Buck Acquisition Corp (each of Buck Holdings &fd Buck Acquisition Corp is an affiliate of Kokllg Kravis
Roberts & Co., L.P. (“*KKR")), as more fully desceith in Note 14, the Company and its directors waraed in seven
putative class actions
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alleging claims for breach of fiduciary duty arigiaut of the proposed sale of the Company to KRIRe cases are
captionedCity of Miami General Employees’ & Sanitation Empdes’ Retirement Trust and Louisiana Sheriffs’
Pension and Relief Fund v. David A. Perdue, (the “City of Miami Complaint), Lee S. Grubman v. Dollar Genel
Corporation, et althe “Grubman Complaint), William Hochman, IRA v. Dollar General Corporaticet,al (the *
Hochman Complair”), Helene Hutt v. Dollar General Corporation, et(#he “Hutt Complaint’), Shalom Rechnieder
v. David L. Beré, et dthe “Rechnieder Complairi), Catherine Rubbery v. Dollar General Corporationaéfthe “
Rubbery Complair”), andDavid B. Shaev, IRA v. David A. Perdue, et@ase No. 07-559 (theShaev Complairi.

The City of Miami Complaint, the Grubman Comptaihe Hochman Complaint, the Hutt Complaint, théoBery
Complaint, and the Shaev Complaint were each bitanghe Chancery Court for Davidson County, Tesees and th
Rechnieder Complaint was brought in the Circuit ©€ofiDavidson County, Tennessee. Each of the taimipg allege,
among other things, that the $22 per share pritkeoproposed transaction is inadequate and thagirthtess leading to
the transaction was unfair. The plaintiffs seekpag other things, an injunction enjoining commletof the transactic
and, in certain cases, compensatory damages.

The Company believes that each of the foregoinglé® is without merit and intends to defend thastBon:
vigorously.

In addition to the matters described above, the @2om is involved in other legal actions and claarising in
the ordinary course of business. The Company ledidvased upon information currently availablet, siah other
litigation and claims, both individually and in taggregate, will be resolved without a materia¢etfion the Company’
financial statements as a whole. However, litigatiosolves an element of uncertainty. Future dgwelents could
cause these actions or claims to have a matenarsel effect on the Company’s financial statemasta whole.

9. Benefit plans

The Dollar General Corporation 401(k) Savings aetirBment Plan became effective on January 1, 199&.
401(k) plan is a safe harbor defined contributian@nd is subject to the Employee Retirement andrhe Security
Act (“ERISA").

Participants are permitted to contribute betweenah#h25% of their pre-tax annual eligible compeongsatas
defined in the 401(k) plan document, subject téazedimitations under the Internal Revenue CoHenployees who
are over age 50 are permitted to contribute additiamounts on a pre-tax basis under the catchraypgmon of the 401
(k) plan subject to Internal Revenue Code limitasioThe Company currently matches employee coniois,
including catch-up contributions, at a rate of 100B@mployee contributions, up to 5% of annualiblgysalary, after
an employee has been employed for one year ancbnggleted a minimum of 1,000 hours of service.

A participant’s right to claim a distribution ofshor her account balance is dependent on ERISAetjnets and
Internal Revenue Service regulations. All activeplayees are fully vested in all contributions te #01(k) plan.
During 2006, 2005 and 2004, the Company

75




expensed approximately $6.4 million, $5.8 milliand $4.9 million, respectively, for matching cobtriions.

The Company also has a nonqualified supplemertie¢mgent plan and compensation deferral plan (ddhe
Dollar General Corporation CDP/SERP Plan) for adejroup of management and highly compensatedogegs.
The supplemental retirement plan is a noncontityutiefined contribution plan with annual Compaowyttibutions
ranging from 2% to 12% of base pay plus bonus d#ipgrupon age plus years of service and job gratieder the
compensation deferral plan, participants may daeto 65% of base pay and up to 100% of bonusAagmployee
may be designated for participation in one or laftthe plans, according to the eligibility requirents of the plans. Tl
Company matches base pay deferrals at a rate &b bd®ase pay deferral, up to 5% of annual salaityh, annual
salary offset by the amount of match-eligible salarthe 401(k) plan. All participants are 100% teekin their
compensation deferral plan accounts. Supplemegtiedment plan accounts vest at the earlier optréicipant’s
attainment of age 50, the participant’s being deetiwith 10 or more “years of service”, upon teration of
employment due to death or “total and permaneiibdity”, or upon a “change in control,” all as defd in the plan.
The Company incurred compensation expense foe thiess of approximately $0.8 million in 2006 ar@d@million in
both 2005 and 2004.

The supplemental retirement plan and compensagéarml plan assets are invested at the optioheof t
participant in either an account that mirrors teefgrmance of a fund or funds selected by the Caorsgigon Committe
of the Company’s Board of Directors or its deleg#te “Mutual Funds Option”), or in an account whimirrors the
performance of the Company’s common stock (the “@am Stock Option”). Investments in the Common Etoc
Option cannot be subsequently diversified and itmeats in the Mutual Funds Option cannot be subsettyu
transferred into the Common Stock Option.

A patrticipant’s compensation deferral plan and spental retirement plan account balances will &id
accordance with the participasilection by (a) lump sum, (b) monthly installnseover a 5, 10 or 15 year period or
a combination of lump sum and installments. Thete@ amount will be payable at the time designhyetthe plan upao
the participant’s termination of employment ornr@thent, except that participants may elect to wecan in-service
distribution or an “unforeseeable emergency hapddistribution of vested amounts credited to tbenpensation
deferral account. Account balances deemed to lestad in the Mutual Funds Option are payable ih easl account
balances deemed to be invested in the Common &ipt&n are payable in shares of Dollar General comstock an
cash in lieu of fractional shares.

Asset balances in the Mutual Funds Option aredtatéair market value, which is based on quotetketa
prices. The current portion of these balancesrareded in Prepaid expenses and other currentsaasdithe long term
portion is included in Other assets, net in thesotidated balance sheets. In accordance with BIFFE4 “Accounting
for Deferred Compensation Arrangements Where An®karned Are Held in a Rabbi Trust and Investdu” t
Company’s stock is recorded at historical costiantlided in Other shareholders’ equity. The def@rcompensation
liability related to the Company stock for actiarpparticipants is included in shareholders’ ggaitd subsequent
changes to the fair value of the obligation are
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not recognized, in accordance with the provisidrsl®F 97-14. The deferred compensation liabil#jated to the
Mutual Funds Option is recorded at the fair valtithe investments held in the trust. The curremtipo of these
balances is included in Accrued expenses and atitethe long term portion is included in Other ilitibs in the
consolidated balance sheets.

The Company sponsors a supplemental executivemegmt plan for the Chief Executive Officer (caltbd
Supplemental Executive Retirement Plan for DavidPArdue) and accounts for the plan in accordanteSHAS 158.
The plan has an unfunded liability balance of $8iion as of February 2, 2007, included in Othabllities in the
consolidated balance sheet as of February 2, 2003 balance includes a $0.6 million transitionuastinent ($0.4
million net of tax) for net actuarial losses reamtdn 2006 as prescribed by SFAS 158, with theohttx offset to
Accumulated other comprehensive income. The Compasynot included additional disclosures due tqtha’s
immateriality to the consolidated financial stateseas a whole. Effective January 25, 2006, thadBapproved the
restatement of the plan to clarify certain provisiocomply with pending federal legislation andabksh a grantor trust
to hold certain assets in connection with the pl@he grantor trust provides for assets to be place¢he trust upon an
actual or potential change in control (as defimethe grantor trust). The assets of the grantt ire subject to the
claims of the Company’s creditors.

Non-employee directors may defer all or a partryf fees normally paid by the Company to a voluntary
nonqualified compensation deferral plan. The camp#on eligible for deferral includes the ann@hiner, meeting
and other fees, as well as any per diem compensfaticpecial assignments, earned by a directdnifor her service
to the Company’s Board of Directors or one of dsenittees. The deferred compensation is credaedliability
account, which is then invested at the option efdhlector, in deemed investments which mirroregithe Mutual
Funds Option or the Common Stock Option and therded compensation will be paid in accordance wighdirectors
election in a lump sum or in monthly installmentgoa 5, 10 or 15 year period, or a combinatiohath, at the time
designated by the plan upon a director’s resignagictermination from the Board. However, a direct@ay request to
receive an “unforeseeable emergency hardship”’mviegedistribution of amounts credited to his aaton accordance
with the terms of the directors’ deferral plan.l ééferred compensation will be immediately due pagable upon a
“change in control” (as defined in the directorsfetral plan) of the Company. Account balances akto be invested
in the Mutual Funds Option are payable in cashamodunt balances deemed to be invested in the Carstock
Option are payable in shares of Dollar General comstock and cash in lieu of fractional shares.

10.  Share-based payments

The Company has a shareholder-approved stock imegsian under which stock options, nonvested share
the form of restricted stock and restricted stoeitsu(which represent the right to receive one slwdiicommon stock f
each unit upon vesting), and other equity-basedasvaay be granted to certain officers, directois leey employees.
The plan authorizes the issuance of up to 29.3M®mshares of the Company’s common stock, up noeildon of
which may be issued in the form of restricted stockestricted stock units. As of February 2, 2G0ére were
approximately 6.4 million shares available for fetgrant, approximately 3.0 million of which mayibsued as
restricted stock or restricted stock units.
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The Company believes that stock-based awards assetaining employees and better align the irgtisref its
employees with those of its shareholders.

Stock options granted under the plan are non-gedlgtock options issued at an exercise price dquake
market price of the Company’s common stock on tiaaigdate, vest ratably over a four-year periotjestt to earlier
vesting in certain circumstances such as a changenitrol), and expire no more than 10 years falhgwthe grant date.
The number of options granted is generally baseiddimidual job grade levels, which are determih@ded upon
competitive market data. Dividends are not paidanrued on stock options.

Unvested options generally are forfeited upon #sation of employment with the Company. In theneve
employment terminates for a reason other than caeseh, disability or retirement, any outstandiegted options
issued under the plan generally may be exercisea fperiod of three months. In the event employneminates due
to death, disability or retirement, the option pgent (or the recipient’s legal representative emdficiary) generally
may exercise any outstanding vested options isgnddr the plan for a period of three years. Notstiéhding the
foregoing, no option may be exercised beyond itglriLO-year expiration date.

Restricted stock awards and restricted stock wvatrds granted under the plan generally vest ratagy three
years (subject to earlier vesting in certain cirstances such as a change in control). Unvestatttedtstock and
restricted stock unit awards generally are forteitpon the cessation of a grantee’s employmenttwé&iCompany.
Recipients of restricted stock are entitled to rexeash dividends and to vote their respectiveeshdut are generally
prohibited from selling or transferring restrictglthres prior to vesting. Recipients of restrictedlsunits are entitled
accrue dividend equivalents on the units but ateenttled to vote, sell or transfer the unitstoe shares underlying the
units prior to both vesting and payout. Dividendsliwidend equivalents, as the case may be, ategraaccrued on the
grants of restricted stock and restricted stocksuatithe same rate that dividends are paid teekbéters generally.
Dividend equivalents on restricted stock units \wghe same time that the underlying shares vest.

The plan provides for the automatic annual gramt,600 restricted stock units to each non-emplaljestor
that vest one year after the grant date (subjegeatier vesting upon retirement, change in corgraither
circumstances set forth in the plan) and generally not be paid until the individual has ceaseldet@ member of the
Company’s Board of Directors.

In the past, the Company had various stock andhtneeplans under which stock options were granftdck
options that were granted under prior plans aneéweatstanding on February 2, 2007 continue in azgare with the
terms of the respective plans.

On February 3, 2006, the vesting of all outstandiptjons granted prior to August 2, 2005, othentbptions
previously granted to the Company’s CEO and optgrasited in 2005 to the officers of the Companthatlevel of
Executive Vice President or above, accelerateduyamtsto a January 24, 2006 action of the Compems&ommittee ¢
the Company’s Board of Directors. In addition, anst to that Compensation Committee action, théngsf all
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outstanding options granted on or after AugusOB52out prior to January 24, 2006, other than ogtigranted during
that time period to the officers of the Companyhatlevel of Executive Vice President or abovegberated effective i
of the date that is six months after the applicgioét date. Certain options granted on Januar2@d6 to certain
newly hired officers below the level of Executiveec® President were granted with a six-month vegtieigod. The
decision to accelerate the vesting of these stptikmms resulted in compensation expense of $0.Bomjlbefore incom
taxes, recognized during the fourth quarter of 2@0% was made primarily to reduce non-cash congpemsexpense
to be recorded in future periods under the prousiof SFAS 123(R). The future expense eliminatea r@sult of the
decision to accelerate the vesting of these opti@assapproximately $28 million, or $17 million redtincome taxes,
over the four-year period during which the stockiams would have vested, subject to the impactaditeonal
adjustments related to certain stock option faufeis. The Company also believed this decision ltedetmployees.

Effective February 4, 2006, the Company adoptedSE23(R) and began recognizing compensation expense
for stock options based on the fair value of tharas on the grant date. The Company adopted SFAER)12nder the
modified-prospective-transition method and, thenefoesults from prior periods have not been redtakhe following
table illustrates the effect on net income andiaegeper share as if the Company had applied ithedhue recognition
provisions of SFAS 123 to options granted undei@bmpany’s stock plans for the years ended Feb@,a2906 and
January 28, 2005. For purposes of this pro forreelasure, the value of the options is estimatedgugie Black-
Scholes-Merton option pricing model for all optigrants.

Year Ended Year Ended
February 3, January 28,

(In thousands except per share data) 2006 2005
Net income — as reported $ 350,155 $ 344,190
Deduct: Total pro forma stock-based employee comsgi@an expense determined

under fair value based method for all awards, hetlated tax effects per SFAS 123 32,621 10,724
Net income — pro forma $ 317,534 $ 333,466

Earnings per share — as reported

Basic $ 1.09 $ 1.04

Diluted $ 1.08 $ 1.04
Earnings per share — pro forma

Basic $ 0.99 $ 1.01

Diluted $ 0.98 $ 1.00

Under SFAS 123(R), forfeitures are estimated atithe of valuation and reduce expense ratably theer
vesting period. Under SFAS 123, the Company eleeatcount for forfeitures when awards were attdalfeited, at
which time all previous pro forma expense (whidkeratax, approximated $5.5 million and $8.5 mitlim the years
ended February 3, 2006 and January 28, 2005, fesggrwas reversed to reduce pro forma expensthfise years.

For the year ended February 2, 2007, the adopfitimedair value method of SFAS 123(R) resulteddditiona
share-based compensation expense (a componentd 8&penses) and a corresponding reduction inmeime
before income taxes in the amount of
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$3.6 million, a reduction in net income of $2.2lmit, and a reduction in basic and diluted earnppgsshare of
approximately $0.01.

SFAS 123(R) also requires the benefits of tax deolg in excess of recognized compensation cdséto
reported as a financing cash flow, rather thamagperating cash flow as required prior to the éidopf SFAS 123
(R). For the year ended February 2, 2007, the ®2lbn excess tax benefit classified as a finagaash inflow would
have been classified as an operating cash inflaleiflCompany had not adopted SFAS 123(R). The itrgddbe
adoption of SFAS 123(R) on future results will degp@®n, among other things, levels of share-basgoheats granted
in the future, actual forfeiture rates and the iighof option exercises.

The fair value of each option grant is separatstineted by applying the Black-Scholes-Merton apfoicing
valuation model. The weighted average for key aggiams used in determining the fair value of opsigmanted in the
years ended February 2, 2007, February 3, 2008amaary 28, 2005, and a summary of the methoda@pgied to
develop each assumption, are as follows:

February 2, February 3, January 28,

2007 2006 2005
Expected dividend yield 0.82% 0.85% 0.85%
Expected stock price volatility 28.8% 27.1% 355%
Weighted average risk-free interest rate 4.7 % 4.2 % 3.5%
Expected term of options (years) 5.7 5.0 5.0

Expected dividend yield - This is an estimate ef éixpected dividend yield on the Company’s stotls T
estimate is based on historical dividend paymemtds. An increase in the dividend yield will deseeaompensation
expense.

Expected stock price volatility - This is a measof¢he amount by which the price of the Comparmgsimon
stock has fluctuated or is expected to fluctuatee Tompany uses actual historical changes in titkahgrice of the
Company’s common stock and implied volatility basgon traded options, weighted equally, to caleuthe volatility
assumption, as it is the Company’s belief that ttéshodology provides the best indicator of futwséatility. For
historical volatility, the Company calculates daitvarket price changes from the date of grant oyesa period
representative of the expected life of the optimndetermine volatility, excluding the period frokpril 30, 2001 to
January 31, 2002 due to a restatement of the Coytgppfamancial statements for fiscal years 2001 pndr and the
Company’s inability, during a substantial portidrttus period, to file annual and quarterly repadquired by the
Securities Exchange Act of 1934. The Company beti¢hat the restatement and related inabilityléop@riodic
Exchange Act reports is an event specific to then@amy that resulted in higher than normal shameeprolatility
during this period and is not expected to recumduthe estimated term of current option grantsianease in the
expected volatility will increase compensation exge

Weighted average risk-free interest rate - ThihésU.S. Treasury rate for the week of the gramirfypa term

approximating the expected life of the option. Aorease in the risk-free interest rate will inceeasmpensation
expense.
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Expected term of options - This is the period ofeiover which the options granted are expectedrtamn
outstanding. Because the terms of the Companytk siption grants prior to August 2002 were sigrifity different
than grants issued on and after that date anddahg@&ny does not currently intend to grant stockoogtsimilar to
those granted prior to August 2002 in future pesjade Company believes that the historical and-pesting employe
behavior patterns for grants prior to August 2062d little or no value in determining future expations and,
therefore, has generally excluded these pre-AQB2 grants from its analysis of expected term. Company has
estimated expected term using a computation baset assumption that outstanding options will bereigsed
approximately halfway through their contractuahtetaking into consideration such factors as gdamé, expiration
date, weighted-average time-to-vest, actual exes@sd post-vesting cancellations. Options gramaeé a maximum
term of 10 years. An increase in the expected teithincrease compensation expense.

The Company issues new shares when options areigeerA summary of stock option activity during tyear
ended February 2, 2007 is as follows:
Weighted Average

Options

Issued Exercise Price
Balance, February 3, 2006 20,258,324 $ 18.19
Granted 2,648,600 17.41
Exercised (1,573,354 12.65
Canceled (1,934,689 19.68
Balance, February 2, 2007 19,398,881 $ 18.38

During the years ended February 2, 2007, Februa29@ and January 28, 2005, the weighted avenagg g
date fair value of options granted was $5.86, $&r88%$6.36, respectively; 617,234, 8,281,184 a@871126 options
vested, net of forfeitures, respectively; with tatdair value of approximately $2.5 million, $56llion and $4.2
million, respectively; and the total intrinsic valof stock options exercised was $6.8 million, $16illion and $24.0
million, respectively.

At February 2, 2007, the aggregate intrinsic vaball outstanding options was $14.6 million witkvaighted
average remaining contractual term of 5.2 yearsjyto€th 16,923,305 of the outstanding options areerly
exercisable with an aggregate intrinsic value &f.$nillion, a weighted average exercise priceld.$0 and a
weighted average remaining contractual term ofyéafs. At February 2, 2007, the total unrecognc@dpensation
cost related to non-vested stock options was $hillidn with an expected weighted average expeasegnition
period of 3.1 years.

All stock options granted in the years ended Fatgr@a2007 and February 3, 2006 under the terntiseof
Company’s stock incentive plan were non-qualifiextk options issued at a price equal to the fairketavalue of the
Company’s common stock on the date of grant, wagenally scheduled to vest ratably over a four+typeariod, and
expire 10 years following the date of grant.
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A summary of activity related to nonvested restdcstock and restricted stock unit awards duriegytar
ended February 2, 2007 is as follows:

Weighted Average

Nonvested Grant Date

Shares Fair Value
Balance, February 3, 2006 363,687 $ 19.66
Granted 571,603 15.20
Vested (149,066 18.01
Canceled (37,593 18.76
Balance, February 2, 2007 748,631 $ 16.63

The purchase price was set at zero for all nondest&ricted stock and restricted stock unit awgrdsited in
the year ended February 2, 2007. The Company recmmipensation expense on a straight-line basistioge
restriction period based on the market price ofuih@erlying stock on the date of grant. The noreesestricted stock
and restricted stock unit awards granted undeplédne to employees during the year ended Februa29@/ are
scheduled to vest and become payable ratably oveea-year period from the respective grant datesept for a
restricted stock unit grant made to the Companyiainan and Chief Executive Officer in the thirchger of fiscal
2006 which is scheduled to vest ratably over aetlyear period from the grant date but which ispaytable until after
he ceases to be employed by the Company. The nedvesstricted stock unit awards granted undepliue to non-
employee directors during the year ended Februa29p@7 are scheduled to vest over a one-year pgoadthe
respective grant dates, but become payable ordy @if¢ recipient ceases to serve as a Board mdjob@pon a change-
in-control as discussed above).

The Company accounts for nonvested restricted stodkrestricted stock unit awards in accordanchk thig
provisions of SFAS 123(R). Under the provisionS6AS 123(R), unearned compensation is not recosakbch
shareholders’ equity, and accordingly, during teanended February 2, 2007, the Company reverseddéarned
compensation balance as of February 3, 2006 obappately $5.2 million, with an offset to commomeck and
additional paid-in capital. The Company recognizethpensation expense relating to its nonvestedatest stock and
restricted stock unit awards of approximately $#iion, $2.4 million and $1.8 million in 2006, 26Gnd 2004,
respectively. At February 2, 2007, the total congagion cost related to nonvested restricted stadkrestricted stock
unit awards not yet recognized was approximatelg #8llion.

There have been no modifications to any of the Gomjs outstanding share-based payment awards dinméng
year ended February 2, 2007. The Company recogtazaldcompensation expense relating to share-basadds of
approximately $7.6 million, $3.3 million and $1.8llion in 2006, 2005 and 2004, respectively.

11. Capital stock

The Company has a Shareholder Rights Plan (the@™Rl#@ed with the Securities and Exchange Comioiss
under which Series B Junior Participating Prefe@&atk Purchase Rights (the “Rights”) were isswedach
outstanding share of common stock. The Rights a#eaehed to all common stock outstanding as ofctMan, 2000.
On May 8, 2000, we effected a
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five for four stock split at which time, pursuaatthe adjustment provisions contained in the Ridlgieement, each
outstanding share of the Company’s common stoakeended the right to receive eight-tenths of a righiich Rights
will be attached to all additional shares of commtwtk issued prior to the Plan’s expiration onrkaby 28, 2010, or
such earlier termination, if applicable. The Rgybntitle the holders to purchase from the Compmar@yone-hundredth
of a share (a “Unit”) of Series B Junior ParticipgtPreferred Stock (the “Preferred Stock”), noyalue, at a purchase
price of $100 per Unit, subject to adjustment.tidtly, the Rights will attach to all certificatespresenting shares of
outstanding common stock, and no separate RightgiCaes will be distributed. The Rights will beme exercisable
upon the occurrence of a triggering event as défingehe Plan. The triggering events generallyudel any unsolicited
attempt to acquire more than 15 percent of the Gmyip outstanding common stock. The practical djperaf the
Plan, if triggered, allows a holder of rights: {@)acquire $200 of the Company's common stock anamnge for the
$100 purchase price in the event of an acquisdfdhe Company in which the Company is the sungwemtity; and (b)
in the event of an acquisition of the Company inolvthe Company is not the surviving entity, to aiog $200 of the
surviving entity's securities in exchange for td®® purchase price.

On November 29, 2006, the Board of Directors auzledrthe Company to repurchase up to $500 milliditso
outstanding common stock. On September 30, 200MNawember 30, 2004, the Board of Directors auteatithe
Company to repurchase up to 10 million sharessaduttstanding common stock on each date. Theseraations
allow or allowed, as applicable, for purchasehadpen market or in privately negotiated transastifrom time to
time, subject to market conditions. The objectif¢he Company’s share repurchase initiative isnisaece shareholder
value by purchasing shares at a price that prodacetirn on investment that is greater than theg2my's cost of
capital. Additionally, share repurchases genemié/undertaken only if such purchases result iacanetive impact on
the Company's fully diluted earnings per shareutaton. The 2006 authorization expires Decemldg2808 and as
February 2, 2007 no purchases had been made pttsuhis authorization. The 2005 and 2004 autladidns were
completed prior to their expiration dates. Durif@@, the Company purchased approximately 4.5 mililoares
pursuant to the 2005 authorization at a total 06$79.9 million. During 2005, the Company purclthapproximately
5.5 million shares pursuant to the 2005 authoradt a total cost of $104.7 million and approxieig®.5 million
shares pursuant to the 2004 authorization at &dosa of $192.9 million. During 2004, the Compgnyrchased
approximately 0.5 million shares pursuant to the4f8uthorization at a total cost of $10.9 milliordapproximately
10.5 million shares pursuant to a 2003 authorimpagioa total cost of $198.4 million.

12. Insurance settlement

During 2006 and 2005, the Company received proceefi$3.0 million and $8.0 million, respectively,
representing insurance recoveries for destroyedlanthged assets, costs incurred and businessuptierr coverage
related to Hurricane Katrina, which is reflectedesults of operations for these years as a remtuofi SG&A expense
The claim was settled in 2006. The business inpéia portion of the proceeds was approximatel\3 $billion and
was received in 2006. Insurance recoveries relatéided assets losses are included in cash flows

83




from investing activities and recoveries relatethientory losses and business interruption areideel in cash flows
from operating activities.

13. Segment reporting

The Company manages its business on the basisaktportable segment. See Note 1 for a brief gesnr of
the Company’s business. As of February 2, 2006f ahe Companys operations were located within the United St
with the exception of an immaterial Hong Kong sdlesly formed to assist in the process of importiegain
merchandise that began operations in early 200 fdllowing data is presented in accordance WifAS 131,
“Disclosures about Segments of an Enterprise atat&ElInformation.”

(In thousands) 2006 2005 2004
Classes of similar products:
Highly consumable $ 6,022,01« $  5,606,46t $ 4,825,05:
Seasonal 1,509,99¢ 1,348,76¢ 1,263,99:
Home products 914,35 907,82¢ 879,47¢
Basic clothing 723,45: 719,17¢ 692,40¢
Net sales $ 9,169,82. $ 8,582,223 $ 7,660,92°

14.  Subsequent even

On March 11, 2007, the Company entered into anégsnt and Plan of Merger (the “Merger Agreement”)
with Buck Holdings LP, a Delaware limited partnepstiParent”)and Buck Acquisition Corp., a Tennessee corpor:
and wholly owned subsidiary of Parent (“Merger Sub”

Pursuant to the Merger Agreement, Merger Sub ililerged with and into the Company (the “Mergesijh
the Company surviving the Merger as a wholly owseldsidiary of Parent. Merger Sub and Parent aileatds of
Kohlberg Kravis Roberts & Co., L.P. Pursuant to Merger Agreement, at the effective time of the i each
outstanding share of common stock of the Compatimgrdahan any shares held by any wholly owned slidosi of the
Company and any shares owned by Parent or MerdgeoiSueld by the Company, will be cancelled andveoted into
the right to receive $22.00 in cash, without ins¢éhe “Merger Consideration”). In addition, imniegely prior to the
effective time of the Merger, all shares of Compaastricted stock and restricted stock units witiless otherwise
agreed by the holder and Parent, vest and be deavieto the right to receive the Merger ConsideratAll options to
acquire shares of Company common stock will vest@aiately prior to the effective time of the Mergexd holders of
such options will, unless otherwise agreed by tiiddr and Parent, be entitled to receive an amiourdsh equal to the
excess, if any, of the Merger Consideration overakercise price per share of Company common sialgject to the
option.

The Board of Directors of the Company unanimouglgraved the Merger Agreement and amended the
Company’s Shareholder Rights Plan to exempt thegtdrom that Plan’s operation.

Consummation of the Merger is not subject to arfaiag condition but is subject to customary closing
conditions, including approval of the Merger Agrestnby the Company’s
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shareholders, regulatory approval and other custpoiasing conditions. The Merger Agreement plag@scified
restrictions on certain of the Company’s busineswities, including but not limited to: acquisitie or dispositions of
assets, capital expenditures, modifications of ,debsing activities, compensatory changes, diddeoreases,
investments and share repurchases. The accompayisglidated financial statements do not includefanancial
reporting impacts related to potential consummatibthe Merger, including but not limited to potshthange in basis
of accounting, and acceleration of vesting of ret&d stock, stock units or options.

Subsequent to the announcement of the Merger Agnegrthe Company and its directors were nhamedvar
putative class actions alleging claims for breatfiduciary duty arising out of the proposed safetlee Company 1
KKR, all as described more fully under “Legal Predmgs” in Note 8 above.

15.  Quarterly financial data (unaudited)

The following is selected unaudited quarterly ficiahdata for the fiscal years ended February 272nd
February 3, 2006. With the exception of the fouytiarter of 2005, which was a 14-week accountingpgeeach
quarter listed below was a 13-week accounting pefitie sum of the four quarters for any given yeay not equal
annual totals due to rounding. Amounts are in thads except per share data.

Quarter First Second Third Fourth
2006:
Net sales $ 2,151,388 $ 2,251,05: $ 2,213,396 $ 2,553,98t
Gross profit 584,27« 611,53¢ 526,447 645,95(
Operating profit 81,28t 80,571 3,339 83,07%
Net income (loss) 47,67(C 45,46¢ (5,285 50,09(
Basic earnings (loss) per

share 0.15 0.15 (0.02) 0.16
Diluted earnings (loss) per

share 0.15 0.15 (0.02) 0.16
2005:
Net sales $ 1,977,82 $ 2,066,01¢ $ 2,057,888 $ 2,480,50:
Gross profit 563,34¢ 591,53( 579,016 730,92¢
Operating profit 106,921 121,07( 101,612 232,26¢
Net income 64,90( 75,55¢ 64,425 145,27:
Basic earnings per share 0.2C 0.23 0.20 0.46
Diluted earnings per share 0.2C 0.23 0.20 0.46

As discussed in Note 12, during the first and tigudrters of 2006, the Company received proceedsfriaxes
of $3.2 million ($0.01 per diluted share), and $illion, ($0.02 per diluted share) respectivebpmesenting insurance
recoveries for destroyed and damaged assets,inogtsed and business interruption coverage relatéturricane
Katrina, which is reflected in results of operaidar these periods as a reduction of SG&A expenses

As discussed in Note 2, in the third quarter of@G8e Company completed a strategic review akits$ estate
portfolio and traditional inventory packaway stgateThe review resulted in plans to close approxéiyad00
underperforming stores and to eliminate nearly all
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packaway merchandise by the close of fiscal 20@7a Aesult, in the third quarter of 2006, the Comyp@corded
SG&A charges and a lower of cost or market invenimpairment, which reduced the Company’s net ine@nd
related per share amounts. Also, the fourth qu@éé change in merchandising strategy resultadlstantially
higher markdowns on inventory in the fourth quade?006 ($179.9 million at cost) and the Compargyiding
inventory being valued lower than under historfmalctices as ending inventory on-hand as of Fepr2a2007 reflects
the immediate impact of the markdowns at the timehsnarkdowns were taken rather than at the tirak gwentory i¢
sold. The impact of this reduction to inventoryusbpproximated $30.7 million in the fourth quad&R006.

In 2005, the Company expanded the number of depatsnit utilizes for its gross profit calculatiaom 10 to
23. The estimated impact of this change was a textuof the Company’s net income and related paresamounts
above of $2.1 million ($0.01 per diluted share).2$illion ($0.01 per diluted share) and $6.8 miili($0.02 per dilute
share) in the first, second and third quartersO®B2 respectively, and a $7.7 million ($0.02 péutdd share) increase
the Company’s fourth quarter 2005 net income atated per share amounts.

16. Guarantor subsidiaries

All of the Company’s subsidiaries except for itg-far-profit subsidiary for which the assets andamues are
not material (the “Guarantors”) have fully and unditionally guaranteed on a joint and several bdssCompany’s
obligations under certain outstanding debt obl@ai Each of the Guarantors is a direct or intindwlly owned
subsidiary of the Company.

The following consolidating schedules present casdd financial information on a combined basis l&ol
amounts are in thousands.
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As of February 2, 2007

DOLLAR
GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL
BALANCE SHEET:
ASSETS
Current assets:
Cash and cash equivalents $ 114,310 $ 74,978 $ - $ 189,288
Short-term investments - 29,950 - 29,950
Merchandise inventories - 1,432,336 - 1,432,336
Income tax receivable 4,896 4,937 - 9,833
Deferred income taxes 5,099 19,222 - 24,321
Prepaid expenses and other current
assets 139,913 1,086,890 (1,169,783 57,020
Total current assets 264,218 2,648,313 (2,169,783 1,742,748
Property and equipment, at cost 213,781 2,217,030 - 2,430,811
Less accumulated depreciation
and amortization 115,201 1,078,736 - 1,193,937
Net property and equipment 98,580 1,138,294 - 1,236,874
Other assets, net 2,686,697 43,622 (2,669,427 60,892
Total assets $ 3,049,495 $ 3,830,229 $ (3,839,210 $ 3,040,514
LIABILITIES AND
SHAREHOLDERS’ EQUITY
Current liabilities:
Current portion of long-term
obligations $ - $ 8,080 $ - $ 8,080
Accounts payable 1,076,028 647,153 (1,167,907 555,274
Accrued expenses and other 13,327 242,107 (1,876) 253,558
Income taxes payable - 15,959 - 15,959
Total current liabilities 1,089,355 913,299 (2,169,783 832,871
Long-term obligations 199,842 1,584,526 (1,522,410 261,958
Deferred income taxes (793) 42,390 - 41,597
Other liabilities 15,344 142,997 - 158,341
Shareholders’ equity:
Preferred stock - - - -
Common stock 156,218 23,853 (23,853 156,218
Additional paid-in capital 486,145 673,611 (673,611 486,145
Retained earnings 1,103,951 449,553 (449,553 1,103,951
Accumulated other comprehensive
loss (987) - - (987)
Other shareholders’ equity 420 - - 420
Total shareholders’ equity 1,745,747 1,147,017 (1,147,017 1,745,747
Total liabilities and shareholders’
equity $ 3,049,495 $ 3,830,229 $ (3,839,210 $ 3,040,514
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As of February 3, 2006 Restated (see Note 1)

DOLLAR
GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL
BALANCE SHEET:
ASSETS
Current assets:
Cash and cash equivalents $ 110,410 $ 90,199 $ - $ 200,609
Short-term investments - 8,850 - 8,850
Merchandise inventories - 1,474,414 - 1,474,414
Deferred income taxes 7,100 - (7,100} -
Prepaid expenses and other current
assets 78,361 789,811 (816,833 51,339
Total current assets 195,871 2,363,274 (823,933 1,735,212
Property and equipment, at cost 199,396 2,022,144 - 2,221,540
Less accumulated depreciation
and amortization 94,701 934,667 - 1,029,368
Net property and equipment 104,695 1,087,477 - 1,192,172
Other assets, net 2,389,994 36,665 (2,373,768 52,891
Total assets $ 2,690,560 $ 3,487,416 $ (3,197,701 $ 2,980,275
LIABILITIES AND
SHAREHOLDERS’ EQUITY
Current liabilities:
Current portion of long-term
obligations $ (800) $ 9,585 $ - $ 8,785
Accounts payable 789,497 536,097 (817,208 508,386
Accrued expenses and other 13,149 228,830 375 242,354
Income taxes payable 89 43,617 - 43,706
Deferred income taxes - 14,367 (7,100; 7,267
Total current liabilities 801,935 832,496 (823,933 810,498
Long-term obligations 153,756 1,429,116 (1,312,910 269,962
Deferred income taxes 1,750 46,704 - 48,454
Other liabilities 12,324 118,242 - 130,566
Shareholders’ equity:
Preferred stock - - - -
Common stock 157,840 23,853 (23,853 157,840
Additional paid-in capital 462,383 673,612 (673,612 462,383
Retained earnings 1,106,165 363,393 (363,393 1,106,165
Accumulated other comprehensive
loss (794) - - (794)
Other shareholders’ equity (4,799, - - (4,799
Total shareholders’ equity 1,720,795 1,060,858 (1,060,858 1,720,795
Total liabilities and shareholders’
equity $ 2,690,560 $ 3,487,416 $ (3,197,701 $ 2,980,275
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For the year ended February 2, 2007

DOLLAR GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF INCOME:
Net sales 165,463 $ 9,169,822 $ (165,463 $ 9,169,822
Cost of goods sold - 6,801,617 - 6,801,617
Gross profit 165,463 2,368,205 (165,463 2,368,205
Selling, general and administrative 149,272 2,136,120 (165,463 2,119,929
Operating profit 16,191 232,085 - 248,276
Interest income (92,598 (2,907, 88,503 (7,002
Interest expense 26,826 96,592 (88,503 34,915
Income before income taxes 81,963 138,400 - 220,363
Income taxes 30,180 52,240 - 82,420
Equity in subsidiaries’ earnings, net of
taxes 86,160 - (86,160 -
Net income 137,943 $ 86,160 $ (86,160, $ 137,943

For the year ended February 3, 2006

DOLLAR GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF INCOME:
Net sales 162,805 $ 8,582,237 $ (162,805 $ 8,582,237
Cost of goods sold - 6,117,413 - 6,117,413
Gross profit 162,805 2,464,824 (162,805 2,464,824
Selling, general and administrative 139,879 1,925,883 (162,805 1,902,957
Operating profit 22,926 538,941 - 561,867
Interest income (31,677 (509) 23,185 (9,001;
Interest expense 20,208 29,203 (23,185 26,226
Income before income taxes 34,395 510,247 - 544,642
Income taxes 12,852 181,635 - 194,487
Equity in subsidiaries’ earnings, net of
taxes 328,612 - (328,612 -

Net income 350,155 $ 328,612 $ (328,612 $ 350,155

For the year ended January 28, 2005

DOLLAR GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF INCOME:
Net sales 171,369 $ 7,660,927 $ (171,369 $ 7,660,927
Cost of goods sold - 5,397,735 - 5,397,735
Gross profit 171,369 2,263,192 (171,369 2,263,192
Selling, general and administrative 138,111 1,739,474 (171,369 1,706,216
Operating profit 33,258 523,718 - 556,976
Interest income (6,182) (393) - (6,575)
Interest expense 21,435 7,359 - 28,794
Income before income taxes 18,005 516,752 - 534,757
Income taxes 7,667 182,900 - 190,567
Equity in subsidiaries’ earnings, net of
taxes 333,852 - (333,852 -

Net income 344,190 $ 333,852 $ (333,852 $ 344,190
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For the year ended February 2, 2007

DOLLAR
GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF CASH FLOWS:
Cash flows from operating activities:
Net income 137,943 $ 86,160 (86,160) $ 137,943
Adjustments to reconcile net income to
net cash provided by operating
activities:
Depreciation and amortization 21,436 179,172 - 200,608
Deferred income taxes (315) (37,903 - (38,218,
Noncash share-based
compensation 7,578 - - 7,578
Tax benefit from stock option
exercises (2,513) - - (2,513)
Noncash inventory adjustments
and asset impairments - 78,115 - 78,115
Equity in subsidiaries’ earnings,
net (86,160 - 86,160 -
Change in operating assets and
liabilities:
Merchandise inventories - (28,057, - (28,057,
Prepaid expenses and other
current assets (1,042) (4,369) - (5,411)
Accounts payable (4,247) 57,791 - 53,544
Accrued expenses and other (225) 38,578 - 38,353
Income taxes (2,570) (32,595, - (35,165,
Other 430 (1,850) - (1,420)
Net cash provided by operating
activities 70,315 335,042 - 405,357
Cash flows from investing activities:
Purchases of property and equipment (13,270, (248,245 - (261,515
Purchases of short-term investments (38,700 (10,975, - (49,675,
Sales of short-term investments 38,700 12,825 - 51,525
Purchases of long-term investments - (25,756, - (25,756,
Insurance proceeds related to property
and equipment - 1,807 - 1,807
Proceeds from sale of property and
equipment 143 1,507 - 1,650
Net cash used in investing activities (13,127, (268,837 - (281,964
Cash flows from financing activities:
Borrowings under revolving credit
facility 2,012,700 - - 2,012,700
Repayments of borrowings under
revolving credit facility (2,012,700 - - (2,012,700
Repayments of long-term obligations 97 (14,215, - (14,118
Payment of cash dividends (62,472 - - (62,472
Proceeds from exercise of stock
options 19,894 - - 19,894
Repurchases of common stock (79,947, - - (79,947,
Tax benefit of stock options 2,513 - - 2,513
Changes in intercompany note
balances, net 66,588 (66,588, - -
Other financing activities 39 (623) - (584)
Net cash used in financing activities (53,288, (81,426 - (134,714
Net increase (decrease) in cash and
cash equivalents 3,900 (15,221; - (11,321,
Cash and cash equivalents, beginning
of year 110,410 90,199 - 200,609




Cash and cash equivalents, end of year$ 114,310 $ 74,978 $ - $ 189,288

90




For the year ended February 3, 2006

DOLLAR
GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF CASH FLOWS:
Cash flows from operating activities:
Net income $ 350,155 $ 328,612 $ (328,612 $ 350,155
Adjustments to reconcile net income to
net cash provided by operating
activities:
Depreciation and amortization 20,046 166,778 - 186,824
Deferred income taxes (750) 8,994 - 8,244
Noncash share-based
compensation 3,332 - - 3,332
Tax benefit from stock option
exercises 6,457 - - 6,457
Equity in subsidiaries’ earnings,
net (328,612 - 328,612 -
Change in operating assets and
liabilities:
Merchandise inventories - (97,877 - (97,877
Prepaid expenses and other
current assets (4,546) (6,084, - (10,630
Accounts payable (26,052 113,282 - 87,230
Accrued expenses and
other (12,210 52,586 - 40,376
Income taxes 13 (26,030 - (26,017
Other 2,919 4,472 - 7,391
Net cash provided by operating
activities 10,752 544,733 - 555,485
Cash flows from investing activities:
Purchases of property and equipment (18,089 (266,023 - (284,112
Purchases of short-term investments (123,925 (8,850 - (132,775
Sales of short-term investments 166,350 500 - 166,850
Purchases of long-term investments - (16,995 - (16,995
Insurance proceeds related to property
and equipment - 1,210 - 1,210
Proceeds from sale of property and
equipment 100 1,319 - 1,419
Net cash provided by (used in)
investing activities 24,436 (288,839 - (264,403
Cash flows from financing activities:
Borrowings under revolving credit
facility 232,200 - - 232,200
Repayments of borrowings under
revolving credit facility (232,200 - - (232,200
Issuance of long-term obligations - 14,495 - 14,495
Repayments of long-term obligations (4,969 (9,341; - (14,310
Payment of cash dividends (56,183 - - (56,183
Proceeds from exercise of stock
options 29,405 - - 29,405
Repurchases of common stock (297,602 - - (297,602
Changes in intercompany note
balances, net 276,509 (276,509 - -
Other financing activities 892 - - 892
Net cash used in financing activities (51,948 (271,355 - (323,303
Net decrease in cash and cash
equivalents (16,760 (15,461 - (32,221
Cash and cash equivalents, beginning
of year 127,170 105,660 - 232,830




Cash and cash equivalents, end of year$ 110,410 $ 90,199 $ - $ 200,609
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For the year ended January 28, 2005

DOLLAR
GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF CASH FLOWS:
Cash flows from operating activities:
Net income 344,190 $ 333,852 $ (333,852 344,190
Adjustments to reconcile net income to
net cash provided by operating
activities:
Depreciation and amortization 17,181 147,297 - 164,478
Deferred income taxes 5,516 20,235 - 25,751
Noncash share-based
compensation 1,779 - - 1,779
Tax benefit from stock option
exercises 9,657 - - 9,657
Equity in subsidiaries’ earnings,
net (333,852 - 333,852 -
Change in operating assets and
liabilities:
Merchandise inventories - (219,396 - (219,396
Prepaid expenses and other
current assets 1,644 (4,996) - (3,352)
Accounts payable 10,665 11,593 - 22,258
Accrued expenses and other (8,351) 43,399 - 35,048
Income taxes 4,751 19,042 - 23,793
Other (4,118) (8,573 - (12,691
Net cash provided by operating
activities 49,062 342,453 - 391,515
Cash flows from investing activities:
Purchases of property and equipment (20,443, (267,851 - (288,294
Purchases of short-term investments (220,200 (1,500 - (221,700
Sales of short-term investments 245,000 2,501 - 247,501
Proceeds from sale of property and
equipment 3 3,321 - 3,324
Net cash provided by (used in) invest
activities 4,360 (263,529 - (259,169
Cash flows from financing activities:
Borrowings under revolving credit
facility 195,000 - - 195,000
Repayments of borrowings under
revolving credit facility (195,000 - - (195,000
Repayments of long-term obligations (7,847) (8,570, - (16,417
Payment of cash dividends (52,682 - - (52,682
Proceeds from exercise of stock options 34,128 - - 34,128
Repurchases of common stock (209,295 - - (209,295
Changes in intercompany note balan
net 25,586 (25,586 - -
Other financing activities (1,149) - - (1,149,
Net cash used in financing activities (211,259 (34,156 - (245,415
Net increase (decrease) in cash and
equivalents (157,837 44,768 - (113,069
Cash and cash equivalents, beginnin
year 285,007 60,892 - 345,899
Cash and cash equivalents, end of year $ 127,170 $ 105,660 $ - 232,830
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND
FINANCIAL DISCLOSURE

Not Applicable.

