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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

QUARTERLY REPORT
PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended May 4, 2007

Commission file number: 00311421

DOLLAR GENERAL CORPORATION
(Exact Name of Registrant as Specified in Its Girart

TENNESSEE 61-0502302
(State or Other Jurisdiction of (I.R.S. Employer
Incorporation or Organization) Identification No.)

100 MISSION RIDGE
GOODLETTSVILLE, TENNESSEE 37072
(Address of Principal Executive Offices, Zip Code)

Registrant’s telephone number, including area code(615) 8554000

Indicate by check mark whether the Registranthél filed all reports required to be filed by Seti3 or 15(d) of the
Securities Exchange Act of 1934 during the preagd® months (or for such shorter period that thgi®eant was required to
file such reports), and (2) has been subject tb §iling requirements for the past 90 days. YesN| [ ]

Indicate by check mark whether the Registrantlis@e accelerated filer, an accelerated filer, noa-accelerated filer.
See definition of “accelerated filer and large dexaed filer” in Rule 12b-2 of the Exchange Act.

Large accelerated filer [X]
Accelerated filer [ ] Non-accelerated fllef

Indicate by check mark whether the Registrantsbeall company (as defined in Rule 12b-2 of the Exge Act). Yes []
No [X]

The number of shares of common stock outstandinguoe 4, 2007, was 314,875,658.




PART |—FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

DOLLAR GENERAL CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

(In thousands)

May 4, February 2,
2007 2007
ASSETS (Unaudited)
Current assets:
Cash and cash equivalents $ 204,417 $ 189,288
Short-term investments 27,371 29,950
Merchandise inventories 1,444,31% 1,432,33¢€
Income taxes receivable 14,624 9,833
Deferred income taxes 37,860 24,321
Prepaid expenses and other current assets 57,572 57,020
Total current assets 1,786,157 1,742,74¢
Net property and equipme 1,212,19¢ 1,236,874
Deferred income taxes 12,418 -
Other assets, net 63,536 60,892
Total assets $ 3,074,30¢ $ 3,040,514
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:
Current portion of long-term obligations $ 7,186 $ 8,080
Accounts payable 484,949 555,274
Accrued expenses and other 258,090 253,558
Income taxes payable 48 15,959
Total current liabilities 750,273 832,871
Long-term obligations 260,373 261,958
Deferred income taxes - 41,597
Other liabilities 266,886 158,341
Shareholders’ equity:
Preferred stock - -
Common stock 157,298 156,218
Additional paid-in capital 525,830 486,145
Retained earnings 1,114,17C 1,103,951
Accumulated other comprehensive loss (941, (987,
Other shareholders’ equity 420 420
Total shareholders’ equity 1,796,777 1,745,747
Total liabilities and shareholders’ equity $ 3,074,30¢ $ 3,040,514

See notes to condensed consolidated financialmtates.






DOLLAR GENERAL CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF INCOME
(Unaudited)
(In thousands except per share amounts)

For the 13 weeks ended

May 4, May 5,
2007 2006
Net sales $ 2,275,26 $ 2,151,387
Cost of goods sold 1,642,20 1,567,11%
Gross profit 633,06( 584,274
Selling, general and administrative 577,69: 502,989
Operating profit 55,36¢ 81,285
Interest income (2,573 (2,450
Interest expense 6,167 7,247
Income before income taxes 51,77 76,488
Income taxes 16,89¢ 28,818
Net income $ 34,87t $ 47,670
Earnings per share:
Basic $ 0.11 $ 0.15
Diluted $ 0.11 $ 0.15
Weighted average common shares outstanding:
Basic 313,56° 313,997
Diluted 315,92¢ 315,233
Dividends per share $ 0.0t $ 0.05

See notes to condensed consolidated financialmtates.




DOLLAR GENERAL CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
(In thousands)

For the 13 weeks ended

May 4, May 5,
2007 2006
Cash flows from operating activities:
Net income 34,87¢ 47,670
Adjustments to reconcile net income to net caskiges by
(used in) operating activities:
Depreciation and amortization 50,45: 48,778
Deferred income taxes (4,948 5,602
Noncash share-based compensation 3,46¢ 1,74C
Tax benefit from stock option exercises (3,529 (1,461
Change in operating assets and liabilities:
Merchandise inventories (21,977 (161,704
Prepaid expenses and other current assets (552 (12,429
Accounts payable (62,870 69,467
Accrued expenses and other 25,64 6,118
Income taxes (1,736 (20,236
Other 45€ 339
Net cash provided by (used in) operating activi 29,28¢ (16,116
Cash flows from investing activities:
Purchases of property and equipment (34,101 (77,102
Purchases of short-term investments - (10,476
Sales of short-term investments 6,00( 6,000
Purchases of long-term investments (5,670 (10,809
Proceeds from sale of property and equipment 16¢ 303
Net cash used in investing activiti (33,602 (92,084
Cash flows from financing activities:
Borrowings under revolving credit facility - 116,500
Repayments of borrowings under revolving creditlitsic - (51,500
Repayments of long-term obligations (2,653 (2,364
Payment of cash dividends (15,712 (15,686
Proceeds from exercise of stock options 34,28: 10,934
Repurchases of common stock - (79,947
Tax benefit from stock option exercises 3,52¢ 1,461
Other financing activities - 69
Net cash provided by (used in) financing activi 19,44¢ (20,533
Net increase (decrease) in cash and cash equis 15,12¢ (128,733
Cash and cash equivalents, beginning of period 189,28t 200,609
Cash and cash equivalents, end of period 204,41 71,876
Supplemental schedule of noncash investing andding activities:
Purchases of property and equipment awaiting psingd$or payment,
included in Accounts payable 10,63¢ 16,344