ITEM 9A. CONTROLS AND PROCEDURES

(@) Disclosure Controls and Procedureg/e maintain disclosure controls and proceduresatedesigned
to ensure that information relating to Dollar Gext@nd our consolidated subsidiaries required tdibegosed in our
periodic filings under the Securities Exchange @ic1934 is recorded, processed, summarized andtegpio a timely
manner in accordance with the requirements of stelh&nge Act, and that such information is accunedland
communicated to management, including our Chiefchttee Officer and Chief Financial Officer, as apprate, to
allow timely decisions regarding required discl@sudollar General carried out an evaluation, unldersupervision ar
with the participation of management, including @td@ef Executive Officer and the Chief FinanciafiCdr, of the
effectiveness of the design and operation of thésgosure controls and procedures, as such tedefiised in
Exchange Act Rule 13a-15(e), as of February 2, 2B&ged on this evaluation, the Chief Executivadeffand the
Chief Financial Officer each concluded that ouchtisure controls and procedures were effectivef &sbruary 2,
2007.

(b) Management’'s Annual Report on Internal Control OWarancial ReportingOur management prepared
and is responsible for the consolidated finandetiesnents and all related financial informationtagred in this
document. This responsibility includes establistang maintaining effective internal control overaincial reporting as
defined in Rule 13a-15(f) under the Securities Exge Act of 1934. Our internal control over finadceporting is
designed to provide reasonable assurance regdtairgliability of financial reporting and the pegption of financial
statements for external purposes in accordanceuwited States generally accepted accounting piesi

To comply with the requirements of Section 404h&f Sarbanes—Oxley Act of 2002, management desigmed
implemented a structured and comprehensive assespnoeess to evaluate its internal control ovearficial reporting.
The assessment of the effectiveness of our inteordtol over financial reporting was based orecid established in
Internal Contro—Integrated Frameworissued by the Committee of Sponsoring Organizatidrike Treadway
Commission. Because of its inherent limitationsystem of internal control over financial reporticen provide only
reasonable assurance and may not prevent or aeiEstatements. Management regularly monitors dernal control
over financial reporting, and actions are takeodwwect any deficiencies as they are identifiedsélbon its assessment,
management has concluded that Dollar General’ snateontrol over financial reporting is effectias of February 2,
2007.

Management's assessment of the effectivenesseohaitcontrol over financial reporting as of Feloyu2, 2007
has been audited by Ernst & Young LLP, the indepahdegistered public accounting firm that alsoiteadour
consolidated financial statements. Ernst & Youagfestation report on management's assessment wiftetnal contrc
over financial reporting is contained below.
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(c) Attestation Report of Independent Registered Péatmounting Firm on Internal Control Over Financial
Reporting.

Report of Independent Registered Public Accountindrirm
on Internal Control Over Financial Reporting

To the Board of Directors and Shareholders of
Dollar General Corporation
Goodlettsville, Tennessee

We have audited management's assessment, includeel accompanying Management's Annual Report on
Internal Control Over Financial Reporting, that RolGeneral Corporation and subsidiaries maintaefésttive
internal control over financial reporting as of Redry 2, 2007, based on criteria established ierhal Control —
Integrated Framework issued by the Committee ohSpong Organizations of the Treadway Commissiba EOSO
criteria). Dollar General Corporation’s managenismesponsible for maintaining effective internahtrol over
financial reporting and for its assessment of fifec@veness of internal control over financial ogjing. Our
responsibility is to express an opinion on managgimassessment and an opinion on the effectivarid¢be
Company's internal control over financial reportbagsed on our audit.

We conducted our audit in accordance with the stadsdof the Public Company Accounting Oversightioa
(United States). Those standards require that am ghd perform the audit to obtain reasonable assarabout wheth
effective internal control over financial reportingis maintained in all material respects. Our anditded obtaining
an understanding of internal control over finanogdorting, evaluating management’s assessmetitigesd
evaluating the design and operating effectivenégg@rnal control, and performing such other pohaes as we
considered necessary in the circumstances. Wevbdhat our audit provides a reasonable basisuoppinion.

A company’s internal control over financial repogiis a process designed to provide reasonableaassu
regarding the reliability of financial reportingathe preparation of financial statements for exepurposes in
accordance with generally accepted accounting iptes: A company’s internal control over finanai@porting
includes those policies and procedures that (Iajmeto the maintenance of records that, in redslendetail, accuratel
and fairly reflect the transactions and disposgiohthe assets of the company; (2) provide redderassurance that
transactions are recorded as necessary to pempiagation of financial statements in accordanck ganerally
accepted accounting principles, and that receipdsexpenditures of the company are being madeinrdgcordance
with authorizations of management and directothefcompany; and (3) provide reasonable assurageeding
prevention or timely detection of unauthorized asifjon, use, or disposition of the company's as#®t could have a
material effect on the financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or ad¢te
misstatements. Also, projections of any evaluatibeffectiveness to future
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periods are subject to the risk that controls megome inadequate because of changes in conditiotisat the degree
of compliance with the policies or procedures matkedorate.

In our opinion, management's assessment that DB#aeral Corporation and subsidiaries maintainézttye
internal control over financial reporting as of Redry 2, 2007, is fairly stated, in all materiadpects, based on the
COSO criteria. Also, in our opinion, Dollar Gene@urporation and subsidiaries maintained, in allemal respects,
effective internal control over financial reportiag of February 2, 2007, based on the COSO criteria

We have also audited, in accordance with the stdsd# the Public Company Accounting Oversight Bloar
(United States), the consolidated balance shedd®ltdr General Corporation and subsidiaries aSeffruary 2, 2007
and February 3, 2006, and the related consolidatgdments of income, shareholders’ equity, and ftaws for each
of the three years in the period ended Februa®p@7 and our report dated March 23, 2007 expresseshqualified
opinion thereon.

/sl Ernst & Young LLP

Nashville, Tennesse
March 23, 2007
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(d) Changes in Internal Control Over Financial Repogin There have been no changes during the quarte
ended February 2, 2007 in our internal control dieancial reporting (as defined in Exchange ActéRlBa-15(f)) that
have materially affected, or are reasonably likelynaterially affect, our internal control overdimcial reporting.

ITEM 9B. OTHER INFORMATION
None.
PART llI
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNA NCE

(@) Governance Documents and Code of Business Coadddtthics.We make available free of charge
within the Investing section of our Internet websat www.dollargeneral.com, and in print to anyrehalder who
requests, our Corporate Governance Principles;ithgers of the standing committees of the Boardi#ctors
(including, without limitation, the charters of ofiudit, Compensation and Nominating & Corporate &oance
Committees), and the Code of Business Conduct #mdssadopted by the Board and applicable to alldd&eneral
directors, officers and employees. Requests folesapay be directed to Investor Relations, Dollan&al
Corporation, 100 Mission Ridge, Goodlettsville, BRO72, or telephone (615) 855-4000. We intend 4oldse any
amendments to the Code of Business Conduct andsdmd any waiver from a provision of that Codenggd to our
Chief Executive Officer or Chief Financial Officam our Internet website promptly following the ardment or
waiver. We may elect to disclose any such amentoremaiver in a report on Form 8-K filed with ti&&C either in
addition to or in lieu of the website disclosuréeTinformation contained on or connected to owerhet website is not
incorporated by reference into this Form 10-K amolutd not be considered part of this or any otkeort that we file
with or furnish to the SEC.

(b) Information Regarding Directors and Executive Gff&: Information regarding our current directors
executive officers is set forth below. Each of directors holds office for a term of 1 year or Uhis or her successor
elected and qualified. Our executive officers setvthe pleasure of the Board of Directors andeégeted annually by
the Board to serve until their successors are elglgted. There are no familial relationships betwaey of our directo
or executive officers.
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Name Age Position Director Since

David A. Perdue 57 Director; Chairman & Chief Extive Officer 2003
David L. Beré 53 Director; President & Chief Ogidmg Officer 2002
Dennis C. Bottorff 62 Director 1998
Barbara L. Bowles 59 Director 2000
Reginald D. Dickson 60 Director 1993
E. Gordon Gee 63 Director 2000
Barbara M. Knuckles 59 Director 1995
J. Neal Purcell 65 Director 2004
James D. Robbins 60 Director 2002
Richard E. Thornburgh 54  Director 2006
David M. Wilds 66 Director 1991
David M. Tehle 50 Executive Vice President & Ghteancial Officer N/A
Beryl J. Buley 45 Division President, MerchanudisiMarketing & N/A
Supply Chain
Kathleen R. Guion 55 Division President, Storeef@ations & Store N/A
Development

Susan S. Lanigan 44  Executive Vice President &gea Counsel N/A
Challis M. Lowe 61 Executive Vice President, HumiResources N/A
Anita C. Elliott 42  Senior Vice President & Cagiter N/A

Wayne Gibson 48 Senior Vice President, Dollar é&ahMarket N/A

Mr. Perdueserves as our Chief Executive Officer (since ApiD3) and Chairman of the Board (since June
2003). Mr. Perdue previously served as ChairmanGmdf Executive Officer of Pillowtex Corporatioa producer and
marketer of home textiles, from July 2002 througarth 27, 2003. Pillowtex filed for bankruptcy inyd@003 after
emerging from a previous bankruptcy in May 2002. Rerdue served Reebok International Ltd. from &aper 1998
to July 2002 as President and Chief Executive @ffaf the Reebok Brand (January 2001 to July 2dB2ycutive Vice
President, Global Operating Units (October 1993aauary 2001) and Senior Vice President, Globapyuphain
(September 1998 to October 1999). Prior to ReeldlokPerdue was Senior Vice President of Haggatr, (@94 to
September 1998). He gained additional internatiempertise while based in Hong Kong with Sara LeepGration
where he served as Senior Vice President of Aser&jons from 1992 to 1994. Earlier in his carbéerspent 12 years
in management consulting with Kurt Salmon Assosiaé® international management consulting firm. Rérdue
serves as a director of Alliant Energy Corporation.

Mr. Beré has served as our President and Chief Operatirigedffince December 2006. He served from
December 2003 until June 2005 as Corporate Vicgidiet of Ralcorp Holdings, Inc. and as the Pregidad Chief
Executive Officer of Bakery Chef, Inc., a leadingmafacturer of frozen bakery products that was iaeduy Ralcorp
Holdings in December 2003. From 1998 until the &itjan, Mr. Beré was the President and Chief ExieeuOfficer of
Bakery Chef, Inc., and also served on its BoarDicéctors. From 1996 to 1998, he served as PresaehChief
Executive Officer of McCain Foods USA, a manufaetuand marketer of frozen foods and a subsidiaiyaain
Foods Limited. From 1978 to 1995, Mr. Beré workedThe Quaker Oats Company and served as Presifithre
Breakfast Division from 1992 to 1995 and Presiddrthe Golden Grain Division from 1990 to 1992.
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Mr. Bottorff has served as Chairman of Council Ventures, LLGnaastment firm, since January 2001. He
previously served as Chairman of AmSouth Bancotpmoraa bank holding company, and, prior to thatCaief
Executive Officer (1991-1999) and Chairman (19999)%f First American Corporation. Mr. Bottorffasdirector of
Ingram Industries, Appforge, and Benefit Informafic., all privately-held entities, and servestom Board of
Trustees of Vanderbilt University. He also servesh@ Chairman of the Tennessee Education Lotterp.@nd as a
director of the Tennessee Valley Authority.

Ms. Bowleshas served as Vice Chairman of Profit Investmemagament, a registered investment advisor,
since January 2006. Prior to that, she served as@an and Chief Executive Officer of The Kenwooa @, Inc., a
registered investment advisor that she founde®89luntil its acquisition by Profit in January 800 he Kenwood
Group now operates as a subsidiary of Profit andBdsvles continues to serve as its Chairman. Sbequsly served
as Vice President, Investor Relations of Kraft, linam 1984 to 1989. Ms. Bowles is a director andiacommittee
member of Black & Decker Corporation, Wisconsin igyeCorporation (and Wisconsin Electric Power Compand
Wisconsin Gas LLC, each a publicly-held subsid@fryVisconsin Energy). Because we consider her semmn the
audit committees of Wisconsin Energy Corporatidaisily of companies to be service to one comparg/tduthe
commonality of issues considered by those comnsittidse® Board has determined that Ms. Bowles’ sergit more
than 3 total public company audit committees dagsmpair her ability to effectively serve on ouudit Committee.

Mr. Dickson serves as Chairman (since 1996) and Chief ExecQtifieer (since 2001) of Buford, Dickson,
Harper & Sparrow, Inc., registered investment aahgisMr. Dickson served as President and Chief &xee Officer of
Inroads, Inc., a noprofit organization supporting minority educatidémm 1983 to 1993, and was subsequently gre
the honorary title of President Emeritus.

Dr. Geehas served as Chancellor of Vanderbilt Universitges 2000. Dr. Gee previously served as President ¢
Brown University from 1998 until 2000, and as Pdesit of The Ohio State University from 1990 unéiB8. Dr. Gee is
a director of The Limited, Inc., Hasbro, Inc., Mag&nergy, Inc. and Gaylord Entertainment Company.

Ms. Knuckleshas served as Managing Director of DevelopmentGorgorate Relations (since January 2006)
and as Director of Development and Corporate Relat{1992-2006) for North Central College in Nagkylllinois.
From 1988 to 1992, Ms. Knuckles was a private itvamianaging several family businesses. Ms. Knuiscllso served
as a Corporate Vice President both for BeatricedBplmc. (1978-1986) and for The Wirthlin Group §691988).

Mr. Purcell served as the Southeast Area Managing Partner BIG{fPom July 1993 to October 1998 and as
the Vice Chairman in charge of National Audit PieeOperations from October 1998 until his retiratn@n January
31, 2002. Mr. Purcell is a director (and chairméthe audit committee) of Southern Company and 8yad-inancial
Corporation, as well as Kaiser Permanente Healtk &ad Hospitals, a non-public entity. Mr. Purcetho our Board
has determined to be independent as defined in Nié8&g requirements and in our Corporate Govecedprinciples,
has been designated as an audit committee finaaqdeirt.
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Mr. Robbinsserved as Managing Partner of the Columbus, Officecdf PricewaterhouseCoopers L.L.P. from
1993 until his retirement in 2001. Mr. Robbins igigector (and chairman of the audit committeeHahtington
Preferred Capital, Inc. and DSW Inc. Mr. Robbinkpwour Board has determined to be independentfasedan
NYSE listing requirements and in our Corporate Gogaace Principles, has been designated as ancaundiittee
financial expert.

Mr. Thornburgh is Vice Chairman of Corsair Capital, a private ¢ginvestment company, and serves on the
board and the risk committee of Credit Suisse Graugiversified financial services holding compare began his
career at The First Boston Corporation, a predeces<redit Suisse First Boston, and served inralver of Credit
Suisse executive positions over three decadesidimg, CFO and Chief Risk Officer of Credit Suisd®up, CFO of
Credit Suisse First Boston and, most recently, Etee Vice Chairman of CSFB and member of the eteelwoard of
Credit Suisse Group. Mr. Thornburgh serves asextir of NewStar Financial, Inc. He also formestyved as
Chairman of the Securities Industry Association.

Mr. Wilds has served as Managing Partner of 1st Avenue Parin®., a private equity partnership, and as a
senior advisor for The Family Office, a limiteddiity company, since 1998. From 1995 to 1998, las Wresident of
Nelson Capital Partners Ill, L.P., a merchant bagkiompany. From 1990 to 1995, he served as Chaiof
Cumberland Health Systems, Inc., an owner and tpesapsychiatric hospitals. Mr. Wilds currentlgrges as a
director of Symbion Inc. Mr. Wilds, who our Boardshdetermined to be independent as defined in N8Eg
requirements and in our Corporate Governance Piexihas been elected to serve as our Presidnegtbi, in which
capacity he presides over the executive sessiotied@oard’s nomnanagement and independent directors and per
other duties as set forth in our Corporate Goveredtrinciples.

Mr. Tehlejoined Dollar General in June 2004 as Executivee\Reesident and Chief Financial Officer. He
served from 1997 to June 2004 as Executive Vicsiékat and Chief Financial Officer of Haggar Cogimm, a
manufacturing, marketing and retail corporatiorar#rl996 to 1997, he was Vice President of Finaaca flivision of
The Stanley Works, one of the woddargest manufacturers of tools, and from 19989@6, he was Vice President :
Chief Financial Officer of Hat Brands, Inc., a Inenufacturer. Earlier in his career, Mr. Tehle sdrin a variety of
financial-related roles at Ryder System, Inc. ae®aB Instruments. Mr. Tehle serves as a directdack in the Box,
Inc.

Mr. Buley joined Dollar General in December 2005 as Dividivasident, Merchandising, Marketing and Su
Chain. Prior to joining Dollar General, he serveshi April 2005 through November 2005 as Executivee\President,
Retail Operations of Mervyn’s Department Storeriagtely held company operating 265 departmenestovhere he
was responsible for store operations, supply cfiachuding 4 distribution centers), real estateystouction, visual
merchandising and interior planning, and loss prdea. From September 2003 to March 2005, Mr. Bueyked for
Sears, Roebuck and Company, a multi-line retaiferiog a wide array of merchandise and relatedlises. As Sears
Executive Vice President and General Manager chiR8tore Operations, he was responsible for atesbased
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activities. Prior to that, he had responsibility 8distinct businesses operating in over 2,208tlonos as Sears’ Senior
Vice President and General Merchandise Managédreo$Specialty Retail Group. Prior to joining Sedds, Buley spent
15 years in various positions with Kohl’'s Corpaooati which operates a chain of specialty departrstmes, including
Executive Vice President of Stores, responsiblesfore operations, and Senior Vice President aeSto

Ms. Guionjoined Dollar General in October 2003 as Executliee President, Store Operations. She was
named Executive Vice President, Store Operatiodsstore Development in February 2005, and was ptednio
Division President, Store Operations and Store gweent in November 2005. From 2000 until joiningliar
General, Ms. Guion served as President and Chie¢iive Officer of Duke and Long Distributing Conmyaa
convenience store chain operator and wholesaleldligtr of petroleum products. Prior to that tirsbe served as an
operating partner for Devon Partners (128®0), where she developed operating plans anst@dsn the identificatio
of acquisition targets in the convenience storeistiy, and as President and Chief Operating Offif&i-Z Serve
Corporation (1997-1998), an owner/operator of corece stores, mini-marts and gas marts. From 1®8%97, Ms.
Guion served as the Vice President and General §#ared the largest division (Chesapeake Divisidmampany-
owned stores at 7-Eleven, Inc., a convenience stwa@. Other positions held by Ms. Guion during teaure at 7-
Eleven include District Manager, Zone Manager, @pens Manager, and Division Manager (Midwest Dn3.

Ms. Laniganjoined Dollar General in July 2002 as Vice Presid&eneral Counsel and Corporate Secretary.
She was promoted to Senior Vice President in Octdb@3 and to Executive Vice President in March22@®ior to
joining Dollar General, Ms. Lanigan served as SeXioe President, General Counsel and Secretafyla
Corporation, a specialty retailer of fine jewelmngadquartered in Irving, Texas. During her six geeith Zale, Ms.
Lanigan held various positions, including Associ@eneral Counsel. Prior to that, she held legaitipos with both
Turner Broadcasting System, Inc. and the law fiffiroutman Sanders LLP.

Ms. Lowejoined Dollar General as Executive Vice Presiddéiiioman Resources in September 2005. From
2000 to 2004, Ms. Lowe was Executive Vice Presidémiuman Resources, Corporate CommunicationsPaitic
Affairs for Ryder System, Inc., a logistics andgportation services company. She was Executive Fresident of
Human Resources and Administration Services foreBeial Management Corporation, an internationadstoner
finance company, from 1997 to 1999, and Executiiee WPresident of Human Resources and Communicdiions
Heller International, a commercial finance compdnym 1993 to 1997. She also served as Senior Riiesident,
Administrative Services, for Sanwa Business Cré€ditporation from 1985 to 1993. Prior to joining $an she spent
13 years with Continental Illinois Leasing Corparatand Continental Bank, where her last positi@s Wice Preside!
and Division Head. Ms. Lowe serves as a directdrhe South Financial Group, Inc..

Ms. Elliott joined Dollar General as Senior Vice President@adtroller in August 2005. Prior to joining Doll
General, she served as Vice President and Comtadliig Lots, Inc., a closeout retailer, from M2g01 to August
2005. Overseeing a staff of 140 employees at Big,Lshe was responsible for accounting operatforemcial
reporting and internal audit. Prior to serving & Bots, she served as Vice President and Contriaielitney-Jungle
Stores
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of America, Inc., a grocery retailer, from April98®to March 2001. At Jitneyungle, Ms. Elliott was responsible for
accounting operations and the internal and extémahcial reporting functions. Prior to servingléhey-Jungle, she
practiced public accounting for 12 years, 6 of whicere with Ernst & Young, LLP.

Mr. Gibsonjoined Dollar General as Senior Vice President ol@& General Market in November 2005. Pric
joining Dollar General, he assembled and led teainmsvestment bankers and private equity fund maram severe
mid-sized business acquisition efforts from 200Mtwember 2005. He also served as Senior Vice dyesof Global
Logistics (2000-2003) and Vice President of Logs{{1998-2000) for The Home Depot, Inc., a homeranpment
retailer. He founded Gibson Associates, a manageooaisulting firm, in 1997 and served there un@®&. Prior to
that, he served in various positions at Rite Aidgooation from 1994 to 1997, including Senior VRReesident of
Logistics. He also served retailers as a manageoaoeisulting principal (1993-1994) and managemensatiant (1984-
1993) at Deloitte & Touche.

(c) Procedures for Shareholders to Nominate Directoreere have been no material changes to the
procedures for shareholders to recommend direcimimees since the filing of our proxy statementonnection with
our 2006 annual shareholders’ meeting.

(d)  Audit Committee InformationOur Board of Directors has a standing Audit Conteritestablished in
accordance with Section 3(a)(58)(A) of the ExchaAge Mr. Robbins (Committee Chairman), Mr. BoffpMs.
Bowles and Mr. Purcell currently serve on the A@iimmittee. Our Board has determined that MesssBbRs and
Purcell are audit committee financial experts drad each is independent as defined in the NY Siadistandards and
in our Corporate Governance Principles. Audit cott@a financial experts have the same responsdslas the other
Audit Committee members. They are not our audiborgccountants, do not perform “field work” and ace
employees. The SEC has determined that desigradian audit committee financial expert will naigaa person to
be deemed to be an “expert” for any purpose.

(e) Section 16(a) Beneficial Ownership Reporting Coarngle. The United States securities laws require
our executive officers, directors, and greater thd¥ shareholders to file reports of ownership emhges in
ownership on Forms 3, 4 and 5 with the SEC, the E'éd8d with us. Based solely upon a review of teperts
furnished to us during and with respect to 2006ymatten representations that no Form 5 reportewequired, we
believe that each of those persons filed, on alyilnasis, the reports required by Section 16(dhefSecurities
Exchange Act of 1934.

) New York Stock Exchange Required Disclosures.

(1) Method for Interested Parties to Communicate toBoard. Our Board provides a process for
shareholders and other interested parties to conmaterdirectly with the Board, with a particularetitor (including
the Presiding Director) or with the non-managenu#m@ctors as a group. To do so, send a letter adddeto the
applicable Board member(s), c/o Corporate Secret®§ Mission Ridge, Goodlettsville, TN 37072. Thailing
envelope must
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contain the notation “SECURITY HOLDER/INTERESTED RAY—BOARD COMMUNICATION". While
communications submitted under this process willdseewed by our legal department prior to beingvirded to the
applicable Board member(s), it will be treated aderfitially if so marked on the envelope exceptéxtent necessary
for the protection of Dollar General’s interesta@comply with any applicable law, rule or regidator order of any
judicial or governmental authority. All communiaats submitted under this process will be forwarttetthe applicabl
Board member(s) on at least a quarterly basis.

Complaints or concerns about our accounting, imllesncounting controls, auditing or other mattees/roe
submitted to our legal department or to our Auditr@nittee using the address or phone number publisheur web
site. These communications may be confidentialjestibo the exceptions noted above, or anonymolssd
complaints or concerns and any other matter dyecttressed to the Audit Committee will be repottethat
committee on at least a quarterly basis.

Any Board member who receives a communication coplated above may direct that the matter be predent
to the full Board or any applicable committee fortiier consideration or action. Depending upomtiterre of the
concern, it also may be referred to our interndlitalegal, finance or other appropriate departm&he Board or
committee considering the matter may direct speéatment, including the retention of outside adks or counsel.
We intend to disclose any changes to this sharehalsmmunication process on the “Investing—Corpeorat
Governance” portion of our web site located at welallargeneral.com.

(2) Certifications.On June 2, 2006, we filed with the NYSE the Donee@ompany Section 303A CE
Certification confirming that we had complied witie NYSE corporate governance listing standardse Sarbanes-
Oxley Section 302 Certifications of our CEO and Qfefating to this Annual Report on Form 10-K atedias exhibits
hereto.

ITEM 11. EXECUTIVE COMPENSATION

(@) Director Compensatiorilhe following table and text discuss the compensatif those persons who
served as a member of our Board of Directors dualhgr a portion of 2006 other than Mr. Perdue sghoompensatic
is discussed under “Executive Compensation” belodnaho receives no additional compensation foshisice as a
Board member.
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Fiscal 2006 Director Compensation

Change in
Pension
Value and
Fees Nonqualified
Earned or Non-Equity Deferred
Paid in Stock Option | Incentive Plan | Compensation All Other
Cash | Awards | Awards | Compensation Earnings Compensation Total
Name D [($@O@) ($)© $) ($)© ($) ($)
David L. Beré 48,750 | 84,149 - - - 162,359") 295,258
Dennis C. Bottorff 86,750 | 84,149 - - - - 170,899
Barbara L. Bowles 81,750 | 84,149 - - - - 165,899
James L. Claytof) 13,125 | 34,163 - - - 15,3829 62,670
Reginald D. Dickson 57,500 | 84,149 - - - - 141,649
E. Gordon Gee 61,250 | 84,149 - - - - 145,399
Barbara M. Knuckles 56,375 | 84,149 - - - - 140,524
J. Neal Purcell 59,375 | 84,149 - - - - 143,524
James D. Robbins 79,500 | 84,149 - - - - 163,649
Richard E. Thornburgh® | 35,625 | 30,268 - - - - 65,893
David M. Wilds 81,875 84,149 - - - - 166,024

(1) Messrs. Purcell and Thornburgh elected to defemgeys of their director fees under our Deferred @ensation Plan for Non-Employee
Directors. Cash amounts deferred during fiscal 2006 as follows: Mr. Purcell ($59,375); and Mr.ofhburgh ($34,375). The amount
noted in this column for Mr. Wilds includes a $103%r diem payment for work as Presiding Directahwur Strategic Planning
Committee. The amounts noted in this column aistude the following per diem amounts for all dirgs who were not members of the
Finance Committee but who were requested to atiendeting of that Committee to discuss our 200@ybtidVr. Beré ($1,250); Mr.
Clayton ($625); Mr. Dickson ($625); Ms. Knuckle$g25); and Mr. Purcell ($625).

(2) The amounts set forth in this column representiotst! stock units (“RSUs”) granted during fisc@0B and previous years under the 1998
Stock Incentive Plan. Each RSU represents the tagteceive upon vesting one share of Dollar Galnrssmmon stock. The amounts
listed are equal to the compensation cost recodrdmeing fiscal 2006 for financial statement pugg accordance with Statement of
Financial Accounting Standards 123R (“FAS 123RXgept no assumptions for forfeitures were include&tiditional information related
to the calculation of the compensation cost iath in Note 10 of the consolidated financial etaents of this report.

(3) Each of the directors, other than Mr. Clayton, neee 4,600 RSUs during fiscal 2006 under the 19@8ISIncentive Plan. The aggregate
grant date fair value computed in accordance wikB E23R for the RSUs granted to the directors dufiscal 2006 are as follows: Mr.
Beré ($74,980); Mr. Bottorff ($74,980); Ms. Bowl¢s74,980); Mr. Dickson ($74,980); Mr. Gee ($74,98@%. Knuckles ($74,980); Mr.
Purcell ($74,980); Mr. Robbins ($74,980); Mr. Thioungh ($60,536); and Mr. Wilds ($74,980). Addi@mformation related to the
calculation of the grant date fair value is settfan Note 10 of the consolidated financial statateef this report.

(4) The number of RSUs held by the directors unded 888 Stock Incentive Plan at February 2, 2007 wdsliows: Mr. Beré (13,800); M
Bottorff (13,800); Ms. Bowles (13,800); Mr. Clayt¢®,200); Mr. Dickson (13,800); Mr. Gee (13,800)s MKnuckles (13,800); Mr. Purc
(13,800); Mr. Robbins (13,800); Mr. Thornburgh @0%; and Mr. Wilds (13,800). Dividend equivaleotsthe RSUs are credited to the
director's RSU account in accordance with the teofrthe 1998 Stock Incentive Plan.

(5) No compensation expense was recorded for fiscad ffi0options awarded to directors under the 19@8I5Incentive Plan because no
options were granted to directors during fiscal@@d all previously awarded options had vestear poi fiscal 2006. The number of st
options held by the directors under the 1998 Stonckntive Plan at February 2, 2007 was as follois: Beré (9,444); Mr. Bottorff
(16,876); Ms. Bowles (12,780); Mr. Clayton (16,878lr. Dickson (16,876); Mr. Gee (15,938); Ms. Kniek (11,150); Mr. Robbins
(9,345); and Mr. Wilds (16,876). The number ofck&toptions held by the directors under the 1995s{datDirectors Stock Option
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Plan at February 2, 2007 was as follows: Mr. Biit(®,423); Mr. Clayton (12,280); Mr. Dickson (280); Ms. Knuckles (6,692); and M
Wilds (12,280).

(6) We do not provide above market or preferential iegision deferred compensatic

(7) Mr. Beré became an employee on December 4, 2008eged/ed the following compensation related togmgployment:

Salary All Other Compensation Total
Name and Principal Position %) (%) %)
David L. Beré President and Chigf
Operating Officer 114,426 47,933 162,359

“All Other Compensation” includes $157 for premiuped under our life insurance program; $2,917oHar General’'s match
contributions to the Compensation Deferral Plan242 for the reimbursement of taxes related tocagion; and $42,617 which
represents the incremental cost of providing cemarquisites, including $41,235 relating to retams as well as other amounts,
which individually did not equal the greater of 230 or 10% of total perquisites, for sporting evéakets, a holiday gift of a Sony E-
Reader, and golf charges in connection with outuahstrategic planning meeting.

(8) Mr. Clayton retired from our Board of Directors bfay 31, 2006.

(99 Represents the cost of a trip to a resort for May®n and his spouse as a retirement gift uponQ¥aytor’s retirement from our Board
Directors.

(10) Mr. Thornburgh was appointed to our Board of Diceston July 24, 2006.

The Compensation Committee of our Board annuaiheves and recommends to the Board the form and
amount of director compensation. More detail regpydhis process is included in “Compensation Déston and
Analysis” later in this report. In recommendingaditor compensation, the Committee endeavors ty faampensate
directors for their time and effort and to aligmeditors’ interests with the long-term interest®of shareholders by
including some form of equity. Accordingly, we cemtly use a combination of cash and stock-basezhtive
compensation to attract and retain qualified Baantdidates. Our directors also are subject to &mim share
ownership requirement. Within 3 years of joining Board, each director is required to own at 1889000 shares or
share units of our common stock. Restricted stauts and stock options count towards these stoaieoship
requirements. A director who also is a Dollar Gahemployee does not receive any separate compam$at Board
service.

Cash CompensatianWe pay non-employee directors an annual cagimezt(payable in quarterly installments)
and meeting attendance fees as set forth belowal¥éepay the following additional annual retaing@ayable in
guarterly installments) to each committee chairiath to the Presiding Director.
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Other Annual Retainers In-Person Meeting Attendance Fees

Telephonic
Annual Audit Other Audit Other Meeting
Cash Committee Committee  Presiding Board Committee Committee  Attendance
Retainer Chairman  Chairman Director Meeting Meeting Meeting Fee
$35,000 $20,000 $10,000 $15,000 $1,250 $1,500 $1,250 $625

Directors also receive reimbursement for certa@s fand expenses incurred in connection with coimgnu
education seminars and travel expenses relatedltar@>eneral meeting attendance or Dollar Geneailiested
appearances. Directors may travel on the DollareG@rairplane for those purposes.

Equity CompensationWe annually grant, pursuant to our 1998 Stockmtige Plan, 4,600 restricted stock u
(“RSUs”) to each non-employee director. We gemgrabke this grant immediately following the annshéreholders’
meeting. However, any director who is appointedlected to our Board after that shareholders’ mgebut before
January 1 of the following year, receives the grgran his or her election or appointment, while dimgctor who is
elected or appointed to our Board after Januarythat year, but before our next annual sharehslaeeeting, receive
only the next scheduled annual grant. All currereaors other than Messrs. Perdue and Thornbwggived the 2006
annual grant on May 31, 2006. Mr. Thornburgh reegihis 2006 annual grant on July 24, 2006 upomhintment
to our Board. Mr. Clayton did not receive an anrgraht for 2006 due to his retirement in May 2006.

We credit dividend equivalents to the direcsdRSU account as additional RSUs in accordancethadtterms c
our 1998 Stock Incentive Plan whenever we declalieidend other than a stock dividend on our comstock.
Directors do not have voting rights with respedR®Us until the underlying shares of common stoekigsued.

RSUs generally vest one year after the grant di#ite idirector is still serving on our Board. We rimt,
however, make payment on the vested units untitliftextor has ceased to be a member of our BoAfel accelerate
the vesting of the units upon termination of actioes Board service due to death, disability ormal retirement or
upon a change-in-control of Dollar General or ie thiscretion of our Compensation Committee upoaotaryial
change-in-control.

Our Compensation Committee determines the formagfment for RSUs, which may be made in shares of our
common stock, in cash or partly in cash and pantstock. To date, all payments have been madeares of our
common stock and cash in lieu of fractional sharégh limited exceptions, the director may makeaanance election
to receive the payment either in one installmenntdrO or fewer annual installments and to recéneepayment or
begin the installments as soon as practicable #iitedirector’s termination date, on the first ddéiyhe calendar month
beginning more than 6 months after the terminatiat®, or on the first anniversary of the terminatiate.

For purposes of our 1998 Stock Incentive Plan:
« A disability is determined under the standardswfgroup long-term disability insurance plan agfi@ct

from time to time. Under our current group plarsadiility
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generally means a limitation from performing thetenal and substantial duties of the person’s ragul
occupation due to sickness or injury accompanied B9% or more loss in the person’s indexed monthly
earnings due to the same sickness or injury.

« Normal retirement means retirement from Dollar Gahen or after age 65.
« A change-in-control generally is deemed to occur:

v if any person (other than Dollar General or onewfemployee benefit plans) acquires 35% or
more of our voting securities (other than as altedwour issuance of securities in the ordinary
course of business);

v if a majority of our Board members at the beginnifigny consecutive gear period are replac
within that period without the approval of at lea& of our Board members who served as
directors at the beginning of the period; or

v upon the consummation of a merger, other busimasbination or sale of assets of, or cash
tender or exchange offer or contested election misipect to, Dollar General if less than a
majority of our voting securities are held aftes thansaction in the aggregate by holders of our
securities immediately prior to the transaction.

« A *“potential change-in-control” generally is deentedcbccur:

v If our shareholders approve an agreement whiatgrisummated, would result in a change-in-
control, as described above; or

v If any person (other than Dollar General or anguf employee benefit plans) acquires 5% or
more of our voting securities (other than as altedwur issuance of securities in the ordinary
course of business).

Prior to June 2, 2003, we also annually grantedqualified stock options to our non-employee dioestunder
certain stock incentive plans. All of those optitrase since fully vested.

Deferred Compensation Program for Nemployee Directors Non-employee directors may defer up to 100%
of eligible compensation paid by us to them purst@@a voluntary nonqualified compensation defeptah known as
the Deferred Compensation Plan for Non-Employeedars (“DDCP”). Eligible compensation includes imnual
retainer(s), meeting fees, and any per diem congbiensfor special assignments earned by a dirdotmervice to the
Board or one of its committees. We credit the detecompensation to a liability account, whiclthien invested at the
director’s option in one or more accounts that mirror thigpmance of funds selected by our Compensation rGitiee
or its delegate (the “Mutual Fund Options”) or thatrors the performance of our common stock (tGerhmon Stock
Option”).

We generally distribute the amounts deferred, atihector’s option, in a lump sum or in monthlgtallments
over a 5, 10 or 15-year period, or a combinatiobath, at the time
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designated by the plan upon a director’s resignaiiatermination from the Board. However, we maie payment in a
lump sum if the director’s account balance doesmoted $25,000 or if the director dies or becodisabled. In
addition, a director may request to receive andtegeeable emergency hardship” in-service lumpdistribution of
amounts credited to his account in accordance twélplan’s terms. All deferred compensation punst@the DDCP
is immediately due and payable upon a change-itr@oof Dollar General. For purposes of the DDCRhange-in-
control generally is deemed to occur in the sammigistances as those described under “Equity Cosagien” above
with respect to the 1998 Stock Incentive Plan. &fe January 1, 2005, account balances deemesl itovbsted in the
Mutual Fund Options are payable in cash and acdmaiahces deemed to be invested in the Common &ipt&n are
payable in shares of our common stock and casburof fractional shares. Prior to January 1, 2@05account
balances were payable in cash. For more informaiggarding the DDCP, please see Note 9 of theotidased
financial statements in Item 1l, Part 8 above.

(b) Executive Compensation.
Compensation Discussion and Analysis
Who oversees the compensation of Dollar General’saxhed Executive Officers?

Throughout this document, we refer to the individwaho served as our Chief Executive Officer ané€Ch
Financial Officer during 2006, as well as the otinglividuals included in the Summary Compensatiabl&, as our
“named executive officers” (or “NEOs”). Our BoawtiDirectors has a standing Compensation Commuttaeh is
responsible for, among other things, assistingBib&rd in discharging its responsibilities relattnghe compensation
directors and executive officers (including the NiEOThe Committee operates pursuant to a writtesri€r adopted t
the Board, a current copy of which is availablelon “Investing — Corporate Governance” portion of web site
located at www.dollargeneral.com and is availablprint to any shareholder who requests it.

The Committee is responsible for recommending éanldependent directors of our Board the compemsati
our Chief Executive Officer. The independent dioeg retain the sole authority to approve or ratify CEO’s
compensation. The Committee has the authoritppoave the compensation of all other executivecef (including
all NEOs other than the CEOQ).

Who are the Committee members and how are they seked?

The Compensation Committee Charter provides tleaCitimmittee shall be composed of at least threetdirs,
all of whom shall be independent directors (asrafiin our Corporate Governance Principles). GaarB of Director:
appoints the Committee members considering thamewndation of the Nominating and Corporate Goverean
Committee. In addition to being independent doesstour Corporate Governance Principles requaiedhch
Committee member be a “non-employee director” withie meaning of Rule 16b-3 under the ExchangeaAdtan
“outside director” within the meaning of Sectiori2{#)(4)(C) of the Internal Revenue Code of 198@masnded.
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The current Committee members are Messrs. Botitkson and Gee. Mr. Beré served as a Committee
member until he was elected to serve as our Prassohel Chief Operating Officer on November 28, 2GQ6vhich tim
he immediately resigned from all Board committeAs. part of a restructuring of all Board committeemberships,
Mr. Bottorff replaced Mr. Gee as a member and Ghair of the Committee on November 27, 2006. Mr. Gag
reappointed to serve as a member of the Committelaouary 5, 2007 in order to fill the vacancy txddy Mr. Berés
resignation and to help provide continuity with bemmittee’s prior work.

What are the Committee’s responsibilities?

As more fully described elsewhere in this documtrg,Compensation Committee Charter provides et t
Committee shall have the following primary respbiigies:

« To review and approve the goals and objectivesingldo the CEO’s compensation;

« To annually evaluate the CEQO’s performance;

« Torecommend CEO and director compensation;

« To oversee officer evaluations, recommend offitecteons and approve executive officer compensation

« To oversee equity, incentive and other compensatnohbenefit plans;

« Toreview and evaluate overall compensation phpbogpand

e To prepare the annual Compensation Committee Repquired to be included in the Form 10-K or proxy
statement.

Does the Committee have the ability to delegate amf its authority or responsibilities to other perons?

Pursuant to the Compensation Committee CharteCtmemittee may delegate any of its responsibilittesne
or more subcommittees as the Committee deems ajgaepDuring fiscal 2006, the Committee did neledjate any ¢
its responsibilities to a subcommittee.