Purchases of property and equipment under cap#akEl obligations $ 163 $ 877

See notes to condensed consolidated financialmetatts.




DOLLAR GENERAL CORPORATION AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statement
(Unaudited)

1. Basis of presentation

The accompanying unaudited condensed consolidataddial statements of Dollar General Corporatiod #s
subsidiaries (the “Company”) have been preparextaordance with accounting principles generallyepted in the United
States of America (“GAAP”) for interim financialformation and are presented in accordance witmegairements of Form 10-
Q and Rule 10-01 of Regulation S-X. Such finanstatements consequently do not include all of thelasures normally
required by GAAP or those normally made in the Canys Annual Report on Form 10-K. Accordingly, tleader of this
Quarterly Report on Form 10-Q should refer to tlen@any’s Annual Report on Form 10-K for the yeadeshFebruary 2, 2007
for additional information.

The accompanying unaudited condensed consolidateddial statements have been prepared in accaedaitic the
Company’s customary accounting practices. In mamageé's opinion, all adjustments (which are of amakrecurring nature)
necessary for a fair presentation of the consamifinancial position as of May 4, 2007 and resoltsperations for the 13-week
quarterly accounting periods ended May 4, 2007Mag 5, 2006 have been made.

Ongoing estimates of inventory shrinkage and ihitiarkups and markdowns are included in the intexast of goods
sold calculation. Because the Company'’s busines®derately seasonal, the results for interim plsrimre not necessarily
indicative of the results to be expected for théreryear.

Certain financial statement amounts relating tompieriods have been reclassified to conform tcctiveent period
presentation, including the separate disclosur@atash share-based compensation on the condemssulidated statement of
cash flows.

As discussed in Note 7, effective February 3, 280& Company changed its accounting for incomesta&xeonnection
with the adoption of Financial Accounting StandaBadsrd (“FASB”) Interpretation 48, Accounting fomdertainty in Income
Taxes - An Interpretation of FASB Statement 109N'B8”").

2. Agreement and plan of merger

On March 11, 2007, the Company entered into an é&gent and Plan of Merger (the “Merger AgreemenithuBuck
Holdings L.P., a Delaware limited partnership (‘&i) and Buck Acquisition Corp., a Tennessee corporatimhwholly ownec
subsidiary of Parent (“Merger Sub”).

Pursuant to the Merger Agreement, Merger Billbbe merged with and into the Company (the “Mexn{, with the
Company surviving the Merger as a wholly owned g&libgy of Parent. Merger Sub and Parent are atéitiaof Kohlberg Kravi
Roberts & Co., L.P. (“"KKR". Pursuant to the Merggreement, at the effective time of the Mergechea




outstanding share of common stock of the Compatigrdhan any shares held by any whallyned subsidiary of the Compse
and any shares owned by Parent or Merger Sub dridlyelhe Company, will be cancelled and conventéd the right to recei
$22.00 in cash, without interest (the “Merger Cdesation”).In addition, immediately prior to the effective #nof the Merge
all shares of Company restricted stock and resttistock units will, unless otherwise agreed byhbleler and Parent, vest ¢
be converted into the right to receive the Mergengideration. All options to acquire shares of Campcommon stock will ve
immediately prior to the effective time of the Mergand holders of such options will, unless othsendagreed by the holder ¢
Parent, be entitled to receive an amount in cashldq the excess, if any, of the Merger Considenadver the exercise price |
share of Company common stock subject to the option

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

Consummation of the Merger is not subject to arfaiag condition but is subject to customary closiogditions,
including approval of the Merger Agreement by th@r@any’s shareholders, regulatory approval andrathstomary closing
conditions. The Merger Agreement places speciféstrictions on certain of the Company’s businesivides, including but not
limited to: acquisitions or dispositions of assetgpital expenditures, modifications of debt, lagsactivities, compensatory
changes, dividend increases, investments and sfyamechases. The accompanying condensed consdlifiladcial statements
do not include any financial reporting impacts tetbto the potential consummation of the Mergesiuiding but not limited to
potential changes in the basis of accounting andlaation of vesting of restricted stock, stocksior options. A special
meeting of shareholders has been scheduled for2ILriZ07 for the purpose of voting on the propasedger.

Subsequent to the announcement of the Merger Agreertihe Company announced that Merger Sub has eoged a
cash tender offer to purchase any and all of thagamy’s $200 million (principal amount) of 8 5/8%secured notes due June
15, 2010. The tender offer is contingent upon theicg of the Merger.

Also subsequent to the announcement of the Merger Agregrnthe Company and its directors were named ver
putative class actions alleging claims for breatfiduciary duty arising out of the proposed saldéte Company to KKR, all
described more fully under “Legal Proceedings” iotdé6 below.

3. Strategic initiatives
In its Quarterly Report on Form 10-Q for the qudytperiod ended August 4, 2006, the Company ancediit was

considering modifying its historical inventory maesment model and accelerating its enhanced restbestrategy. The outcome
of these deliberations is set forth below.




Inventory management

In November 2006, the Company’s Board of Direcagproved management’s recommendation to discontimeie
Company'’s historical inventory packaway model by ¢#md of fiscal 2007. With few exceptions, the Campplans to eliminate,
through end-of-season and other markdowns, existiagonal, home products and basic clothing pagkeveachandise by the
close of fiscal 2007 to allow for increased lev@sewer, current-season merchandise. In conneutitimthis strategic change,
the Company incurred higher markdowns and writedo@aminventory in the second half of 2006 and ifet §uarter of 2007
than in the comparable prior-year periods. Markdewhich were expected to reduce inventory below wese considered in
the Company’s lower of cost or market estimate redrded at such time as the utility of the undegdynventory was deemed
to be impaired. During 2006, the Company recordegel of cost or market inventory impairment estiesatvhich resulted in a
reserve balance of approximately $45.6 million &Babruary 2, 2007. This reserve was reduced by3&t@lion during the first
quarter of 2007, to account for sales of produdtk markdowns below cost, higher than anticipatatdihg& during the period, ar
adjustments to the estimates of the remaining belwst markdowns to be taken, resulting in a balafie@proximately $33.3
million as of May 4, 2007. The inventory for whithese impairment estimates have been recordeghécted to be sold during
2007. Markdowns which are not below cost impactGoenpany’s gross profit in the period in which sucarkdowns are taken.
The amount of the below-cost inventory adjustmettdised on management’s assumptions regardinigtimg tand adequacy of
markdowns and the final adjustment may vary mdtgrieom the amount recorded depending on variactdrs, including
timing of the execution of the plan, retail markenditions and the accuracy of assumptions useddnagement in developing
these estimates.

Exit and disposal activities

In November 2006, the Company’s Board of Direcagproved management’s recommendation to closeldiian to
those stores that might be closed in the ordinanyse of business, approximately 400 stores byigeof fiscal 2007 (281 of
which have been closed as of May 4, 2007), andtmapany has incurred or expects to incur the fdhgwpretax costs
associated with the closing of these stores (itiana):

Estimated Incurred in Incurred in

Total (a) 2006 2007 Remaining
Lease contract termination costs (b) $ 36.6 $ 57 $ 15.:C $ 15.6
One-time employee termination benefits 0.9 0.3 0.2 0.3
Other associated store closing costs 8.1 0.2 2.2 5.7
Inventory liquidation fees 4.6 1.6 1.t 15
Asset impairment & accelerated depreciation 9.0 8.3 0.2 0.4
Inventory markdowns below cost 7.8 6.7 1.1 -
Total $ 67.0 $ 228 $ 20.7 $ 235

(a) Reflects estimates as of May 4, 2007, whichotal, are $6.0 million less than estimates aSeatfruary 2, 2007.
(b) Including estimated reversals of deferred eertruals totaling $0.8 million, of which $0.1 milti is reflected in 2006, $0.3
million is reflected in 2007, and $0.4 million ismaining.




Other associated store closing costs as listeeinable above primarily include the removal of asgble assets as well
as real estate consulting and other services.

Liability balances related to activities discussédve for stores closed to date are as followm({iiions):

Balance, Balance,

February 2, 2007 2007 Payments May 4,

2007 Expenses and Other 2007
Lease contract termination costs $ 5¢C $ 156 $ 24 $ 18.:
One-time employee termination benefits 0.2 0.3 0.€ -
Other associated store closing costs 0.2 2.2 14 1.C
Inventory liquidation fees 0.2 15 1.8 -
Total $ 5.8 $ 19.6 $ 6.2 $ 19z

All expenses associated with exit and disposavitiets are included in selling, general and adntiats/e (“SG&A”)
expenses with the exception of the below-cost itmgradjustments, which are included in cost ofdpsold in the condensed
consolidated statement of income for the first tprasf 2007. As noted above, the Company expedtscta additional charges
future periods when the related expenses are iegutihe estimated amount and timing of these futasts and charges are
dependent on various factors, including timinghaf €xecution of the plan, the outcome of negotiatiwith landlords and/or
potential sublease tenants, and final inventorglev