The Compensation Committee Charter also delegat@ed fiduciary responsibility and responsibility &éay-
to-day administration of certain of our benefitegmams and plans to our Benefits Administration @ottee, or BAC,
which is composed of certain of our managementtlengloyees. The BAC has the authority to maké&aaefimited
amendments, modifications or supplements to ouefitgulans, trusts and related documents. The dbas adopted a
Charter to govern the BAC, and the members of th€ Bre appointed and removed by the Committee. BA&e
reports directly to the Committee at least annually

The Compensation Committee Charter also authotie€ommittee to delegate authority over the goént
equity awards to our CEO as authorized by the terfhosir stock incentive plans. Our 1998 Stock frine Plan
provides that the Committee can delegate authtwritiie CEO, or to a committee composed of executifreers, to
grant, on behalf of the Committee, non-qualifieat&toptions exercisable at fair market value ondde of grant,
subject to any guidelines as the Committee mayrehée from time to time. The 1998 Stock IncentRlan provides,
however, that:
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« options may only be granted pursuant to this dééebauthority for the purposes specified by the @ittee
which may include attracting new employees, awa@ diatstanding performance, or retaining employees;

» the Committee shall specify the maximum numberheaias that may be granted for purposes of atti@ctin
any single new employee at any specified leveltherdnaximum number that may be granted to any other
employee for any other purpose; and

« areport of each grant of an option pursuant ® delegated authority shall be presented to therditiee at
the first Committee meeting following the grant.

During fiscal 2006, the Committee did not deleghts authority to the CEO and all equity awardsevgiranted
solely by the Committee (except with respect torawao the CEO, which were granted or ratified gy independent
directors upon the Committee’s recommendation).

Does the Committee have the authority to engage aitie advisors?

Pursuant to the Compensation Committee CharteCtmemittee has the sole authority to select, redath
terminate any consulting firm engaged to assisfiénevaluation of director, CEO or other executffeer
compensation, and to approve that firm’s fees dhdraetention terms. The Committee also has titieoaity to
conduct or authorize studies and investigatiorss amy matters within the scope of its responsiegditand to retain
outside legal or other advisors to assist in thedaot of those studies or investigations or for ather reason as the
Committee determines to be necessary or advisab&eCommittee’s selection and use of outside advisodiscussed
in more detail below.

How often does the Committee meet?

The Committee generally meets in connection witthez the Board’s regularly-scheduled meetings atrehy
additional times as it determines to be necessaappropriate, but not less than 4 times per ygaie Committee met
times during fiscal 2006.

The Committee is given the opportunity (if it sesoles) at each regularly scheduled meeting to megamivate
session without the presence of management. l@uddhe Committee is given the opportunity {iEo desires) at
each quarterly meeting and at any other relevaetingeto meet in separate private sessions with eathe
compensation consultant, the EVP of Human Resouanceshe General Counsel.

What are the philosophy and objectives of Dollar Geeral’s compensation programs for its NEOs?

The goals of our executive compensation strategyaattract, retain and motivate persons with sapability,
to reward outstanding performance, and to aligidahg-term interests of our officers with thoseoaf shareholders.
Our material compensation principles applicabldlEOs include the following:
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« Generally, total compensation should be targetédeamedian total compensation of comparable posta
peer companies. However, because comparisonsiocathg can be difficult due to the unique job
description of some of our officers and the unigighe we play in the retail sector, the Committesgym
fairly account for distinct circumstances not reféa in the market data. In addition, competitionrfew
talent may require total compensation, or any campbof total compensation, to exceed the median.

« Base salary should be reflective of the responsdsilof the position, the experience and contring of the
individual and the salaries for comparable pos#ionthe competitive marketplace. The base salafiesr
NEOs are subject to minimums set forth in their Expiment agreements.

« Compensation arrangements shall emphasize pagftormance and encourage retention of those officer
who enhance our performance.

« Compensation arrangements shall promote ownersldpracommon stock to align the interests of
management and shareholders.

« Compensation arrangements shall maintain an apptefralance between base salary and long-term and
annual incentive compensation.

« In approving compensation, the recent compensaigiory of the officer, including special or unusua
compensation payments, shall be taken into coretider

« Cash incentive compensation plans for officersldimk pay to achievement of financial goals seadvanc
by the Committee. Awards of incentive bonuses galyeshould be based on achieving corporate goals a
on a subjective evaluation of the contributiongndividual executives to the achievement of ourihess
goals.

The Committee re-evaluates its compensation piplog@and principles at least annually, typically exew
months in advance of the annual executive compiensiaview.

Does the Committee use compensation consultantsdetermining or recommending the amount or form of
executive and director compensation?

The Committee believes that it is important to héneemost timely, accurate and insightful compeoraddvice
and information that is available from independemirces. These sources may include Committee msimbe
experiences in an executive role with other orgations, presentations by compensation consultarggher
compensation committees on which Committee membagsserve, information contained in professiortatdture
regarding compensation-related topics, and vardier sources that Committee members may encodriter.
Committee uses these independent sources to pravidene of reference within which it can evaluatean informed
manner, the advice given and recommendations naeithe tCommittee in connection with our specific paemsation
decisions.
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In April 2004, the Committee selected Hewitt Assdes as its compensation consultant. Hewitt, lvhias
selected by the Committee after a thorough Comasitd interview process that included other prodess
compensation consultants, reports directly to tom@ittee and has the authority and the abilityaiotact Committee
members directly. Committee members also may cohtewitt directly at any time, and the Committes tize
opportunity at each regularly scheduled Committeetmg to meet in private session with Hewitt.

Hewitt also provides consulting services to our hamesources group, both with respect to the wark o
management does in connection with NEO and direxxorpensation (as described in greater detail balwer “Does
management determine or recommend the amountrardbexecutive or director compensation?”) andenayal
employee compensation and benefits matters. NelileeCommittee nor Hewitt believes that providihgse services
undermines in any way the independence of the adwiinformation provided to the Committee.

In fiscal 2006, the Committee approved a writteételeof agreement with Hewitt. This agreement dbss the
general terms of Hewitt's working relationship wittanagement and the Committee. In particular, Hgeitforms
executive compensation services as requested fnoentd time by management or the Committee. Theeagent sets
forth a wide range of potential work that Hewittyrize requested to perform, including competitivekagapay
analysis, support with regard to relevant legaufatory and/or accounting considerations impactioigppensation
programs, assistance with market data, trendscamgetitive practices, preparation for and attendaat selected
management, Committee or Board meetings and otlseelfaneous work as requested.

Does the Committee use market benchmarking data ioonnection with its decisions regarding NEO
compensation?

Our compensation philosophy recognizes the nepdyaompensation that is competitive with the axder
talent market for senior executives in order toaattand retain NEOs who we believe will enhanceomerall long-
term business results. The Committee relies heawiliewitt Associates to analyze and present tlaidket
benchmarking information.

The Committee has determined that the primary tatenket for NEO positions is retail companies with
revenues similar to ours. The Committee directwiléo provide compensation data on all elemefhisomnpensation
and on total compensation from its proprietaryryasarvey database as well as from the proxy statésof a group of
25 selected retail companies that meet this appratd revenue criteria. We refer to this combinexlig throughout
this CD&A as the market comparator group. Thesepanies are believed to compete with Dollar GerferdNEO
level talent and have executive positions thasarglar in breadth, complexity and scope of resgmlity to those of
our NEOs. The companies included in this marketmarator group in 2006 are AutoZone, Barnes & NaBlEs
Wholesale Club, Circuit City, Dillard’s, Family Oat, Foot Locker, Kohl's, Limited Brands, Long Dr&gores,
Nordstrom, OfficeMax, Office Depot, RadioShack,@a, TJX Companies, J.C. Penney, The Gap, Fede
Department Stores, Blockbuster, Big Lots, RosseStdPetSmart, Retail Ventures and Payless ShoeSoule list of
companies in the market comparator group is revilesaeh year by the Committee and changes are rsade a
appropriate.
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The Committee also asks Hewitt to provide informatirom all other general industry companies fotaia
positions that are less specific to the retail stduand to serve as additional reference poingsgessing the
appropriateness of the compensation levels of B{DNevel positions.

The market comparator group does not include ath@fcompanies that are included in the S&P 500e&¢n
Merchandise Store Index because the Committeevieslidnat many of these companies are too largeoosrhall to
provide an appropriate comparison and that it isenappropriate to compare compensation of our NEi@sthat of
executives in companies that are more comparaldeénin terms of revenue.

Does the Committee provide Employment Contracts tblEOs?

The Committee authorized an employment contradt iit. Perdue upon his hire in April 2003. Theregft
beginning in 2004, the Committee began offering legrpent contracts to all officers including the @iNEOs. The
Committee took this action because it believedeas benchmarking data, it was a common protediifemed to
NEOs at other comparable companies, and becausacisnvere needed to Ic-in members of a new management
team to execute changes necessary to meet stratggatives. The Committee also wanted to givedded protectior
to the NEOs as well as to Dollar General from apetitive standpoint should the NEO decide to leaweemploy.
The Committee approved revisions to these employeentracts for all NEOs (other than the CEO) prifof 2006
as follows:

« Contract term changed to 3 years instead of 2 ygarsommon competitive practice.

« In addition to other severance payments and besnafitadditional lump sum payment in an amountlgqua
2 times the annual employer contribution to pgpation in our medical, dental and vision benefitsgpams

« In addition to other severance, if any paymentsamefits in connection with a change-in-control lgdoe
subject to excise tax under federal income taxsiiee have agreed to pay an additional amounetdNEO
to cover the excise tax and any resulting taxeswever, if after receiving this payment, the NE&fter-tax
benefit is not at least $25,000 more than it wdaddvithout this payment, then it will not be madel ghe
severance and other benefits due will be reducebag@n excise tax is not incurred.

« Change-in-control triggers revised to be more iast with the stock plan triggers and to remoe th
exclusion from the change-in-control provisions evahip or acquisitions of our securities by Calniur
Jr., James Stephen Turner, members of their faonitertain of their affiliates or associates.

« Addition of Target, K-Mart, Walgreen'’s, Rite Aid @€CVS to the list of named companies in the list of
competitors for purposes of the non-compete promsi

The Committee also approved certain revisions toRdrdue’s contract in September 2006 as descbibledy
under “What are the Terms of the Extension of Mrd@e’s Contract?”
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Where does the Committee target NEO compensation legive to the competitive market?

The Committee believes that the median of the coithgemarket is the appropriate target for an NE@'tal
compensation. However, the target for each ottmponents of compensation relative to the comypetiarket
varies.

In determining each NEQO'’s specific compensatioa,Zlommittee starts with the competitive mediane Th
Committee then considers any unique job respoitgsilof any of our NEOs, the importance of thdé o Dollar
General, and our specialized niche in the retailcse The Committee, working with Hewitt, triesfeorly account for
these unique circumstances not reflected in thé&ehdenchmarking data.

The Committee then adjusts that compensation eleamvard or downward based on a variety of factors,
including the NEQ'’s prior experience, length ofvéeg, compensation history and performance, andeta¢ion of the
NEQ's compensation to other executives and NEOs. hEurtompetition for talent of a specific NEO pmsitmay
occasionally require total compensation, or any mament of total compensation, to vary from theearg

Does management determine or recommend the amount form of executive or director compensation?

As discussed above, the Committee retains sol@atytho determine executive officer compensatiotnér
than the CEQO’s compensation which is approved byrtlependent directors of the Board upon the Cdtees
recommendation). The Committee also recommeneéstdir compensation to the Board. The Committes,doe
however, generally request that management asswitHAssociates in gathering and preliminarily lgmang relevant
competitive data and identifying and preliminaelaluating various compensation alternatives. Coeamittee also
requests that management provide various coordmatid administrative services, such as prepaneggenda,
scheduling the meetings and distributing meetingenels. In addition, the EVP of Human Resourcasmally meets
with the Committee chairperson prior to each meetindiscuss the agenda and meeting materials.

The EVP and VP of Human Resources regularly atsrabparticipate in the Committee meetings and 6 C
attends part of most meetings. Other Dollar Gdresrgloyees also may attend these meetings, typicamake a
special presentation, record the meeting minutgsawide advice regarding legal requirements odicagions. None
of these officers or employees attend the Comnstf@evate sessions or the Committee’s privateisassith Hewitt
(unless the Committee requests a joint private@esath Hewitt and select members of management).

The CEO participates fully with the Committee is@ssing the performance of the executive officedcsia
making recommendations on the level of compens&tioaach pay component. However, the CEO is nedgnt for
any discussions concerning his own compensation.

While the Committee welcomes and values the inpltadlar General employees, all decisions are made
exclusively by the Committee members and with tile goal of managing
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executive officer and director compensation inlibst interests of Dollar General and our sharehslde
What are the elements of NEO compensation and whyods the Committee choose to pay them?

We provide compensation in the form of base sakhgrt-term incentives, long-term incentives, béseind
perquisites. As described in more detail below,@mmmittee believes that each of these elementaésessary
component of an NEO'’s overall compensation paclkaugkare consistent components of compensationgregat
competing companies. The Committee reviews bdaeysahort-term incentives, and long-term inceegiat least
annually and other elements periodically when nmltehanges are considered. These reviews in@dudiiating the
relationship of each element to the competitiveketthe appropriate mix of each element in deteirmgi total
compensation and the role of each element in asidigethe principles and philosophy described above.

How is base salary determined?

In general, the Committee believes that base saksigts in fulfilling the recruiting and retentifumctions of
our compensation principles by reflecting the restalities of the position, the experience andtabation of the
individual, and the salaries for comparable posgim the competitive marketplace. The Committeleebes that we
would be unable to attract or retain quality NE@s$hie absence of competitive base salary. Foréhison, base salary
constitutes a significant portion of an NEO'’s tatampensation. The base salary element also assislfilling the
pay for performance role of our compensation pbidy because NEOs are not eligible for any baseysalcrease or
annual incentive payment unless they perform satisfily against their previously established indinal performance
goals.

In determining each NEO'’s base salary, the Comenig@iews the benchmarking data provided by Hewasit,

comparability of the duties and responsibilitiesref position to those of the market positions iemay adjust the
median compensation value of the benchmark posifpoar down accordingly. The Committee then regi¢he
NEQ's experience level and performance, the relatipnghthe NEO'’s salary to that of the other NEQwj any other
appropriate factor, such as when the NEO was largaomoted and the relationship of the NEO'’s salarthat of the
other NEOs and executives. The Summary Compemnsééible contained in this report shows the amotibtee
salary earned by each NEO in fiscal 2006.

How were NEO base salary adjustments determined ifiscal 20067?

Individual performance goals are established eaeln for the CEO by the Committee and for the oMEDs by
the CEO. In fiscal 2006, individual goals weredsasn the areas of our business for which the NB® nesponsible,
as well as overarching Dollar General goals anthiives, including measures regarding Dollar Gahgrowth
(revenue, total sales, same store sales, new s&tcels market share, merchandising and markstiragegies, shrink
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improvement, inventory management, distribution eaplacity management, new concept developmengisiaip
development, succession planning, diversity, eng#dyenefits, turnover reduction and retentionesgias, workplace
improvements, customer satisfaction, technologyrawpments, internal controls, legal and regulatmmpliance, and
expense control.

For each NEO, the Committee approved the follovmage salary adjustments during fiscal 2006:

« Chairman and Chief Executive Officer, David A. Rexd (see separate CEO compensation section below)

« Executive Vice President and Chief Financial Offié@avid M. Tehle The Committee reviewed with Mr.
Perdue the objectives for Mr. Tehle, which includeding analysis and financial disciplines in the
organization to drive value for the business. Tlenmittee was satisfied with Mr. Perdue’s evaluatd
Mr. Tehle’s performance, deeming his performance to be sat@ly against his previously established g
and strategic initiatives, and, in accordance Wwabke salary and short-term incentive policies, Téhle was
eligible in 2006 for both a base salary increaskarticipation in the short-term incentive plarthie extent
that we achieved our financial goals. However, Mahle did not receive a base salary increase® 20
because the Committee had recently granted hignafisant base salary increase of 22.1% effective
December 2005, raising his base salary from $405:@®$580,000. That increase resulted from a vewk
all NEO compensation which occurred in conjunctiath the hiring of a new NEO. It was determinedtth
Mr. Tehle’s salary was low in relation to the sglaf the new NEO, given Mr. Tehle’s role and impant
the organization. The December 2005 salary inereas one of two special increases granted to NEOs
2005 resulting from the special compensation re\(i other was to Kathleen R. Guion, discusseoviel

« Division President, Store Operations and Store g@veent, Kathleen R. GuionThe Committee reviewed
with Mr. Perdue the objectives for Ms. Guion, whinhluded driving results in store operations aiodes
development, including the implementation of thgan&Zstore” corporate initiative. The Committeas
satisfied with Mr. Perdue’s evaluation of Ms. Gusperformance, deeming her performance to be
satisfactory against her previously establishedsgaad strategic initiatives, and, in accordandh wase
salary and short-term incentive policies, Ms. Gunas eligible in 2006 for both a salary increasg an
participation in the short-term incentive plante extent that we achieved our financial goalsweieer,

Ms. Guion did not receive a base salary increa20@6 because the Committee had recently grantea he
significant base salary increase of 17.6% effediieeember 2005, raising her base salary from $025®
$500,000 for the same reasons noted above witlecespMr. Tehle’s base salary increase.

« Division President, Merchandising, Marketing & Slyp@hain, Beryl J. Buley Mr. Buley was hired on
December 1, 2005, and therefore was not consideredbase salary increase in 2006.
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« Executive Vice President, Human Resources, Chdllisowe : The Committee reviewed with Mr. Perdue
the objectives for Ms. Lowe, which included redngta significant number of new executives andidgv
more analytical rigor in the human resources graufs support of the Committee. The Committee was
satisfied with Mr. Perdue’s evaluation of Ms. Low@erformance, deeming her performance to be
satisfactory against her previously establishedsgmad strategic initiatives and, in accordancé wase
salary and short-term incentive policies, Ms. Lomaes eligible in 2006 for both a base salary inceayd
participation in the short-term incentive plante extent that we achieved our financial goalse Th
Committee awarded Ms. Lowe a 9.3% base salaryasergaising her base salary from $375,000 to
$410,000 effective April 1, 2006. The Committeed@ahis decision as part of the normal merit review
process primarily based on a review of her perfoicearersus previously established goals and hemagmp
on the organization. The Committee also notedttitebase salary increase better aligned her saitry
other NEOs and the competitive market for her pmsit

How does the short-term incentive plan work?

Our short-term incentive plan, called Teamshares, @gablished under the shareholder-approved Annual
Incentive Plan. Payouts are designed to be dddeatnder Section 162(m) of the Internal RevenudeCo

The Committee believes the Teamshare plan servestivate NEOs and all participants to achieveasert
financial goals that are established by the Conemi#it the start of the fiscal year. As with badarg increases
discussed above, our NEOs are not eligible to vecaiTeamshare payout unless they perform sausiigchgainst the
individual performance goals, even if our finangahls are attained. Accordingly, the Teamshaaa fillfills an
important part of our pay for performance philosgplhile at the same time aligning the interestsw@fNEOs with
those of our shareholders. It also provides comgtersopportunities for our NEOs that are consistéth the
compensation opportunities prevalent in the macketparator group and general industry, thus helfongeet the
recruiting and retention objectives of our compénsgohilosophy discussed above.

Teamshare authorizes the payment of cash bonused ba our actual performance measured against
established business and/or financial performareasores. Within 90 days of the start of each figeal, the
Committee determines the employees who will beig@pants in Teamshare and the performance goabalsg
applicable to each chosen performance measuregldtere weight of each performance measure if nloae one is
selected, and each participant’s target bonus p&rge. No participant can receive a bonus undepldrein excess of
$2.5 million for any fiscal year.

Generally at its March Committee meeting, the Cott@aidetermines whether and to what extent the
performance goals have been satisfied for the gaar. No bonus can be paid under the plan ualegintil the
Committee certifies in writing that the previousistablished performance goals have been satigfredCommittee
may reduce or eliminate any bonus in its discretiespite achievement of the performance goal disgbat the
Committee may not increase the amount of bonushp@ya an NEO under Teamshare. The plan doesmittthe
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Committee’s ability to make discretionary paymeamtswards to employees (including NEOs) under ahgrgplan or
arrangement.

For fiscal 2006, the Committee selected net incamthe sole performance measure for determiningyiay
under the plan. The Committee selected this padoce measure for 2006 because it believed thatcmne directly
reflected several important business results, asgierformance against sales, margin and expemggesand indirectl
measures asset (or inventory level) controls. Aisany of the companies in our market comparatonguse net
income as one of their measures of performanckdous determinations.

The net income result needed to achieve a Team#drget payout was set to equal our annual findncia
objective as approved by the Board of Directorgpidally, once the target has been set, threshaddn@aximum
performance levels are then set per competitivehaarking data at approximately 90% and 110% ofittacial
target, respectively. However for 2006, the Corntamiestablished the threshold performance lev&l gireater than ti
previous year’s actual net income result, or apipnakely 93% of target net income, and the maximenigsmance
level at 110% of the 2006 net income target. Tieshold was set so that a Teamshare bonus woulterearned
unless our 2006 net income performance was atégastl to our 2005 net income performance.

The Committee determines the amount of each NE@&nEhare payout target based on benchmarking
information provided by Hewitt regarding competgitarget incentives of comparable positions inntiaeket
comparator group and general industry. The Comendtso sets the amounts of the threshold and maxipayout
levels for performances below and above the tdegels respectively, with payouts prorated betwideeshold and
maximum levels in relation to net income results.

At the March 2006 Committee meeting, Hewitt advitieat the typical payout structure used in the raark
comparator group and general industry is to setdtget payout percentage at twice that of thestiolel payout
percentage and the maximum payout percentage e that of the target. In order to adopt this mypécal and
competitive structure, the Committee set the marinpotential payout levels for NEOs other than ti0dsee below
at 130% of base salary for the 2006 fiscal yeapposed to 100% of base salary used in 2005. rAsudt, the
Teamshare payout range for the NEOs other thaGE@ (see below) was set at 32.5% of base salams(tbld), 65%
of base salary (target), and 130% of base salaaxifmum).

Hewitt also advised at this meeting that the pymar's Teamshare target payout level of 80% of sakay for
the CEO was low in relation to the market compargtoup and general industry and that a target yiggoel of 100%
of base salary was more typical. As a result@bmmittee recommended, and the independent diseafiproved,
setting the CEQO’s Teamshare target payout levE0@% of base salary, threshold payout level at 50%@ase salary
and the maximum payout level at 200% of base salary

What short-term incentives were awarded to the NEO fiscal 20067

For fiscal 2006, eligibility to receive a payoutden Teamshare was determined based on the follovbjegtive
and subjective criteria: (a) the individual's acl@ment of a satisfactory performance rating whealuated against his
or her annually established performance
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objectives; and (b) our achievement of net incowagestablished by the Committee at the beginoirigcal 2006.

As discussed above, the fiscal 2006 performaneach NEO was determined to be satisfactory, quiadjfgact
NEO for a Teamshare payout, subject to the achiemeof fiscal 2006 net income goe

Based on performance with respect to our net incgoad, each NEO could be eligible to receive th¥ang
Teamshare awards: (a) if we reached the “thre$im@tlincome goal of $350,154,733, which was comsd by the
Committee to be challenging, then 32.5% (50% fer@&EQ) of salary was to be awarded; (b) if we reddhe “target”
net income goal of $376,895,000, which was tieBatlar General’s financial target, then 65% (100%%the CEO) of
salary was to be awarded; and (c) if we reachetntizimum” net income goal of $414,584,500, which was consit
by the Committee to be extremely difficult, ther0¥3(200% for the CEO) of salary was to be awardée. percentag
of salary awarded for net income performance falbetween the “threshold” and “target” and thegtt and
“maximum” goals was to be based on a graduate@ scehmensurate with net income results.

Because we did not meet our fiscal 2006 net inctimesshold goal, NEOs did not receive payouts under
Teamshare plan. However, over the course of taeiybecame clear that the Teamshare net incommlengs no
longer a relevant measure of management’s suceessie of the impact of the critical strategigatikes begun
during the year. These initiatives included chartgesur merchandising markdown strategy; changéiseoeal estate
site selection strategy resulting in slowing thevgh in store openings in favor of improved sitalify; changing
sourcing and packaway strategies; and closingrafisignt number of stores in under-performing lowas.

After extensive discussion and analysis, and wighagreement of the full Board of Directors, thenGuttee
determined that a discretionary bonus payout shioellduthorized outside of the annual Teamsharesoglian. This
discretionary bonus was made to recognize thefgignt restructuring and strategic efforts madebyployees over tl
course of the year. The Committee believes thatattion was necessary to align the fiscal 20@stdlerm
performance incentive more closely to the revitdlon strategy, to reward critical employees faitlaccomplishmen
towards implementation of that revised strategy, @mmmotivate and retain the NEOs and employeesardntegral to
the strategy’s continued successful execution.

After determining that a discretionary bonus shdaddnade to substantially all employees who wothemvise
have been eligible to participate in TeamshareCiiamittee decided to award each NEO, except the (e “How
was the Compensation for the CEO, David A. PerBatermined?”) a 2006 discretionary bonus amounékiquthe
threshold amount that would have been paid ungel@&amshare plan. These amounts are reflected iiBtinus”
column of the Summary Compensation Table set farthis document.

The Committee also decided toeealuate the use of net income as the sole perfarenaeasure for 2007. T
Committee planned to consider additional measused by our competitor companies and which candaktti
accomplishing the milestones in the strategicatiites that are underway. However, before thisst@t could be
made, we announced our pending acquisition by KK&Ragreed to consult with KKR on significant changecertain
of our normal business practices. KKR requested,tae Committee agreed, to adopt earnings
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before interest, taxes, depreciation and amortingfEBITDA) as the sole performance measure fo2d@/ Teamsha
plan. The actual threshold, target and maximum amsoare to be set in consultation with KKR befdre énd of April
2007.

How does the long-term incentive program work?

The Committee believes that long-term incentivesaacritical part of the overall compensation pgeka
motivating executives to focus on achieving sucéassshareholders over the long-term. These ingestithus assist in
achieving a balance between short-term and long-¢grals and in aligning our NEOSs’ interests witbgé of our
shareholders. Our long-term incentives are dedivén the form of equity grants and are structumeslich a way as to
recognize increases or decreases in the stock pfite Committee targets a certain economic valueetdelivered
through the long-term incentives, but the NEO aelglizes that targeted value if our stock priceeases. Lesser
increases or no increase in stock price will reisulhe NEOs receiving less than targeted valudlevgreater stock
price increases will result in the NEOs receivihg\e target value. Long-term incentives are alstuged in most
compensation packages of the market comparatopg@euwvell as most other general industry compafhiethering ou
program’s recruiting and retention objectives.

The Committee relies on the competitive compensatitormation from the market comparator group juted
by Hewitt Associates. This competitive informatisrused to establish long-term incentive targéadamounts for
each NEO position. The Committee, with Hewitt'siagance, then determines the form in which thg-mmm
compensation value should be delivered.

The Committee typically grants stock options andame cases RSUs annually to all eligible employees
including the NEOs at its March meeting. At thisatieg, the Committee also reviews compensation treacking and
other relevant information and evaluates the peréorce of our NEOSs. It is our practice to estaltlighexercise price
options as the closing market price on the date@fjrant. We typically release our annual easangd other financial
results shortly after this meeting. However, thengs are made prior to that release for the resasted above,
regardless of whether the earnings release withberable or unfavorable. In accordance with owaligractice, the
fiscal 2007 annual equity grants to eligible emply were made at the March Committee meeting, ekmegrants to
officers at the level of Executive Vice Presidenabove which were made several days following the¢ting after
receiving the input and approval of KKR per therterf the merger agreement.

In addition to the annual equity grant to eligiblaployees, the Committee currently approves indec¢m
option and RSU grants to new employees generatlyedievel of Vice President or above. Those graneé made at tl
first Committee meeting following the officer’s dtaate per the terms of the officer's employmegreament. In these
cases also, it is our practice to establish thecesesprice of options as the closing market poice¢he grant date.

Pursuant to the merger agreement referenced abdrari I, Item 1 “Business”, at the effective tiofeéhe
merger, each outstanding share of common stoclob&DGeneral, other than any shares held by amliwbwned
subsidiary of Dollar General and any shares owryeBdrent or Merger Sub or held by Dollar Generdl,be cancelle
and converted into the right to receive $22.00aish; without interest. In addition, immediateljopto the effective
time of

119




the merger, all shares of Dollar General restristedk and RSUs will, unless otherwise agreed byhtiider and
Parent, vest and be converted into the right teivecthe merger consideration of $22.00 per shiabmbar General
common stock. All options to acquire shares of &obeneral common stock will vest immediately ptmthe
effective time of the merger and holders of suctioog will, unless otherwise agreed by the holdet Barent, be
entitled to receive an amount in cash equal teieess, if any, of the merger consideration of @2per share of
Dollar General common stock over the exercise grareshare of Dollar General common stock subgethé option.

What long-term incentives were awarded to NEOs ini$cal 20067

As a result of the competitive data provided by Henv fiscal 2006 and in the past, the Committes been
aware that our prior long-term incentive econonatues have been well below those of the competitiaeket. While
considering what long-term incentive awards to gmafiscal 2006, the Committee decided that thedaes should be
increased to be closer to the market in order lp tetain our NEOs, many of whom are relatively new

In considering ways to increase these values, tmarfiittee considered granting performance-based R8Us
addition to the time-vested stock options and R@&bligh have recently comprised the long-term compooéNEO
compensation. After studying this approach, howetne Committee decided not to incorporate pertoroe-based
RSUs into the 2006 long-term incentive componeit uthe difficulty inherent in setting goals thsesars into the
future for a company undergoing transformation iamplementing significant strategic change. In makihis decisior
the Committee was able to draw upon its specifgeolations of other companies that implementecdpadnce-based
plans and the resulting demotivating impact cadsegoals set three years into the future that cootdoe adjusted to
recognize significant changes in the business trarexternal environment without losing the tagwigibility of the
incentive payments.

At its March 2006 meeting, the Committee insteacidi to increase the long-term compensation Viaiue
NEOs by approximately :-25% by increasing the economic value deliveretirhg-vested stock options and RSUs.
Even with this increase in value, long-term comjpdéing for our NEOs continues to be below the commipae market
median.

At the same time, the Committee also decided toghahe allocation from the previous 80%/20% (stock
options/RSUs) to 70%/30% (stock options/RSUs), Whaxcording to Hewitt, more closely aligns withrket practice

The actual grant date fair value of the 2006 stoution and RSU awards and the number of optionshades
awarded during 2006 to NEOs, are presented in that&of Plan-Based Awards Table set forth in t@psort.

At its January 2007 meeting, the Committee dectdddrther adjust the relationship of options arfl R to
reflect a 50%/50% allocation of the economic vdludong-term incentive grants made in fiscal 200his decision
was based in part on the limited availability o&sds for use as options under the current sharehafgproved option
program and in part to position us for transitignio a new compensation strategy that will be nediective in
retaining key employees.
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What benefits and perquisites are available to NECS

We provide benefits and limited perquisites to NE@getention and recruiting purposes, to prontate
efficiency for the NEOs, and to replace benefitapynities lost due to regulatory limits. We alsoyide NEOs with
these benefits and perquisites as additional fafne®empensation that are believed to be consistedtcompetitive
with benefits and perquisites provided to similasifions in the market comparator group and genedaistry. The
Committee believes these benefits and perquisigesansistent with the compensation objectivesrdest above as
they help to attract and retain NEOs.

In addition to certain benefits offered to NEOstloa same terms that are offered to the salariedogeg
population (such as our 401(k) match and healthvagithre plans), we provide NEOs the benefits agrdjpisites
specified below.

We offer to certain key employees (including ourdéexcept our CEO), the Compensation Deferral @han
“CDP”) and the defined contribution SupplementaéEixtive Retirement Plan (the “SERP” and togethéh thie CDP,
the “CDP/SERP Plan”). Our CEO, Mr. Perdue, isiblggto participate in the CDP but not the SERPe #fiscuss in
detail the CDP/SERP Plan after the Nonqualifiedebefd Compensation Table set forth in this report.

We provide each NEO with a life insurance benefiiad to 2.5 times his or her base salary to a maxirof
$3,000,000. We pay the premiums and gross up E@'&income to pay the tax cost of this benefite #so provide
NEOs with a disability insurance benefit that pd®s income replacement of 60% of base salary taxamnum
monthly benefit of $20,000 ($25,000 for the CE@®e pay the cost of this benefit and gross up th©NEncome to
pay the tax cost of this benefit to the extent ssagy to replace benefit level caps in the groap ppplicable to all
salaried employees.

Further, we provide each NEO with a choice of eithkeased automobile or a fixed monthly automobile
allowance. All of the NEOs except Ms. Lowe chdse automobile allowance option. Under the leas#bio, we
provided Ms. Lowe with a company-leased automohite] paid for her gasoline, repairs, service, asdrance and
provided a gross-up payment to pay the tax costeimputed income. The incremental costs we necurelated to
these benefits in fiscal 2006 are reported in teOther Compensation” column of the Summary Congagion Table
set forth in this report.

We also provide a relocation assistance prograRNBOs similar to that offered to certain other emgples. The
significant differences from the relocation assiseprovided to other employees are as follows:

« We provide a pre-move allowance of 5% of the NE@isual base salary (we cap this allowance at $5,000
for other employees);

« We provide home sale assistance by offering tolmase the NEO’s prior home at an independently
determined appraised value in the event the poaréhis not sold to an outside buyer (we do notrdffis
service to other employees); and
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« We reimburse NEOs for all reasonable and customamnye purchase closing costs (we limit our
reimbursement to other employees to 2% of the @selprice to a maximum of $2,000).

Mr. Buley’s relocation to Tennessee was complatetstal 2006 and the costs we incurred are regant¢he
“All Other Compensation” column of the Summary Cangation Table set forth in this report.

As an exception to the normal NEO relocation bengfe Committee approved a one-time payment, wiviah
subsequently grossed up to pay the tax cost diehefit, to Ms. Lowe for miscellaneous expensedrstiared in her
relocation to Tennessee. These expenses werinflinormal home sale assistance and personas @bgoping costs
that Ms. Lowe did not incur in her relocation. Themmittee believes that, based on the experiehg®weing other
executives, had Ms. Lowe incurred these normateglon costs, they would have been significantlgxness of this
exception payment. The amount of the costs weriadiand gross up are reported in the “All Othem@ensation”
column of the Summary Compensation Table set farthis report.

The Committee also approved an exception paymevistdGuion to gross up the tax cost of relocatiopense:
she incurred that could not be deducted from h8628x return, since her move to Tennessee didcwair until after
the period in which these expenses could have thegducted. The amount of the costs we incurredl@dross up
payment is reported in the “All Other Compensatioolumn of the Summary Compensation Table set farthis
report.

We also provide to each NEO other minor perquisitesh as the opportunity to take an annual physian at
our expense of up to $1,000, occasional ticketettain sporting or other entertainment eventgliaay gift, and golf
or spa events in connection with our annual straggignning meeting. In addition, we believe that officers’
participation on non-profit boards and in commumitgents serves as a positive reflection upon D@kameral and a
great example of corporate leadership. Therefoeeswpport nonprofit organizations for which ouradfs actively
serve as a board or committee member with a maxitotathcontribution for all charities for which thserve to equal
no more than $5,000.

How was the compensation for the CEO, David A. Pexte, determined?

Mr. Perdue’s compensation is determined by thepgaddent directors of the Board of Directors consngethe
recommendations of the Committee. These recomntiiendare based upon a number of factors, including
benchmarking data provided by Hewitt, the curremhpensation and compensation history of Mr. Peoduepared
against those benchmarks and the achievementasfdial and norinancial measures set by the Committee as goe
Mr. Perdue’s performance at the beginning of ther y€he results of the Committee’s evaluation of Rerdue’s
performance against those previously establishatsgietermine Mr. Perdue’s eligibility for changedase salary and
Teamshare payout. As with the other NEOs, Mr. B&glcompensation reflects an emphasis on achidotigshort
and long-term performance results. A substantdiq@n of his compensation is tied directly to awerall financial
performance as well as to non-financial measunedyding those derived from our mission statement.
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In March 2006, the Committee reviewed Mr. Perdygpedormance against his previously established
performance goals for fiscal 2005 in order to datee whether he was eligible for a base salaryesse. Those
previously established goals included measuresinglto improvements in certain financial metrieau(nings per shar
total sales growth, same store sales growth, dpgratargins, return on invested capital, free dash, inventory turns
and return on assets), leadership developmentuo@ssion, strategic planning, our growth, new ephdevelopment,
distribution and capacity management, inventory ag@ment, shrink improvement, workplace improvemeuatsover
reduction and retention strategies, third partgtrehships (vendors, analysts, rating agenciesjajezbrporate
governance and ethics, legal matters and inteordtals.

The Committee determined that under Mr. Perdu@ddeship, Dollar General continued to remain touedch
component of its mission of “Serving Others” agher discussed below.

In fiscal 2005, we served our customers by progdiansumable basic merchandise at everyday lowginca
convenient place to shop. We continued to increasefforts at finding products our customers naed making them
available at competitive prices. We also continteedpen stores that will be convenient for our cosdrs in their

neighborhoods or towns, opening 734 new stores (@09 including 29 new Dollar General Marfstores.

Also in fiscal 2005, we served our shareholdersdoyaining committed to our 3-year strategic planea at
strengthening the organization, improving storerapen consistency and revitalizing merchandismgatives as well
as other initiatives to improve the organizatidimancial health. During fiscal 2005, a numbekey executives were
hired or promoted into positions of leadershipttersgthen the organization and provide leadersimipécomplishing
our strategic plan. By the end of fiscal 2005,wexe on the road to improving store operationsh wéarly half of our
stores operating as EZstores, using newly engidgeeesses to run more effectively and efficientyso, the year
ended with increases in both total sales and stone sales. During fiscal 2005, we significantgluced aged
inventory surpassing plan expectations and leaidirag increase in inventory turns over the priaryerl otal inventory
per store was also down as a result of this ingat\We generated approximately $350 million ihineome and
earnings per share of $1.08, and we opened arhaiigitibution center in South Carolina and begamstruction on a
ninth in Indiana. Free cash flow also jumped drgrally from fiscal 2004 to fiscal 2005 and capiipenditures were
lower than plan.

Finally, in fiscal 2005 under Mr. Perdue’s leadgrskemployees were served through our ongoing camenit
to our values including the highest degree of intggproviding opportunity for employee growth ttugh the addition
of more jobs (additional stores and distributiontees and related promotional opportunities) aretgigally focusing
on simplifying processes easing workloads in tibeesthrough EZstore.

The Committee was satisfied with Mr. Perdue’s penfance against his previously established goals and
strategic initiatives and his achievement of esthkd fiscal 2005 financial measures. Thereforectordance with our
base salary and short-term incentive policies, RMrrdue was eligible in fiscal 2006 for both a salacrease and
participation in the Teamshare plan to the exteat we achieved our net income goals.
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However, in anticipation of Mr. Perdue’s employmeahtract expiration on March 31, 2007, in lightloé plan
to update all officer contracts effective AprilZ006, in recognition of his performance and in otdesend Mr. Perdue
a clear and early message of the Board’s interdgtton him, the Committee initiated discussionswiitr. Perdue
concerning an early renewal or extension of higre@t These discussions culminated in the Bod&djstember 18,
2006 approval of an extension of Mr. Perdue’s emplent contract from March 31, 2007 to March 31,820the
details of the extended contract are describedibeidghe section “What are the terms of the extemsif Mr. Perdue’s
employment contract?”

As a result of the decision to negotiate an extemef his employment contract, the Committee pastoca
decision regarding Mr. Perdue’s base salary angHterm incentive compensation at the regular exesut
compensation review session in March 2006. RatherCommittee decided to include those decisinribe
negotiation process relating to the contract ex¢engiscussed further below.

As described above, the net income performance tegeired to qualify for a minimum incentive payavas
not met, and Mr. Perdue did not receive a Teamgbayeut for fiscal 2006. The Committee consideréetiver Mr.
Perdue should receive a discretionary bonus sinaléte discretionary bonuses paid to other NE&s part of its
deliberations, the Committee gave particular weigh¥lr. Perdue’s request that he not receive aelimnary bonus in
2006. Accordingly, the Committee recommended thatR¢rdue not receive a discretionary bonus, aadnihepender
directors of the Board concurred.

What additional benefits or perquisites are providel to the CEO?

Mr. Perdue is eligible for all of the same beneditsl perquisites and on the same basis and irathe amounts
as the other NEOSs, except he is not eligible ttigpate in the SERP described above due to higcpgaation in an
individual defined benefit SERP. Mr. Perdue’s SERR non-qualified, unfunded pension plan. Th&BRvas
provided to Mr. Perdue as part of his inducemenkage to join Dollar General in 2003 and was ongnefcomponen:
necessary at that time in attracting him as our @E&rcordance with our objective to attract pesseith superior
ability. Certain information regarding Mr. Perdsi&SERP is reflected in the Pension Benefits Tadtléosth in this
report, which is followed by a description of tleers of this SERP.

Effective January 25, 2006, the Board approvedghtablishment of a grantor trust to hold certasessin
connection with Mr. Perdue’s SERP. The grantosttpwovides for assets to be placed in the trush@m actual or
potential change-in-control (as defined in the gpatrust). The assets of the grantor trust abgest to the claims of
our creditors. In addition, the grantor trust pdas for a distribution to Mr. Perdue to pay certi@ixes in the event he
is taxed in connection with the funding of the trpisor to the normal payment of his SERP ben€fihe Committee
also deemed it appropriate in accordance with caithygepractice to reimburse Mr. Perdue for certiaigal fees that he
incurred as a result of the establishment of trasmtr trust. These fees are reported in the Qdller Compensation”
column of the Summary Compensation Table set farthis report.
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Potential benefits payable to Mr. Perdue and amttaliinformation regarding the SERP are presemed a
discussed in the Pension Benefits Table and acaoyimganarrative included in this report.

What are the terms of the extension of Mr. Perdue’@mployment contract?

Mr. Perdue’s employment contract was scheduleapa® on March 31, 2007. Following lengthy negatias,
the Committee and Mr. Perdue agreed on Septembh@008 to extend his contract to March 31, 2008rimy the
negotiations, the Committee relied on the assistaftiewitt Associates for advice and competitisenpensation
information to ensure that the contract extensias im the best interests of Dollar General andglod®ur
shareholders. The Committee also received intemmélexternal legal advice on various technicatenatrelating to th
contract extension and in documenting its terms.

The terms of Mr. Perdue’s employment contract esitanare as follows:

« Base salary increase from $1.0 million to $1.1iomillin order to bring his base salary to approxetyathe
market median.

e Bonus target payout increased from 80% to 100%aseélsalary. Bonus maximum payout increased from
130% to 200% of base salary. Bonus minimum patmtgmain at 50% of base salary. These changes
originally approved in March 2006 upon the recomdsion of the Committee and the approval of the ful
Board for the reasons discussed above in the sétfiow does the short-term incentive plan work?” as
applied to all other NEOs.