4, Share-based payments

The Company has a shareholder-approved stock imegriin under which stock options, restricted lstoestricted
stock units and other equity-based awards may deten to officers, directors and key employeesdife February 4, 2006,
the Company adopted Statement of Financial Accogritandards 123 (Revised 2004) “Share-Based PaynftSFAS 123
(R)"). Under SFAS 123(R), the fair value of eachi@p grant is separately estimated. The fair valieach option is amortized
into compensation expense on a straight-line @tiseen the grant date for the award and eachngedtite. The Company has
estimated the fair value of all stock option awaadof the date of the grant by applying the Bl&ckoles-Merton option pricing
valuation model. The application of this valuatinndel involves assumptions that are judgmentalhégily sensitive in the
determination of compensation expense. The weigitedage for key assumptions used in determiniadéin value of options
granted in the 13-week periods ended May 4, 200/MN\ay 5, 2006 are as follows:

13 Weeks Ended

May 4, May 5,

2007 2006

Expected dividend yield 0.91% 0.82%
Expected stock price volatility 18.5% 28.7%
Weighted average risk-free interest rate 4.5% 4.7%

Expected term of options (years) 5.7 5.7




For the 13-week periods ended May 4, 2007 and M&p86, the fair value method of SFAS 123(R) rexlih share-
based compensation expense (a component of SG&Mutstanding stock options and a correspondingatézh of pre-tax
income in the amount of $1.4 million and $1.0 roiflj respectively.

The Company generally issues new shares when gpai@nexercised. A summary of stock option actigtitying the 13
weeks ended May 4, 2007 is as follows:

Options Weighted Average

Issued Exercise Price
Balance, February 2, 2007 19,398,881 $ 18.38
Granted 1,997,19¢ 21.15
Exercised (2,091,451 16.39
Canceled (187,100 19.90
Balance, May 4, 2007 19,117,52¢ $ 18.88

All stock options granted in the 13-week perioddeshMay 4, 2007 and May 5, 2006 under the ternteeCompany’s
stock incentive plan were non-qualified stock opsigssued at a price equal to the fair market vafube Company’s common
stock on the date of grant, were originally schedub vest ratably over a foyear period, and expire 10 years following the
of grant.

A summary of activity related to nonvested restdcstock and restricted stock unit awards duriegl®-week period
ended May 4, 2007 is as follows:

Weighted Average

Nonvested Grant Date

Shares Fair Value
Balance, February 2, 2007 748,631 $ 16.63
Granted 708,108 21.15
Vested (94,283 18.66
Canceled (10,037 20.29
Balance, May 4, 2007 1,352,41¢ $ 18.83

The Company accounts for nonvested restricted stodkrestricted stock unit awards in accordanck thie provisions
of SFAS 123(R). The Company calculates compensatipense as the difference between the market gfite underlying
stock on the date of grant and the purchase pfiaay, and recognizes such amount on a straigletiasis over the period in
which the recipient earns the nonvested restristeck and restricted stock unit award.

The purchase price was set at zero for all nondestgtricted stock and restricted stock unit awardee 13-week
periods ended May 4, 2007 and May 5, 2006, and auetnds are scheduled to vest ratably over a tygwaeperiod from the
respective grant dates. The Company recognized eosapion expense relating to its nonvested restristock and restricted
stock unit awards of approximately $2.1 million &@8 million in the 13-week periods ended May @02 and May 5, 2006,
respectively.




The Company recognized total compensation expeariatng to share-based awards of approximately 8@ll®n and
$1.8 million in the 2007 and 2006 periods, respetyi

Under SFAS 123(R), the benefits of tax deductionsxcess of recognized compensation cost are egpag a financing
cash flow. For the 13-week periods ended May 47280t May 5, 2006, this excess tax benefit wasequmately $3.5 million
and $1.5 million, respectively.

5. Earnings per share

Earnings per share is computed as follows (in thnds, except per share data):

13 Weeks Ended May 4, 2007

Per Share
Net Income Shares Amount
Basic earnings per share $ 34,87¢ 313,56° $ 0.11
Effect of dilutive stock awards 2,361
Diluted earnings per share $ 34,87t 315,92¢ $ 0.11

13 Weeks Ended May 5, 2006

Per Share
Net Income Shares Amount
Basic earnings per share $ 47,670 313,997 $ 0.15
Effect of dilutive stock awards 1,236
Diluted earnings per share $ 47,670 315,233 $ 0.15

Basic earnings per share was computed by dividgigntome by the weighted average number of stefresmmon
stock outstanding during the period. Diluted eageiper share was determined based on the dilufiwet ®f stock options and
other common stock equivalents using the treasoigkanethod.