« A grant of 365,000 RSUs that will vest ratably otleee years, but are generally not payable uftélr #r.
Perdue ceases to be employed by us. This graninads to target an economic value of approxima#é|@
million which is above the median of the market pamator group and general industry data provided by
Hewitt. The Committee believed it was necessagyrtwide above median long-term incentive
compensation as an inducement for Mr. Perdue tothig contract extension. Also, this above market
compensation was provided in the form of equity pensation, rather than cash compensation, to ensure
that Mr. Perdues interests were appropriately aligned with shddgre. The Committee chose to deliver
long-term economic value in RSUs because we wene pheparing our November 2006 plans to revitalize
our merchandising and real estate strategies an@ammittee did not believe it appropriate to isstoek
options to the CEO shortly in advance of the puatinouncement of that revitalization strategy.

« The addition of a provision requiring that sevembenefits be payable upon his termination if ls&gres
within 60 days after our failure to offer to rendve contract. This change was approved to make Mr.
Perdue’s contract consistent with the contractlafther officers in this regard.

« The removal of the exclusion from the change-inbamprovisions of the contract ownership or acdigss
of our securities by Cal Turner, Jr., James Steghener, members of their family or certain of thei
affiliates or associates.
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« A broadening of the list of competitors in the rmympete portion of the contract to include the same
companies listed in the employment contracts ofexaicutive vice presidents.

What compensation and benefits would be paid to NE©®upon the occurrence of various termination of
employment events or upon a change-in-control?

Termination arrangements are provided to NEOs e cd termination in various situations to protéet
employee against circumstances over which they hawntrol and as consideration for the promide®a-compete,
non-solicit and non-interference that we requiremployment agreements. Furthermore, we proedrihation
payments in the case of a change-in-control tonadigecutive and shareholder interests by enabllB@$to evaluate a
transaction in the best interests of our sharehslaled our other constituents without undue conoeem whether the
transaction may jeopardize the NEO’s own employmémthe case of a change-in-control, all equitsaads and all
CDP/SERP Plan benefits are fully vested under @esimigger, but termination benefits have a doubgger that
requires both a change-in-control and a loss ofleynpent within two years after the event under wasitermination
circumstances.

A table detailing the compensation and benefit paysithat would be made to our NEOs had their eynpdmt
terminated due to the occurrence of one of varements as of February 2, 2007 is presented undeeriBal Payments
upon Termination or Change-in-Control” in this repdhe Committee has reviewed the payouts thaidvoccur and
has determined that the total compensation thatdumel payable is reasonable.

The transactions contemplated by the merger agmgtemth affiliates of KKR will constitute a change-
control for purposes of our plans and arrangements.

Does the Committee consider the deductibility of copensation in determining NEO compensation?

Section 162(m) of the Internal Revenue Code gelyattedallows a tax deduction to public companies fo
compensation over $1 million paid in any fiscalywaan NEO that is not performance-based compiemsat

The Committee’s policy is generally to design congaion plans and programs to ensure full deduityibi
The Committee attempts to balance this policy widmpensation programs designed to retain and atetNEOS to
maximize shareholder value. Should the Committgerchine that the shareholders’ interests aredsggéed by the
implementation of compensation programs that ateleductible under Section 162(m), the policy doatsrestrict the
Committee from approving such a compensation progreen though that decision may result in a nonidigole
compensation expense. The Committee’s decisipayaiscretionary bonuses to NEOs (other than 88@)3or 2006
could have resulted in non-deductible compensahiomjever these payments did not result in compemsat excess
of $1 million for any NEO.
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Our shareholders have approved our Annual Inceiaa pursuant to which performance-based anngal ca
bonuses can be awarded to NEOs, currently undérdamshare plan. The Committee believes cash bonus
compensation awarded under the Annual Incentive @taer the current structure satisfies the reqergs of Section
162(m). Therefore, compensation expense realizednnection with annual cash bonus compensatidenthe
Teamshare plan should be deductible.

Our shareholders have also approved our 1998 $teektive Plan, under which equity compensatiorhag
stock options, restricted stock and RSUs is grattddEOs. The Committee believes stock option grarade
pursuant to the 1998 Stock Incentive Plan undectineent structure satisfy the requirements of iSec62(m).
Therefore, compensation expense realized in caiomewith stock options should be deductible. Huoere restricted
stock or RSUs granted to NEOs that vest over timenat "performancéased” compensation under Section 162(m
we are unable to deduct that compensation expense.

In addition, we cannot deduct any salary, signioguses or other annual compensation paid or imgatdute
NEO that causes n-performance-based compensation to exceed the [amiimit.

Conclusion

The Committee has carefully weighed its oversigponsibilities and believes it has fulfilled itdigation to
shareholders as outlined in its philosophy andaihjes as discussed above. The Committee furhleuves that the
compensation, benefit and perquisite programsradiabove for NEOs, including the CEO, are readenalithin
benchmarking standards for comparable companiefahé best interest of shareholders.

Compensation Committee Report

Our Compensation Committee has reviewed and disdusgh management the Compensation Discussion ant
Analysis required by Item 402(b) of Regulation &kd, based on such review and discussions, the @wsapon
Committee recommended to the Board that the ConapiensDiscussion and Analysis be included in tlasudment.

This report has been furnished by the memberseo€Cdmpensation Committee:

« Dennis C. Bottorff, Chairman
« Reginald D. Dickson
« E. Gordon Gee

The Compensation Committee Report is deemed fuedishot filed, in this Form 10-K and will not beetheed
to be incorporated by reference into any filing enthe Securities Act or the Exchange Act as dtresturnishing the
Compensation Committee Report in this manner.
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Summary Compensation Table
Fiscal 2006

The following table summarizes compensation paiortearned by each of our NEOs for fiscal 2006er€&hwa:
no non-equity incentive plan compensation earnedryyof our NEOs in fiscal 2006.

Change in Pension
Value and
Nonqualified Deferred
Stock Option Compensation All Other
Salary Bonus Awards Awards Earnings Compensation Total
Name and Principal Position| Year )@ $)@ $® $) @ %) ® ® $)
David A. Perdue,
Chairman & 2006 | 1,037,540 - | 1,472,904 87,582 677,541) 151,4487) 3,427,015
Chief Executive Officer

David M. Tehle,

Executive Vice President & 2006 580,022 | 188,500 235,247 | 194,127 - 121,126(8) 1,319,022
Chief Financial Officer

Beryl J. Buley,

Division President,
Merchandising, Marketing &
Supply Chain

2006 575,022 | 186,875 183,223 | 180,669 - 273,801 1,399,590

Kathleen R. Guion,
Division President,
Store Operations &
Store Development

Challis M. Lowe,
Executive Vice President, 2006 404,182 | 133,250 130,813 | 117,933 - 174,322(11) 960,500
Human Resources

2006 500,019 | 162,500 206,455 154,982 - 151,971(10) 1,175,927

(1) All of the NEOs deferred a portion of theitasées under the CDP, which is included in the Neadiied Deferred Compensation Table. Each
of the NEOs also contributed a portion of his arsadary to our 401(k) Plan.

(2) We paid a one-time discretionary bonus togHeEOs for fiscal 2006.

(3) Represents the expense associated with aflamding awards of restricted stock and RSUs fachwve recorded compensation expense
during the fiscal year on a straight-line basisrdfie restriction period based on the market pofcde underlying stock on the grant date.
Each RSU represents the right to receive uponngeehe share of Dollar General common stock. Véditdividend equivalents to the RSU
accounts as additional RSUs at the same rate mfedos paid to all of our shareholders. There weréorfeitures of restricted stock or RSUs
held by the NEO during fiscal 2006. For more infation regarding the assumptions used in the vainatf these awards, see Note 10 of the
consolidated financial statements in this report.

(4) Represents the expense associated with affamding, unvested, non-qualified stock optionsafbich we recognized compensation expense
during fiscal 2006. Each option represents thetttig purchase upon vesting and for the exercise pne share of Dollar General common
stock. Option awards granted prior to Februar2096 were valued on the applicable grant date utgefair value method of SFAS 123 and
under the fair value method of SFAS 123R for gramtarded after February 4, 2006 using the BlaclkeBshoption pricing model with the
following assumptions:
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April 2, March 15, September 1, January 24, March 16,
2003 2005 2005 2006 2006

Expected dividend yield .90% .85% .85% 1.0% 2%8
Expected stock price volatility 37.6% 27.4% 25.9 24.7% 28.7%
Risk-free interest rate 2.04% 4.25% 3.71% 4.31% 4.7%
Expected life of options (years) 3.0 5.0 5.0 5 4. 5.7
Exercise price $12.68 $22.35 $18.51 $16.94 7
Stock price on date of grant $12.68 $22.35 #18.5 $16.94 $17.54

(5)
(6)

()

(8)

)

There were no forfeitures of options held by NEQsm fiscal 2006. For more information regardihg assumptions used in the valuation of
these awards, see Note 10 of the consolidateddiakstatements in this report.

We do not provide above market or preferem#hings on deferred compensation.

Represents the change in the actuarial presdu of the accumulated benefit under Mr. Persi$&RP from February 4, 2006 to February 2,
2007.

Includes $31,429 for premiums paid under @arihsurance program, $7,406 for premiums paidenmair disability insurance programs,
$40,460 for Dollar General’s match contributiongtte CDP, $11,417 for Dollar General’'s match cdmitions to the 401(k) Plan, $29,575 for
the reimbursement of taxes related to life andhilisainsurance premiums, and $31,161 which repnés the incremental cost of providing
certain perquisites, including $21,000 for an atrmutomobile allowance and other amounts, whidividually did not equal the greater of
$25,000 or 10% of total perquisites, for reimbursatof legal fees in connection with Mr. PerdueER®, tickets to sporting and other
entertainment events, golf fees, and spa chargesninection with our annual strategic planning rimget In addition, Mr. Perdue’s spouse
accompanied him on various business trips on opteeie which did not result in any incremental dostis.

Includes $12,716 for premiums paid under darihsurance program, $2,699 for premiums paideurodir disability insurance programs,
$43,502 for Dollar General’s contributions to tHeR$?, $18,001 for Dollar General’'s match contribasido the CDP, $11,000 for Dollar
General's match contributions to the 401(k) Plai0,%$87 for the reimbursement of taxes relatedféocalnd disability insurance premiums, and
$22,621 which represents the incremental cost@figing certain perquisites, including $21,000 dorannual automobile allowance and other
amounts, which individually did not equal the gezaif $25,000 or 10% of total perquisites, for éitkto sporting and other entertainment
events, a holiday gift of a Sony E-Reader, andchages in connection with our annual strategiomiteg meeting.

Includes $2,033 for premiums paid under dte ihsurance program, $1,507 for premiums paidenrodir disability insurance programs,
$34,285 for Dollar General's contributions to tHeR®, $26,355 for Dollar General’'s match contribogico the CDP, $2,396 for Dollar
General’'s match contributions to the 401(k) Plah433 for the reimbursement of taxes related &difid disability insurance premiums,
$17,083 for the reimbursement of taxes relate@lucation, and $188,719 which represents the inentéah cost of providing certain
perquisites, including $165,715 for amounts ass$ediwith relocation, $21,000 for an annual autorechilowance, and other amounts, which
individually did not equal the greater of $25,000L06% of total perquisites, for tickets to sportexents, a holiday gift of a Sony E-Reader,
golf charges in connection with our annual stratgd@nning meeting, and a medical physical exangnatThe aggregate incremental cost
related to Mr. Buley’s relocation amounts was clatad as follows: $102,075 due to the loss on eeaatl related expenses of selling his prior
home, $6,536 due to lease cancellation fees, $84@8&emporary living expenses, and $42,119 duectpuisition and moving costs in
connection with his new home.

(10) Includes $7,175 for premiums paid under bigrinsurance program, $3,333 for premiums paidarrour disability insurance program,

$22,501 for Dollar General's contributions to tHeRS, $14,001 for Dollar General’s match contribagi®o the CDP, $10,833 for Dollar
General’'s match contributions to the 401(k) Pla&3)8%0 for the reimbursement of taxes related &odifid disability insurance premiums,
$15,172 for the reimbursement of taxes relate@lacation, and $70,146 which represents the incnégheost of providing certain perquisites,
including $42,188 for amounts associated with raion, $21,000 for an annual automobile allowamut @ther amounts, which individually
did not equal the greater of $25,000 or 10% ofl péaquisites, for tickets to sporting events, &day gift of a Sony E-Reader, spa charges in
connection with our annual strategic planning nmggtan airline club fee, and a directed donatioa ¢harity pursuant to the program discu:
above under “Compensation Discussion & Analysisie Biggregate incremental cost related to Ms. Gsimibcation amounts was calculated
as follows: $28,798 due to costs associated Wwitrstle of her prior home and $13,390 due to aitiguigind moving costs in connection with
her new home.

(11) Includes $1,449 for premiums paid under our lifguirance program, $4,289 for premiums paid undedisability insurance program, $39,2

for Dollar General's contributions to the SERP, 8 for Dollar General's match contributions te tbDP, $6,834 for Dollar General's
match contributions to the 401(k) Plan, $6,728t@r reimbursement of taxes related to life andhilip insurance premiums, $17,704 for the
reimbursement of taxes related to relocation, ${6t reimbursement of taxes related to the pelsss@of a companieased automobile, ar
$79,187 which represents the incremental cost@figing certain perquisites, including $49,230danounts associated with relocation,
$23,072 for personal use of a company-leased eetaald other amounts, which individually did noti@ithe greater of $25,000 or 10% of
total perquisites, for tickets to entertainmentrgsea holiday gift of a Sony E-Reader, spa chairgesnnection with our annual strategic
planning meeting, a medical physical examinatiom, a directed donation to a charity pursuant tgotiegram discussed under “Compensation
Discussion & Analysis”. The aggregate incrementestcelated to Ms. Lowe’s relocation amounts wdsutated as follows: $40,000 as a
miscellaneous cash allowance in lieu of moving lkebotd goods and $9,230 due to acquisition and ngosirsts in connection with her new
home.
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The table below sets forth information regardingrgs of plan-based awards to our NEOs during fi2oab.

Grants of Plan-Based Awards During Fiscal 2006

There are no estimated possible payouts undetyaquentive plan awards for fiscal 2006.

All Other All Other
Stock Option
Estimated Possible Payouts Under Non-| Awards: Awards: Grant Date
Equity Incentive Plan Awards (1) Number of | Number of [Exercise o1 Fair Value
Shares of | Securities |Base Price| of Stock
Stock or Underlying | of Option [and Option
Grant Threshold Target Maximum Units Options Awards Awards
Name Date %) %) %) @) @ # @ ($/sh) %)
David A. Perdue 550,000 1,100,000 | 2,200,000 - - - -
9/18/06 - - - 365,000 - - 5,204,900
David M. Tehle 188,500 377,000 754,000 - - - -
3/16/06 - - - - 69,900 17.54 411,739
3/16/06 - - - 10,600 - - 185,924
Beryl J. Buley 186,875 373,750 747,500 - - - -
3/16/06 - - - - 55,800 17.54 328,684
3/16/06 - - - 8,400 - - 147,336
Kathleen R. Guion 162,500 325,000 650,000 - - - -
3/16/06 - - - - 55,800 17.54 328,684
3/16/06 - - - 8,400 - - 147,336
Challis M. Lowe 133,250 266,500 533,000 - - - -
3/16/06 - - - - 50,000 17.54 294,520
3/16/06 - - - 7,600 - - 133,304

(1) Represents possible threshold, target, and maxipayaut levels for grants made under the TeamsHaregstablished
under our Annual Incentive Plan. No amounts unlisriilan were earned by the NEOs in fiscal 2006.
(2) Stock awards were grants of RSUs and option awaetds grants of non-qualified stock options, all madrsuant to our
1998 Stock Incentive Plan.

Outstanding Equity Awards at 2006 Fiscal Year-End

The table below sets forth information regardingstanding equity awards held by our NEOs at the6Z3@al
year-end. At that time, there were no securitiedeulying unexercised unearned options and no nedaghares, units
or other rights that had not vested with respeetpequity incentive plan award.
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Option Awards Stock Awards
Number of Number of
Securities Securities
Underlying Underlying Number of Shares| Market Value of
Unexercised | Unexercised Option or Units of Stock | Shares or Units of
Options Options Exercise Option That Have Not Stock That Have
#) #) Price Expiration Vested Not Vested
Name Exercisable |Unexercisable %) Date @O )@
David A. Perdue 1,000,0003 - 12.68 4/2/2013 - -
- - - - 475,5814 8,194,261
David M. Tehle - 69,9005 17.54 3/16/2016 - -
15,7506 47,2506 22.35 3/15/2015 - -
52,6007 - 18.83 8/24/2014 - -
62,8008 - 18.75 8/9/2014 - -
- - - - 22,4279 386,417
Beryl J. Buley - 55,8005 17.54 3/16/2016 - -
25,0030 75,0060 16.94 1/24/2016 - -
- - - - 25,5301 439,882
Kathleen R. Guion - 55,8005 17.54 3/16/2016 - -
12,5756 37,7256 22.35 3/15/2015 - -
42,0007 - 18.83 8/24/2014 - -
62,8002 - 20.63 12/2/2013 - -
- - - - 18,9643 326,750
Challis M. Lowe - 50,0005 17.54 3/16/2016 - -
10,5064 31,5004 18.51 9/1/2015 - -
- - - - 18,0165 310,416

(1) Includes the number of unvested shares underljieglividend equivalent units credited to RSU actaun
(2) Based on the closing price of Dollar General's canmtock on February 2, 2007 ($17.23).

(©)
()
®)
(©)
@)

®)
©)

These options became exercisable in three instatBya April 2, 2004, April 2, 2005 and April 2,2&

Includes 31,546 shares of restricted stock vestiniggo equal installments on April 2, 2007 and ARri2008; 75,000 RSUs
that vest ratably in three installments on March2(®7, March 16, 2008 and March 16, 2009; and®&bRSUs that vest
ratably in three installments on September 18, 28@ptember 18, 2008 and September 18, 2009.

These options became or will become exercisabébdhatn installments of 25% on March 16, 2007, Met®, 2008, March
16, 2009 and March 16, 2010.

These options became or will become exercisab#dhatn installments of 25% on March 15, 2006, Mat&, 2007, March
15, 2008 and March 15, 2009.

These options became exercisable in installmen2s% on August 24, 2005 and 75% on February 3, 2006

These options became exercisable in installmer@s#f on August 9, 2005 and 75% on February 3, 2006.

Includes 5,000 shares of restricted stock vestiméuwgust 9, 2007; 2,200 RSUs vesting on Augustpay; 4,333 RSUs th
vest ratably in two installments on March 15, 2@@d March 15, 2008; and 10,600 RSUs that vestlsatalthree
installments on March 16, 2007, March 16, 2008 ldiadgch 16, 2009.

(10) These options became or will become exercisabddhatn installments of 25% on January 24, 200uday 24, 2008,

January 24, 2009 and January 24, 2010.

(11) Includes 16,800 RSUs vesting in two equal instatite®n January 24, 2008 and January 24, 2009; 400 &SUs vesting

in three equal installments on March 16, 2007, Mdré, 2008 and March 16, 2009.

(12) These options became exercisable in installmer2s%f on December 2, 2004 and December 2, 2005@#tdoB February

3, 2006.

(13) Includes 6,733 RSUs vesting on August 24, 200B8@RSUs that vest ratably in two installments orrd¥al5, 2007 and

March 15, 2008; and 8,400 RSUs that vest ratabiiiriee installments on March 16, 2007, March 18848and March 16,
20009.
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(14) These options became or will become exercisahlestallments of 25% on September 1, 2006, Septehi2007,

September 1, 2008 and September 1, 2009.
(15) Includes 10,133 RSUs that vest ratably in two liveents on September 1, 2007 and September 1, 20@87,600 RSUs
that vest ratably in three installments on March20®7, March 16, 2008 and March 16, 2009.

Option Exercises and Stock Vested During Fiscal B00

The table below provides information regarding\h&ie realized by our NEOs upon the exercise afksto
options and the vesting of stock awards durincafi2®06.

Option Awards Stock Awards
Number of Shares
Acquired on Value Realized Number of Shares Value Realized
Exercise on Exercise Acquired on Vesting on Vesting

Name #) ($) # @ ($) @

David A. Perdue - - 41,000 721,183
David M. Tehle - - 9,430 133,206
Beryl J. Buley - - 8,510 146,199
Kathleen R. Guion - - 8,616 116,305
Challis M. Lowe - - 5,125 64,631

(1) Includes the number of shares underlying dividemeivalents that vested in conjunction with the iresbf the

related RSUs.
(2) The value realized is based on the closing manet pf the underlying stock on the applicable vestiates.

Pension Benefits
Fiscal 2006

We provide retirement benefits to Mr. Perdue uradeunfunded, non-qualified defined benefit pengilam, or
SERP. The table below shows the present valuecninaglated benefits payable to Mr. Perdue, includirgnumber of
years of credited service earned by him, undeSERP. The material terms of Mr. Perdue’s SERP issdsed

following the table.

Present
Number of Years Value of Accumulated Payments During
Credited Service Benefit Last Fiscal Year
Name Plan Name # O $)@ ($)
David A. Perdue Supplemental Executive 6 1,848,238 -

Retirement Plan for
David A. Perdue

(1) Mr. Perdue joined Dollar General on April 2, 200®ldas three actual years of employment servicd
February 2, 2007. Mr. Perdue receives two yeacsetfited service for vesting and benefit accrual
purposes for each of his first five years of empient; thereafter, he will receive one year of destli
service for each year of employment up to a maxim@idb years of credited service.
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(2) Represents the actuarial present value as of Fgb2u2007 of the benefit computed as of the same
pension plan measurement date, discount rate uamg $um interest rate used for financial statement
reporting purposes. No pre-retirement decremartassumed. The benefit is calculated assuming Mr.
Perdue retires at age 60, the earliest age hestiem without a penalty for early commencement. The
actuarial present value of the additional threeyeécredited service earned under the two-for-one
crediting agreement for Mr. Perdue’s first threangeof employment is $924,199.

Mr. Perdue’s SERP provides an annual normal re@rérbenefit equal to 25% of “final average comp&osa
upon retirement on or after his “normal retireméaite”, payable as a joint and 50% spouse annuity assulmengpous
is the same age as Mr. Perdue. Mr. Perdue cantelezceive his benefit as a lump sum or any dgriarm that is the
actuarial equivalent of the normal retirement bgnef

Mr. Perdue can retire with an early retirement fieaey time after he has 10 years of creditediservBenefits
are prorated based on actual credited serviceativMiy 15 if Mr. Perdue retires with less than l1argeof credited
service. In the event Mr. Perdue retires priorge @0, his benefit is reduced 5% for each yeaodign thereof that his
retirement age precedes age 60.

If Mr. Perdue separates for any reason prior taiegrl0 years of credited service, no benefitgpasgable from
this plan, subject to the following provisions:

« Upon disability under Internal Revenue Code secti®®A(a)(2)(C), Mr. Perdue will be deemed to coméin
employment and receive his then base salary amgitaple annual bonus” until he has earned the2bo
maximum benefit.

« Upon death, Mr. Perdue’s spouse will receive tHa S0rvivor portion of the benefit Mr. Perdue woblel
entitled to receive based on “final average comaitms” and years of credited service at the timbisf
death.

* Upon termination by us without cause, or terminmaby Mr. Perdue for good reason within 2 years of a
change-in-control, Mr. Perdue is entitled to a ieébased on his years of credited service earndéaeatime
of termination plus 5 additional years of crediseslvice, subject to the SERP maximum of 15 yekhs.
Perdue’s base salary and “applicable annual bonilisbe deemed to be paid during the 5 additioresdrng o
credited service for calculating his “final averaganpensation”.

Subject to any 6 month deferral in payment requéeifior tax law compliance and subject to his g a
release of claims against us if and as requirddsiemployment agreement, Mr. Perdue’s SERP becmfiimences on
the first day of the calendar month on or aftecéases employment and is eligible for a benefitthé event of
disability, benefits begin at his “normal retirerheate” assuming he continued to work until thaeddn the event of
death, the benefit is payable to the spouse ofirgtalay of the month following the date of death.

“Applicable annual bonugs the greater of the actual bonus paid for the édliately preceding fiscal year or
target annual bonus for the current fiscal year.
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“Final average compensation” is calculated as MrdBe’s base salary plus his incentive “Teamshanats
earned in a fiscal year for the highest 3 conseeldiscal years of credited service out of the I&kspreceding retireme
or termination of employment.

“Normal retirement date” is the first of the mombincident with or next following the later of tdate Mr.
Perdue attains age 60 or is credited with 15 yefesedited service.

We have established a grantor trust that provideadsets in connection with Mr. Perdu&ERP to be placed
the trust upon an actual or potential change-irtrobas defined in the grantor trust) of Dollarr@eal. The trust’s
assets are subject to the claims of Dollar Gersecaéditors. The trust also provides for a distidn to Mr. Perdue to
pay certain taxes in the event he is taxed in cciorewith the funding of the trust and prior tormal payment of his
SERP benefit.

Nonqualified Deferred Compensation
Fiscal 2006

As discussed above, we offer a CDP/SERP Plan taindey employees, including the NEOs. Mr. Perduwot
eligible to participate in the SERP portion of tbBP/SERP Plan due to his participation in his irdlialized SERP
discussed under “Pension Benefits” above. Inforomategarding the NEOS’ participation in the CDP/$HMan is
included in the following table. The material terofgthe CDP/SERP Plan are described after the.table

Aggregate

Executive Registrant Aggregate Aggregate Balance
Contributions in | Contributions in Earnings in Withdrawals/ at Last

Last FY Last FY Last FY Distributions FYE

Name W ()@ ®) ®) $)
David A. Perdue 51,877 40,460 27,685 - 342,013
David M. Tehle 40,602 61,503 13,636 - 208,014
Beryl J. Buley 28,751 60,640 7,476 - 101,659
Kathleen R. Guion 25,001 36,502 17,294 - 189,459
Challis M. Lowe 38,885 52,611 4,583 - 100,591

(1) Reported as "Salary" in the Summary CompensatidneTa

(2) Reported as "All Other Compensation" in the Sumn@oynpensation Tabli

(3 Includes the following amounts reported in the SianmCompensation Table in the proxy statemen
the fiscal years indicated: $94,670 in 2005; $83,i& 2004; and $7,500 in 2003.

(4) Includes the following amounts reported in the SannCompensation Table in the proxy statemen
the fiscal years indicated: $84,387 in 2005; aB@3%3 in 2004.

() Includes $4,792 reported in the Summary Compensdiable in the proxy statement for fiscal 2005.

(6) Includes the following amounts reported in the SannCompensation Table in the proxy statemen
the fiscal years indicated: $43,168 in 2005; abid,§39 in 2004.

Pursuant to the CDP, participants may annuallyt étedefer up to 65% of base salary and up to 160bonus
pay. Participants make deferral elections in Novemnab each year for amounts to be earned in theviolg year. We
currently match base pay deferrals at a rate o¥d @ to 5% of annual salary, with annual salafgeifby the amount
of match-eligible
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salary deferred into the 401(k) plan. All partiagipmare 100% vested in all compensation and majaweferrals and
earnings on those deferrals.

Pursuant to the SERP, we make an annual contribatjoal to a certain percentage of a participamtisial
salary and bonus to all participants who are alstigenployed in an eligible job grade on Januaryd eontinue to be
employed as of December 31 of a given year. Thé&iboion percentage is based on age, years oicgeand job
grade. The 2006 contribution percentage for eagibé# named executive officer was 7.5% (Mr. Tehtep% (Mr.
Buley); 4.5% (Ms. Guion); and 7.5% (Ms. Lowe). SE&®Rounts generally vest at the earlier of the pigdint’s
attainment of age 50 or the participant’s beinglitegl with 10 or more “years of service,” or upemtination of
employment due to death or “total and permaneithilisy” or upon a “change-in-control,” all as dedid in the
CDP/SERP Plan.

The amounts deferred or contributed to the CDP/SERR are credited to a liability account, whiclhen
invested at the participant’s option in either ancaunt that mirrors the performance of a fund odfiselected by the
Compensation Committee or its delegate (the “Muuald Options”) or in an account that mirrors teef@rmance of
our common stock (the “Common Stock Option”). Atmdpant who ceases employment when he is creaviddat
least 10 years of service or after he has readped@ and whose CDP account balance or SERP adcalanice
exceeds $25,000 may elect for that account balanice paid in cash by (a) lump sum, (b) monthlyatments over a
5, 10 or 15-year period or (c) a combination of fusnm and installments. Otherwise, payment is ntaddump sum.
The vested amount will be payable at the time daedeg by the Plan upon the participant’s termimatibemployment
or retirement. A participant’'s CDP/SERP benefitmally is payable in the following February if hesire ceases
employment during the first 6 months of a calengsar or is payable in the following August if hestire ceases
employment during the last 6 months of a calenéar.yHowever, participants may elect to receivanaservice lump
sum distribution of vested amounts credited toG@B4> account, provided that the date of distributeono sooner than
5 years after the end of the year in which amoargsdeferred. In addition, a participant who isvaty employed may
request to receive an “unforeseeable emergencghigidn-service lump sum distribution of vestedamts credited
to his CDP account. Account balances deemed tovasied in the Mutual Fund Options are payableashand
account balances deemed to be invested in the Carfstock Option are payable in shares of Dollar G@Ereommon
stock and cash in lieu of fractional shares.

Potential Payments upon Termination or Change-in-Qtool

The tables below reflect potential payments to edaur NEOs in the event of termination of thatgoa’s
employment with us, whether due to retirement, ldedisability, voluntary termination, constructitegmination,
involuntary termination, or termination followingchiange-in-control. The amounts shown assume libaetmination
was effective as of February 2, 2007, and thusidelmounts earned through that time. For stoakatiahs, we have
assumed that the price per share is the closinganprice of our stock on February 2, 2007 ($17.28)addition, the
amounts shown are merely estimates. We cannotietthe actual amounts to be paid until the tifnthe NEO’s
service termination.
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Payments Regardless of Manner of Termination

Regardless of the manner in which employment teaites) the NEO (other than Mr. Perdue) will recaing
earned but unpaid base salary through the semipgrtation date, along with any other benefits oweder any of our
plans or agreements covering the officer, whichefieswill be governed by the terms of that plaragreement. These
benefits include vested amounts in the CDP/SERP drussed after the Non Qualified Deferred Corapton Table
in this report.

Regardless of the manner in which Mr. Perdue’s eynmpént terminates, but subject to any 6-month delay
payment required for tax law purposes, he will iee@ lump sum payment equal to any earned butidigzese salary
through his service termination date, any accrug@eeses and vacation pay and, unless he electifféraidt payout in
a prior deferral election, any compensation preslypdeferred along with accrued interest and egsiifihis payment
will be made in accordance with our normal payeglile and procedures and in due course, rathenhatump sum,
in the event Mr. Perdue is terminated for causgismissed under “Payments Upon Involuntary Terrnonabelow.

He also will receive timely payment or provisidnamy other accrued amounts or benefits requirdzbtpaid or
provided or which he is eligible to receive undey af our plans, practices or agreements. Thesefilgimclude
amounts payable pursuant to his SERP describedthéd’ension Benefits table in this document aadCBbP benefit
discussed above after the Nonqualified Deferred @oreation Table.

The tables below exclude any amounts payable tblE@ to the extent that they are available genetalhll
salaried employees and do not discriminate in fafa@ur executive officers.

Mr. Perdue will forfeit any unpaid amounts he othiee would be entitled to receive upon terminatbihis
employment if he breaches any provision of his @yiplent agreement, including breach of any busipestgction
provisions. These business protection provisiookide the following obligations which continue bagahe end of M
Perdue’s employment with us:

+ He must maintain the confidentiality of, and refr&iom disclosing or using, our (a) trade secretsahy
period of time as the information remains a traglgrest under applicable law and (b) confidentiabinfation
for a period of 2 years following his service temation date.

» For 2 years following his service termination date, Perdue may not actively recruit or induce aeyson
who is or who was within 1 year before his termimatate one of our exempt employees, to cease
employment with us or engage that person’s serwicagy business substantially similar to or contiet
with that in which we were engaged during Mr. Pefdemployment.

« For 2 years after his service termination date, R&rdue may not accept or work in a “competitivsifoan”
within any state in which we maintain stores attthree of his
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termination date or any state in which we have ifipgdans to open stores within 6 months of thaited For
this purpose, “competitive position” means any eypient, consulting, advisory, directorship, agency,
promotional or independent contractor arrangemetwéen Mr. Perdue and any person engaged wholly or
in material part in the business in which we argagred, including but not limited to Wal-Mart, Targe-

Mart, Walgreen’s, Rite-Aid, CVS, Family Dollar Ses, Fred’s, the 99 Cents Stores and Dollar TreeS§to
or any person then planning to enter the deep digamnsumable basics retail business, if Mr. Rergu
required to perform services for that person whaighsubstantially similar to those he providedicealed a
any time while employed by us.

e Mr. Perdue may not engage in any communicationshutiisparage Dollar General or interfere with our
existing or prospective business relationships.

Payments Upon Termination Due to Retirement

In the event of retirement, in addition to the itelentified under “Payments Regardless of Manher o
Termination” above, all unvested equity grants Wélforfeited, vested stock options generally magkercised for 3
years from the service termination date unles®gt®ns expire earlier, and vested RSUs will seftldue course. To |
entitled to the extended option exercise perioé rétirement must occur on or after the NEO reatiesage of 65 or,
with our express consent, prior to age 65 in acoed with any applicable early retirement poliggrilin effect or as
may be approved by our Compensation Committee. efhancement of Mr. Perdue’s SERP benefit uporersént is
discussed above following the Pension Benefitsd.abl

Payments Upon Termination Due to Death or Disabilit

In the event of death or disability, in additiontie items identified under “Payments Regardlesdariner of
Termination” above:

« With respect to each NEO other than Mr. Perduayralested equity grants will be forfeited, vestextlks

options generally may be exercised for 3 years fitoenservice termination date unless the optiopgex
earlier, and vested RSUs will settle in due course.

« With respect to Mr. Perdue, the vesting of all gggrants will accelerate, vested stock options &y
exercised for 1 year from the date of death oth@&event of disability, for 3 years from the seevi
termination date, in each case unless the optigpiseeearlier, and vested RSUs will settle in doarse.

» In the event of termination due to disability:

Vv We treat Mr. Perdue as employed, solely for purpadénis nongualified defined benefit pensi
plan, or SERP, during the period of disability uhe
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is entitled to the full 25% SERP benefit and hisRBPEbenefit is payable on an unreduced basis.
v In determining his base salary and bonus for thitiadal credited years of service for purposes
of calculating his final average compensation isr$ERP, we use his base salary on the
termination date and the greater of his actual aningentive bonus earned in the last fiscal year
prior to the termination date or his target annoeéntive bonus for the fiscal year in which the
termination date occurs.
Vv Mr. Perdue’s SERP benefit is payable commencingnini® SERP normal retirement date.

In the event of death, the NE©beneficiary will receive payments under our grbigpinsurance program |
an amount, up to a maximum of $3 million, equak & times the NEQ'’s annual base salary. We have
excluded from the tables below amounts that the MBQId receive under our disability insurance pawgr
since the same benefit level is provided to abhaf salaried employees.

In the event of the NEO’s disability, the CDP/SEREBn benefit becomes fully vested and is payabée in
lump sum within 60 days after the end of the cadempiarter in which we receive notification of the
determination of the NEQO'’s disability by the Socsacurity Administration.

In the event of the NEO’s death, the NE@DP/SERP Plan benefit becomes fully vested apdyable in :
lump sum within 60 days after the end of the cadempiarter in which the NEO’s death occurs.

In the event of Mr. Perdue’s death while an emptoged after becoming eligible for early or normal
retirement under the SERP, his SERP benefit withw@nce to be paid as of the first of the calendamtn
following his death determined as though he hadeckbn the date of death.

For purposes of the NEOs’ employment agreementdvan®erdue’s SERP, “disability” means the employee
must be disabled for purposes of our long-termidligya insurance plan or, if no plan is in effeatibthat plan is not
applicable, the employee’s inability to perform thactions of his or her regular duties and resjimiitses. For
purposes of the CDP/SERP Plan, disability mearad &mtd permanent disability for purposes of entigat to Social
Security disability benefits.

Payments Upon Voluntary Termination

The payments to be made to an NEO upon voluntanyination vary depending upon whether the NEO resig
with or without “good reason” or after our failue offer to renew, extend or replace the NE@mployment agreeme
under certain circumstances. For purposes of e&h, Kgood reason” means (as more fully describetienapplicable
employment agreement):
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a reduction in base salary or target bonus level;
our material breach of the employment agreement; or

the failure of any successor to all or substantialll of our business and/or assets to assumegneg &
perform the employment agreement.

In addition to the reasons identified above, fopeses of each NEO other than Mr. Perdue “goocréas
means (as more fully described in the applicablplepment agreement):

our failure to continue any significant compensajtan or benefit without replacing it with a siarilplan o
a compensation equivalent (except for across-tlaeebchanges or terminations similarly affectingeatt
95% of all of our executives);

relocation of our principal executive offices odtsiof the middle-Tennessee area or basing thesoffic
anywhere other than our principal executive offiaes

assignment of duties inconsistent, or the signiicaduction of the title, powers and functionsoassted,
with the NEO'’s position, unless it results from o@structuring or realignment of duties and resjimiitges
for business reasons that leaves the NEO at the sampensation and officer level and with similar
responsibility levels or results from the NEO'ddiae to meet performance criteria, all without NEO’s
written consent.

In addition to the reasons identified above applie@o all NEOs, for purposes of Mr. Perdue “goedson”
means (as more fully described in his employmergegent):

assignment to duties inconsistent in any mateespect with his position, authority, or respongibg in
effect on April 2, 2003, or any other action whadimonstrably diminishes his position, authority, or
responsibilities, all without his written conseot;

our failure to continue any pension or compensatiwangement in which Mr. Perdue participates er th
elimination of his participation in any of thoseaps$ (except for across-the-board plan changes or
terminations similarly affecting at least 95% dfaflour executives, excluding Mr. Perdue’s SERP).

For NEOs other than Mr. Perdue, no event will cibuigt “good reason” if we cure the claimed everttw 30
days after receiving notice from the NEO. For Merdue, no event will constitute “good reason” usliee notifies our
Board within 90 days of the occurrence of the gmstance he believes constitutes good reason @& duse the claime
event (other than the failure of a successor torasshis agreement) within 30 days of that notice.

Voluntary Termination with Good Reason or Afterl&ig to Renew the Employment Agreemelrt the event
the NEO resigns with good reason or within 60 dafysur failure to offer to renew, extend or repldlce NEO’s
employment agreement before, at or within 60 days
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after the end of the agreement’s term (unless wvier @mo a mutually acceptable severance arrangeangim the case
of an NEO other than Mr. Perdue, the resignatianrissult of the NEO’s voluntary retirement or teration or, in the
case of Mr. Perdue, the resignation is the resuitsovoluntary retirement at or after age 62)addition to the items
identified under “Payments Regardless of Mannérasfnination” above:

« With respect to each NEO other than Mr. Perduayralested equity grants will be forfeited, vestamtls
options generally may be exercised for 3 monthsiftiee service termination date unless the optiapgse
earlier, and vested RSUs will settle in due course.

« With respect to Mr. Perdue, the vesting of all gggrants will accelerate if he executes a reledsertain
claims against us and our affiliates in the fortacted to his employment agreement, vested staabnsp
may be exercised for 3 months from the serviceiteaation date unless the options expire earlier,\aesied
RSUs will settle in due course.

e The NEO (other than Mr. Perdue) will receive, sabje any 6-month delay in payment required forltax
compliance, the following upon the execution oélease of certain claims against us and our aésgian the
form attached to the NEO’s employment agreement:

v Continuation of base salary for 24 months payabkccordance with our normal payroll cycle
and procedures.

Vv A lump sum payment equal to 2 times the NEO'’s tairgeentive bonus and 2 times our annual
contribution for the NEQ'’s participation in our mea, dental and vision benefits program.

Vv Outplacement services, at our expense, for 1 yedrearlier, until other employment is secured.

Subject to any applicable prohibition on acceleratf payment under Section 409A of the InternaldReie
Code, we may, at any time and in our sole disanegtect to make a lump-sum payment of all these
amounts, or all remaining amounts, due as a restiiis type of termination.

« Mr. Perdue will receive the following, subject taya6-month delay in payment required for tax law
compliance, if he executes a release of certaimslagainst us and our affiliates in the form dteatto his
employment agreement:

v An amount, payable ratably over a 24 month pemoaccordance with our normal payroll cycle
and procedures, equal to 2.5 times the sum ofrtmeal base salary and the greater of his actual
annual incentive bonus earned in the fiscal yeaneatiately prior to his service termination date
or his target incentive bonus for the fiscal yeawhich his employment terminated. Subject to
any applicable prohibition on payment acceleratinder Section 409A of the Internal Revenue
Code, we may, at any time and in our sole
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discretion, make a lump sum payment of all or #raaining portion of this amount.

For 30 months after his termination date, we waly phe premium for his participation in our
retiree medical plan, if any, in accordance with élected coverage in place at the time of his
termination or, at his request we will pay for ooyade medical benefits no less favorable than
our retiree medical benefits in effect as of ARriR003. We also will gross-up our payment of
those premiums to the extent they are taxable tdPdrdue.

We will credit Mr. Perdue with 5 additional yearfscontinuous service under his SERP. In
determining his base salary and bonus for the iaddit credited years of service for purposes of
calculating his final average compensation, wehisdéase salary on his termination date and the
greater of his actual annual incentive bonus eaimétk last fiscal year prior to his termination
date or his target annual incentive bonus for igwaf year in which his service termination date
occurs.

The NEO (other than Mr. Perdue) will forfeit anypaind severance amounts upon a material breachyof an
continuing obligation under the employment agreeroethe release, which include (in addition tos@ontained in

the 15tand 39 bullet points with respect to Mr. Perdue’s contilgidbligations underPayments Regardless of Man
of Termination” above):

For 2 years following the service termination d#te, NEO may not actively recruit or induce anyof
exempt employees to cease employment with us.

For 2 years following the service termination déte, NEO may not solicit or communicate with anyspa
who has a business relationship with us and witbrwkhe NEO had contact while employed by us, it tha
contact would likely interfere with our businestat®nships or result in an unfair competitive acheme

The NEO may not engage in any communications tequeroutside Dollar General which disparages Dolla
General or interferes with our existing or prospecbusiness relationships.

Voluntary Termination without Good Reasoin the event the NEO resigns without good reasoaddition to
the items identified under “Payments Regardleddariner of Termination” above, all unvested equitgrgs will be
forfeited, vested stock options generally may beresed for 3 months from the service terminatiatedinless the
options expire earlier, and vested RSUs will settldue course.