6. Commitments and contingencies
Legal proceedings

On October 10, 2005, the Company was served wakvauit entitledvioldoon, et al. v. Dolgencorp, Inc., et &Vesterr
District of Louisiana, Lake Charles Division, CV@852, filed May 19, 2005), filed as a putative eotlve action in which five
current or former store managers claim to have lmaeroperly classified as exempt executive empley@ader the Fair Labor
Standards Act (“FLSA"). Plaintiffs seek injunctivelief, back wages, liquidated damages and attafrfegs. To date, Plaintiffs
have not asked the Court to certify any class.

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 District of Alabanf@ase No. 7:06-cv-01537-LSC) in which the plafrdifeges that she and
other current and former Dollar General store mamag/ere improperly classified as exempt execwgimployees under the
FLSA and seeks to recover overtime pay, liquida@ehages, and attorneys’ fees and costs. On Augug006, theRichter
plaintiff filed a motion in which she asked the dow certify a




nationwide class of current and former store marsageéne Company opposed the plaintiff's motion.\@arch 23, 2007, the
Court conditionally certified a nationwide classindividuals who worked for Dollar General as Stbtanagers since August 7,
2003. Although the number of persons who will beluded in the class has not been determined, thiephave agreed to, and
the Court is expected to approve, the Notice thte sent to the class.

On May 30, 2007, the Court stayed all proceedinghé case, including the sending of the Noticeafoinitial period of
60 days, during which time the Court will evaluaejong other things, a recently filed appeal inEkleventh Circuit involving
claims similar to those raised in this action. Dgrthe 60-day stay, the statute of limitations Wwéltolled for potential class
members. At its conclusion, the Court will deterenimhether to extend the stay or to permit thisoactd proceed. Following the
close of the discovery period the Company will hameopportunity to seek decertification of the s|amd the Company expects
to file such a motion.

The Company believes that its store managers ar&ave been properly classified as exempt employedsr the FLS,
and that the actions described above are not apatefor collective action treatment. The Compartgnds to vigorously
defend these actions. However, at this time, rivispossible to predict whether the courts willrpigthese actions to proceed
collectively, and no assurances can be given lea€Company will be successful in its defense omikdts or otherwise. If the
Company is not successful in its efforts to defdrabe actions, the resolution or resolutions chalkk a material adverse effect
on the Company'’s financial statements as a whole.

On May 18, 2006, the Company was served with alavwestitiedTammy Brickey, Becky Norman, Rose Rochow, S:
Cogswell and Melinda Sappington v. Dolgencorp, brd Dollar General CorporatiofWestern District of New York, Case
6:06-cv-06084-DGL, originally filed on FebruaryZ)06 and amended on May 12, 200®(ickey” )). TheBrickeyplaintiffs
seek to proceed collectively under the FLSA and alsss under New York, Ohio, Maryland and Nortihoiaa wage and hour
statutes on behalf of, among others, individualpleged by the Company as assistant store manadershaim to be owed
wages (including overtime wages) under those statutt this time, it is not possible to predict whex the court will permit this
action to proceed collectively or as a class. H@avethe Company believes that this action is npt@griate for either collective
or class treatment, and believes that its wagehand policies and practices comply with both fedaral state law. The
Company plans to vigorously defend this action; éeev, no assurances can be given that the Compiiryeveuccessful in its
defense on the merits or otherwise, and, if itas the resolution of this action could have a matedverse effect on the
Company'’s financial statements as a whole.

On March 7, 2006, a complaint was filed in the ©gdiBtates District Court for the Northern Disto€tAlabama Janet
Calvert v. Dolgencorp, Ing.Case No. 2:06-cv-00465-VEfCalvert” )), in which the plaintiff, a former store managaiteged
that she was paid less than male store manageasid®of her sex, in violation of the Equal Pay @&wud Title VIl of the Civil
Rights Act of 1964, as amended (“Title VII"). On kth 9, 2006, th€alvertcomplaint was amended to include seven additional
plaintiffs, who also allege to have been paid thas males because of their sex, and to add albegadf sex discrimination in
promotional

10




opportunities and undefined terms and conditionsngloyment. In addition to allegations of intenibsex discrimination, the
amendedCalvertcomplaint also alleges that the Company’s employtmpelicies and practices have a disparate impact on
females. The amendéhlvertcomplaint seeks to proceed collectively under thadt Pay Act and as a class under Title VII,
requests back wages, injunctive and declaratomgfréiuidated damages and attorney’s fees antscos

At this time, it is not possible to predict whetlilee court will permitCalvertto proceed collectively or as a class.
However, the Company believes that the case igmatopriate for class or collective treatment aelielbes that its policies and
practices comply with the Equal Pay Act and Titlé. WYhe Company intends to vigorously defend thiosg however, no
assurances can be given that the Company will beesgful in its defense on the merits or otherwfghe Company is not
successful in defending tl@alvertaction, its resolution could have a material adveffect on the Company’s financial
statements as a whole.