Payments Upon Involuntary Termination

The payments to be made to an NEO upon involuné&ngination vary depending upon whether terminaison
for or without “cause”. For purposes of each NE€gu'se” means (as more fully described in the agpiplkéc
employment agreement):
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« Attendance at work in a state of intoxication opossession of any prohibited drug or substancelwhi
would amount to a criminal offense; or

» Assault or other act of violence (with respect to Ferdue, occurring in the course of employment).

In addition to the reasons identified above, forpoges of the NEOs other than Mr. Perdue, “causedns (e
more fully described in the applicable employmegreament):

« any act involving fraud or dishonesty;

« any material breach of any SEC or other law or legn or any Dollar General policy governing setes
trading or inappropriate disclosure or “tipping”;

e any activity or public statement, other than asinegl by law, that prejudices Dollar General oruass our
good name and standing or would bring Dollar Gdneta public contempt or ridicule; or

« conviction of, or plea of guilty anolo contendréo, any felony whatsoever or any misdemeanor tloatidv
preclude employment under our hiring policy.

In addition to the reasons identified in the fparagraph above applicable to all NEOs (including Rérdue),
for Mr. Perdue “cause” means any of the reasormhels determined by at least 3/4 of our entirerBadier giving
Mr. Perdue and his attorney an opportunity to radp@nd as more fully explained in his employmegreament):

« any act involving fraud or a violation of securdtigading regulations or any act resulting in a€SE
investigation which, in each case, the Board datesnmaterially adversely affects us or Mr. Perdue’
ability to perform his duties;

« conviction of any felony or misdemeanor involvingmal turpitude; or

« with limited exceptions, Mr. Perdue’s continueddee to perform substantially his duties after iptef
written demand by the Board for substantial perfomoe.

For purposes of determining treatment of an NEQustg awards, “cause” means, to the extent that our
Compensation Committee determines that it is diyestd materially harmful to our business or repata

« afelony conviction or the failure to contest pmsg@n of a felony; or
+ willful misconduct or dishonesty.

Involuntary Termination for Causeln the event the NEO is involuntarily terminated cause, in addition to
the items identified under “Payments Regardleddariner of Terminationabove, all unvested equity grants, as we
all vested but unexercised stock options, will be
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forfeited and all vested but unpaid RSUs will bddided except for Mr. Perdue’s vested but unpagtricted stock
units which will settle in due course.

Involuntary Termination without Causeln the event the NEO is involuntarily terminateihout cause, the
NEQ's equity grants will be treated as described uridetuntary Termination with Good Reason or Aftailare to
Renew the Employment Agreement” above. In addit@th NEO will receive the applicable payments lzakfits
listed under “Voluntary Termination with Good Reasw After Failure to Renew the Employment Agreethabove.

Payments Upon Termination After a Change-in-Control

All unvested equity grants accelerate automatiagbgn a change-in-control (as defined in our 19@R8IS
Incentive Plan) regardless of whether the NEO’sleympent terminates, and all CDP/SERP Plan benkeét®me fully
vested upon a change-in-control (as defined inGIIP/SERP Plan). In addition, under our 1998 Stackntive Plan,
the Compensation Committee may accelerate thengestiall unvested equity grants in the event pbtential change-
in-control (as defined in our 1998 Stock IncentRlan).

In the event the NEO is involuntarily terminatedheiut cause or resigns for good reason within 2syeba
change-in-control, in addition to the items idartifunder “Payments Regardless of Manner of Terionmaabove, the
NEO will receive the following upon execution ofelease of certain claims against us and our @i in the forn
attached to the NEO’s employment agreement:

« Each NEO other than Mr. Perdue will receive a llsum payment equal to 2 times the NEO’s annual base
salary plus 2 times the NEO's target incentive smach as in effect immediately prior to the cleaimg
control, plus 2 times our annual contribution foe NEQO’s participation in our medical, dental amion
benefits program. The NEO also will receive outplaent services, at our expense, for 1 year oariies,
until other employment is secured.

e Mr. Perdue will receive a lump sum payment equd times the sum of his annual base salary in effec
his service termination date and the greater oatiigal annual incentive bonus earned in the isstifyear
prior to his termination date or his target annoeéntive bonus for the fiscal year in which thertmation
occurs. In addition, for 36 months after his teration date, we will pay the premium for his papi#tion in
our retiree medical plan, if any, in accordanceéhwiis elected coverage in place on his terminatete (no
retiree medical plan is currently in place so thesefit is not reflected in the table below regagdiir.
Perdue). We will also gross-up our payment of thmeeniums to the extent they are taxable to Mrdéer

« We also will credit Mr. Perdue with 5 additionalays of continuous service under his SERP. In deténg
his base salary and bonus for these additionakyfeapurposes of calculating final average comataos,
we use his base salary on his termination datef(oigher, at the time immediately prior to theacdige-in-
control) and the greater of his actual annual itigerbonus earned in the last fiscal year prior
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to his termination date or his target annual ineenbonus for the fiscal year in which the termioatoccurs

If any payments or benefits in connection with argle-in-control would be subject to the exciseuadter
federal income tax rules, we will pay an additicasdount to the NEO to cover the excise tax andraswyiting taxes.
However, if after receiving this payment the NE@fter-tax benefit is not at least $25,000 more tihaould be
without this payment, then it will not be made dné severance and other benefits due will be retlsoghat an excise
tax is not incurred.

A “change-in-control” generally is deemed to oc(s more fully described in our 1998 Stock Incentilan,
CDP/SERP Plan and in the employment agreements):

if any person (other than Dollar General or anguwf employee benefit plans) acquires 35% or mowauof
voting securities (other than as a result of oswasce of securities in the ordinary course ofrimss);

for purposes of our 1998 Stock Incentive Plan amd@DP/SERP Plan, if a majority of our Board mernsber
at the beginning of any consecutive 2-year periedeplaced within that period without the appraset
least 2/3 of our Board members who served as direett the beginning of the period; for all othargoses,
if a majority of our Board members as of the effextiate of the applicable NEO’s employment agregme
(or, for Mr. Perdue, as of the effective date @& finst amendment to his employment agreement) are
replaced without the approval of at least 75% ofBoard members who served as directors on thattfe
date or are replaced, even with this 75% apprdyapersons who initially assumed office as a resiuén
actual or threatened election contest or otherahotuthreatened proxy solicitation other than by Board,;

or

upon the consummation of a merger, other busir@sbination or sale of assets of, or cash tender or
exchange offer or contested election with respedDollar General if less than 65% (less than eonitgj for
purposes of our 1998 Stock Incentive Plan and @P/SERP Plan) of our voting securities are heldraft
the transaction in the aggregate by holders okeaurities immediately prior to the transaction.

For purposes of our 1998 Stock Incentive Plan,c€iptial change-in-control” generally is deemeddour (as
more fully described in that Plan):

if our shareholders approve an agreement whidgrisummated, would result in a change-in-contsl, a
described above; or

if any person (other than Dollar General or anguwf employee benefit plans) acquires 5% or moeuof
voting securities (other than as a result of osmasce of securities in the ordinary course ofriass).
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Payments to Named Executive Officers Upon Occurrercof Various Termination Events
As of February 2, 2007

Involuntary
Without Cause
Voluntary or Voluntary

Without Good  With Good Involuntary Change-in-
Name Reason Reason With Cause Death Disability Retirement Control
David A. Perdue
Vested Options Prior To Event $ 4,550,000 $5@,000 $ 0 $ 4,550,000 $ 4,550,000 ,$5@000 $ 4,550,000
Vesting of Options Due to the Event N/A N/A AN/ N/A N/A N/A N/A
Vesting of Restricted Stock & RSUs Due to
the Event $ 0 $ 8194261 $ 0 $ 8,198,26 $ 8,194,261 $ 0 $ 8,194,261
SERP Benefits Prior to the Event $ 0o $ 0o 3 0o $ 0o $ 0 s 0o 3 0
SERP Benefits Due to the Event $ 0 $ 5,339,13% 0o s 0 $ 4289726 $ 0 $ 5,339,133
Deferred Comp Plan Balance Prior to and
After the Event $ 355,357 $ 355,357 $ 3533 $ 355,357 $ 355,357 $ 355,357 $ 3ob,
Cash Severance $ 0 $ 5500000 $ 0o 3 ] 0o $ 0 $ 6,600,000
Health & Welfare Continuation Payment $ 0o $ 12 $ 0o $ 0o 3 0o 3 0o 3 0
Health & Welfare Continuation Gross-Up
Payment To IRS $ 0o 3 12,703 % 0o $ 0o $ 0o $ 0o s 0
Section 280(G) Excise Tax & Gross-Up
Payment to IRS N/A N/A N/A N/A N/A N/A $ 5,558,738
Life Insurance Proceeds N/A N/A N/A $ 2,76 N/A N/A N/A
Total $ 4,905,357 $23,973600 $ 355,357$15,849,618 $17,389,344  $ 4,905,357 0,$%7,489
David M. Tehle
Vested Options Prior To Event $ 0o 3 0o 3 0$ 0o $ 0o $ 0o 3 0
Vesting of Options Due to the Event $ 0o 3 0% 0o $ 0o $ 0o % 0o $ 0
Vesting of Restricted Stock & RSUs Due to
the Event $ 0o 3 0o 3 0o s 0o 3 0o $ 0% 386,400
SERP Benefits Prior to the Event $ 95,114 $ 185 $ 95,114 % 95,114  $ 95,114 % 95,11 $ 95,114
SERP Benefits Due to the Event $ 0o $ 0o 3 ® 0o 3 0o 3 0o $ 0
Deferred Comp Plan Balance Prior to and
After the Event $ 113,082 $ 113,082 $ 1830 $ 113,082 $ 113,082 $ 113,082 $ a3z,
Cash Severance $ 0 $ 1,914,000 $ 0o $ ] 0o 3 0 $ 1,914,000
Health & Welfare Continuation Payment $ 0o $ 188 $ 0o $ 0o $ 0o % 0o 3 17,168
Outplacement $ 0o 3 15,000 $ 0o 3 0o 3 6] 0o 3 15,000
Section 280(G) Excise Tax & Gro&#p Due tc
the Event N/A N/A N/A N/A N/A NA  $ 0
Life Insurance Proceeds N/A N/A N/A  $ 1,480 N/A N/A N/A
Total $ 208,196 $ 2,154,364 $ 208,196 1,$58,196 $ 208,196 $ 208,196 $ 2,540,764
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Involuntary
Without Cause

Voluntary or Voluntary
Without Good  With Good Involuntary Change-in-
Name Reason Reason With Cause Death Disability Retirement Control
Beryl J. Buley
Vested Options Prior To Event $ 7,250 % 7,250% 0o $ 7250 % 7,250 % 7250 % 7,250
Vesting of Options Due to the Event $ 0o 3 0% 0o $ 0o $ 0o % 0o $ 21,750
Vesting of Restricted Stock & RSUs Due to
the Event $ 0o 3 0o 3 0 3 $ 0 $ 0$ 439,882
SERP Benefits Prior to the Event $ 0o 3 0o 3 0o $ 0o $ 0o s 0o 3 0
SERP Benefits Due to the Event $ 0o $ 0o 3 ® 0o 3 0o 3 0o $ 34,285
Deferred Comp Plan Balance Prior to and
After the Event $ 78,993 % 78,993 % 78,993% 78,993 % 78,993 % 78,993 $ 78,993
Cash Severance $ 0 $ 1,897,500 $ 0o $ ] 0o 3 0 $ 1,897,500
Health & Welfare Continuation Payment $ 0O $ 518 $ 0o $ 0o $ 0o % 0o 3 10,513
Outplacement $ 0o 3 15,000 $ 0o 3 0o 3 6] 0o 3 15,000
Section 280(G) Excise Tax & Gro&#p Due tc
the Event N/A N/A N/A N/A N/A NA  $ 0
Life Insurance Proceeds N/A N/A NA  $ 1,480 N/A N/A N/A
Total $ 86,243 $ 2,009,256 $ 78,993  $23,743 $ 86,243 $ 86,243 $ 2,505,173
Kathleen R. Guion
Vested Options Prior To Event $ 0 s 0o 3 0% 0o $ 0o $ 0o $ 0
Vesting of Options Due to the Event $ 0o 3 0% 0o $ 0o 3 0o 3 0o 3 0
Vesting of Restricted Stock & RSUs Due to
the Event $ 0o 3 0o 3 0o s $ 0o $ 0$ 326,750
SERP Benefits Prior to the Event $ 77,173 $ 173 $ 77,173 $ 77,173 $ 77,173 $ 3,17 % 77,173
SERP Benefits Due to the Event $ 0o 3 0o 3 G 0o 3 0o $ 0o $ 0
Deferred Comp Plan Balance Prior to and
After the Event $ 112,872 $ 112,872 $ 1128 $ 112,872 $ 112,872 $ 112,872 $ 12,
Cash Severance $ 0 $ 1,650,000 $ 0o $ ] 0o $ 0 $ 1,650,000
Health & Welfare Continuation Payment $ 0O $ 260 $ 0o $ 0o 3 0o 3 0o 3 11,260
Outplacement $ 0o % 15,000 $ 0o % $ (6] 0o s 15,000
Section 280(G) Excise Tax & Gro&p Due tc
the Event N/A N/A N/A N/A N/A N/A $ 0
Life Insurance Proceeds N/A N/A N/A $ 1,28 N/A N/A N/A
Total $ 190,045 $ 1,866,305 $ 190,045 1,840,045 $ 190,045 $ 190,045 $ 2,193,055
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Involuntary
Without Cause
Voluntary or Voluntary

Without Good  With Good Involuntary Change-in-
Name Reason Reason With Cause Death Disability Retirement Control
Challis M. Lowe
Vested Options Prior To Event $ 0o 3 0o 3 0% 0o $ 0o $ 0o 3 0
Vesting of Options Due to the Event $ 0o 3 0% 0o $ 0o $ 0o % 0o $ 0
Vesting of Restricted Stock & RSUs Due to
the Event $ 0o 3 0o 3 0 3 0o $ 0 $ 0% 310,398
SERP Benefits Prior to the Event $ 39235 $ 239 % 39,235 % 39,235 % 39,235 % P?,23$ 39,235
SERP Benefits Due to the Event $ 0o $ 0o $ & 0o 3 0o 3 0o $ 0
Deferred Comp Plan Balance Prior to and
After the Event $ 65,046 % 65,046 % 65,046$ 65,046 $ 65,046 % 65,046 $ 65,046
Cash Severance $ 0 $ 1,353,000 $ 0o $ ] 0o 3 0 $ 1,353,000
Health & Welfare Continuation Payment $ 0O $ 260 $ 0o $ 0o $ 0o 3 0o 3 11,260
Outplacement $ 0o 3 15,000 $ 0o 3 0o 3 6] 0o 3 15,000
Section 280(G) Excise Tax & Gro&#p Due tc
the Event N/A N/A N/A N/A N/A NA  $ 0
Life Insurance Proceeds N/A N/A NA  $ 1,008 N/A N/A N/A
Total $ 104,281 $ 1,483,541 $ 104,281 1,%29,281 $ 104,281 $ 104,281 $ 1,793,939

Compensation Committee Interlocks and Insider Paipation

Each of Messrs. Beré, Bottorff, Clayton, Dickson &ee was a member of our Compensation Committee

during all or a portion of fiscal 2006. Mr. Claytoetired from our Board in May 2006. Except for.Beré, none of
these persons was at any time during fiscal 200&fecer or employee of Dollar General or any of subsidiaries, or
an officer of Dollar General or any of our subsiiia at any time prior to fiscal 2006. Mr. Beré &ee our President
and COO in November 2006 and resigned from the Cteerimmediately thereafter. In addition, nondhese
persons had any relationship with Dollar Generalrgr of our subsidiaries requiring disclosure urader paragraph of
Item 404 of Regulation S-K. None of our executivicers served as a member of a compensation cde®r as a
director of any entity of which any of our dired@erved as an executive officer during fiscal 2006

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND

RELATED STOCKHOLDER MATTERS

(@) Equity Compensation Plan Informationfhe following table sets forth information aboutseties

authorized for issuance under our equity compemsatians (including individual compensation arrangats) as of
February 2, 2007:
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Number of securities
remaining available
for future issuance

Number of securities under equity
to be issued upon Weighted-average  compensation plans
exercise of outstanding  exercise price of (excluding securities
options, warrants and outstanding options, reflected in column

rights warrants and rights (a))
Plan category €) (b) (©
Equity compensation plans approved
by security holder§) 19,705,322 $18.53 6,439,277
Equity compensation plans not
approved by security holdef&®) 633,253 $12.68 0
Total V@ 20,338,575 $18.38 6,439,277

(1) Column (a) consists of 18,898,881 shares issugiua exercise of outstanding options and 806,441
grants under the 1998 Stock Incentive Plan, 199pl&yee Stock Incentive Plan, 1993 Employee Stock
Incentive Plan and 1995 Outside Directors StockddpgPlan. RSUs are settled for shares of Dollar
General common stock on a one-fore basis. Accordingly, those units have been eecldor purposes
computing the weighted-average exercise price lianen (b). Column (c) consists of 6,439,277 shares
reserved for issuance pursuant to the 1998 Stamntive Plan (up to 2,976,831 of which remain aldé
for issuance in the form of restricted stock or B2t February 2, 2007).

(2) Column (a) consists of 500,000 shares issuable agercise of an outstanding option grant pursuattie
Employment Agreement, effective as of April 2, 20B8 and between Dollar General and Mr. Perdue, as
well as 133,253 shares of phantom stock allocateshtemployee’s or a director’s account under our
CDP/SERP Plan or the DDCP (collectively, the “DegdrPlans”). The number of shares of phantom stock
allocated under the Deferred Plans for each défisrtaased on the fair market value of our comntols
on the date on which the shares are allocatecetacbounts. The shares of phantom stock are detemed
earn any dividends declared on our common stoakadditional shares of phantom stock are allocated
the dividend payment date based on the stock’srfanket value. Neither Mr. Perdue’s Employment
Agreement nor any of the Deferred Plans have bpproaed by our shareholders. The number of
securities remaining available for issuance undemeferred Plans at February 2, 2007 is not
determinable, since those plans do not authorimexdmum number of securities, and is not, accotlging
included in column (c) above. Shares of phantauksare settled for shares of Dollar General common
stock on a one-for-one basis. Accordingly, shafgshantom stock have been excluded for purposes of
computing the weighted-average exercise price linnao (b).

(3) Excludes 500,000 shares issuable upon the exarfceseoutstanding option grant contemplated by
Perdue’s Employment Agreement, but made under388 Stock Incentive Plan. Those shares instead are
included in “Equity compensation plans approvedégurity holders.” Mr. Perdue’s option will termiea
on April 2, 2013, subject to earlier terminatioronpeath, disability or termination of employmdfir.
Perdue’s employment terminates due to death, dityalioluntary termination, or retirement, thereth
option will remain exercisable for a period of laye3 years, 3 months or 3 years, respectivelyjestuio
earlier termination of the award in accordance \igloriginal termination date. If we terminate Mr.
Perdue’s employment for cause, the option will irdiately terminate. If we terminate Mr. Perdue’s
employment without cause, the option will remaiemisable for a period of 3 months, subject toiearl
termination of the award in accordance with itgioral termination date. For a description of thdenal
features of the Deferred Plans, please refer te Naif the consolidated financial statements earlihis
report.
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(b) Security Ownership of Certain Beneficial Owners dahagement. The following table shows the amount
of our common stock beneficially owned by those wdwof March 20, 2007, were known by us to
beneficially own more than 5% of our common stdgkless otherwise noted, these persons have sofey
and investment power over the shares listed. Pexgercomputations are based on 313,938,190 shfares o
our stock outstanding as of March 20, 2007.

Name and Address of Amount and Nature of
Beneficial Owner Beneficial Ownership Percent of Class
FMR Corp. 31,450,642 * 10.02%

82 Devonshire Street
Boston, MA 02109

*  Based solely on the Schedule 13G/A filed by FMREC¢‘FMR”) and Edward C. Johnson 3d, Chairman of FI*Johnso”), on
February 14, 2007, the shares of common stock lmaibf owned by FMR and Johnson consist of théofeing: (a) 31,195,620
shares beneficially owned by Fidelity Low Pricedckt Fund (the “Fund”) for which Fidelity ManagemeéhResearch Company
(“Fidelity™), a wholly-owned subsidiary of FMR, acts an investment advisor and (b) 255,022 sharefibially owned by various
institutional accounts for which Pyramis Global Agbrs Trust Company (“PGATC"), a wholly-owned sutiary of FMR and a bank
as defined in Section 3(a)(6) of the Securitiestaxge Act of 1934, serves as the investment mandggeh of FMR, through its
control of Fidelity, the Fund and Johnson has solestment power, but no voting power, with resgedhe shares owned by the
Fund. Sole power to vote or direct the votingref Fund’s shares resides with the Fund’s Boardsustees. Each of FMR, through
its control of PGATC, and Johnson have sole vofiogger and sole investment power with respect tstiages owned by the
institutional accounts served by PGATC. Memberdatfnson’s family are the predominant owners, tiyexr through trusts, of
Series B shares of common stock of FMR, represgd@®% of the voting power of FMR. The Johnson famgroup and all other
FMR Series B shareholders have entered into alsblalers’ voting agreement under which all SerieshBres will be voted in
accordance with the majority vote of Series B shawccordingly, through their ownership of votiogmmon stock and the execution
of the shareholders’ voting agreement, memberseofibhnson family may be deemed, under the Invest@@mpany Act of 1940, to
form a controlling group with respect to FMR.

The following table shows the amount of our commatwtk beneficially owned, as of March 20, 2007 phy
directors and NEOs individually and by our direstand all of our executive officers as a groupsuaked in
accordance with Rule 13d-3 of the Exchange Act umdhech a person generally is deemed to benefic@ln a
security if he has or shares voting or investmentgy over the security, or if he has the rightaquare beneficial
ownership within 60 days. Unless otherwise noteesé persons may be contacted at our executieesffand they
have sole voting and investment power over theeshadicated. Percentage computations are basgti3a38,190
shares of our stock outstanding as of March 20,7200
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Amount and Nature of

Name of Beneficial Owner Beneficial Ownership Percent of Class
David L. Beré 29,444(1) *
Dennis C. Bottorff 50,251(1) *
Barbara L. Bowles 13,78((1) *
Reginald D. Dickson 49,31:(1) *
E. Gordon Gee 15,93¢(1) *
Barbara M. Knuckles 19,602(1)(2)(4) *
David A. Perdue 1,107,87:(1)(5) *
J. Neal Purcell 8,00C(1)(A(3) *
James D. Robbins 15,07¢(1)(3) *
Richard E. Thornburgh 14,000(1) *
David M. Wilds 221,68:(1) *
David M. Tehle 185,88((1)(5) *
Beryl J. Buley 49,765(1) *
Kathleen R. Guion 153,62:(1) *
Challis M. Lowe 28,657(1) *
All current directors and 2,191,58.(1)(2)(3)(5) *

executive officers as a group
(18 persons)

*  Denotes less than 1% of cla

(1) Excludes shares underlying RSUs held by each afidinged holders, but over which they have
no voting or investment power nor the right to daogbeneficial ownership within 60 days of
March 20, 2007. Includes the following number odiss subject to options either currently
exercisable or exercisable within 60 days of M&8h2007 over which the person will not have
voting or investment power until the options arereised: Mr. Beré (9,444); Mr. Bottorff
(23,299); Ms. Bowles (12,780); Mr. Dickson (23,56B). Gee (15,938); Ms. Knuckles (17,84
Mr. Perdue (1,000,000); Mr. Robbins (9,345); Mr|d¥i(23,568); Mr. Tehle (164,375); Mr.
Buley (38,950); Ms. Guion (143,900); Ms. Lowe (ZB)), and all current directors and
executive officers as a group (1,722,209). Theeshdescribed in this note as included in the
table are considered outstanding for the purposemiputing the percentage of outstanding
stock owned by each named person and by the gbotimot for the purpose of computing the
percentage ownership of any other person.

(2) Does not include phantom stock allocated to thégiant’s account in our DDCP or in our
CDP/SERP Plan, as applicable, over which the ppatit exercises no voting or investment
power until the underlying shares of common staekissued.

(3) Includes the following number of shares over whiw named person shares voting
investment power: Mr. Purcell (8,000 shares heiitly with spouse); Mr. Robbins (334 and
400 shares held jointly with spouse and adult ¢clédpectively); and all current directors and
executive officers as a group (8,734).

(4) Excludes 100 shares held by Ms. Knuckles’ son exgch she does not exercise voting or
investment power.

(5) Includes the following number of restricted shates were unvested as of March 20, 2007 over
which the named holders do not have investment pam# the vesting of those shares: Mr.
Perdue (31,546); Mr. Tehle (5,000); and all curtirgctors and executive officers as a group
(36,546).
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ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR
INDEPENDENCE

(@) Director IndependenceThe Board of Directors affirmatively determines thdependence of each
director and director nominee in accordance witldgjines it has adopted, which include all elemefisndependence
set forth in the New York Stock Exchange listingrgtards as well as certain Board-adopted catedjordependence
standards. These guidelines are contained in opdCate Governance Principles or, with respechterests of less
than 1% of a publicly held vendor, in our Code osBiess Conduct and Ethics, each of which is pastetie
“Investing—Corporate Governance” portion of our vaitie located at www.dollargeneral.com.

The Board first analyzes whether any director hesdationship covered by Section 303A.02(b) or Bect
303A.06 of the NYSE listing standards that wouldtpbit an independence finding (or, with respecdéxtion
303A.06, would prohibit an independence findinggarposes of service on the Audit Committee oniyfie Board
then analyzes any relationship of a director todddbeneral or to our management that does noivitiin the
parameters set forth in the Board’s separately tediopategorical independence standards to detemtiether or not
that relationship is material. Any director who laasaterial relationship is not considered to lolependent.

The Board has determined that one or more reldtipasvithin the categories listed below are notsidered to
be material. The Board may determine that a diregkm has a relationship that falls outside of ¢hparameters is
nonetheless independent (to the extent that th@arship would not constitute a bar to independamer the NYSE
listing standards). As used in connection with ¢hestegorical standards, “immediate family meminegans a
director’s spouse, parents, stepparents, childgtepchildren, siblings, mothers and fathers-in-lsens and daughters-
in-law, brothers and sisters-in-law, and anyonkgbthan a domestic employee) who shares thattdifed©iome.

Certain Relationships with Vendors A director’s independence is not impaired bydRkistence of any of the
relationships listed below, provided in each case the director or immediate family member, adiapple, does not
participate in the actual provision of servicegoods to, or negotiations with, Dollar General loa ¥endor’s behalf or
receive any special compensation or other bengfit esult of the relationship:

« the director is a current employee, or an immedetaly member is a current executive officer, ofeandor
if the amount we pay to the vendor or that the wemeys to us in any of the vendotast 3 fiscal years do
not exceed the greater of $1 million or 2% of tkedor's consolidated gross revenues;

« the director or an immediate family member serves @endor’s board of directors (or similar govegi
body);

« an immediate family member is employed with a vend@ capacity other than executive officer;
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« the director is a current employee, or an immedeat@ly member is a current executive officer, déader
if the highest amount of our aggregate indebtedtwe®e lender outstanding during our fiscal yea@ginot
exceed the greater of $1 million or 2% of the letel®tal consolidated assets as of its last cotagléscal
year; or

« the director or an immediate family member directlyndirectly owns less than 10% of any class of
securities of a vendor if:

v the amount we pay to the vendor or that the vepédgs to us in any of the vendor’s last 3 fiscal

years does not exceed the greater of $1 millic26of the vendos consolidated gross revent
and

Vv in the case of a lender, the highest amount ohggregate indebtedness to the lender outstandir
during our fiscal year does not exceed the gredt®i million or 2% of the lender’s total
consolidated assets as of its last completed figea;

provided, however, that these transaction limitsdbapply in the case of ownership of less thanol &
publicly held vendor, which in all cases is deenmachaterial.

Certain Relationships with Non-Profit Entities A director’s independence is not impaired byeakistence of
any of the relationships listed below:

« the director is a current employee, or an immedeatgly member is a current executive officer, daa-
exempt entity to which we make donations if the ami@onated in the entity’s last fiscal year does n
exceed the lesser of $120,000 or 2% of the entitytsolidated gross revenues;

« an immediate family member is employed in a capautiter than an executive officer by a Exempt entit
to which we make donations if the amount donatatienentity’s last fiscal year does not exceedjtieater
of $1 million or 2% of the entity’s consolidatedbgs revenues; or

« the director or an immediate family member sengea director or trustee of a taxempt entity to which w
make donations if the amount donated in the estigst fiscal year does not exceed the greatet ofiffion
or 2% of the entity’s consolidated gross revendasaddition, simultaneous service by a directoarr
immediate family member and a member of our managéteam or an immediate family member on the
board of a tax-exempt entity will not preclude eedior’s independence.

Certain Relationships with Auditors A director’s independence is not impaired byekistence of a prior
relationship with our independent auditing firmaocurrent relationship between an immediate fam#éymber and
that auditing firm as long as:
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« the director is not a current partner or employee &n immediate family member is not a currentrEarof
that firm;

« an immediate family member is not a current empoyfethat firm who participates in the audit, assue
or tax compliance (but not tax planning) practeme

« the director or immediate family member was nohwithe last 3 years a partner or employee offtirat
who personally worked on our audit within that time

Certain Compensatory RelationshipsA director’s independence is not impaired by eonployment of any of
the directors immediate family members in a capacity other #wacutive officer if the amount of compensatioes
not exceed $120,000 during our fiscal year.

The Board of Directors has affirmatively determirtledt Messrs. Bottorff, Dickson, Gee, Purcell, Rakb
Thornburgh and Wilds, Mss. Bowles and Knuckles,mmitMessrs. Perdue (our CEO) or Beré (our Presaigth COO)
are independent from our management under botNY&E'’s listing standards and our additional staddatiscussed
above. Our Board also previously determined that®fyton, who retired from our Board in May 200&s
independent from our management during the perffidiene that he served as a director under botiNtH8E's listing
standards and our additional standards. Any relslipp between an independent director and Dollare@Gé or our
management were either encompassed by the cat@lgstaadards identified above or, in the case ofWitds
discussed below, deemed to be immaterial.

The following directors had transactions or relasioips that fell within one or more of the categakistandards
described above. With the exception of Mr. Wildgationships with a vendor, because these traasectr

relationships were covered by a categorical stahdlae Board did not consider them in determinhngt £ach such
person is independent.

Name Category or Type of Transaction or Arrangement

Mr. Bottorff Relationships with non-profit entisego which we made or make donations or
which served or serve as a vendor.

Joint service with one of our executive officeristhe board of certain non-
profit entities.

Ms. Bowles None
Mr. Clayton Relationships with an entity that ssthor serves as a vendor.
Mr. Dickson Relationships with non-profit entitieswhich we made or make donations or

which served or serve as a vendor.
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Dr. Gee Relationships with certain entities theat/ed or serve as a vendor.

Relationships with non-profit entities to which wade or make donations or
which served or serve as a vendor.

Joint service with one of our executive officerstbba board of a non-profit
entity.
Ms. Knuckles Relationship with an entity that sghor serves as a vendor.

Relationships with non-profit entities to which weade or make donations or
which served or serve as a vendor.

Mr. Purcell Relationships with an entity that sshor serves as a vendor.
Relationship with a non-profit entity to which weade or make donations.

Mr. Robbins Relationships with an entity that sehor serves as a vendor.

Mr. Thornburgh  Relationships with an entity thatved or serves as a vendor.

Mr. Wilds Relationship with a non-profit entity which we made or make donations.

Joint service with an immediate family member oé @f our executive officers
on the board of a non-profit entity.

Less than 1% shareholder of a privatkeéld entity to which we made payme
for merchandise in each of the entity’s last 3 amatent fiscal years that
exceeded (or are expected to exceed) 2% of thiy’srtonsolidated gross
revenues for each of those years. Mr. Wilds alseeskon the Board and as a
less than 10% shareholder of this entity’s predeme®r a portion of 2006.
Although the payments we made to the vendor exce2#eof its consolidated
gross revenue, the payments equaled less thandi.d&6 consolidated gross
revenue in each of our last 3 fiscal years.

Our Board determined that this relationship is irterial because Mr. Wilds is
a passive investor in the vendor and does notifumets a part of the vendor’s
management or involve himself in the operationthat company, other than
the general oversight duties required of a boamhb& during the period of
time he served as such. Mr. Wild’s current attidtle beneficial ownership in
this vendor is approximately 0.042%. In additibhr, Wilds has not exerted
any influence on our merchants or other employeesmnduct business with
this vendor, and the vendor’s employees have tetngted to use Mr. Wilds’
relationship as leverage to gain our business yiramease in our business.

(b) Related Party Transaction®On an annual basis, each director and executhaepfs required to
complete a questionnaire that requires, among ¢hivegys, disclosure of any relationship or transectvith Dollar
General in which the director or executive offiaar,
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any member of his or her immediate family (“relapedties”), have a direct or indirect material net. Our Legal
Department then screens those relationships ansidtéons to determine which fall below the relgtady transaction
disclosure threshold in, or are otherwise exenghfdisclosure under, Item 404 of RegulatioK §f the Exchange Ac
or which fall within a Board-adopted categoricalépendence standard (as discussed above undect@ire
Independence”). Our Legal Department ensuresathatdentified relationship or transaction thata exempt from
disclosure under Item 404 or that does not falhimita categorical independence standard is sudmititt the Board of
Directors or an appropriate Board committee forstderation under our conflict of interest or otpeticy as further
described below.

Pursuant to our Code of Business Conduct and EtthiesNominating and Corporate Governance Committee
reviews and resolves any conflict of interest imirdy directors or executive officers. In additiéna director’s
relationship or transaction falls within any of flxeviously discussed Board-adopted categoricabstas for
independence, then the director’s interest in éheaionship or transaction will be deemed immatenighe absence of
other factors for purposes of both independenceaated-party transaction disclosure. Finally, Gampensation
Committee reviews and approves and/or ratifiemallerial components of executive officer compensaper its
Charter and as further discussed in “Compensatisoudsion and Analysis”. In fulfilling its respobdities under its
Charter to discuss with the independent auditdade@-party transactions, our Audit Committee atsoews any draft
disclosure in our proxy statement or Form 10-Krsuwege it is consistent with the information congainn our audited
financial statements.

No related parties had a material direct or indineterest in a financial or other transactionaagement or
relationship with us or in which we were a partaipsince the beginning of fiscal 2006 or whichusrently planned
that would require disclosure under applicable $&gtilations.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The following table sets forth the aggregate faéedbto us by Ernst & Young LLP in connection wiiarious
audit and other services provided to us throughiecél 2006 and fiscal 2005:

Service 2006 Aggregate Fees Billed ($) 2005 Aggregate Fees Billed ($)
Audit Fees 2,521,920 2,410,287
Audit-Related Fee) 45,225 11,200

Tax Fee$? 182,937 161,207

All Other Feed®) 6,000 4,500

(1) 2006 fees include services relating to accountiogsultations with respect to Financial Accoun
Standards Board (FASB) Interpretation 48, “Accongtior Uncertainty in Income Taxes,” and the sale-
leaseback transaction of one of our distributiomtess. 2005 fees include services relating
accounting consultations with respect to FASB Staetet 123(R), “Share-Based Payment.”

(2) Both 2006 and 2005 fees include services relating LIFO tax calculation and tax advisory serv
related to inventory, as well as international gfied, state and local tax advice.

(3) Both 2006 and 2005 fees include a subscriptiondéke auditor on-line accounting research to
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The Audit Committee Charter requires that the cottemipre-approve all audit and permissible aadk
services provided by our independent auditors. WHeasible, the committee considers and, when appte, pre-
approves services at regularly scheduled meetiftgs disclosure by management and the auditorbehtature of tt
proposed services, the estimated fees (when ailgiland their opinions that the services will mopair the auditors’
independence. The committee has authorized itsr@hai (or any committee member in the Chairmaabsence)
pre-approve (when appropriate) audit and permissigin-audit services when papproval is necessary prior to
next committee meeting, and such person must répdie committee at its next meeting with respecll services <
pre-approved by him or her.

PART IV
ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(@) Report of Independent Registered Public ActiogrFirm
Consolidated Balance Sheets
Consolidated Statements of Income
Consolidated Statements of Shareholders’ Equity
Consolidated Statements of Cash Flows
Notes to Consolidated Financial Statements

(b) All schedules for which provision is made e tapplicable accounting regulations of
the SEC are not required under the related instmstare inapplicable or the
information is included in the Consolidated Finah&tatements and, therefore, have
been omitted.

(c) Exhibits: See Exhibit Index immediately follimg the signature pages hereto, which
Exhibit Index is incorporated by reference as ifyfget forth herein.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regigthas
duly caused this report to be signed on its bdhathe undersigned, thereunto duly authorized.

DOLLAR GENERAL CORPORATION

Date: March 29, 2007 By: /s/ David A. Perdue

David A. Perdue, Chairman and
Chief Executive Officer

We, the undersigned directors and officers of tegi&rant, hereby severally constitute David A daerand
David M. Tehle, and each of them singly, our trad Ewful attorneys with full power to them and leat them to sign
for us, and in our names in the capacities indecatdow, any and all amendments to this Annual RepoForm 10-K
filed with the Securities and Exchange Commission.

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed bélpthe
following persons on behalf of the registrant amthie capacities and on the dates indicated.

Name Title Date

s i . perce Cheirmen and Chif Execuive. - March 20,200
DAVID A. PERDUE Officer)

/s/ David L. Beré President and Chief Operating March 29, 2007
DAVID L. BERE Officer; Director

Executive Vice President and Chief March 29, 2007
Financial Officer (Principal
Financial and Accounting Officer)

/s/ David M. Tehle
DAVID M. TEHLE

/s/ Dennis C. Bottorff Director March 29, 2007
DENNIS C. BOTTORFF
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/s/ Barbara L. Bowles

BARBARA L. BOWLES

/sl Reginald D. Dickson

REGINALD D. DICKSON

/sl E. Gordon Gee

E. GORDON GEE

/s/ Barbara M. Knuckles

BARBARA M. KNUCKLES

/s/ J. Neal Purcell

J. NEAL PURCELL

/s/ James D. Robbins

JAMES D. ROBBINS

/sl Richard E. Thornburgh

RICHARD E. THORNBURGH

/s/ David M. Wilds

DAVID M. WILDS

Director

Director

Director

Director

Director

Director

Director

Director
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3.1

3.2

4.1

4.2

4.3

4.4

4.5

4.6

4.7

4.8

EXHIBIT INDEX

Amended and Restated Charter (incorporateéfeyence to the Company’s Annual Report on ForrAKI0r
the fiscal year ended January 30, 2004, filed Ma&h2004).

Bylaws (incorporated by reference to the Camg{saQuarterly Report on Form 10-Q for the quaeeded
August 2, 2002, filed August 28, 2002).

Sections 7, 8, 9, 10 and 12 of the Company&ided and Restated Charter (included in Exhibjt 3.

Rights Agreement, dated as of February 290 208tween Dollar General Corporation and Regisinalr
Transfer Company (incorporated by reference taQtwpany’s Current Report on Form 8-K filed Febru2®y
2000).

First Amendment to Rights Agreement, datedusu@0, 2006, between Dollar General Corporatiahtae
Rights Agent (incorporated by reference to the Camyfs Registration Statement on Form 8-A (Amendment
No. 1) filed September 1, 2006).

Indenture, dated as of June 21, 2000, by and arfotigr General Corporation, the guarantors nameckth, a
guarantors, and Wachovia Bank, National Associgfiormerly known as First Union National Bank),tasstee
(incorporated by reference to the Company’s Regjisin Statement on Form S-4 filed August 1, 2000).

First Supplemental Indenture, dated as of 28)y2000, by and among Dollar General Corporatioa,
guarantors named therein, as guarantors, and WacBawk, National Association (formerly known assFi
Union National Bank), as trustee (incorporateddfgnmence to the Company’s Annual Report on FornK I6r
the year ended January 31, 2003, filed March 10320

Second Supplemental Indenture, dated as ef B8n2001, by and among Dollar General Corporation
guarantors named therein, as guarantors, and WacBawk, National Association (formerly known assFi
Union National Bank), as trustee (incorporateddfgmence to the Company’s Annual Report on FornK I6r
the year ended January 31, 2003, filed March 10320

Third Supplemental Indenture, dated as of 2002002, by and among Dollar General Corporatios,
guarantors named therein, as guarantors, and WiacBawnk, National Association (formerly known assFi
Union National Bank), as trustee (incorporateddfgmence to the Company’s Annual Report on FornK I6r
the year ended January 31, 2003, filed March 10320

Fourth Supplemental Indenture, dated as oébber 11, 2002, by and among Dollar General Cotjoorahe
guarantors named therein, as guarantors, and WeacBawk, National Association (formerly known assFi
Union National Bank), as trustee (incorporateddfgnmence to the Company’s Annual Report on FornK I6r
the year ended January 31, 2003, filed March 10320
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4.9

4.10

4.11

4.12

4.13

10.1

10.2

10.3

10.4

Fifth Supplemental Indenture, dated as of KI2y2003, by and among Dollar General Corporatios,
guarantors named therein, as guarantors, and WiacBawk, National Association (f/k/a First Union tidaal
Bank), as trustee (incorporated by reference t€Cthrapany’s Quarterly Report on Form 10-Q for thartgr
ended August 1, 2003, filed August 29, 2003).

Sixth Supplemental Indenture, dated as gf I%) 2003, by and among Dollar General Corporatios
guarantors named therein, as guarantors, and WiacBawk, National Association (f/k/a First Union tidaal
Bank), as trustee (incorporated by reference t€Cthrapany’s Quarterly Report on Form 10-Q for thartgr
ended August 1, 2003, filed August 29, 2003).

Seventh Supplemental Indenture, dated asagf28, 2005, by and among Dollar General Corpanatite
guarantors named therein, as guarantors, and WeacBawk, National Association (formerly known assFi
Union National Bank), as trustee (incorporateddfgnmence to the Company’s Quarterly Report on FbdrQ
for the quarter ended July 29, 2005, filed AugustZ005).

Eighth Supplemental Indenture, dated aslgf2y 2005, by and among Dollar General Corpomtibe
guarantors named therein, as guarantors, and WeacBawk, National Association (formerly known assFi
Union National Bank), as trustee (incorporateddfgnrence to the Company’s Quarterly Report on Foor@
for the quarter ended July 29, 2005, filed August2005).

Ninth Supplemental Indenture, dated as ofuti§0, 2006, by and among Dollar General Corpamathe
guarantors named therein, as guarantors, and @ik Bational Association (successor to WachoviakBan
National Association), as trustee (incorporateddfgrence to the Company’s Quarterly Report on Fbor@Q
for the quarter ended November 3, 2006, filed Ddasmi 2, 2006).

Second Amended and Restated Revolving CAgddgement, dated as of June 28, 2006, by and aoligr
General Corporation, the lenders from time to tpadies thereto, SunTrust Bank, Bank of Americad.N.
Keybank National Association, Regions Bank and B&hk National Association (incorporated by refeeto
the Company’s Current Report on Form 8-K dated A& €006, filed July 3, 2006).

First Amendment to Second Amended and RestatedlRegdCredit Agreement, dated as of December 862
by and among Dollar General Corporation, the lemflem time to time parties thereto, SunTrust BadBdnk of
America, N.A., Keybank National Association, Regiddank and U.S. Bank National Association.

1993 Employee Stock Incentive Plan (incorfeatd®y reference to the Company’s Proxy Statenwerthe June
7, 1993, Annual Meeting of Stockholders).*

Amendment to Dollar General Corporation 1993 Eme&$tock Incentive Plan, effective November 28,62C
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10.5

10.6

10.7

10.8

10.9

10.10

10.11

10.12

10.13

10.14

10.15

1995 Employee Stock Incentive Plan (incorfeatd®y reference to the Company’s Proxy Statenwerthe June
5, 1995, Annual Meeting of Stockholders).*

1995 Outside Directors Stock Option Plandiporated by reference to the Company’s Proxy Btaie for the
June 5, 1995, Annual Meeting of Stockholders).*

1998 Stock Incentive Plan (As Amended and Restafiedtive as of May 31, 2006) (incorporated by refee
to the Company’s Current Report on Form 8-K datexy 41, 2006, filed June 2, 2006).*

Amendment to Dollar General Corporation 18988k Incentive Plan, effective November 28, 2006.*

Form of Stock Option Grant Notice in connactivith option grants made pursuant to the ComEzah998
Stock Incentive Plan (incorporated by referencenéoCompany’s Quarterly Report on FormQG@er the quarte
ended July 29, 2005, filed August 25, 2005).*

Form of Restricted Stock Award Agreemerdannection with restricted stock grants made puntstgathe
Company’s 1998 Stock Incentive Plan (incorporatgddberence to the Company’s Quarterly Report omo
10-Q for the quarter ended July 29, 2005, filed déatd5, 2005).*

Form of Restricted Stock Unit Award Agreemmarconnection with restricted stock unit grantada to officers
and employees pursuant to the Company’s 1998 S$taektive Plan (incorporated by reference to the
Company’s Quarterly Report on Form 10-Q for thertgreended July 29, 2005, filed August 25, 2005).*

Form of Restricted Stock Unit Award Agreetreamd Election Forms in connection with restricsgack unit
grants made to outside directors pursuant to tHeD@eneral Corporation 1998 Stock Incentive Plan
(incorporated by reference to the Company’s Quigrieeport on Form 10-Q for the quarter ended Auduist
2006, filed August 31, 2006).*

Dollar General Corporation CDP/SERP Plarafasnded and restated effective November 1, 2004)
(incorporated by reference to the Company’s Regjisin Statement on Form S-8, filed November 1, 2004

First Amendment to the Dollar General Cosion CDP/SERP Plan (as amended and restatediedfect
November 1, 2004), executed on November 10, 20@®Kporated by reference to the Company’s Quarterly
Report on Form 10-Q for the quarter ended OctoBeRQ05, filed November 22, 2005).*

Second Amendment to the Dollar General Gatfmm CDP/SERP Plan (as amended and restatediedfec
November 1, 2004), executed on November 13, 2006.*

161




10.16 Dollar General Corporation Deferred Compgosdlan for Non-Employee Directors (as amendeatirastated
effective November 1, 2004) (incorporated by rafesto the Company’s Registration Statement on Fex&n
filed November 1, 2004).*

10.17 Dollar General Corporation Annual Incenflan (effective March 16, 2005, as approved byeti@ders on
May 24, 2005) (incorporated by reference to the gamy’s Quarterly Report on Form 10-Q for the quarte
ended July 29, 2005, filed August 25, 2005).*

10.18 Dollar General Corporation 2006 TeamshamuBdrogram for Named Executive Officers (incorfentdy
reference to the Company’s Quarterly Report on FbdrQ for the quarter ended May 5, 2006, filed June
2006).*

10.19 Dollar General Corporation Life InsurancegPam as Applicable to Executive Officers*
10.20 Dollar General Corporation Domestic Relaratolicy for Officers.*

10.21 Summary of Outside Director Compensatiooofiporated by reference to the Company’s Quarieport on
Form 10-Q for the quarter ended July 29, 2005¢ fAeigust 25, 2005).*

10.22 Amended and Restated Employment Agreemiéattige as of September 18, 2006, by and betwedtaD
General Corporation and David A. Perdue (incorpatdity reference to the Company’s Current RepoRam
8-K dated September 18, 2006, filed September Q@6 2*

10.23 Supplemental Executive Retirement Plan fvi®A. Perdue (As Restated Effective January 0520
(incorporated by reference to the Company’s CurRayport on Form 8-K dated and filed January 256260

10.24 Restricted Stock Agreement, dated Aprild)3 by and between Dollar General CorporationRadd A.
Perdue (incorporated by reference to the Compayarterly Report on Form 10-Q for the quarter endeg
2, 2003, filed May 29, 2003).*

10.25 Nonqualified Stock Option Agreement, datguil®, 2003, by and between Dollar General Corponsand
David A. Perdue (incorporated by reference to thenany’s Quarterly Report on Form 10-Q for the tgrar
ended May 2, 2003, filed May 29, 2003).*

10.26 Restricted Stock Unit Award Agreement, dffecas of September 18, 2006, by and between DGkseral
Corporation and David A. Perdue (incorporated ligremce to the Company’s Current Report on Form 8-K
dated September 18, 2006, filed September 19, 2006)

10.27 Letter of Agreement between Dollar Gene@pGration and David L. Beré, dated December 462600
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10.28 Employment Agreement with David M. Tehle effectivgril 1, 2006 (incorporated by reference to
Company’s Current Report on Form 8-K dated March2B06, filed April 5, 2006).*

10.29 Employment Agreement with Beryl J. Buleyeetive April 1, 2006 (incorporated by referencétte Companye
Current Report on Form 8-K dated April 6, 2006&dilApril 12, 2006).*

10.30 Employment Agreement with Kathleen R. Guion effeetiApril 1, 2006 (incorporated by reference to
Company’s Current Report on Form 8-K dated March2B06, filed April 5, 2006).*

10.31 Employment Agreement with Challis M. Lowé&eetive April 1, 2006.*

10.32 Letter Agreement with Cal Turner, Jr., dadetdober 14, 2005 (incorporated by reference tdbmpany’s
Current Report on Form 8-K dated October 14, 2@ on October 18, 2005).

21 Subsidiaries of the Registrant.

23 Consent of Independent Registered Public Adoogifrirm.

24 Power of Attorney (included as part of the aigmne page).

31 Certifications of CEO and CFO under ExchangeRde 13a-14(a).
32 Certifications of CEO and CFO under 18 U.S&0Q

* Management Contract or Compensatory Plan
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FIRST AMENDMENT TO SECOND AMENDED AND RESTATED
REVOLVING CREDIT AGREEMENT

THIS FIRST AMENDMENT TO SECOND AMENDED AND RESTATED REVOLVING CREDIT
AGREEMENT (this “ Amendment”), is made and entered into as of December 8, 200&nkdyamong DOLLAI
GENERAL CORPORATION, a Tennessee corporation (thBotrower "), the several banks and other finar
institutions from time to time party hereto (coligely, the “ Lenders”), SUNTRUST BANK, in its capacities
Issuing Bank (the ‘Issuing Bank ") and Administrative Agent (the ‘Administrative Agent”) for the Lender:
KEYBANK NATIONAL ASSOCIATION and BANK OF AMERICA, NA., as CoSyndication Agents for the Lend
(the “Syndication Agents” ), and U.S. BANK NATIONAL ASSOCIATION and REGIONS AN\K, as Co-
Documentation Agents for the Lenders (tB®-Documentation Agents’).

WITNESSETH:

WHEREAS, the Borrower, the Lenders and the Admiatste Agent are parties to that certain Second rAdee
and Restated Revolving Credit Agreement, dated dare 28, 2006 (as amended, restated, supplementaterwis
modified from time to time, the Credit Agreement’; capitalized terms used herein and not otherwisameigfsha
have the meanings assigned to such terms in thait@xgreement), pursuant to which the Lenders haweagle certai
financial accommodations available to the Borrower;

WHEREAS, the Borrower has requested that the Lenderend certain provisions of the Credit Agreenagi
subject to the terms and conditions hereof, theleenare willing to do so;

NOW, THEREFORE, for good and valuable consideratitve sufficiency and receipt of all of which
acknowledged, the Borrower, the Lenders and theiAdinative Agent agree as follows:

1. Amendments.

(@) The definition ofConsolidated EBITR” as set forth in Section 1.1 of the Credit Agreemeihereby
amended by deleting such definition in its entiraty substituting in lieu thereof the following ishition:

“Consolidated EBITR” shall mean, for the Borrower and its Subsidiarggsahy period, an
amount equal to (i) Consolidated EBITDAR for su@ripd,less(ii) to the extent included in such
Consolidated EBITDAR, all depreciation and amoti@afor such period, determined on a consolidated
basis in accordance with GAAP.




(b) Section 5.10(a) of the Credit Agreement isshgramended by deleting each reference to the date
“December 31, 2006” in clauses (i) and (ii) of theoviso” at the end of said Section, and substitutn each case in
lieu thereof the date “March 31, 2007.”

(c) Section 6.2 of the Credit Agreement is heraimgnded by deleting Section 6.2 (“ EBITR to Intepsxl
Rents Ratid) in its entirety and substituting in lieu thergbg following Section 6.2:

Section 6.2. _EBITR to Interest and Rents Ratio The Borrower and its Subsidiaries shall maintain
on a consolidated basis, as of the end of eaclalRggarter of each Fiscal Year identified belowato of (i)
Consolidated EBITR to (ii) Consolidated InterespErsepluswithout duplication Consolidated Rent Expense
(all such amounts to be calculated for the Fisagr@r then ending and the immediately precedirggt(i3)
Fiscal Quarters) that is greater than the corredipgmminimum ratio set forth below with respecetch such
Fiscal Quarter:

Fiscal Quarter/ N _
Fiscal Year Minimum Ratio
15t 2ndgng 31d 2.00:1.00

Fiscal Quarters of
Fiscal Year ‘06

4™ Fiscal Quarter of 1.30:1.00
Fiscal Year '06;

1 st 2nd 3rd and 4th
Fiscal Quarters of Fiscal Year ‘07

1 Stand 29 Fiscal 1.50:1.00
Quarters of Fiscal Year ‘08
3 and 4" Fiscal 1.75:1.00

Quarters of
Fiscal Year ‘08

1 StFiscal Quarter 2.00:1.00
of Fiscal Year '09 and

each Fiscal Quarter thereafter

2. Conditions to Effectiveness of this Amendmen. Notwithstanding any other provision of t
Amendment and without affecting in any manner figats of the Lenders hereunder, it is understoat! agreed th:
this Amendment shall not become effective, andBberower shall have no rights under this Amendmentjl the
Administrative Agent shall have received (i) reimdement or payment of its costs and expenses gatumrconnectic
with this Amendment or the Credit Agreement (inahgdreasonable fees, charges and disbursements of




King & Spalding LLP, counsel to the Administratidgent), and (ii) executed counterparts to this Adreant from th
Borrower, each of the Guarantors and the Requiesdiers.

3. Representations and Warranties. To induce the Lenders and the Administrative Agenénter int
this Amendment, each Loan Party hereby represextsvarrants to the Lenders and the Agent that:

(@) The execution, delivery and performance by sucmU@arty of this Amendment (i) are within such L
Party's power and authority; (i) have been duly autretiby all necessary corporate and shareholdemactii) are
not in contravention of any provision of such Ld2erty’s certificate of incorporation or bylaws or otheganizatione
documents; (iv) do not violate any law or regulatior any order or decree of any Governmental Autifiqv) do no
conflict with or result in the breach or terminatiof, constitute a default under or accelerate @@rjormance requirt
by, any indenture, mortgage, deed of trust, leagesement or other instrument to which such LoatyRa any of it:
Subsidiaries is a party or by which such Loan Partgny such Subsidiary or any of their respeqgbraperty is bount
(vi) do not result in the creation or impositionary Lien upon any of the property of such LoantyPar any of it
Subsidiaries; and (vii) do not require the conserapproval of any Governmental Authority or anlgestperson;

(b)  This Amendment has been duly executed and deliviereitie benefit of or on behalf of each Loan F
and constitutes a legal, valid and binding obligatof each Loan Party, enforceable against sucm LRarty it
accordance with its terms except as the enfordgahéreof may be limited by bankruptcy, insolvenogorganizatiol
moratorium and other laws affecting creditors’ tigand remedies in general; and

(c) After giving effect to this Amendment, the represd¢ions and warranties contained in the C
Agreement and the other Loan Documents are truecanect in all material respects, and no DefaulEwent o
Default has occurred and is continuing as of the Hareof.

4, Reaffirmations and Acknowledgments. Each Guarantor acknowledges and agrees to the tdrthis
Amendment and jointly and severally ratifies andifsons the terms of the Guaranty Agreement withpees to th
indebtedness now or hereafter outstanding undecCtiedit Agreement as amended hereby and all promnyissote:
issued thereunder. Each Guarantor acknowledgesnbitithstanding anything to the contrary contdimerein or i
any other document evidencing any indebtednesh@fBorrower to the Lenders or any other obligatainthe
Borrower, or any actions now or hereafter takenth®y Lenders with respect to any obligation of tharBwer, thi
Guaranty Agreement (i) is and shall continue t@lpgimary obligation of the Guarantors, (ii) is asidhll continue to [
an absolute, unconditional, joint and several, ioommtg and irrevocable guaranty of payment, an i& and sha
continue to be in full force and effect in accordarwith its terms. Nothing contained herein to toatrary sha
release, discharge, modify, change or affect tiggna liability of the Guarantors under the GudyaAgreement.




5. Effect of Amendment. Except as set forth expressly herein, all teohshe Credit Agreement,
amended hereby, and the other Loan Documents Isbadind remain in full force and effect and shahstidute th
legal, valid, binding and enforceable obligatioristtee Borrower to the Lenders and the AdministmatAgent. Th
execution, delivery and effectiveness of this Anmaedt shall not, except as expressly provided heamperate as
waiver of any right, power or remedy of the Lendargler the Credit Agreement, nor constitute a waofeany
provision of the Credit Agreement. This Amendmshall constitute a Loan Document for all purposkethe Credi
Agreement.

6. Governing Law . This Amendment shall be governed by, and condtiu@ccordance with, the inter
laws of the State of Georgia and all applicableefatlaws of the United States of America.

7. No Novation. This Amendment is not intended by the partiesapdnd shall not be construed to
novation of the Credit Agreement or an accord atfaction in regard thereto.

8. Costs and Expenses. The Borrower agrees to pay on demand all costd expenses of t
Administrative Agent in connection with the pregara, execution and delivery of this Amendment udang, withou
limitation, the reasonable fees and oupotket expenses of outside counsel for the Admatise Agent with respe
thereto.

9. Counterparts . This Amendment may be executed by one or moreeopHrties hereto in any num
of separate counterparts, each of which shall leendd an original and all of which, taken togetségll be deemed
constitute one and the same instrument. Delivaryamm executed counterpart of this Amendment by ifiais
transmission or by electronic mail in pdf form $ha¢ as effective as delivery of a manually exeduteunterpa
hereof.

10. Binding Nature . This Amendment shall be binding upon and inuréhtobenefit of the parties here
their respective successors, successors-in-itesassigns.

11.  Entire Understanding . This Amendment sets forth the entire understandintpe parties with respe
to the matters set forth herein, and shall supersey prior negotiations or agreements, whethettemrior oral, witl
respect thereto.

[ Signature Pages To Follojv




IN WITNESS WHEREOF, the parties hereto have causesl Amendment to be duly executed by t
respective authorized officers as of the day arad fiest above written.

BORROWER:

DOLLAR GENERAL CORPORATION
(a Tennessee corporation)

By: /s/ Wade Smith
Name: Wade Smith
Title: Treasurer

GUARANTORS:

DOLGENCORP, INC.
(a Kentucky corporation)

By: /s/ Wade Smith
Name: Wade Smith
Title: Treasurer

[SIGNATURE PAGE TO FIRST AMENDMENT TO SECOND AMENDE D AND RESTATED
REVOLVING CREDIT AGREEMENT]




DOLGENCORP OF NEW YORK, INC.
(a Kentucky corporation)

By: /s/ Wade Smith
Name: Wade Smith
Title: Treasurer

DOLGENCORP OF TEXAS, INC.
(a Kentucky corporation)

By: /s/ Wade Smith
Name: Wade Smith
Title: Treasurer

DG LOGISTICS, LLC
(a Tennessee limited liability company)

By: DG Transportation, Inc., Sole
Member

By: /s/ Wade Smith
Name: Wade Smith
Title:  Treasurer

[SIGNATURE PAGE TO FIRST AMENDMENT TO SECOND AMENDE D AND RESTATED
REVOLVING CREDIT AGREEMENT]




DOLLAR GENERAL INVESTMENT,
INC.
(a Delaware corporation)

By: /s/ Wade Smith
Name: Wade Smith
Title: Treasurer

DGC PROPERTIES LLC
(a Delaware limited liability company)

By: Dolgencorp., Inc., Sole Member

By: /s/ Wade Smith
Name: Wade Smith
Title:  Treasurer

DOLLAR GENERAL PARTNERS
(a Kentucky general partnership)

By: Dollar General Corporation,
General Partner

By: /s/ Wade Smith
Name: Wade Smith
Title:  Treasurer

By: Dollar General Merchandising, In
General Partner

By: /s/ Wade Smith
Name: Wade Smith
Title:  Treasurer

[SIGNATURE PAGE TO FIRST AMENDMENT TO SECOND AMENDE D AND RESTATED
REVOLVING CREDIT AGREEMENT]




DG PROMOTIONS, INC.
(a Tennessee corporation)

By: /s/ Wade Smith
Name: Wade Smith
Title: Treasurer

[SIGNATURE PAGE TO FIRST AMENDMENT TO SECOND AMENDE D AND RESTATED
REVOLVING CREDIT AGREEMENT]




DGC PROPERTIES OF KENTUCKY LLC
(a Delaware limited liability company)

By: Dollar General Partners, a Kentucky
Partnership, Sole Member

By: Dollar General Corporation,
General Partner

By: /s/ Wade Smith
Name: Wade Smith
Title:  Treasurer

By: Dollar General Merchandising,
Inc., General Partner

By: /s/ Wade Smith
Name: Wade Smith
Title:  Treasurer

DOLLAR GENERAL MERCHANDISING,
INC.
(a Tennessee corporation)

By: /s/ Wade Smith
Name: Wade Smith
Title: Treasurer

DG TRANSPORTATION, INC.
(a Tennessee corporation)

By: /s/ Wade Smith
Name: Wade Smith
Title: Treasurer

[SIGNATURE PAGE TO FIRST AMENDMENT TO SECOND AMENDE D AND RESTATED
REVOLVING CREDIT AGREEMENT]




DG RETAIL, LLC
(a Tennessee limited liability company)

By: Dollar General Corporation, its
Managing Member

By: /s/ Wade Smith
Name:
Title:

[SIGNATURE PAGE TO FIRST AMENDMENT TO SECOND AMENDE D AND RESTATED
REVOLVING CREDIT AGREEMENT]




LENDERS:

SUNTRUST BANK,
as Administrative Agent, as Issuing Bank
Swingline Lender, and as a Lender

By: /s/ Scott Corley
Name: Scott Corley
Title: Managing Director

[SIGNATURE PAGE TO FIRST AMENDMENT TO SECOND AMENDE D AND RESTATED
REVOLVING CREDIT AGREEMENT]




BANK OF AMERICA, N.A.,
as Co-Syndication Agent and as a Lender

By /s/ John Pocalyko
Name: John Pocalyko
Title: Senior Vice President

[SIGNATURE PAGE TO FIRST AMENDMENT TO SECOND AMENDE D AND RESTATED
REVOLVING CREDIT AGREEMENT]




KEYBANK NATIONAL ASSOCIATION,
as Co-Syndication Agent and as a Lender

By: /s/ Marianne T. Mell
Name: Marianne T. Meil
Title:  Senior Vice President

[SIGNATURE PAGE TO FIRST AMENDMENT TO SECOND AMENDE D AND RESTATED
REVOLVING CREDIT AGREEMENT]




REGIONS BANK,
as Cobocumentation Agent and as a Ler
(successor by merger to AmSouth Bank)

By: /s/ Monty Trimble
Name: Monty Trimble
Title:  Sr. Vice President

[SIGNATURE PAGE TO FIRST AMENDMENT TO SECOND AMENDE D AND RESTATED
REVOLVING CREDIT AGREEMENT]




U.S. BANK NATIONAL ASSOCIATION,
as Cobocumentation Agent and as a Ler

By: /s/ Frances W. Josephic

Name: Frances W. Josephic
Title: Vice President
U.S. Bank, N.A.

[SIGNATURE PAGE TO FIRST AMENDMENT TO SECOND AMENDE D AND RESTATED
REVOLVING CREDIT AGREEMENT]




FIFTH THIRD BANK, as a Lender

By: /s/ John K. Perez
Name: John K. Perez
Title: Vice President

[SIGNATURE PAGE TO FIRST AMENDMENT TO SECOND AMENDE D AND RESTATED
REVOLVING CREDIT AGREEMENT]




NATIONAL CITY BANK, as a Lender

By: /s/ Michael J. Durbin
Name: Michael J. Durbin
Title: Senior Vice President

[SIGNATURE PAGE TO FIRST AMENDMENT TO SECOND AMENDE D AND RESTATED
REVOLVING CREDIT AGREEMENT]




BRANCH BANKING & TRUST CO., as a
Lender

By:/s/ R. Andrew Beam
Name: R. Andrew Beam
Title: Senior Vice President

[SIGNATURE PAGE TO FIRST AMENDMENT TO SECOND AMENDE D AND RESTATED
REVOLVING CREDIT AGREEMENT]




LASALLE BANK NATIONAL
ASSOCIATION, as a Lender

By: /s/ Mark Mital
Name: Mark Mital
Title: Senior Vice President

[SIGNATURE PAGE TO FIRST AMENDMENT TO SECOND AMENDE D AND RESTATED
REVOLVING CREDIT AGREEMENT]




HUNTINGTON NATIONAL BANK,
as a Lender

By: /s/ Steven P. Clemens
Name: Steven P. Clemens
Title: Vice President

[SIGNATURE PAGE TO FIRST AMENDMENT TO SECOND AMENDE D AND RESTATED
REVOLVING CREDIT AGREEMENT]



AMENDMENT TO
DOLLAR GENERAL CORPORATION
1993 EMPLOYEE STOCK INCENTIVE PLAN

The third paragraph of Section 3 of the Dollar Geneal Corporation 1993 Employee Stock Incentive Plarthe
“Plan”) is amended, effective as of November 28, P8, to read in its entirety as follows:

In the event of any merger, reorganization, codsdilbn, recapitalization, Stock dividend, Stockitsm
other change in corporate structure affecting tioekS such substitution or equitable adjustmentl flekamade i
the aggregate number of shares reserved for issuarter the Plan, in the number and option pricghafes
subject to outstanding Options granted under tha,h the number and purchase price of sharesdiiboj
outstanding Stock Purchase Rights under the Phahinathe number of shares subject to other oudgtgn
awards granted under the Plan as shall be detedmswoiely by the Committee, provided that the nundser
shares subject to any award shall always be a whotder. Such adjusted option price shall alsodesl to
determine the amount payable by the Company upoexarcise of any Stock Appreciation Right assediat
with any Stock Option.



AMENDMENT TO
DOLLAR GENERAL CORPORATION
1998 STOCK INCENTIVE PLAN
(As Amended and Restated effective as of May 30620

Section 3(c) of the Dollar General Corporation 199&tock Incentive Plan (the “Plan”) is amended, effgtive as of
November 28, 2006, to read in its entirety as foles:

(c) In the event of any merger, reorganizatiomsotidation, recapitalization, extraordinary cashdind,
stock dividend, stock split or other change in coape structure affecting the Common Stock, an@pyate
substitution or equitable adjustment shall be madkee maximum number of shares that may be awandddr
the Plan, in the number and option price of shaubgect to outstanding Options granted under taa,Rh the
Performance Goals, in the number of shares underi@utside Director Options and Outside DirectostRetec
Units to be granted under Section 8 hereof andemumber of Restricted Units outstanding, in theti®n 162
(m) Maximum, and in the number of shares subjecther outstanding awards granted under the Plahalk
be determined solely by the Committee, provided ttia number of shares subject to any award shedlys be
a whole number. An adjusted option price shath &ls used to determine the amount payable by the
Corporation upon the exercise of any Stock ApptamaRight associated with any Stock Option.



SECOND AMENDMENT
TO THE
DOLLAR GENERAL CORPORATION
CDP/SERP PLAN
(As Amended and Restated Effective November 1, 2004

WHEREAS, effective as of November 1, 2004, Dollar Generatgbeation (“Company”)adopted the late
amendment and restatement of the Dollar GenergddZation CDP/SERP Plan, which plan was subsequéiilsn”);

WHEREAS, pursuant to Section 11.3 of the Plan, the Plan beymended by due action of the Boar
Directors or the Compensation Committee of the Camgp

WHEREAS, the Compensation Committee of the Company has ddgertain Plan amendment rights tc
Benefits Administration Committee of the Company.

WHEREAS, the Benefits Administration Committee of the Compalesires to amend the Plan to expre
provide for Plan provisions requiring a cancellatiof a Participans Deferral Election upon receipt of a hard:
withdrawal under a 401(k) plan.

NOW, THEREFORE, the Benefits Administration Committee of the Compdrereby amends the Plan
follows, effective January 1, 2005 or as othervegpressly provided herein, provided, however, thittis amendmel
does not comply with Code Section 409A (includithg thcome Tax Regulations thereunder) in any marihe
provisions(s) not so complying shall not be effestintil amended to so comply (which amendment beayetroactiv
to the extent permitted under Code Section 409&lding the Income Tax Regulations thereunder)):

1.
The following new Section 4.7 is added to the Plan:

4.7 “ Automatic Cancellation of Deferral Election upon Reeipt of Hardship Withdrawal under 401(k)

Plan”

€) A Participans Deferral Election in effect at the time of a 4Qljardship withdrawal shall
cancelled (rather than postponed or delayed) pobispdy so that no further deferrals from his Bd%sy or bonust
shall be made during the 401(k) hardship withdraseguired cancellation period or with respect te lan Year i
which the 401(k) hardship withdrawal required cdlatien period begins.

(b) The Participant whose Deferral Election is cancelirsuant to this Section may file a 1
Deferral Election in order to commence or recomneemaking deferrals under the Plan from his BasedP@pnuses
the later of (i) the first payroll period that corantes after the end of the 401(k) hardship withdtamequire
cancellation period or (ii) the CDP Participantiext Enrollment Date. The new CDP Deferral Ebecshall be mac
by a signed written notice, in a form acceptablthtoPlan Committee, and shall be delivered tdfa@ Committee at
date established by the Plan Committee, but no tléa the day before




the CDP Participant’s next or any subsequent Emeait Date on or following which the Participantieferrals from h
Base Pay or bonuses will commence or recommendestaall apply only to Base Pay and bonuses ealfitedtiae nev
Deferral Election becomes effective as require€byge Section 409A.

(c) For purposes hereof, the following terms hidneefollowing meanings:

(1) A “401(k) hardship withdrawalis a hardship withdrawal from a 401(k) plan wt
requires a suspension of employee contributionsetertive deferrals as a result of receipt of thedkhip withdrawal i
order to satisfy the regulations under Code Sectii(k).

(i) The “401(k) hardship withdrawal required caflation period” means the six mor
period (or other stated period in the 401(k) pldajing which employee contributions and electivéedals must kb
suspended as a result of receipt of a 401(k) hgrdgithdrawal in order to satisfy the regulationsder Code Secti
401(Kk).

(i) A “401(k) plan” means the Dollar General Corporation 401(k) Savimgd Retireme!
Plan and any other deferred compensation plan dettrto meet the requirements of Code Section 404k
maintained by the Company or any other businessyemt other organization (whether or not incorged whict
during the relevant period is treated (but only thoe portion of the period so treated and for thgppse and to ti
extent required to be so treated) as a single graplwith the Company or any Subsidiary under Coeetién 414(b

(c), (m) or (0).
2.
Except as amended by this Second Amendment, tinesR&l remain in full force and effect.
IN WITNESS WHEREOF , this First Amendment to the Plan has been exdcotethe 13" day of Nov.
2006, but effective as hereinabove provided.

DOLLAR GENERAL CORPORATION

By:  /s/ Jeffrey R. Rice

Its: V.P. of Human Resources
Chairman of the BAC




Summary of
Dollar General Corporation Life Insurance Program
as Applicable to Executive Officers

Dollar General Corporation (the "Company") has legthed a life insurance program for salaried eiygés. Currently, a dec
benefit equal to 2.5 times the employeahnual base salary, up to a maximum of $3 mijllismprovided to a limited group
salaried employees, including the Compangkecutive officers. A lesser death benefit isvigted to other groups of salar
employees.

The life insurance coverage offered through thegmm may be provided through a variety of meanduding individual (whicl
may be owned by the individual or by the Compamyyroup policies with universal, whole or term irsmoce, or through payme
out of the Companyg’ general assets, as determined by the Compats/sole discretion. In addition, certain of theséigies ma
accumulate a cash value which may inure to the flievfeeither the Company or the individual. Redjass of the method f{
providing the coverage, the Company grosses up eatsiio cover any required taxes on premiums oufatpincome for salari
employees of the Company serving as officers.



Dollar General Corporation
Domestic Relocation Policy
Executives/Senior Officers

I




Congratulations on your new assignment!

In addition to the challenges your new positiomgs, you and your family will encounter many change you lea\
familiar surroundings, find a new place to live aadtle into your new location.

The relocation of employees contributes to the Camgjs ability to stay flexible and competitive. For thieaason, w
have partnered with Global Mobility Solutions (GMS)s well as a number of other top rate servicevigens, tc
provide you with a program of relocation supporreduce normal move disruptions, and enable yogetcsettled i
your new home and job as quickly as possible.

This Relocation Guide outlines the services madselae to you to help facilitate your move, indigl selling you
current residence and finding a new community atén

Please take the time to read through this guidefamiliarize yourself with the policy and GMS re&imon service
before you begin planning your relocation. Recogugizhat relocating can be a disruptive time, tleen@any, throug
your dedicated Relocation Coach will assist youyama family throughout your move.

Our best wishes for success in your new location.

Dollar General Corporation Domestic Relocation Poyi, Executives/Senior Officers
Effective 01/09/200°




Relocation Program Contact Information

Global Mobility Solutions (GMS)
Dedicated Relocation Coach
Tricia Davis, Senior Relocation Coach
800-617-1904 ext 8866
480-361-8867 fax
tdavis@gmsmobility.com

Dollar General Corporation Domestic Relocation Poyi, Executives/Senior Officers

Effective 01/09/200°
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SUMMARY OF BENEFITS

Provision
Eligibility

Relocation and
Transition
Expenses

Home Sale
Assistance

Destination Services

Home Purchase Closing
Cost Assistance

Renters’ Assistance

Moving to the New
Location

Tax Assistance

Description

You are eligible for coverage under the relocapomgram described in
this guide if you are classified as an active finie current or newly
hired, salaried executive level employees and safiwers;
homeowner or renter. It is your responsibilitystork with the
Manager Corporate Recruiting and Relocation to mooryiour

eligibility for benefits and to ensure your staisisccurately reflected
in the payroll system.

Note: Active Full-time (AF) means not L, LP, or $tatus.

» A Miscellaneous Expense Allowance of 5% of your rieage salary
to cover incidental expenses associated with yawremot otherwise
covered by this policy

» House hunting expenses will be reimbursed for ®)drfps totaling
seven (7) days for you and your spouse or oneiaddithousehold
member and for your children

» Temporary living expenses reimbursed for up to &gsd

» Marketing Assistance
» Appraised Value Offer
« Amended Value Sal

» Independent Sale

Company’s relocation program offers you profesaidgromefinding
counseling through GMS

« Available to current homeowners and renters
« Company reimburses reasonable and customary horobgae
expenses plus up to 1% for loan origination fees

Company will reimburse up to two months’ rent émy combination of
lease cancellation/duplicate rent

» Normal family household goods moved via van lingsplp to
$75,000 in full replacement valuation

» Mileage reimbursed for driving up to two automobite the new
location; in lieu of driving, the Company will pay ship your second
automobile if distance exceeds 300 miles

» Storage for up to 60 days

Gross-up provided for most non-deductible relaratxpenses
including federal, state and FICA taxes

Dollar General Corporation Domestic Relocation Poyi, Executives/Senior Officers

Effective 01/09/200°




INTRODUCTION

On the Move...

This handbook has been designed to help you uraer8ollar Generad relocation program and to assist you and
family in relocating as quickly as possible withnmal inconvenience. You are encouraged to cdyefelad thi:
handbook in its entirety. Recognizing that relogatan be a disruptive process, the Company an® @M assist yo
and your family throughout your move.

Eligibility

The relocation program was developed to facilitaee movement of active, full-time current, salariegecutivelevel
employees or senior officers who are requesteeéltcate by the Company and designated by the Conpareceiv:
the benefits described in this handbook.

In order to be eligible for relocation as descriliredhis handbook, your relocation must meet th8 BRmile distanc
test. The distance between your former residemceyaur new job site must be at least 50 miles tgrednan th
distance between your former residence and youndojob site.

Family

Your family members eligible for assistance undgs tpolicy include your spouse and your dependentséhol
members. In the event an additional member of Yowsehold is asked to relocate by the Companyayewligible t
receive only one set of benefits.

Time Limit

You are eligible for the benefits extended in tsmdbook for up to 12 months following your effgetdate of transfe
All expense reports related to your relocationracpiired to be submitted within 90 days of the daderred within thi
12-month period.

Disclaimer

The Company has the sole right at any time to egvasnend or discontinue this policy. This polidals not be
considered or construed as an employment contngctiees not constitute a guarantee of employmerarfp minimun
or specified period of time.

Policy Exceptions
If you feel an exception is needed, please contectHuman Resources department (Relocation) sombanay hel
you with your request.

Dollar General Corporation Domestic Relocation Poyi, Executives/Senior Officers
Effective 01/09/200°




RELOCATION ADMINISTRATION

Upon notification of your relocation, your dedicht®elocation Coach will contact you and be yourmaoint o
contact throughout your move. Your dedicated Ratloa Coach will guide you through each step of rilecatiol
process, answer your questions, and help coordilataspects of your move. Listed below are hgjts of th
services your dedicated Relocation Coach will pteuo you:

« general information,

e expense report reimbursements,

« disposition of your present home,

« assistance in finding a new residence,

« moving your household goods,

« moving you and your family to the new location, and

We encourage you to become fully involved in yowve and work closely with the professionals whoehbgen mac
available to assist you throughout the relocatiorcess. By working closely with your dedicated dgation Coacl
you will be able to effectively manage your move.

Forms to Complete
Our goal is to have a relocation process that Eraple and easy to use as possible. Therefaes tire only two ste
that you must complete before receiving your reiocsbenefits.

Step 1. Complete and return the Relocation Initiation Form
The Relocation Initiation Form provides us with onant information to pass on to the moving compang
for relocation check/reimbursement requests.

Step 2. Complete and return the Employee Reimbursement Formr
The Employee Reimbursement Form states that yow mead Dollar Genera’ Relocation policy ar
understand that you are responsible for any exgemsiecovered under the policy. This form may &lage
reimbursement schedule you would follow to pay bagkorated share of your relocation benefits shoulc
leave the company within a year of relocation.

Both of these forms can be mailed or faxed to ttiewing:

Dollar General Human Resources Relocation
100 Mission Ridge
Goodlettsville, TN 37072
Fax (615) 855-5252

Dollar General Corporation Domestic Relocation Poyi, Executives/Senior Officers
Effective 01/09/200°




EXPENSE REIMBURSEMENT

Most ordinary expenses involved in moving from dmeation to another are covered under this polidpy question
of interpretation should be discussed with youricktdd Relocation Coadsefore you take action.

All relocation expenses must be submitted on thiedation Expense Report Form (will be provided tm by GMS
and must notbe combined with regular business expenses. lerdoddetermine the federal and state tax liabfir
reimbursed expenses, all relocation expenses reustgorted accurately.

Where relocation-related expenses are specificaillgbursable, consistent guidelines apply.

All reimbursable expenses must be reasonable gno@pate.
All relocation benefits are reflected in U.S. dddla

All reimbursable moving expenses must be incurr@fliv12 months from the date of transfer and sutaaifol
payment within 90 days from the date the expenseigred.

Only expenses specifically outlined in the policyl e reimbursed.

You must submit original receipts for reimburseme¥yibur completed expense reports together withr yoigina
receipts should be forwarded directly to your dat#id Relocation Coach.

It is important not to include any business expsmerelocation expense forms.

Dollar General Corporation Domestic Relocation Poyi, Executives/Senior Officers
Effective 01/09/200°




RELOCATION AND TRANSITION EXPENSES

Miscellaneous Expense Allowanc
The Company will provide you with 5% of your newsbasalary to cover many of the incidental expems#
specifically reimbursed under this policy, whichyr@cur as a direct result of your transfer:

« driver’s licenses and automobile registrationshmnew location,
« utility deposits,

« shipment of pets,

« cleaning or maid service (new or old location),

« non-refundable tuition, memberships, club duesubssriptions,
e piano tuning,

« tips to movers,

« drapery and carpet installation or alterations,

» television or cable installation or adjustments,

« overnight mail charges,

« tax consulting,

« items unique to your personal move not coverechlsygolicy,

« disassemble/reassemble playground, gym equipmeminsing pools, and similar items.

For newly hired employees check will be cut andlethio address in Dollar General's payroll systethiw 2 weeks ¢
start date.

Tax Assistance
Gross-up will not be provided for the Miscellane&xpense Allowance.

HouseHunting
Dollar General will provide you and your spouseooe additional household member and your childréh two (2]
house hunting/apartment hunting trips for a totaleven (7) days. The House Hunting Trip will i the following:

« Hotel accommodations for a maximum six (6) nights.

« Mileage reimbursement at current Company ratergqal vehicle is driven.

« Reimbursable meal expenses not to exceed $25.0@ktandult, $15.00/day per child (original receiptast b
submitted).

Tax Assistance
Gross-up will be provided for residence huntingenges.

Temporary Living

Temporary Living Assistance is intended only fookerm living arrangements at the new location. &olbener:
will reimburse you for up to 60 days of temporawrg expenses. Temporary living assistance ineutthe following:

1C
Dollar General Corporation Domestic Relocation Poyi, Executives/Senior Officers
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« Lodging for employee only
« Meals for employee only (not to exceed $25.00/dzgel on original receipts)

If you require temporary living assistance pleasstact your dedicated Relocation Coach at leastweseks in advanc
He or she will be happy to help you make arrangegsand answer any questions you may have.

Return Trip

If you are required to report to work in your nescdtion prior to your familys final move, you will be eligible
receive coverage of travel expenses for one (Lrmetrip home during your temporary living peric@ne family
member may visit you in the new location in lieuaafeturn trip.

Tax Assistance
Gross-up will be provided for temporary living aredurn trip expenses.
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HOME SALE ASSISTANCE PROGRAM

Your dedicated Relocation Coach wgtovide you with the necessary expertise to fatditthe sale of your hoi
through the services described below.

Home Eligibility

A home eligible for home sale assistance is any pteted single-family or twdamily residence, including
condominium, that is used as your principal restéeand that is owned by you, your spouse, any of gependen
residing in the same household, or any combinatiothose persons at the time you are asked toatdocThis als
includes land customarily considered part of adessiial lot and all personal property normally selith a residenc
according to local custom. If your home does neetrthese eligibility guidelines, you may quality feimburseme
of certain home sale commission expenses if ydwsal primary residence on your own (Independexie Spage 21).

Homes considereieligible for home sale assistance include, but are notduhtib, the following:

« cooperative apartments,

« mobile homes,

« vacation/secondary homes,

« investment properties,

« homes with excessive acreage (+5 acres),

« homes that are partially completed or under subiataenovation,
« homes ineligible for conventional financing,

« houseboats,

« homes deemed ineligible through building inspecj@nd

« vacant lots appraised as contributory value only.

If you have any questions regarding your haneligibility, please contact your dedicated RetmraCoach prior t
beginning the relocation process.

Overview

Marketing Your Home

The home sale process will begin with listing ydieme. Your dedicated Relocation Coach will help welect
gualified real estate agent and together they dgllermine selling strategies targeted to help yemeive the be
possible offer for your home. The advantage to essftilly marketing your home and selling to an idetbuyer is th:
you may receive a greater cash return than theaiggut Value Offer.

You are required to speak with your dedicated Relon Coach prior to taking any steps to list orke&your home
You are required to market your home for a mininafr@0 days from the date your home is listed wittapproved re
estate agent.
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Appraised Value Offer

If you have not sold your home 30 days after Igtpour home, two independent appraisers will agpergour home -
determine the Appraised Value Offer. This offell Wwe your “safety netproviding you with a guaranteed price, she
your home not sell on the open market. Your AgadiValue Offer will be available to you for 60 day

Amended Value Sale
If you receive a qualified offer on your home fram outside buyer as described on page 19, youdraepportunity t
“amend” the Appraised Value Offer from GMS to retlgour buyer’s offer.

Marketing Assistance

As soon as the Company authorizes your relocagionr dedicated Relocation Coach will contact yolexplain th
first step—the listing and marketing of your home. Placingiybome on the market as advantageously as possi
critical element in successfully marketing your leomrhroughout the home sale process, your dedida&tocatio
Coach will continuously track your agemgfforts to market your home. The goal of thesarts is to help you obta
the best offer for your home within a reasonabtestirame.

Your dedicated Relocation Coach’s objectives are to

« help you identify a qualified and active brokerassist you in marketing and listing your home imighly effective
manner;

« work with your real estate agent to develop a egfiatmarketing plan to sell your home at the bessjble marke
value;

« in conjunction with your real estate agent, sug@est minor repairs and/or improvements that wittrease tr
marketability of your home; and

« work with you throughout the process of you sellyogir home.

How the Marketing Process Works...
The following is a step-by-step process of markgtasistance services provided by your dedicatelndation Coach.

Agent Selection

Your dedicated Relocation Coach will place a reflewith two (2) area real estate agents who waltwour home ar
prepare a complete Employee Relocation Council (ER&rket Analysis. If you would like to designadeparticula
real estate agent that has not been recommendsaephotify your dedicated Relocation Coach. Ag las the re
estate agent agrees to the progsanequirements, he or she will be able to work witlh as one of your two selec
agents. You may not utilize or ask to have qualdifany real estate agent that is a family member; spouse, chil
mother, father, brother, sister orlaws. If you have no preference or are not famidh local brokers, your dedicat
Relocation Coach will assist you in the selection.