On September 8, 2005, the Company received a refpréaformation from the Environmental Protectidgency
(EPA) with respect to Krazy String, a product thvais offered for sale in the Company’s stores. HRA asserted that Krazy
String contained an aerosol that included an odepdeting substance in violation of the Clean Aat. AOn July 12, 2006, the
Company agreed to an Administrative Compliance Orelguiring the destruction of the Krazy String ggning in inventory.
After advising the Company that it was consideiimgosing a penalty in connection with Krazy Striog February 5, 2007, tl
EPA proposed a penalty of approximately $800,00@ Tompany believed that amount to be excessiverapgplicable EPA
policies. After additional discussions with theA&=én May 7, 2007, the Company and the EPA agregulintiple on May 31,
2007 to resolve this matter through payment byGbmpany of a $155,826 penalty. The Company expedisalize this
settlement within the next 90 days.

Subsequent to the announcement of the AgreemerRlandbf Merger among the Company, Buck Holdind®. land
Buck Acquisition Corp (each of Buck Holdings L.,daBuck Acquisition Corp is an affiliate of KKR, awore fully described in
Note 2), the Company and its directors were namexven putative class actions alleging claim®feach of fiduciary dut
arising out of the proposed sale of the ComparidR. Each of the complaints alleged, among othergs, that Dollar
General’s directors engaged in “self-dealing” byeming to recommend the transaction to the shadeh®bf Dollar General and
that the consideration available to Dollar Genshalreholders in the proposed transaction is upflmvl. On motion of the
plaintiffs, each of these cases was transferrédeixth Circuit Court for Davidson County, Tweatti Judicial District, at
Nashville (the“Court”). By order April 26, 2007, the seven lawsuivere consolidated in the Court under the captiorre:
Dollar General,” Case No. 07MD-1. On May 23, 200i& Court entered an order requiring the plaintiffthe consolidated
actions to file a consolidated complaint withincys. According to the terms of the order, the obdated complaint will
supersede all previously-filed complaints. The Campbelieves that the foregoing lawsuit is withowgrit and intends to defend
the action vigorously.

In addition to the matters described above, the @om is involved in other legal actions and claarising in the
ordinary course of business. The Company belicyvesed upon
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information currently available, that such othéightion and claims, both individually and in thggaegate, will be resolved
without a material effect on the Company’s finahstatements as a whole. However, litigation ineshan element of
uncertainty. Future developments could cause thetiens or claims to have a material adverse effiedche Companyg financia
statements as a whole.

7. Income taxes

The Company adopted the provisions of FIN 48 efffedtebruary 3, 2007. The adoption resulted in&8 #illion
decrease in retained earnings and a reclassificafioertain amounts between deferred income tardther noncurrent
liabilities to conform to the balance sheet preston requirements of FIN 48. As of the date ofdm, the total reserve for
uncertain tax benefits was $77.9 million. This reseexcludes the federal income tax benefit foruheertain tax positions
related to state income taxes, which is now indllidedeferred tax assets. As a result of the adogf FIN 48, the reserve for
interest expense related to income taxes was isede® $15.3 million and a reserve for potentialgties of $1.9 million related
to uncertain income tax positions was recordedofAbe date of adoption, approximately $27.1 millwf the reserve for
uncertain tax positions would impact our effectiveome tax rate if we were to recognize the taxefiefor these positions.

Subsequent to the adoption of FIN 48, the Compasyethected to record income tax related interesipanalties as a
component of the provision for income tax expense.

In the quarter ended May 4, 2007, the Internal RegeService completed an examination of the Conipdagleral
income tax returns through fiscal year 2003 resglin a net income tax refund. There are no unvesbissues related to this
examination. In connection with this examinatidre Company and the Internal Revenue Service agoeextend the statute of
limitations related to the 2003 fiscal year throttober 2007. Accordingly, the 2003 fiscal yeawld be subject to further
examination by the Internal Revenue Service uhét tlate, however, the Company believes that suther examination is
unlikely. Also remaining open for examination #ne Company's 2004 and later fiscal years. NorteeofCompany’s federal
income tax returns are currently under examinatipthe Internal Revenue Service. The Company hdsusstate income tax
examinations that are currently in progress. Thienased liability related to these state incomedaaminations is included in t
Company'’s reserve for uncertain tax positions. Gahe the Company’s tax years ended in 2004 angded remain open for
examination by the various state taxing authorities

As of May 4, 2007, the total reserves for uncertainbenefits, interest expense related to incaxes and potential
income tax penalties were $77.8 million, $14.2 imilland $1.5 million, respectively, of which a tav&$84.3 million is reflecte
in other noncurrent liabilities in the condensedsmwidated balance sheet. The Company believedt isatasonably possible
that the reserve for uncertain tax positions mayeldeiced by approximately $6.2 million in the cogitwelve months as a result
of the settlement of currently ongoing state incdaexeexaminations.