Market Analysis

The two selected real estate agents will be asiegbr dedicated Relocation Coach to complete &etanalysis ¢
your home that will be used to prepare a marketingtegy. The market analysis will describe theesu marketplac
along with the agent’s opinion of
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the most probable sales price for your home. Thalysis also contains a suggested sales action \wid
recommendations for preparing your home for optinmianket attention.

Listing Your Home

Your dedicated Relocation Coach will ask you t@sebne real estate agent from the two you haesviegwed. He ¢
she will then work with you and your selected agerdevelop a marketing strategy and establisktgfice that is bo
attractive and realistic in the local market.

You are required to list your home within 110% bé tmost likely sales price as indicated on the BrekMarke
Analysis (BMA) prior to the appraisal process. ®nou have received your Appraised Value Offer, poa the
expected to list your home within 110% of the Apped Value Price. You are required to list youmieofor ¢
minimum of 90 days from the initial list date befgrou are eligible to accept the Appraised ValuieOf

Listing Exclusion Clause
When you speak with your dedicated Relocation Cpohehor she will discuss the necessity of includimg following
language in the listing agreement with your broldre reason for this clause is to allow for caratedh of the listin
agreement if necessary for GMS to close with thgehu This clause is considered “standard opergpirogedure”
among agents who work with corporate transferdés following Exclusion Clause should be attachedmaddendu
to the Listing Agreement.

“In the event of any conflict or inconsistency betweahis Addendum and the Listing Agreement, thenseof thi
Addendum shall control.

It is understood and agreed that regardless ofhvenetr not an offer is presented by a ready, vgllmd able buyer:

1. No commission or compensation shall be earned bygeodue and payable to, broker until the salehe
property has been consummated between seller g, libe deed delivered to the buyer and the psecpac:
delivered to the seller; and

2. The seller reserves the right to sell the priyge GMS or to:
(individually and collectively a “Named Prospectif®urchaser”)at any time. Upon the execution by a Na
Prospective Purchaser and me (us) of an AgreenfeBale with respect to the property, this listirgyeement she
immediately terminate without obligation of my (pyoart or on the part of any named Prospective Haser to eithe
pay a commission or to continue this listing.”

Real Estate Agent Date
Seller Date
Seller Date
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Monitoring the Marketing Process

Your dedicated Relocation Coach will work with yand your real estate agent throughout the markgiingess t
ensure maximum exposure for your home, provide daekl on the marketing process, and recommend @y
modifications, if needed.

Negotiating a Sale

When you have an interested buyer and receivefan gbur dedicated Relocation Coach will be a ahla resource
you negotiate a price and a Offer Letter. You nsuktmit ALL offers received to your dedicated Rwliboon Coach fc
review and consideration. DO NOT SIGN a contractgioy other document) with the buyers or take aoney as
deposit from the real estate agent or prospectiyer

Finalizing a Sale
Your dedicated Relocation Coach will handle theailietof the real estate transaction once the tasfmthe sale
agreement have been finalized.
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APPRAISED VALUE OFFER

Your decision to relocate should not be hampereddngerns about selling your home. GMS will asgist by makin
an offer to purchase your home at a value estaalitly independent fee appraisershe appraisal process will beg
30 days after listing and marketing your home.

Appraiser Selectior
Your dedicated Relocation Coach will have two (REapproved appraisers contact you to scheduleecoent time t
survey your home.

Appraisals
An appraisal is an estimate of the anticipatedssphice of your home over a reasonable sellingogderiAppraiset
estimate value primarily by comparing your homehte sales of similar properties making detailedisiipents for tr
differences between those properties and your hoifiifee appraisers consider location, size, age, ittond anc
marketability.

When the appraisers arrive to inspect your homae,sjmuld be prepared to discuss any facts thatbwaagnportant i
determining the value of your home:

e any improvements you have made to the home thatamenay not be visible to the appraisers; and
« any information on similar homes that have recesdly in your area.

Your home will be appraised in “as igbndition, so it is important your home shows faay to maximize tr
appraised value and resale efforts. Your dedicR&dcation Coach and your real estate agent wsisa suggestir
specific fix-up items to help maximize your marketiefforts.

The appraisers may also ask for a copy of the famdey and a copy of the title policy that you reed when yo
closed on your home. They will need these itenabtain the correct legal description.

Determining the Appraised Value Offe

Your Appraised Value Offer will be equal to the eage of two independent appraisals. However, &f ¥hrianc
between the two appraisals is greater than 5%eohipher amount, a third appraisal will be order&dthis case, yo!
offer will be determined by averaging the two cktsappraisals.

Your dedicated Relocation Coach will present yothwiour Appraised Value Offer once the inspectiod appraisi
reports have been received and reviewed. Your heithdave to pass all inspections and/or you nsadtsfactoril
remedy any deficiencies before your offer is finatl. The entire process should be completed wa@idays from tr
date of the last inspection.

You are required to list your home at no more tha0% of the Appraised Value Offer. This may reguiou to make
an adjustment to your current list price.
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Title Search

In addition to arranging for the appraisals angh@tdions, a title search will be initiated in ordemrepare for closin
You may need to be involved in clearing any tisleues should they appear on the title reportageléenform your re
estate agent that GMS is bringing the title uglte. This can avoid a duplicate title searchte®fan agent w
arrange for a title search upon notification fromerder of a buyer’s loan approval.

Offer Period

Your dedicated Relocation Coach will call you wytbur Appraised Value Offer and outline the timingdgprocess ¢
the home sale program. The Appraised Value Offer &n®0-day acceptance period6-days to continue marketi
your home knowing you have a set “safety net”. ¥60-day acceptance period begins the day your Offetet &
postmarked. You may accept the appraised val@g affany time after marketing your home for 60sday

Home Sale Program Timelin

[Graphic Omitted]

You are required to market your home for 90 dagmfthe list date before you are able to accepith@aised Valu
Offer.

Accepting the Appraised Value Off

If you are unable to sell your home during thedd-offer period and accept the Appraised Valueffou and yot
spouse should sign the GMS Offer Letter and rehoth copies to your dedicated Relocation Coachgaleith the
other supporting documents. Your execution of @féer Letter is a legal transaction. You will netm sign an
notarize the Offer Letter and other related docusen

The signed GMS Offer Letter and related documentistroe received by your dedicated Relocation Caachr prio
to the expiration date of your offer. The contradt be dated on the day all necessary documemtsampleted ar
signed by you and your dedicated Relocation Coach.

Vacating the Home

You have 60 days from the date you sign the GM®Qfétter in which to vacate the property providecksale closir
does not occur sooner. If you cannot move witlind@ys, please let your dedicated Relocation C&aolw and yo
may be granted additional time to vacate, if cirstances warrant.

After you and GMS have signed the Offer Letter, yaill continue to be responsible for the costs aimenance
repairs, utilities, insurance, etc., until you adlyivacate. Prior to vacating, you will be expztto cooperate fully wi
all attempts by GMS to market the home by allowprgspective purchasers to view the premises by iappen
during reasonable hours.
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From the date you vacate, GMS will make all futorertgage, tax, and other carrying payments on youne. It wil
also assume payment of maintenance and utilityscosbur equity statement will reflect mortgageenatst through yo!
executed GMS contract or vacate date, whichevaesdast.

Utilities

Since sudden cold weather can cause damage dueetonig, do not turn off any utilities when you atethe hom
The utilities must be left in your name until yoantract with GMS or vacate the home, whichevdaisr. At tha
time, you should request final readings from thityitompanies serving your home. Your dedica®sdocation Coac
will instruct your real estate agent to transfex tiilities into the real estate compasiyrame until the home closes v
new buyers. The day you vacate is customarily #te dtilities are transferred to the real estatepgamy. If you recei\
a utility bill covering a period of time when paymewas not your responsibility, please submit tineoice to you
dedicated Relocation Coach for payment.

Insurance

You will need to cancel your homeownreihsurance policy effective when GMS signs theeOHetter or you vacai
whichever is later. Any refund due to you from iheurance company will be paid directly to you.aké note t
discuss this with your insurance agent and follgnfunecessary.

If you are vacating your home prior to contractimgh GMS, contact your insurance agent to arrarmes@age durin
any periods the home will be unoccupied. Most hmnreer’'s insurance policies state coverage is void ifttivelling is
unoccupied for a specific period of time.
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AMENDED VALUE SALE

Achieving an Amended Value Sale is of benefit ta ywmd the Company. The Company avoids the sigmfiexpens
of purchasing, maintaining, and reselling your hahmeugh GMS and you receive the highest possihte gor you
home.

If at any time during your marketing period, yoeewe an offer through the efforts of your reabéstagent, you mt
submit the offer to your dedicated Relocation Co&® NOT SIGN a contract (or any other documenthwhe buyer
or take any money as a deposit from the real eatsnt or prospective buyer.

Advantages of an Amended Value S:

« You may receive a greater cash net return thaApipeaised Value Offer.

« You will be relieved of the responsibilities of perty ownership upon vacate or contract date wMSGwhicheve
is later.

« You will be relieved of the necessity of closingmihe buyer.

« After contracting with GMS, you will be assuredreteiving the net proceeds based upon the Amendéd:\Gal
even if the original sale falls through and doesahose.

Analyzing the Offer

Your dedicated Relocation Coach will review thenterof the offer in an effort to determine whethwes bffer is bon
fide (made in good faith), and to confirm thatstriot subject to the sale of the bugeproperty, does not contain
unusual or unreasonable terms, and is not sulgectdrim financing.

Amending the Offer Lette
Once the final offer has been approved, your déelicRelocation Coach will ask you to “amentie amount in yol
GMS Offer Letter to reflect the buyer’s offer amdsign and return the Offer Letter.

Buyer's Offer Less Than Appraised Value Offer
At its discretion, the Company may also acceptreftd at least 97% of your Appraised Value Off&ou will remair
eligible to receive your equity calculation basedlioe Appraised Value Offer.

Closing an Amended Value Sale
GMS will acquire your home, according to the tewhshe amended GMS Offer Letter with you. GMS vailso fully
honor the terms of the Purchase Agreement witlbtiyers.

GMS will make every effort to close the transactwith the buyer. However, since GMS has alreadylpased yol
home, you will not be impacted if the sale to thuydr is not eventually consummated. Your equitynpant will be
based upon the Amended Value Sale Price.

Responsibility for your property remains with yoatilyou contract with GMS or vacate, whicheverlaser. Thit
includes maintenance of your home, payments fttiesi, mortgage, taxes, and premiums for insurance
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Equity

Your equity is calculated as of the GMS contradeda your scheduled vacate date, whichever is,lated is base
upon the Amended Value sale price or guaranteest pffice, whichever is greater. You will need tmiinate th
timing of your equity check with your dedicated &=tion Coach. You may be eligible to receive anitgcadvanc
once you have signed the GMS Offer Letter and wthere is a specific need for funds to close onva heme in th
destination area.

It is important to note that certain items are cmtered under the policy and will be deducted fyaar final equity, i
you have agreed to any of these additional selespenses:

« repairs and improvements requested by the buyer;

» buyer’s closing costs;

« homeowner warranties;

« buyer’s incentives;

« real estate commission above the standard raimforarea;

« closing dates beyond 60 days of vacating or cottigaevith GMS.
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INDEPENDENT SALE

If your home is considered ineligible for the Compa Home Sale Assistance Program as set forthage 42 (Home
Eligibility ) or you elect to sell your home independently iptinitiation into GMS’Home Sale Assistance Progr:
you may be eligible to receive direct reimbursenwgtandard and actual real estate commissionnsgsewhen yc
sell your home on your own. Contact your dedic&®etbcation Coach to determine if your home quaifer this hom
sale option.

If your home is eligible for GMShome sale assistance and you sell your home onagwnr the Company will n
provide tax assistance for your home sale comnrissipenses.

Reimbursement of Expenst
Real estate commission at the prevailing rate ur yarrent location (maximum of 6%) will be reimbad if you se
your home independently within twelve (12) monthyaur effective date of transfer.

Discount points incurred through negotiation withA&; VA and conventional financingre notreimbursable.

Tax Assistance
You will receive tax assistance for home sale cossian expenses only if your home is ineligible ttee Home Sa
Assistance Program. If you choose to sell youré&om your own, no tax assistance will be providegadu.

21
Dollar General Corporation Domestic Relocation Poyi, Executives/Senior Officers
Effective 01/09/200°




R ENTERS’ ASSISTANCE

Lease Cancellatior

If you are presently renting your home or apartmgati should immediately notify your landlord oage holder ¢
your move to avoid or minimize penalty charges.ubould attempt to obtain a written waiver of @ngvisions of th
lease requiring fees or penalties due to your feansThe Company asks that you make every eftorninimize thi
penalties by making the best possible arrangenattisyour landlord.

Should you be required to pay a penalty, the Compamburses up to a maximum of two (2) monttesit for an'
combination of lease termination penalty chargedeiture of lease deposit, and/or duplicate renyour former horr
or apartment. If necessary, your dedicated Realmt&oach can assist you with lease cancellatiangements.

New Lease Agreemel

A new lease should be examined carefully befois #igned. You should negotiate a cancellatiomsg#athat woul
give you the right to cancel the lease without ftgrafter giving 30 days notice, in the event of@nmpanymitiatec
transfer.

Sample Clause:
If tenant’s employer relocates tenant to a locatmare than fifty (50) miles from the premises tratthe
subject of this lease, this lease will be autonadiffderminated without further liability at anynie. Tenant
agrees to give landlord at least 30 days notichishher intention to terminate this lease alongwatoof of
such transfer of employment.

Tax Assistance
Gross-up will be provided for renters’ assistaraienbursements.
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DESTINATION LOCATION

Planning Your House Hunting Trip

Whether you are a homeowner or a renter, seleatingw community and home is one of the most impodacision
you will make as a result of your job transfer.eT@ompanys relocation program offers you professional hontfic
counseling through GMS. The Company encouragesg/take advantage of this valuable service.

Your dedicated Relocation Coach will discuss yamify’s specific needs, preferences, and lifestyle. rAftgiew o
your requirements, your dedicated Relocation Coatlilselect a local real estate professional whexperienced in tt
areas of interest to you.

Remember to contact your dedicated Relocation IEpaor to contacting any real estate agent imtae location.

Your dedicated Relocation Coach and real estatatagéd work together to organize your house hugtinp so it i
productive. By planning in advance, the agent ballprepared to take you on area tours and disteuss of interest |
you and your family. Preparation gives you a bettence of quickly finding a residence to fit yogreds at a price y
can afford.

Once your real estate agent is contacted, he awvgiherovide the following information:

» schools, churches, etc.,

e commuting times,

« child and elder care services, and
» pre-selected homes for viewing.

If you are a current homeowner, you should delayskchunting in the new location until you have atingated valu
on your present home and you have beengpedHied by a mortgage lender. Home purchasesdets made wil
unrealistic expectations of current equity may fasuwver-commitment at the new location.

Internet Home Searct

Although the Internet can be a useful tool to gaformation on housing in the new area, keep indnjiau need to u:
the approved real estate agent assigned to yolbtainanformation or to view any home you find dretinternet. Th
will avoid confusion as to which agent you are wiogkwith and any possible real estate commissispudes.
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HOME PURCHASE CLOSING COST ASSISTANCE

If you are purchasing a residence in the new lonatyou will be reimbursed for reasonable and ddtaene purchas
closing costs provided you sign a contract to paseha home in the new area and close within ormeojgaur effectivi
date of transfer.

One time closing costs for permanent financing ballreimbursed including:

« normal attorney’s fees,

« appraisal fees,

» tax service fees,

« title insurance (lender’s coverage, only),
« recording fees (including tax stamps),

« credit reports,

» survey fees,

« flood certification, and

« inspections required by the lender.

In addition to all closing costs mentioned, the @amy will pay one origination point (fee) to cloaenew firs
mortgage. The Company does not cover time- closing adjustments such as property taxesiehlmazard insuranc
fuel adjustments, or private mortgage insurance [JPMhe Company does not cover the costs assdciaith
establishing second mortgages or home equity bhesedit.

Tax Assistance
Gross-up will be provided for non-deductible honueghase closing costs.

National Mortgage Lender Prograr
The Company has selected national mortgage lertdgreovide you with a wide variety of mortgage see¢. You
dedicated Relocation Coach will provide you witfoinmation on participating mortgage companies.

Using the services of these preferred lendersoffeany advantages:

« familiarity with the Company’s program,

« mortgage loan pre-approval process,

« direct billing of closing costs to the Company, and
« consideration of current spousal income.

New Constructior
If you elect to build a home in the new locationyymay incur additional expenses as opposed tdpsirtg an existir
home. Be aware in making your decision that pdtiegefits will not be extended if you decide to duil
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MOVING TO THE NEW LOCATION

To enable you and your family to make an effectransition to the new area, the Companyelocation progra
provides for a range of move-related assistance:

« pre-move survey of your household goods by the ngpgdbmpany;

« complete packing of all items;

« transportation of your household goods to your nesidence;

« Up to $75,000 in full replacement valuation coverég your household goods;
« unloading, unpacking, and placement of all furmtur your new residence; and
« storage of your household goods for up to 60 daysquired.

Shipment of Household Gooc
You will need to plan to be present during all gsasf your move—pack, load, delivery, and unpacking. Your ¢
planning, preparation, and involvement during thecpss will contribute to a successful move.

Items Excluded From Shipmer
The items listed below are not ordinarily consideneusehold goods and are your responsibility. Company, GM
Relocation, and the moving company will not takepansibility for these items.

The Miscellaneous Expense Allowance is intendedsiist you with expenses unique to your personakenamd fo
items not covered by this policy. Please noteGhepany will not pay for the shipping of the follmg items. If you
have any questions, contact your dedicated Retot&bach.

« boats « airplanes

« campers, trailers, motor homes « plants, animals

« farm machinery « large playground equipment

« firewood, rocks, sand, soll, etc. « tool or storage sheds, outdoor buildings

« perishable food items, refrigerated or « valuables such as jewelry, money, coins,
frozen coin and stamp collections, irreplaceable

« aerosol cans, flammable liquids and photos, stocks, bonds, deeds, wills, and
other hazardous materials other legal documents

« lumber, bricks, blocks, cement, tiles and
building materials

Playground and Similar Equipmen

Playground, gym equipment, swimming pools, and laimiems must be disassembled prior to your mase df the
movers disassemble and reassemble these itemsyillobe responsible for payment of these costshat time o
service.

Insurance
Your household goods are protected with up to $Xbd¥ full replacement valuation coverage.
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Items of Extraordinary Value (Including Antiques

It is recommended that items of extraordinary vadueh as antiques, fine art, furs, silver, chingstal, photograpt
equipment, oriental rugs, baseball cards, comiteraollectibles, etc. be professionally appraigedr to your move
If purchased within the last year, the value carnsbbstantiated with a sales receipt. The Compalhyhot pay fol
appraisals or any special handling and packagiranbflues or other high-value items.

Packing and Loading

Careful packing and proper loading are very impur&teps in assuring a successful move. It is mapo that th
mover packs all your household goods. The drividl prepare a complete inventory list of your holskel good
describing the condition of each item (nicks, stras, dents, etc.). Review the inventory careftdlynake sure yc
agree with the drives description before you sign the inventory. Theentory is an important document in
settlement of claims for loss and damage.

Unloading
Check with the van driver about delivery timeshegt hew location. Be sure to give them all posdibllephone numbe
where you can be reached en route and in the rn=atido.

As your goods are being unloaded, you must chefoiamth item on your inventory sheets. Make notation the shee
of missing or damaged items immediately and haeedtiver sign it. Assembly of furniture will be opleted prior t
the driver leaving your home. Unpacking of youods consists of removing the items from the cariorike room fc
which they are labeled. This does not includeipgitems away. Disposal of cartons is includethiemmove services.

Billing
The van line will send the invoice for your moveeditly to GMS. If you transport household goods cavered by tr
policy or incur unauthorized charges, you will pected to pay for these items at the time of éejiv

Tipping

Tips to the movers are not covered under this polou may use your Miscellaneous Expense Alloveanc

Shipment of Automobile:

The Company will reimburse mileage at the currartgiess rate for up to two (2) automobiles to beedrto the ne
location. In lieu of driving one automobile, ther@pany will pay to ship your second automobilend tistance to tl
new location exceeds 300 miles.

Storage in the New Locatio
You should make every effort to move directly tauypermanent residence. If necessary, are elipblthe storage
your household goods for up to 60 days.
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Time Off for Moving

Dollar General understands that moving can be a-tiomsuming, and stressful project. Therefore, yay meed t
take some time off from work for this purpose. y&ur manages approval, Dollar General will allow you up to
week of paid time off for relocation. During thisne it is suggested that you take care of anythaigting to yoL
relocation so that you are able to become settiegbur new residence and be fully focused on yobrypon yot
return. Please discuss your plans to take timéooffnoving with your manager well in advanceo that he or she
plan for your absence.

Travel to the New Location
You will be reimbursed for onery transportation for you and your family to trhtethe new location. If you driv
you will be expected to drive a minimum of 300 mifger day and via the most direct route as eshaalipy a standa
Rand McNally table or equivalent.

You will be reimbursed for the following reasonabled actual en route expenses:

« lodging (one night in departure or destination tawaor en route night as needed),

« meals, reimbursed up to $25.00/day for adults drfdR/day for children (original receipts must bbritted),
« mileage (current business mileage rate), parkind talls, and

« airfare, if necessary (14-day advance purchaserszfju
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TAX ASSISTANCE

Many reimbursements made to you are consideredlaxacome. The Company is required to reportretbcatior
reimbursements as compensation with the exceptiortems identified below. For informational purgss thi
Company will provide you with a tax assistance shiegt will be prepared and mailed to you in Japdaliowing youl
move.

The following expenses asxcludedrom taxable income:

« reasonable and normal expenses for the movemétusiehold goods;

« up to thirty days (30) of household goods storapagemvaiting to occupy your residence in the newakon; and

« reasonable and normal expenses for transportatidrioalging for you and your eligible family membérsm you!
present location to the new location.

The Company will assist in paying the additional tasulting from taxable relocation reimbursemer®ayments wi
be made directly to the federal, state, and FIOA &athorities. It is recommended you seek guiddnoe a ta
professional for any year in which you receive calton+elated services or expense reimbursements. Aecarpens
documentation is very important.

The tax assistance provided to you is based solelyour Company derived income, your filing statasgd number «
1040 exemptions. Spouse income, investment incomanyg other outside income will not be included thre
calculations. Individual variances from the progtscalculations will not be reimbursed.

The additional taxes as calculated by the grosprogram and paid on your behalf will be includedyour W2 as
income.

28
Dollar General Corporation Domestic Relocation Poyi, Executives/Senior Officers
Effective 01/09/200°




TAX TREATMENT TABLE

Keep in mind some relocation items are not eligfblegrossup. The table below outlines which relocation papte
will be tax assisted.

Deductible/ Grossed Up

Relocation Provision Taxable Excludable
Miscellaneous Expense v No
Allowance

House Hunting v Yes
Temporary Living v Yes
Home Sale Assistance Billed directly to Company
Independent Sale -eligible v No
home

Independent Sale -ineligible v Yes
home

Renters’ Assistance v Yes
Home Purchase Closing Cost v Point may be Yes

deductible  excluding point

Household Goods Move v
Storage v v Yes
Days over 30 Days over 30
Travel to the New Location Meals & Transportation Meals &
Mileage greater & Lodging Mileage greater
than $.18/mile than $.18/mile
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100 MISSION RIDGE « GOODLETTSVILLE, TENNESSEE 37072-21%1PHONE (615) 855-4000
DOLLAR

GENERAL
CORPORATION

December 4, 2005

Mr. David Beré
628 W. North Street
Hinsdale, IL 60521

Dear David:

| am pleased to extend this amended offer to yoth#® position of President & Chief Operating Odficeffective
December 4, 2006. You will also remain a membehefBoard of Directors under this agreement. ckiga is the
revised term sheet, as discussed, outlining thepoaents of your total reward package including lsadary, cash
bonus and benefits including severance benefitesd& items will serve as a letter of agreementdstwou and Dolle
General until such later time when an employmentre@t may be contemplated.

As discussed, this offer is also contingent on yanmpletion of a full background check including pue-employment
drug test.

| am excited about the opportunity to work with yamd am confident you will play a key role in Dollaenerals future
success!

Sincerely,
/sl David A. Perdue

David Perdue
Chairman and Chief Executive Officer

DP/jrr
Enclosures
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TERM SHEET
David Beré Offer Pending Background & Drug Test
Effective December 4, 2006

POSITION TITLE - President & Chief Operating Officer (remains memtfelBoard of Directors)

ANNUAL SALARY - $700,00C

BONUS - Participation in the Company’s bonus program, wliigh be amended at any time, at the Compadigcretion
Bonus eligibility and performance criteria will lestablished by the Company and may include baivinhual and
corporate performance objectives. The currenetargnus for this position is 70% of base salargrgted based on
months of service and subject to the terms anditiond of the bonus program then in effect for fhsition.
COMPANY CAR PROGRAM - A leased vehicle up to $50,000.00 value will bevited through our contracted fleet
vendor, PHH, or you may choose the car allowant®wog$l,750/month).

RELOCATION - You will be eligible for the relocation benefitsrfofficers as outlined on the attachment.

SEVERANCE —You will be entitled to severance benefits uponryeoluntary resignation with “Good Reason” or upon

your termination without “Cause” if you sign a raée acceptable to the Company and agree to noneteymmon-
solicitation and confidentiality limitations, alhahe same terms as are customarily required oftrepany’s executive
officers. Your severance benefits will equal aroant, payable in equal installments over a 12 mpettiod, equal to yo!
annual base salary in effect on your terminaticie.da

Any one of the following conditions or conduct bguyshall constitute “Cause”:

e Any act involving fraud or dishonesty;

« Any material breach of any SEC or other law or fation or any Company policy governing tradingdealing
with stocks, securities, investments and the likevith inappropriate disclosure or “tipping” relagj to any stock,
security or investment;

o Other than as required by law, the carrying owrof activity or the making of any public statemethich
prejudices or reduces the good name and standitiged®ompany or any of its affiliates or would lgriany one o
these into public contempt or ridicule;

« Attendance at work in a state of intoxication oingfound with any drug or substance possessiamhia¢h would
amount to a criminal offense;

o Assault or other act of violence; or

« Conviction of or plea of guilty cnolo contendrd¢o any felony whatsoever or any misdemeanor thateh
preclude employment under the Company’s hiringgyoli

“Good Reason” shall mean any of the following aasidaken by the Company:

« A reduction by the Company in your base salaryaaydt bonus level;

« The Company shall fail to continue in effect aryrslicant Company-sponsored compensation plan oefite
(without replacing it with a similar plan or withc@mpensation equivalent), unless such action é@imection
with across-the-board plan changes or terminasomdarly affecting at least ninety-five percent{@) of all
executive employees of the Company;




« The Company’s principal executive offices shalhib@ved to a location outside the middle-Tennesses, ar we
require you to be based anywhere other than thep@ows principal executive offices; or

« Without your written consent, we assign you dutie®nsistent with, or significantly reduce thedjtpowers and
functions associated with, your position, titlesoffices of President and Chief Operating Offiaerless such
action is the result of a restructuring or realigmnof duties and responsibilities by the Compéorybusiness
reasons, that leaves you at the same compensatioofiécer level (i.e., Vice President, Senior Vigeesident, or
Executive Vice President, etc.) and with a simligael of responsibility, or unless such actionhis tesult of your
failure to meet pre-established and objective perémce criteria.

o Good Reason shall not include Employedéath, disability or termination for Cause. Twmpany shall have ti
opportunity to cure any claimed event of Good Reasithin thirty (30) days after receiving writtetice from
you specifying the same.

7. BENEFITS

a. Health insurance coverage, including mediaalsgription, dental and vision, will be effectiviean your date of
hire. Coverage is contingent upon the completiwh submission of all applicable enroliment formshe
Benefits Department at the Store Support CentdrinvB1 days of your hire date.

b. You will be eligible to enroll in the Dollar @eral Corporation 401(k) Savings and Retirement Bfzon your
date of hire. You can contribute up to 25% of yoompensation up to the IRS annual limit ($15,002006 &
$15,500 in 2007) and even more if you are age Sfidar (subject to IRS limits). Beginning on thesfiday of the
quarter after you have one year of service, youradeive a 100% match on the first 5% that youtigbute to the
Plan. You will be vested in all employer contrilmunts immediately. If you have pre-tax money frorothaer
eligible retirement plan, you may roll that into 2w General’'s Plan immediately upon joining Dolaeneral.

c. Supplemental Executive Retirement Plan — Defirantribution plan with formula of contributiond®d on
combination of age and years of service with thegany. Enrollment in the SERP is effective 1/1/07.

d. Compensation Deferral program. You may defetou65% of your base pay and up to 100% of yoauahcash
bonus. Each year of employment, you may chooseter the plan effective January'df that year.

e. Vacation — 4 weeks vacation eligible withisfiyear of employment.

f. Based on the Company’s current Short-Term DigglProgram, and subject to your otherwise sgtigj the
requirements of that Program, you will be eligitdaeceive benefits for your own “serious healthditon” after
three months of active, full-time employment.

g. Company Paid Group Long-Term Disability Insw@r provides a monthly benefit of 60% of basergdlap to
the Plan’s maximum monthly benefit of $20,000) dHowu become totally disabled over 180 days.

h. Company Paid Executive Life Insurarempial to 2 ¥2 times your base salary, updated alynt@ia maximum of
$2.5 million. Amounts over $900,000 are subjeatt@ence of insurability and may require additigpeperwork
and/or medical examinations.

8. NOTE ON EQUITY RECEIVED AS BOARD MEMBER - Any RSUs received in conjunction with your priarvice
as an outside director are now subject to theiligton limitations of Section 409A of the Codepegifically, any
distribution shall commence no earlier than thstfitay of the calendar month that is at least sintims after your
Termination Date.




Agreed and Acknowledged:

Dollar General Corporation

/s/ Challis M. Lowe

By: Challis M. Lowe

Employee

/s/ David L. Beré

Its: EVP of Human Resources

David Beré




RELOCATION BENEFITS SUMMARY
For Officers

Dollar General has chosen Prudential Relocationtmanage the program.
e Pre-move Allowance
0 5% annual base salary (before taxes

House Hunting Trip
0 Two trips for entire family
0 Hotel accommodations for a maximum of 7 night:
0 Mileage reimbursement of $.40/mile
0 Meal expense- $25.00/day per adult; $15.00/day per chilc

e Temporary Living
0 Up to 6 months lodging;
0 Meals $25.00/day

e Moving to New Location
0 Move will include moving of personal goods from Chiago to Nashville
0 Normal family household goods moved via van lin
0 Storage up to 90 day:
0 Return trip home for move arrangements
0 Mileage, lodging and meal reimbursement for travehg to new destination on move day (lodgin
only reimbursed if traveling more than 300 miles

» Destination Services
0 Professional home finding counseling through Prudedral Relocation

 Homesale Assistance (on Chicago residenc
0 Prudential Relocation Company
Appraised Value Offer
Marketing Assistance
Buyer Value Option
Independent Sale (homes that qualify
Up to 6% Realtor’'s fee paid by Prudential

O O Oo0OO0oOo

e Closing Cost on New Home
0 Reimbursement of customary home purchasing expensesated to closing costs plus up to 1% loe
origination fee

* Renter's Assistance
0 Reimbursement of up to 2 months rent for lease capdlation



EMPLOYMENT AGREEMENT

THIS EMPLOYMENT AGREEMENT (“Agreement”), effectivé\pril 1, 2006 (“Effective Date”),is made an
entered into by and betwe®OLLAR GENERAL CORPORATION (the “Company”), and Challis Lowe (“Employee”).

WITNESSETH:
WHEREAS, Company desires to employ Employee upertéims and subject to the conditions hereinaéefasth

and Employee desires to accept such employment;

NOW, THEREFORE, for and in consideration of thenpises, the mutual promises, covenants and agree
contained herein, and for other good and valualdasideration, the receipt and sufficiency of whiare hereb
acknowledged, the parties agree as follows:

Employment Terms

1. Employment . Subject to the terms and conditions of this Agreetnthe Company agrees to em
Employee as Executive Vice President, Human ResswtDollar General Corporation.

2. Term . The term of this Agreement shall be until the dhannual anniversary of the Effective C
(“Term” ), unless otherwise terminated pursuant to SecipBs9, 10, 11 or 12 hereof.

3. Position, Duties and Administrative Support.

a. Position. Employee shall serve as Executive Vice Presjddotnan Resources and shall perf
such duties and responsibilities as Employee’srsigm or the Company’s CEO may direct.

b. Full-Time Efforts. Employee shall perform and discharge faithfilyd diligently such duties a

responsibilities and shall devote Employee’s fille efforts to the business and affairs of CompaBynploye
agrees to promote the best interests of the Comaadyo take no action that is likely to damageghblic image c
reputation of the Company, its subsidiaries oaffsiates.

C. Administrative Support Employee shall be provided with office space addhinistrative support.




d. No Interference With Duties Employee shall not devote time to other actsitivhich would inhib

or otherwise interfere with the proper performamieEmployees duties and shall not be directly or indire
concerned or interested in any other business aticuy activity or interest other than by reasorholding a non-
controlling interest as a shareholder, securitielsldr or debenture holder in a corporation quotedaanationall
recognized exchange (subject to any limitationthenCompanys Code of Business Conduct and Ethics). Empl
may not serve as a member of a board of directbes forprofit company, other than the Company or any s
subsidiaries or affiliates, without the expressrappl of the CEO and the Nominating and Corporatéenanc
Committee of the Board. Under no circumstances Emaployee serve on more than one other board of-prfdit

company.

4. Work Standard . Employee agrees to comply with all terms and domas set forth in this Agreement,

well as all applicable Company work policies, prbeees and rules. Employee also agrees to comyily aili federal, sta
and local statutes, regulations and public ordieargoverning Employee’s performance hereunder.

5. Compensation.
a. Base Salary Subject to the terms and conditions set fortthia Agreement, the Company shall

Employee, and Employee shall accept an annual $saey (“Base Salary”df no less than Four Hundred and
Thousand Dollars ($410,000). The Base Salary staplaid in accordance with Compasyiormal payroll practic:

and may be increased from time to time at the disleretion of the Company.

b. Incentive Bonus. Employees incentive compensation for the Term of this Agmeat shall b

determined under the Compasyonus program for officers, as it may be amerfded time to time. The actL
bonus paid pursuant to this Section 5(b), if ainllsbe based on criteria established by the Cosgtean Committe
and/or the CEO, as applicable, in accordance \itérms and conditions of the bonus program flicess.

C. Stock Based CompensatiorEmployee shall be eligible for award grants friome to time consiste

with the award grants made to similadijuated officers of the Company as governed byt#nms of the 19¢
Employee Stock Incentive Plan, as may be amendeahysuccessor plan thereof (the “Stock Plaas)determine

in the sole discretion of the Compensation Conemitt




d. Vacation. Employee shall be entitled to three weeks paidation time within the first year
employment. After five years of employment, Empleyhall be entitled to four weeks paid vacationcat@amn time
is granted on the anniversary of Employekire date each year. Any available but unusedti@acas of the annt

anniversary of employment date or at Employeemileation date shall be forfeited.

e. Business Expenses Employee shall be reimbursed for all reasonableiness expenses incurrei

carrying out the work hereunder. Employee shalieae to the Company’expense reimbursement policies

procedures.

f. Perquisites Employee shall be entitled to receive such othercutive perquisites, fringe and ot
benefits as are provided to similarly-situated cefs and their families under any of the Comparplans and/

programs in effect from time to time.

6. Benefits . During the Term, Employee (and, where applicaBmployees eligible dependents) shall
eligible to participate in those various Companyfare benefit plans, practices and policies in pldaring the Term, if an
(including, without limitation, medical, prescripti, dental, vision, disability, employee life, atemntal death and tra
accident insurance plans and programs, if anyh¢oeixtent and in accordance with the terms of tipdaes. In additiol
Employee shall be eligible to participate, pursutntheir terms, in any other benefit plans offetgdthe Company
similarly-situated officers or other employees during thenTéexcluding plans applicable solely to certainiagffs of th
Company in accordance with the express terms af gl&ns), including, without limitation, the 401(Retirement ar
Savings Plan and CDP/SERP Plan. Collectively taeagpand arrangements described in this Sectiomd6aa they may |
amended or modified in accordance with their teameshereinafter referred to as the “Benefits Plamdotwithstanding th
above, Employee understands and acknowledges timgiokee is not eligible for benefits under the RoliGener:

Corporation Severance Plan and that the only seeeraenefits Employee is entitled to are set fortiis Agreement.

7. Termination for Cause . This Agreement may be terminated at any time liyeeiparty, with or withot

cause. If this Agreement is terminated by Compamy€ause” Termination for Cause) as that term is defined welowill
be without any liability owing to Employee or Empé®e’s dependents and beneficiaries under this Agreemegoept fo

those benefits owed under any other plan or agreeaowering Employee which shall be governed byténms of such




plan or agreement. Any one of the following coratis or Employee conduct shall constitute “Cause”

a. Any act involving fraud or dishonesty;

b. Any material breach of any SEC or other law or tation or any Company policy governing trac
or dealing with stocks, securities, investments tiedike or with inappropriate disclosure or “tipg” relating to an

stock, security or investment;

C. Other than as required by law, the carrying ouamf activity or the making of any public staten
which prejudices or reduces the good name andisigiofl Company or any of its affiliates or wouldray any one ¢

these into public contempt or ridicule;

d. Attendance at work in a state of intoxication omiefound with any drug or substance possessi

which would amount to a criminal offense;
e. Assault or other act of violence; or

f. Conviction of or plea of guilty onolo contendréo any felony whatsoever or any misdemeanor

would preclude employment under the Company’s gigolicy.

A termination for Cause shall be effective when empany has given Employee written notice o
intention to terminate for Cause, describing thasts or omissions that are believed to constitiaes€, and has giv

Employee an opportunity to respond.

8. Termination upon Death . Notwithstanding anything herein to the contrahys tAgreement shall termin:

immediately upon Employee’s death, and the Comstwayl have no further liability to Employee or Emmy¢e’s dependen
and beneficiaries under this Agreement, exceptifose benefits owed under any other plan or agreecoeering Employe
which shall be governed by the terms of such plaagoeement.

9. Disability . If a Disability (as defined below) of Employee acg during the Term, unless otherv
prohibited by law, the Company may notify Employdgehe Company’s intention to terminate Employgeemployment. |
that event, employment shall terminate effective tba termination date provided in such notice aimniaation (th
“Disability Effective Date”), and this Agreement ah terminate without further liability to EmployeeEmployeet
dependents and beneficiaries, except for thosefileneved under any other plan or agreement cogeEimployee




which shall be governed by the terms of such plaagoeement. In this Agreement, “Disability” means

a. A long-term disability, as defined in the Companwgisplicable longerm disability plan as then
effect, if any; or

b. Employee’s inability to perform the duties undeistAgreement in accordance with the Company’
expectations because of a medically determinabysipal or mental impairment that (i) can reasondigyexpecte
to result in death or (ii) has lasted or can reabbnbe expected to last longer than ninety (9G)secutive day
Under this provision 9(b), unless otherwise reggiiby law, the existence of a Disability shall e¢edmined by tr
Company, only upon receipt of a written medicalnigm from a qualified physician selected by or gqtable to th
Company. In this circumstance, to the extent peechiby law, Employee shall, if reasonably requedtg the
Company, submit to a physical examination by thatlified physician. Nothing in this subsection {®)Jntended t
nor shall it be deemed to broaden or modify théndtedn of “disability” in the Company’s longerm disability plan.

10. Employe€e’'s Termination of Employment.

a. Notwithstanding anything herein to the contrary, fogee may terminate employment and
Agreement at any time, for no reason, with thir3p)( days written notice to Company. Upon such iteation
Employee shall be entitled to prorata Base Salanguigh the date of termination and such other desgmefits undt
any other plan or agreement covering Employee whldl be governed by the terms of such plan oeegen
Employee shall not be entitled to those payments lmmefits listed in Sections 11 or 12 below, unlEsploye
terminates employment for Good Reason, as defie&mhib

b. Good Reasoshall mean any of the following actions taken by @ompany:
() A reduction by the Company in Employee’s Base Satatarget bonus level;

() The Company shall fail to continue in effect anygnsficant Companysponsore
compensation plan or benefit (without replacingvith a similar plan or with a compensation equin)

unless such action is in connection with




across-the-board plan changes or terminations aipikffecting at least ninetijve percent (95%) of ¢

executive employees of the Company;

(i) The Company’s principal executive offices shallrheved to a location outside the middle-
Tennessee area, or Employee is required to be lzemahere other than the Compasyrincipal executiv
offices;

(iv)  without Employees written consent, the assignment to Employee byGbmpany of dutie
inconsistent with, or the significant reductiontbé title, powers and functions associated with pExyee’s
position, titles or offices as described in SectBoabove, unless such action is the result of tugsiring o
realignment of duties and responsibilities by tlempany, for business reasons, that leaves Emplatyte
same compensation and officer level (i.e., Vicesklent, Senior Vice President, or Executive VicesRtent
etc.) and with a similar level of responsibility, unless such action is the result of Emplogdailure to met

pre-established and objective performance criteria;
(V) Any material breach by the Company of this Agreetnen

(V) The failure of any successor (whether direct oired, by purchase, merger, consolidatio
otherwise) to all or substantially all of the biess and/or assets of the Company to assume expess
agree to perform this Agreement in the same maandrto the same extent that the Company wou

required to perform it if no such succession h&eénieplace.

Good Reason shall not include Employedeath, Disability or Termination for Cause. Thaempany sha
have the opportunity to cure any claimed event ob@GReason within thirty (30) days after receivimgtten notice

from Employee specifying the same.

11. Termination without Cause or by Employee for Good Rason.

a. The continuation of Base Salary and other paymantsbenefits described in section 11(b) she

triggeredonly upon one or more of the following circumstances:

0) The Company terminates Employee (as it may do &t tame) without Cause; it beil

understood that termination by death or Disabditgs not constitute termination without Cause;

(i) Employee terminates for Good Reason;




(i) The Company fails to offer to renew, extend or aeplthis Employment Agreement before
or within sixty (60) days after, the end of its fireand Employee resigns from employment with the (Sams
within sixty (60) days after such failure, unlessls failure is accompanied by a mutually agreeabieranc
arrangement between the Company and Employee threigesult of Employee’ voluntary retirement

termination from the Company.

b. In the event of one of the triggers referenceduiosgctions 11(a)(i) through (iii) above, then, uploe
execution and effective date of the Release atthbkecto and made a part hereof and in lieu ofrenddn addition t

the payments referenced in Section 12 below, Enggoyshall be entitled to the followit

0) Continuation of Employes’Base Salary as of the date immediately precetimgerminatio

for 24 months, payable in accordance with the Comisanormal payroll cycle and procedures.
(i) Lump sum payment of two times Employee’s targeeittive bonus then in effect;

(i) A lump sum payment in an amount equal to two titfesannual contribution made by

Company for Employee’s participation in the Compamgedical, dental and vision benefits program.

(iv) Outplacement services, provided by the Companypf year or until other employmen

secured, whichever comes first.

Unless otherwise permitted by Section 409A of thterhal Revenue Code of 1986, as amended (therha
Revenue Code”)with regard to any payment or benefit under thigt®®a 11 which is nonqualified defen
compensation covered by Section 409A of the IntdReavenue Code, no such payment or benefit shatirbeidec
to Employee pursuant to this Section if the Releagached hereto is not provided to the Companyhowi
revocation thereof, no later than forty-five (48yd after Employee’termination date; and no payment or be
hereunder shall be provided to Employee prior ® @ompanys receipt of the Release and the expiration ¢

period of revocation provided in the Release.

C. In the event that there is a material breach by IBygge of any continuing obligations under

Agreement or the Release after termination of egrpént, any unpaid




amounts under this Section 11 shall be forfeitddy payments or reimbursements under this Sectioshhll not b
deemed the continuation of Employgemployment for any purpose. Except as spedificahumerated in tt
Release, the Comparsy’payment obligations under this Section 11 wilt negate or reduce (i) any amot
otherwise due but not yet paid to Employee by tbhenfany, or (ii) any other amounts payable to Emgéogutsid
this Agreement, or (iii) those benefits owed undry other plan or agreement covering Employee whlgdil be
governed by the terms of such plan or agreemeunbje$t to any applicable prohibition on accelemnatad paymer
under Section 409A of the Internal Revenue Code,Gbmpany may, at any time and in its sole disanetmake

lump-sum payment of all amounts, or all remainingpants, due to Employee under this Section 11.

12.  Effect of Change in Control.

a. If within two (2) years following a Change in Cooit(as hereinafter defined), the Company (or
successor to the Company) terminates Emplayeeployment without Cause or Employee terminatesGooc
Reason, then upon the execution and the effectbgeené the Release attached hereto and made a qraxfhth

Company shall pay to Employee (in lieu of the pagtageferenced in Section 11 above and not in @ddio):

0) A lump sum payment equal to two times EmplogeBase Salary in effect immediately p
to the Change in Control plus two times the amafrEmployee$ target incentive bonus payment in el
immediately prior to the Change in Control;

(i) A lump sum payment in an amount equal to two tirttes annual contribution made

Company for Employee’s participation in the Compamgedical, dental and vision benefits program;

(i) outplacement services, provided by the Companypfa year or until other employmen

secured, whichever comes first; and

(V) If such Change in Control also constitutes a chairgecontrol under the Stock PI;
Employees awards, if any, granted pursuant to that plarl $hlly vest and shall remain exercisable
accordance with the terms of that plan.

Unless otherwise permitted by Section 409A of thiernal Revenue Code for any payment or benefigurate
which is nonqualified deferred compensation covdrg&ection 409A




of the Internal Revenue Code, no such payment pefiieshall be provided to Employee pursuant ts ®ection i
the Release attached hereto is not provided t&€tmpany, without revocation thereof, no later thanty-five (45)
days after Employes’termination date; and no payment or benefit hreteushall be provided to Employee pric
the Company’s receipt of the Release and the diquiraf the period of revocation therefore.

b. Anything in this Agreement to the contrary notwitreding and except as set forth below, in the ¢
it shall be determined as provided below that aaynment or distribution by the Company to or for thenefit o
Employee (whether paid or payable or distributeddmtributable pursuant to the terms of this Agreatno
otherwise, but determined without regard to anyitamthl payments required under this Section 12(@
“Payment”)would be subject to the excise tax imposed by 8eetb99 of the Internal Revenue Code or any int
or penalties are incurred by Employee with respecuch excise tax (collectively referred to as ‘tBecise Tax),
then Employee shall be entitled to receive an adit payment (a “Gross-Up Paymeni) an amount such tr
after Employee pays all taxes (including any inderer penalties imposed with respect to such taxasjuding
without limitation, any Excise, income or other teand any interest and penalties imposed with Esiereto)
Employee retains an amount of the Grbgs-Payment equal to the Excise Tax imposed uponPagment:
Notwithstanding the foregoing, if the Net After-t@enefit to Employee resulting from receiving theo&Up
Payment is less than $25,000 greater than the Met-fax Benefit to Employee resulting from having they®ent
reduced to the Reduced Amount, then no Gtég$Rayment shall be made and the Payments shadidueed to tF
Reduced Amount. For purposes hereof:

V) “Net After-tax Benefit’shall mean the Present Value of a Payment netl ¢tdvads (includin
any Excise Tax imposed on Employee) with respesrietio, determined by applying the highest margiats
(s) applicable to an individual for Employee’s thlayear in which the Change in Control occurs.

(Vi) “Present Value'shall mean such value determined in accordance Sétition 280G(d)(4)
the Internal Revenue Code.

(Vi) “Reduced Amount’shall be an amount expressed as a Present Valugh wiaximizes tt
aggregate Present Value of Payments without caasigg




Payment to be subject to excise tax under Sect@89 £f the Internal Revenue Code or the dedu
limitation of Section 280G of the Internal Rever@ede.

Unless Employee and the Company shall otherwiseeafprovided such agreement does not cause anyepayy
benefit hereunder which is nonqualified deferredhpensation covered by Section 409A of the InteRaevenu
Code to be in nogompliance with Section 409A of the Internal Reve@ode), in the event the Payments are
reduced, the Company shall reduce or eliminatePtgments to Employee by first reducing or elimingitthos
payments or benefits which are not payable in eashthen by reducing or eliminating cash paymentsach case
reverse order beginning with payments or benefitsclv are to be paid the farthest in time from theadge i
Control Date. Any reduction pursuant to the préngdentence shall take precedence over the pomgsof an

other plan, arrangement or agreement governing &mpls rights and entitlements to any benefitsoongensation.

C. All determinations required to be made under tl@sti®n 12, including whether and when a Grogs-
Payment is required and the amount of such Gugs&ayment and the assumptions to be used in rgrai suc
determination, shall be made by the tax departneérdan independent public accounting firm (th&ctounting
Firm”) which shall be engaged by the Company prior tdtithe of the first Payment to Employee. The Accing
Firm selected shall not be serving as accountaauditor for the individual, entity or group effexy the Change
Control. The Accounting Firm shall prepare and jmewetailed supporting calculations both to then@any an
Employee within fifteen (15) business days of e of (i) the Accounting Firns’engagement to make the requ
calculations or (ii) the date the Accounting Firfotains all information needed to make the requizettulation
Any determination by the Accounting Firm shall bading upon the Company and Employee. All feed

expenses of the Accounting Firm shall be bornelgdblg the Company.

d. Any GrossUp Payment, as determined pursuant to this Sedi@rshall be paid by the Compan)
Employee within five (5) days of the receipt of thecounting Firms determination if the Payment is then require
satisfy an assessment or other current demandafjonent made of Employee by federal or state taaumporities
GrossUp Payments due at a later date shall be paid foldyme no later than fourteen (14) days prior todhte the
Employee’s federal or state payment is due. lamegl by law, the Company
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shall treat all or any portion of the Grodg- Payment as being subject to income tax withingldor federal or sta
tax purposes. Amounts determined by the Compametsubject to federal or state tax withholding wilt be pai

directly to Employee but shall be timely paid te ttespective taxing authority.

€. As a result of the uncertainty in the applicatidrSection 4999 of the Internal Revenue Code &
time of the initial determination by the AccountiRgm hereunder, it is possible that Grags-Payments which w
not have been made by the Company should have me€e (“Underpayment”)consistent with the calculatic
required to be made hereunder. In the event thgil@ee hereafter is required to make a paymemingf Excis
Tax, the Accounting Firm shall determine the amoohtthe Underpayment that has occurred and any
Underpayment shall be promptly paid by the Comp@nyany successor or assign) to or for the benéfimployee
Conversely, if it is later determined that theuattrequired GrosElp Payment was less than the amount pa
Employee, Employee shall refund the excess potidhe Company but only to the extent that Empldyag not ye
paid the excess amount to the taxing authoritids able to obtain a refund from the respectivéniguauthorities ¢
amounts previously paid. The Company may pursues awn expense the refund on behalf of Employel, i
requested by the Company, Employee shall reasorablyerate in such refund effort.

f. “Change in Control” shall mean the date as of wlank of the following occurs:

() Any person or entity, including a “groups defined in Section 13(d)(3) of the Secur
Exchange Act of 1934 (the “Exchange Act”), othearththe Company or a whollywned subsidiary
affiliate thereof that the Company controls or @myployee benefit plan or related trust of or spoeddy th:
Company or any of its subsidiaries or affiliateecimes the beneficial owner (“Beneficial Ownemjthin
the meaning of Rule 13d-3 promulgated under thehBmge Act, of the Comparsg/securities having 35%
more of the combined voting power of the then @amding securities of the Company that may be caght
election of directors of the Company (other thanaasesult of an issuance of securities initiatedtlios

Company in the ordinary course of business); or

(i) As the result of, or in connection with, any cashder or exchange offer, merger or o

business combination, sales of assets or contektetlon, or
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any combination of the foregoing transactions, l#wm 65% of the combined voting power of the

outstanding securities of the Company or any ssmresorporation or entity entitled to vote gengrafl the
election of the directors of the Company or sudteotorporation or entity after such transactiondkl in the
aggregate by the holders of the Comparsecurities entitled to vote generally in the &becof directors ¢

the Company immediately prior to such transactan;

(i) |ndividuals who at the Effective Date constitute Board cease for any reason to constitt
least a majority thereof, unless the election hernomination for election, by the Companghareholders
a director of the Company subsequent to the Effediiate was approved by a vote of at 75% of thectir
of the Company then still in office who were di@st of the Company at the Effective Date (those wiace
members at the Effective Date and those so eletbgéther constituting the “Incumbent Boaxd”
Notwithstanding the foregoing, no individual whoahbecome a member of the Board of Direc
subsequent to the Effective Date whose initial agdion of office occurs as a result of an actue
threatened election contest (within the meaningRafe 14ail of the regulations promulgated under
Exchange Act) with respect to the election or reat@f directors or other actual or threatened galion of
proxies or consents by or on behalf of an individaatity or group within the meaning of Sectiond)§3) ol
14(d)(2) of the Exchange Act other than the Bodr®ioectors shall be deemed a member of the Incum
Board.

(V) The following acquisitions of Voting Securities thie Company shall not constitute a Che
in Control:

(A)  any acquisition directly from the Company;

(B) any acquisition by Employee or a group within theaning of Section 14(d) of t
Exchange Act that includes Employee

13. Publicity; No Disparaging Statement. Except as otherwise provided in Section 14 hergofployee an

the Company covenant and agree that they shakmgage in any commurations to persons outside the Company w
shall disparage one another or interfere with taristing or prospective business relationships.
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14. Confidentiality and Legal Process. Employee agrees to keep the proprietary termshisf Agreemer

confidential and to refrain from disclosing anyamhation concerning this Agreement to any one othan Employee’
immediate family and personal agents or advisdtstwithstanding the foregoing, nothing in this Agneent is intended
prohibit Employee or the Company from performing auty or obligation that shall arise as a mattelaw. Specifically
Employee and the Company shall continue to be uadfrty to truthfully respond to any legal and daubpoena or oth
legal process. This Agreement is not intendedniy way to proscribe Employee’s or the Compangight and ability t
provide information to any federal, state or loagkency in response or adherence to the lawful eseeaf such agency’
authority.

15.  Business Protection Provision Definitions

a. Preamble As a material inducement to the Company to einterthis Agreement, and in recognit
of the valuable experience, knowledge and propsietdormation Employee has gained or will gain iglemployec
Employee agrees to abide by and adhere to thedsssprotection provisions in Sections 15, 16, 87arid 19 hereil

b. Definitions. For purposes of Sections 15, 16, 17, 18, 192aniderein:

0) “Competitive Position” shall mean any employment, consulting, advisoryeadorshig
agency, promotional or independent contractor gearent between Employee and (x) any person oryl
engaged wholly or in material part in the busineswhich the Company is engaged (i.e., the deepodis
consumable basics retail business), including lmtlimited to such other similar businesses as Wait,
Target, K-Mart, Walgreen’s, Rite-Aid, CVS, Familyollar Stores, Fred, the 99 Cents Stores and Dc
Tree Stores, or (y) any person or Entity then gptémg or planning to enter the deep discount coradale
basics retail business, whereby Employee is reduiveperform services on behalf of or for the bénef
such person or Entity which are substantially samib the services Employee provided or directedrg

time while employed by the Company or any of ifdiafes.

(i) “Confidential Information” shall mean the proprietary or confidential dataforimation
documents or materials (whether oral, written, etesc or otherwise) belonging to or pertaining ttee
Company, other than “Trade Secretgs (defined below), which is of tangible or intargilvalue to th
Company and the
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details of which are not generally known to the petitors of the Company. Confidential Informatisimal
also include any items marked “CONFIDENTIALSr some similar designation or which are other

identified as being confidential.

(i) “Entity” or “Entities” shall mean any business, individual, partnerstaimt jventure, agenc
governmental agency, body or subdivision, assaxiafirm, corporation, limited liability company athe

entity of any kind.
(V) “Restricted Period” shall mean two (2) years follogvEmployee’s termination date.

V) “Territory” shall include those states in which tB®@mpany maintains stores at Employgee’
termination date or those states in which the Comgeas specific and demonstrable plans to operes

within six months of Employee’s termination date.

(Vi) “Trade Secretsshall mean information or data of or about the Canyp including, but n
limited to, technical or notechnical data, formulas, patterns, compilation®gmms, devices, metho
techniques, drawings, processes, financial datantial plans, product plans or lists of actuapotentia
customers or suppliers that: (A) derives econovaice, actual or potential, from not being gengritiowr
to, and not being readily ascertainable by propeams by, other persons who can obtain economice
from its disclosure or use; (B) is the subject ibbrts that are reasonable under the circumstatcewintait

its secrecy; and (C) any other information whickegined as a “trade secret” under applicable law.

(Vi) “work Product” shall mean all tangible work produptoperty, data, documentation, “know-
how,” concepts or plans, inventions, improvements, teghes and processes relating to the Compan
were conceived, discovered, created, written, esvier developed by Employee while employed by

Company.

16. Nondisclosure: Ownership of Proprietary Property.

a. In recognition of the Company’'need to protect its legitimate business interdstsployee herel
covenants and agrees that, for the Term and thergafs described below), Employee shall regardtesat Trad

Secrets and Confidential Information as strictipfadential and whollygwned by the Company and shall not, for
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reason, in any fashion, either directly or indilgctuse, sell, lend, lease, distribute, licensegegiransfer, assig
show, disclose, disseminate, reproduce, copy, rpisgpiate or otherwise communicate any Trade Seco
Confidential Information to any person or Entity fany purpose other than in accordance with Em@sydutie:
under this Agreement or as required by applicadle [This provision shall apply to each item cadnstig a Trad
Secret at all times it remains a “trade secrgttier applicable law and shall apply to any Comiide Information
during employment and for the Restricted Periodeater.

b. Employee shall exercise best efforts to ensurectimtinued confidentiality of all Trade Secrets
Confidential Information and shall immediately rigtthe Company of any unauthorized disclosure @ ofan
Trade Secrets or Confidential Information of whiEEmployee becomes aware. Employee shall assistdngpany
to the extent reasonably requested, in the protecir procurement of any intellectual property pobion or othe

rights in any of the Trade Secrets or Confidertitdrmation.

C. All Work Product shall be owned exclusively by t@empany. To the greatest extent possible
Work Product shall be deemed to be “work made fog"Has defined in the Copyright Act, 17 U.S.C.A. 8
seq., as amended), and Employee hereby uncondiyiaral irrevocably transfers and assigns to then@any al
right, title and interest Employee currently hasnwaty have by operation of law or otherwise in orattyy Worl
Product, including, without limitation, all patentsopyrights, trademarks (and the goodwill assediaherewith
trade secrets, service marks (and the goodwillaatea therewith) and other intellectual properghts. Employe
agrees to execute and deliver to the Company amgfers, assignments, documents or other instrenvemch th
Company may deem necessary or appropriate, frora tomtime, to protect the rights granted hereintowves
complete title and ownership of any and all Workdrrct, and all associated intellectual property atier right

therein, exclusively in the Company.

17. Non-Interference with Employees. Through employment and thereafter through the riRésti Perioc

Employee will not, either directly or indirectlyJome or in conjunction with any other person orifnt actively recrui
solicit, attempt to solicit, induce or attempt talice any person who is an exempt employee of tmep@ny or any of i

subsidiaries or affiliates to leave or cease sucpleyment for any reason whatsoever;
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18. Non-Interference with Business Relationship..

a. Employee acknowledges that, in the course of ermpéoyt, Employee will learn about Compasy’
business, services, materials, programs and predunct the manner in which they are developed, neakservice
and provided. Employee knows and acknowledgesttiigatCompany has invested considerable time anceynr
developing its product sales and real estate dpwedat programs and relationships, vendor and osleevice
provider relationships and agreements, store Iayant fixtures, and marketing techniques and tiege things a
unique and original. Employee further acknowledtied the Company has a strong business reasoeetp secr
information relating to Company’ business concepts, ideas, programs, plans amtkgses, so as not to
Companys competitors. Accordingly, Employee acknowledaged agrees that the protection outlined in (b) Wwe$

necessary and reasonable.

b. During the Restricted Period, Employee will not,EBmployee$ own behalf or on behalf of any ot
person or Entity, solicit, contact, call upon, @namunicate with any person or entity or any reprnegese of an
person or entity who has a business relationshifh WWiompany and with whom Employee had contact \
employed, if such contact or communication woukelly interfere with Compang’ business relationships or resu

an unfair competitive advantage over Company.

19.  Agreement Not to Work in Competitive Position. Employee covenants and agrees not to acceptnodn

work in a Competitive Position within the Territofigr the Restricted Period.

20.  Acknowledgements Regarding Sections 1~ 19.

a. Employee and Company expressly covenant and aduethie scope, territorial, time and of
restrictions contained in Sections 15 through 1%hi§ Agreement constitute the most reasonable exndtabl
restrictions possible to protect the business @stisrof the Company given: (i) the business ofGbepany; (ii) th
competitive nature of the Company'’s industry; aml that Employee$ skills are such that Employee could e:
find alternative, commensurate employment or camguork in Employees field which would not violate any

the provisions of this Agreement.

b. Employee acknowledges that the compensation andfibeescribed in Sections 5, 11 and 1z

also in consideration of his/her covenants andeageasts contained in Sections 15 through 19 hereof.
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C. Employee acknowledges and agrees that a breacimpjokee of the obligations set forth in Sect
15 through 19 will likely cause Company irreparaiolgiry and that, in such event, the Company shalentitled t

injunctive relief in addition to such other andther relief as may be proper.

d. The parties agree that if, at any time, a courtahpetent jurisdiction determines that any of
provisions of Section 15 through 19 are unreas@nahtler Tennessee law as to time or area or b@hCompan
shall be entitled to enforce this Agreement forhsperiod of time or within such area as may be rdateec

reasonable by such court.

21. Return of Materials . Upon Employees termination, Employee shall return to the Compakywritten

electronic, recorded or graphic materials of anydkbelonging or relating to the Company or itslatfies, including ar

originals, copies and abstracts in Employee’s msise or control.

22.  General Provisions.

a. Amendment This Agreement may be amended or modified ogla lwriting signed by both of t

parties hereto.

b. Binding Agreement This Agreement shall inure to the benefit of dedbinding upon Employe

his/her heirs and personal representatives, an@dingpany and its successors and assigns.

C. Waiver Of Breach; Specific Performancé he waiver of a breach of any provision of tAgreemer

shall not operate or be construed as a waiver gfadher breach. Each of the parties to this Agrea@nwill be
entitled to enforce this Agreement, specificaltyyécover damages by reason of any breach of tipiselnent, and
exercise all other rights existing in that pastfavor. The parties hereto agree and acknowlddgenoney damag
may not be an adequate remedy for any breach girthasions of this Agreement and that any party rapply tc
any court of law or equity of competent jurisdictitor specific performance or injunctive reliefdaforce or preve

any violations of the provisions of this Agreement.
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d. Unsecured General CreditorThe Company shall neither reserve nor dpatly set aside funds f

the payment of its obligations under this Agreemant such obligations shall be paid solely froe gleneral asse
of the Company.

€. No Effect On Other Arrangementslt is expressly understood and agreed that dyengnts made
accordance with this Agreement are in addition g ather benefits or compensation to which Emplogesy bt
entitled or for which Employee may be eligible.

f. Tax Withholding. There shall be deducted from each payment utileiAgreement the amount

any tax required by any govenental authority to be withheld and paid over by @ompany to such governmeil
authority for the account of Employee.

g. Notices.

0) All notices and all other communications provided lierein shall be in writing and delive
personally to the other designated party, or maigaertified or registered mail, return receipjuested, ¢

delivered by a recognized national overnight caws@vice, or sent by facsimile, as follows:

If to Company to: Dollar General Corporation
Attn: General Counsel
100 Mission Ridge
Goodlettsville, TN 37072-2171
Facsimile: (615)855-5180

If to Employee to: (Last address of Employee
known to Company unless
otherwise directed in writing by Employee)

(i) Al notices sent under this Agreement shall be degiven twentyour (24) hours after se

by facsimile or courier, seventyvo (72) hours after sent by certified or registeneail and when delivered
by personal delivery.

(i) Either party hereto may change the address to windice is to be sent hereunder by wri
notice to the other party in accordance with tha/sions of this Section.

h.

Governing Law. This Agreement shall be governed by and condtmi@ccordance with the laws
the State of Tennessee (without giving effect toflct of laws).
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. Entire Agreement This Agreement contains the full and completdaratanding of the parties het

with respect to the subject matter contained hardh unless specifically provided herein, thiségnent supersec
and replaces any prior agreement, either oral ottemr which Employee may have with Company thdates

generally to the same subject matter.

J- Assignment This Agreement may not be assigned by Emplogeée,any attempted assignment ¢
be null and void and of no force or effect.

k. Severability. If any one or more of the terms, provisions,amnts or restrictions of this Agreerr
shall be determined by a court of competent juctsain to be invalid, void or unenforceable, thea tamainder of tt
terms, provisions, covenants and restrictions ©f Agreement shall remain in full force and effeanid to that er

the provisions hereof shall be deemed severable.

. Section Headings The Section headings set forth herein are fowenience of reference only ¢

shall not affect the meaning or interpretationio$ tAgreement whatsoever.

m. Voluntary Agreement Employee and Company represent and agree tltht le@s reviewed

aspects of this Agreement, has carefully read atyl dinderstands all provisions of this Agreememid is voluntaril
entering into this Agreement. Each party represant agrees that such party has had the oppgrtonieview an
and all aspects of this Agreement with legal, taxother adviser(s) of such parsythoice before executing t

Agreement.

n. Nonqualified Deferred Compensation Omnibus Prowisidt is intended that any payment or bet

which is provided pursuant to or in connection vitiis Agreement which is considered to be nongiealitieferre
compensation subject to Section 409A of the InteRevenue Code shall be paid and provided in a er@rand ¢
such time and in such form, as complies with thgliegble requirements of Section 409A of the In&rRevenu
Code to avoid the unfavorable tax consequencesded\therein for nowompliance. In connection with effect

such compliance with Section 409A of the InternaV&ue Code, the following shall apply:

0) Notwithstanding any other provision of this Agreemyehe Company is authorized to am

this Agreement, to void or amend any election magde

19




Employee under this Agreement and/or to delay #nyen@nt of any monies and/or provision of any beg
in such manner as may be determined by it to bessacy or appropriate to comply, or to evidenckidhel
evidence required compliance, with Section 409Ahaf Internal Revenue Code (including any transiti

grandfather rules thereunder).

(i) Neither Employee nor the Company shall take anipadb accelerate or delay the paymer
any monies and/or provision of any benefits in amnner which would not be in compliance with Sen
409A of the Internal Revenue Code (including anwnsition or grandfather rules thereunc

Notwithstanding the foregoing:

(A) Payment may be delayed for a reasonable periodh@nevent the payment is
administratively practical due to events beyond ripients control such as where the recipiel
not competent to receive the benefit payment, thera dispute as to amount due or the pr
recipient of such benefit payment, additional timeneeded to calculate the amount payable, ¢

payment would jeopardize the solvency of the Corgipan

(B) Payments shall be delayed in the following circianses: (1) where the Comp:
reasonably anticipates that the payment will violgte terms of a loan agreement to which
Company is a party and that the violation wouldseamaterial harm to the Company; or (2) wher
Company reasonably anticipates that the payment widlate Federal securities laws or ot
applicable laws; provided that any payment deldyedperation of this clause (B) will be made ai
earliest date at which the Company reasonably ipates that the payment will not be limitec

cause the violations described.

(i) If Employee is a specified employee of a publicigded corporation as required by Sec
409A(a)(2)(B)(i) of the Internal Revenue Code, grayment or provision of benefits in connection wa
separation from service payment event (as detedrimepurposes of Section 409A of the Internal R
Code) shall not be made until six months after Exygé’s separation from service (thd09A Deferre

Period”). In the event such payments are otherdigeto be made in
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installments or periodically during the 409A De#drPeriod, the payments which would otherwise Haee
made in the 409A Deferral Period shall be accuredl@nd paid in a lump sum as soon as the 409A i
Period ends, and the balance of the payments lshafiade as otherwise scheduled. In the eventiteae
required to be deferred, any such benefit may lowiged during the 409A Deferral Period at Emplogee’
expense, with Employee having a right to reimbueseinirom the Company once the 409A Deferral P«

ends, and the balance of the benefits shall begedwas otherwise scheduled.

(V) If a Change in Control occurs but the Change int@brdoes not constitute a change
ownership of the Company or in the ownership ofubstantial portion of the assets of the Compar
provided in Section 409A(a)(2)(A)(v) of the Intehievenue Code, then payment of any amoumtrovisior
of any benefit under this Agreement which is coesed to be nonqualified deferred compensation st
Section 409A of the Internal Revenue Code shalldb&erred until another permissible payment €
contained in Section 409A of the Internal RevenodéCoccurs (e.g., death, disability, separatiomfservic
from the Company and its affiliated companies aindd for purposes of Section 409A of the Inte
Revenue Code), including any deferral of paymenprowision of benefits for the 409A Deferral Periat

provided above .

IN WITNESS WHEREOF, the parties hereto have exetuie caused their duly authorized representativexecut

this Agreement to be effective as of the Effecidate.

DOLLAR GENERAL CORPORATION

By: /s/ Susan S. Lanigan

Its: EVP and General Counsel

Date: 3/30/06 “‘EMPLOYEFE”

/s/ Challis M. Lowe
Challis Lowe

Date: 3/30/06 Witnessed By/s/ Julie Filson
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Addendum to Employmen
Agreement with

RELEASE AGREEMENT

THIS RELEASE (“Release”) is made and entered inyoaimnd between (“Employesi}
DOLLAR GENERAL CORPORATION , and its successor or assigns (“Company”).

WHEREAS, Employee and Company have agreed that @mps employment with Dollar General Corpora

shall terminate on ;

WHEREAS, Employee and the Company have previousigred into that certain Employment Agreement, atiife
“Agreement”), in which the form of this Releaserisorporated by reference;

WHEREAS, Employee and Company desire to delindzg& tespective rights, duties and obligationsratéat tc
such termination and desire to reach an accordsatidfaction of all claims arising from Employseemployment, ar

termination of employment, with appropriate release accordance with the Agreement;

WHEREAS, the Company desires to compensate Emplioyaecordance with the Agreement for service Erygd

has provided and/or will provide for the Company;

NOW, THEREFORE, in consideration of the premised e agreements of the parties set forth in tleleése, ar
other good and valuable consideration the receipt sufficiency of which are hereby acknowledged farties heret
intending to be legally bound, hereby covenantagrée as follows:

1. Claims Released Under This Agreement

In exchange for receiving the benefits describe8ewtion 11 or 12 of the Agreement, Employee hereibyntarily
and irrevocably waives, releases, dismisses witjudice, and withdraws all claims, complaints, sut demands of a
kind whatsoever (whether known or unknown) whichptogee ever had, may have, or now has against Coyrngnad othe
current or former subsidiaries or affiliates of tBempany and their past, present and future officgirectors, employet

agents, insurers and attorneys (collectively, Reléasees”), arising from or relating to
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(directly or indirectly) Employes’ employment or the termination of employment tveotevents that have occurred as o

date of execution of this Agreement, including bat limited to:

a. claims for violations of Title VII of the Civil Rigts Act of 1964, the Age Discrimination
Employment Act, the Fair Labor Standards Act, theilQRights Act of 1991, the Americans With Disab#és Act
the Equal Pay Act, the Family and Medical Leave, A2 U.S.C. § 1981, the Sarbanes Oxley Act of 2Q@bé
National Labor Relations Act, the Labor Managenfalations Act, Executive Order 11246, Executive édriil 141
the Rehabilitation Act of 1973, or the EmployeeiRRebent Income Security Act;

b. claims for violations of any other federal or ststatute or regulation or local ordinance;

C. claims for lost or unpaid wages, compensation, enefits, defamation, intentional or neglic
infliction of emotional distress, assault, battewrongful or constructive discharge, negligent rgri retention ¢
supervision, fraud, misrepresentation, converstortjous interference, breach of contract, or bineat fiduciary

duty;

d. claims to benefits under any bonus, severance,famd reduction, early retirement, outplacemer
any other similar type plan sponsored by the Comp@xcept for those benefits owed under any otlian i
agreement covering Employee which shall be govebyettie terms of such plan or agreement); or

€. any other claims under state law arising in tort@mtract.

2. Claims Not Released Under This Agreemer.

In signing this Release, Employee is not releaaimgclaims that may arise under the terms of tleke&se or whic

may arise out of events occurring after the dat@lByee executes this Release.

Employee also is not releasing claims to benédfiéggé Employee is already entitled to receive unagr@her plan c
agreement covering Employee which shall be goveimgdhe terms of such plan or agreement. Howekenployet
understands and acknowledges that nothing heramesded to or shall be construed to require tben@any to institute «
continue in effect any particular plan or benefibssored by the Company, and the Company hereleyviess the right 1
amend or terminate any of its benefit programsgttame in accordance with the procedures set fiorguch plans.
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Nothing in this Release shall prohibit Employearirengaging in activities required or protected uragglicable la\
or from communicating, either voluntarily or othese, with any governmental agency concerning artgril violation o

the law.

3. No Assignment of Claim. Employee represents that Employee has not assigndnsferred, or purport

to assign or transfer, any claims or any portiarébf or interest therein to any party prior to dage of this Release.

4. Compensation. In accordance with the Agreement, the Companyeasgte pay Employee or, if Employ

becomes eligible for payments under Section 112dvut dies before receipt thereof, Emplogegpouse or estate, as the
may be, the amount provided in Section 11 or lthefAgreement.

5. Publicity; No Disparaging Statement. Except as otherwise provided in Section 14 of Aggeemen

Section 2 of this Release, and as privileged by Employee and the Company covenant and agred¢higashall not enga
in any commurgations with persons outside the Company which sligparage one another or interfere with theisgng o

prospective business relationships.

6. No Admission Of Liability . This Release shall not in any way be construedrasdmission by ti

Company or Employee of any improper actions oriliigbvhatsoever as to one another, and each Spaltyf disclaims an
liability to or improper actions against the otloerany other person.

7. Voluntary Execution . Employee warrants, represents and agrees thatdygegplhas been encourage:

writing to seek advice regarding this Release feomattorney and tax advisor prior to signing igttthis Release represe
written notice to do so; that Employee has beeremithe opportunity and sufficient time to seek sadhice; and th
Employee fully understands the meaning and contehtthis Release. Employee further represents aadants th:
Employee was not coerced, threatened or othervaszed to sign this Release, and that Employesggnature appeari
hereinafter is voluntary and genuine. EMPLOYEE UBRSTANDS THAT EMPLOYEE MAY TAKE UP TO TWENTY-
ONE (21) DAYS TO CONSIDER WHETHER TO ENTER INTO TEHIRELEASE.

8. Ability to Revoke Agreement. EMPLOYEE UNDERSTANDS THAT THIS RELEASE MAY BE
REVOKED BY EMPLOYEE BY NOTIFYING THE COMPANY IN WRI  TING OF SUCH REVOCATION WITHIN
SEVEN (7) DAYS OF EMPLOYEE’S
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EXECUTION OF THIS RELEASE AND THAT THIS RELEASE IS NOT EFFECTIVE UNTIL THE EXPIRATION
OF SUCH SEVEN (7) DAY PERIOD. EMPLOYEE UNDERSTANDS THAT UPON THE EXPIRATION OF SUCH
SEVEN (7) DAY PERIOD THIS RELEASE WILL BE BINDING U PON EMPLOYEE AND EMPLOYEE’ S HEIRS,
ADMINISTRATORS, REPRESENTATIVES, EXECUTORS, SUCCESSORS AND ASSIGNS AND WILL BE
IRREVOCABLE.

Acknowledged and Agreed To:
“COMPANY”
DOLLAR GENERAL CORPORATION

By:

Its:

I UNDERSTAND THAT BY SIGNING THIS RELEASE, | AM GIV ING UP RIGHTS | MAY HAVE. |

UNDERSTAND THAT | DO NOT HAVE TO SIGN THIS RELEASE.

‘EMPLOYEE"

Date

WITNESSED BY:

Date
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ADDENDUM TO EMPLOYMENT AGREEMENT
Effective April 1, 2006

Challis Lowe

This document is intended to be and shall be deemeth Addendum to the Employment Agreement, effecti
April 1, 2006, between Dollar General Corporation ad Challis Lowe. This Addendum sets forth additioml
terms of
the Employment Agreement as follows:

« Bonus payable in April, 2006 will be prorated basadsix months of service ($121,875).

» Relocation benefits available for up to 18 montiesnf date of hire.

So agreed this 36 day of March, 2006

/sl Challis M. Lowe /sl Susan S. Lanigan
Employee Dollar General Corporation
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SUBSIDIARIES OF THE REGISTRANT
(as of March 20, 2007)

Jurisdiction of

Name of Entity Incorporation/Organization
DG Retail, LLC Tennessee
Dolgencorp, Inc. Kentucky
Dolgencorp of New York, Inc?) Kentucky
Dolgencorp of Texas, In() Kentucky
DG Transportation, Ind?) Tennessee
DG Logistics LLC?) Tennessee
DGC Properties LL((3) Delaware
South Boston Holdings, In(D) Delaware
Sur-Dollar, L.P.™* California
South Boston FF&E, LL(®) Delaware
DG Promotions, Inc. [formerly known as Nations &itl Tennessee
Company, Inc.]
Ashley River Insurance Company, Inc. South Caeolin
Dollar General Investment, Inc. Delaware
Dollar General Merchandising, Inc. [formerly knoas Tennessee
Lonestar Administrative Services, Inc.]
DGC Holdings, LLC Delaware
Dollar General Global Sourcing Limite® Hong Kong
Dollar General Literacy Foundatic? Tennessee
Dollar General Partne ®) Kentucky
DGC Properties of Kentucky, LL®) Delaware

(1) A wholly-owned subsidiary of Dolgencorp, Ir

(2) A limited liability company in which DG Transportah, Inc. is the sole membe

(3) A limited liability company in which Dolgencorp, ¢nis the sole membe

(4) A limited partnership in which the general partisegouth Boston Holdings, Inc. and the limited par
is Dolgencorp, Inc.

(5) A limited liability company in which St-Dollar, L.P. is the sole member. Established ia B206.

(6) Held 99.9% by Dollar General Corporation and 0.3®lsC Holdings, LLC.

(7) A nonprofit, public benefit membership corporatiarwhich Dollar General Corporation is the s
member.

(8) A general partnership in which the general partaeesDollar General Corporation and Dollar Gen
Merchandising, Inc.

(9) A limited liability company in which Dollar Gener&artners is the sole memb



CONSENT OF INDEPENDENT REGISTERED
PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference inRbgistration Statements and related Prospectii2silar General
Corporation listed below of our reports dated Ma28h 2007, with respect to the consolidated finalnstiatements of Dollar
General Corporation, Dollar General Corporation aggament’'s assessment of the effectiveness ohaidteontrol over
financial reporting, and the effectiveness of ingrcontrol over financial reporting of Dollar GeakCorporation, included
in this Annual Report (Form 10-K) for the year eddeebruary 2, 2007:

Form S-8, Registration No. 333-102653, and Form Begjistration No. 333-65789, each pertaining eDQiollar General
Corporation 401(k) Savings and Retirement Plan.

Form S-4, Registration No. 338704, pertaining to the offer to exchange up t@0$200,000 of 8 5/8% Exchange Notes
June 15, 2010 for any and all outstanding
8 5/8% Notes due June 15, 2010.

Form S-8, Registration No. 338309, pertaining to the Dollar General Corporattupplemental Executive Retirement F
and Compensation Deferral Plan (n/k/a Dollar Genéasporation CDP/SERP Plan).

Form S-8, Registration No. 333-120126, pertainmthe Dollar General Corporation CDP/SERP PlanRefkrred
Compensation Plan for Non-Employee Directors.

Form S-8, Registration No. 333-09448, and Form R&gjistration No. 333-105900, each pertaining éoRbllar General
Corporation 1998 Stock Incentive Plan.

Form S-8, Registration No. 333-00141, pertainintheoDollar General Corporation 1995 Employee Stockentive Plan
and the 1995 Stock Option Plan for Outside Dirextor

Form S-8, Registration No. 33-51589, pertainingh Dollar General Corporation 1993 Employee Stockntive Plan.

Form S-8, Registration No. 333t3645, pertaining to the Dollar General Corporatmnployment Agreement with David
Perdue.

/sl Ernst & Young LLP

Nashville, Tennesse
March 23, 2007







CERTIFICATIONS
I, David A. Perdue, certify that:
1. | have reviewed this annual report on Form 16fKollar General Corporation;

2. Based on my knowledge, this report does not corgainuntrue statement of a material fact or omitede a materi
fact necessary to make the statements made, indfgime circumstances under which such statemeate made, ni
misleading with respect to the period covered liy tbport;

3. Based on my knowledge, the financial statements,atimer financial information included in this repdairly present i
all material respects the financial condition, teswf operations and cash flows of the registrastof, and for, tr
periods presented in this report;

4. The registrang other certifying officer(s) and | are responsifie establishing and maintaining disclosure cdstanc
procedures (as defined in Exchange Act Rules 13a)}hd 15dt5(e)) and internal control over financial repagtifas
defined in Exchange Act Rules 13a-15(f) and 15d)15q¢r the registrant and have:

(a) Designed such disclosure controls and procegduwe caused such disclosure controls and procedored
designed under our supervision, to ensure that rimht@formation relating to the registrant, inciog its
consolidated subsidiaries, is made known to usthgre within those entities, particularly during theriod il
which this report is being prepared;

(b) Designed such internal control over financegarting, or caused such internal control overrfaial reporting t
be designed under our supervision, to provide regde assurance regarding the reliability of finaheeporting
and the preparation of financial statements foremw! purposes in accordance with generally acd
accounting principles;

(c) Evaluated the effectiveness of the registedisclosure controls and procedures and presémtibis report oL
conclusions about the effectiveness of the discosaontrols and procedures, as of the end of thegeovere:
by this report based on such evaluation; and

(d) Disclosed in this report any change in the segnts internal control over financial reporting thatcooec
during the registrant’s most recent fiscal quaftee registrans fourth fiscal quarter in the case of an an
report) that has materially affected, or is reabbnéikely to materially affect, the registrastinternal contrc
over financial reporting; and

5.  The registrar's other certifying officer(s) and | have disclosbdsed on our most recent evaluation of internatrod
over financial reporting, to the registrant's aodit and the audit committee of the registsuritbard of directors (
persons performing the equivalent functions):

(a) All significant deficiencies and material weakses in the design or operation of internal comtver financia
reporting which are reasonably likely to adversdfgct the registrar’ ability to record, process, summarize
report financial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sanifiole il
the registrant’s internal control over financigbogting.

Date: March 29, 2007 /s/ David A. Perdue

David A. Perdue
Chief Executive Officer




I, David M. Tehle, certify that:
1. | have reviewed this annual report on Form 16f®ollar General Corporation;

2. Based on my knowledge, this report does not corgainuntrue statement of a material fact or omitede a materi
fact necessary to make the statements made, indfgime circumstances under which such statemeate made, ni
misleading with respect to the period covered ligy tport;

3. Based on my knowledge, the financial statements,aner financial information included in this repdairly present i
all material respects the financial condition, tesaf operations and cash flows of the registemnbf, and for, the peric
presented in this report;

4. The registrang other certifying officer(s) and | are responsifile establishing and maintaining disclosure cdstr@m¢
procedures (as defined in Exchange Act Rules 13a}ldnd 15dt5(e)) and internal control over financial repagtifas
defined in Exchange Act Rules 13a-15(f) and 15d))1%gr the registrant and have:

(a) Designed such disclosure controls and proesdur caused such disclosure controls and proesdarbe design:
under our supervision, to ensure that materialrinédion relating to the registrant, including itesnsolidate
subsidiaries, is made known to us by others withase entities, particularly during the period ihigh this report i
being prepared;

(b) Designed such internal control over financegarting, or caused such internal control overrfaial reporting to k
designed under our supervision, to provide readenadsurance regarding the reliability of finanegborting an
the preparation of financial statements for extemarposes in accordance with generally acceptambuatting
principles;

(c) Evaluated the effectiveness of the registsanisclosure controls and procedures and preséntéus report oL
conclusions about the effectiveness of the discisontrols and procedures, as of the end of thegeovered b
this report based on such evaluation; and

(d) Disclosed in this report any change in thastegnt's internal control over financial reporting thatcooed durin
the registrant’s most recent fiscal quarter (thgsteants fourth fiscal quarter in the case of an annuabrg that ha
materially affected, or is reasonably likely to evally affect, the registrarg’ internal control over financ
reporting; and

5. The registrans other certifying officer(s) and | have discloskdsed on our most recent evaluation of internatrobove!
financial reporting, to the registrant’s auditorsdahe audit committee of the registranboard of directors (or perst
performing the equivalent functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cortver financia
reporting which are reasonably likely to adversaffect the registrang’ ability to record, process, summarize
report financial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sigmtifiole in th
registrant’s internal control over financial repogt

Date: March 29, 2007 /s/ David M. Tehle

David M. Tehle
Chief Financial Officer




CERTIFICATIONS
Pursuant to 18 U.S.C. Section 1350

Each of the undersigned hereby certifies thatsdhowledge the Annual Report on FormK.@er the fiscal year end:
February 2, 2007 of Dollar General Corporation (tBempany”)filed with the Securities and Exchange Commis
on the date hereof fully complies with the requiesrts of section 13(a) or 15(d) of the SecuritiesHaxge Act of 19:
and that the information contained in such repaitiyf presents, in all material respects, the foahcondition an
results of operations of the Company.

/s/ David A. Perdue

Name: David A. Perdue
Title: Chief Executive Officer
Date: March 29, 2007

/s/ David M. Tehle

Name: David M. Tehle
Title: Chief Financial Officer
Date: March 29, 2007