The effective income tax rate for the W@ek period ended May 4, 2007 was 32.6%, or 5.M&lddhan the rate of 37.7
for the 13-week period ended May 5, 2006. The desgrén
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the effective income tax rate was primarily du¢h® following: an approximate 1.2% decrease asaltref the renewal, in late
2006, of the federal laws which allow the Compamglaim federal job credits for certain newly hireghployees; and an
approximate decrease of 6.3% in the 2007 periadeaelto the settlement of income tax contingentiasdid not occur in the
2006 period. These decreases were partially difgéhe following items which increased the effeetimcome tax rate: an
approximate 0.7% increase due principally to stademe tax expense resulting from state law chaimgtse States of New Yo
and Texas; an approximate 0.1% increase due ta lstate job related tax credits (principally joledits earned in 2006 for the
Company’s South Carolina distribution center thetribt reoccur in 2007); an increase of approximyate/% due to the post-
FIN 48 inclusion of income tax related interest@xge in the amount reported as income tax expar&@0i/; and an increase of
approximately 0.7% related to non-deductible experiscurred in connection with the proposed Merger.

8. Segment reporting

The Company manages its business on the basisakportable segment. As of May 4, 2007, all ofCleenpany’s
operations were located within the United Statd#) the exception of a Hong Kong subsidiary, theeés and revenues of which
are not material. The following data is presenteddcordance with SFAS No. 13Disclosures about Segments of an Entery
and Related Information.”

13 Weeks Ended

May 4, May 5,
(In thousands) 2007 2006
Classes of similar products:
Highly consumable $ 1,523,79 $ 1,455,984
Seasonal 336,44 309,583
Home products 215,04t 211,665
Basic clothing 199,97¢ 174,155
Net sales $ 2,275,26 $ 2,151,387
9. Guarantor subsidiaries

All of the Company’s subsidiaries, except for itd-for-profit subsidiary, the assets and revendashich are not
material (the “Guarantors”), have fully and uncdiudially guaranteed on a joint and several bagis€dbmpany’s obligations
under certain outstanding debt obligations. EadiheiGuarantors is a direct or indirect wholly-owrseibsidiary of the
Company.

The following consolidating schedules present cosdd financial information on a combined basis.
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(In thousands)

As of May 4, 2007

DOLLAR
GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL
BALANCE SHEET:
ASSETS
Current assets:
Cash and cash equivalents $ 113,53¢ $ 90,88¢ $ - $ 204,41
Short-term investments - 27,37: - 27,37:
Merchandise inventories - 1,444,31: - 1,444,311
Income taxes receivable 21,03% - (6,413 14,62«
Deferred income taxes 8,62¢ 29,23« - 37,86(
Prepaid expenses and other cut
assets 169,25 1,130,041 (1,241,725 57,57
Total current assets 312,45 2,721,84, (1,248,138 1,786,15
Property and equipment, at cost 215,15¢ 2,229,97! - 2,445,13.
Less accumulated depreciation and
amortization 120,37" 1,112,55! - 1,232,93!
Net property and equipme 94,78 1,117,41 - 1,212,19:i
Deferred income taxes 9,89¢ 2,51¢ - 12,41¢
Other assets, net 2,760,25. 45,98: (2,742,700 63,53¢
Total assets $ 3,177,38 $ 3,887,76! $ (3,990,838 $ 3,074,30
LIABILITIES AND
SHAREHOLDERS’ EQUITY
Current liabilities:
Current portion of long-term
obligations $ - $ 7,18¢ $ - $ 7,18¢
Accounts payable 1,111,88! 612,08: (1,239,018 484,94¢
Accrued expenses and other 29,78¢ 231,01 (2,707 258,09(
Income taxes payable - 6,461 (6,413 48
Total current liabilities 1,141,671 856,74 (1,248,138 750,27
Long-term obligations 199,853 1,636,66: (1,576,144 260,37
Other liabilities 39,08 227,79¢ - 266,88t
Shareholders’ equity:
Preferred stock - - - -
Common stock 157,29¢ 23,85: (23,853 157,29t
Additional paid-in capital 525,83 673,61: (673,611 525,83
Retained earnings 1,114,171 469,009:. (469,092 1,114,171
Accumulated other comprehens
loss (941 - - (941
Other shareholders’ equity 42C - - 42C
Total shareholders’ equity 1,796,77 1,166,55I (1,166,556 1,796,77
Total liabilities and shareholders’
equity $ 3,177,38 $ 3,887,76! $ (3,990,838 $ 3,074,30
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(in thousands)

As of February 2, 2007

DOLLAR
GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL
BALANCE SHEET:
ASSETS
Current assets:
Cash and cash equivalents $ 114,31C $ 74,978 $ - $ 189,288
Short-term investments - 29,950 - 29,950
Merchandise inventories - 1,432,33¢€ - 1,432,33¢€
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 1,086,89C (1,169,783 57,020
Total current assets 264,218 2,648,31¢ (1,169,783 1,742, 74¢
Property and equipment, at cost 213,781 2,217,03C - 2,430,811
Less accumulated depreciation
and amortization 115,201 1,078,73¢€ - 1,193,937
Net property and equipme 98,580 1,138,294 - 1,236,874
Other assets, net 2,686,697 43,622 (2,669,427 60,892
Total assets $ 3,049,49¢ $ 3,830,22¢ $(3,839,210 $ 3,040,514
LIABILITIES AND
SHAREHOLDERS' EQUITY
Current liabilities:
Current portion of long-term
obligations $ - $ 8,080 $ - $ 8,080
Accounts payable 1,076,02¢ 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 1,089,35¢ 913,299 (1,169,783 832,871
Long-term obligations 199,842 1,584,52¢ (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 $ 3,049,49¢ $ 3,830,22¢ $(3,839,210 $ 3,040,514




15




For the 13 weeks ended

(In thousands) May 4, 2007

DOLLAR

GENERAL GUARANTOR CONSOLIDATED

CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF INCOME:
Net sales $ 53,563¢ $ 2,275,26 $ (53,535 $ 2,275,26
Cost of goods sold - 1,642,20 - 1,642,20
Gross profit 53,53t 633,06( (53,535 633,06(
Selling, general and administrative 45,44( 585,78’ (53,535 577,69:
Operating profit 8,09t 47,27: - 55,36¢
Interest income (24,498 (820 22,74¢ (2,573
Interest expense 4,91¢ 23,99° (22,745 6,167
Income before income taxes 27,67¢ 24,09¢ - 51,77«
Income taxes 12,34: 4 557 - 16,89¢
Equity in subsidiaries’ earnings, net
of taxes 19,53¢ - (19,539 -
Net income $ 34,87¢ $ 19,53¢ $ (19,539 $ 34,87¢
For the 13 weeks ended

(In thousands) May 5, 2006

DOLLAR

GENERAL GUARANTOR CONSOLIDATED

CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF INCOME:
Net sales $ 38,653 $ 2,151,387 $ (38,653 $ 2,151,387
Cost of goods sold - 1,567,11¢ - 1,567,11¢
Gross profit 38,653 584,274 (38,653 584,274
Selling, general and administrative 34,329 507,313 (38,653 502,989
Operating profit 4,324 76,961 - 81,285
Interest income (22,382 (1,748 21,680 (2,450
Interest expense 3,798 25,129 (21,680 7,247
Income before income taxes 22,908 53,580 - 76,488
Income taxes 8,412 20,406 - 28,818
Equity in subsidiaries’ earnings, net
of taxes 33,174 - (33,174 -

Net income $ 47,670 $ 33,174 $ (33,174 $ 47,670

16




For the 13 weeks ended

(In thousands) May 4, 2007
DOLLAR
GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL

STATEMENTS OF CASH FLOWS:
Cash flows from operating activities:
Net income $ 34878 % 19,53¢ $ (19,539 $ 34,87¢
Adjustments to reconcile net income to net
cash provided by operating activities:

Depreciation and amortization 5,44¢ 45,00: - 50,45
Deferred income taxes (4,158 (790 - (4,948
Noncash share-based compensation 3,46¢ - - 3,46¢
Tax benefit from stock option
exercises (3,529 - - (3,529
Equity in subsidiaries’ earnings, net (19,539 - 19,53¢ -
Change in operating assets and
liabilities:
Merchandise inventories - (11,977 - (11,977
Prepaid expenses and other current
assets (764 21z - (552
Accounts payable (3,913 (58,957 - (62,870
Accrued expenses and other 4,86¢ 20,77¢ - 25,64
Income taxes (12,638 10,90: - (1,736
Other (486) 942 - 45€
Net cash provided by operating activit 3,63: 25,65: - 29,28t

Cash flows from investing activities:

Purchases of property and equipment (3,849 (30,252 - (34,101
Sales of short-term investments - 6,00( - 6,00(
Purchases of long-term investments - (5,670 - (5,670
Proceeds from sale of property and

equipment 50 11¢ - 16¢
Net cash used in investing activiti (3,799 (29,803 - (33,602

Cash flows from financing activities:

Repayments of long-term obligations (138 (2,515 - (2,653
Payment of cash dividends (15,712 - - (15,712
Proceeds from exercise of stock options 34,28: - - 34,28:
Changes in intercompany note balances, net (22,571 22,57 - -
Tax benefit from stock option exercises 3,52¢ - - 3,52¢
Net cash provided by (used in) financ

activities (611 20,05¢ - 19,44¢

Net increase (decrease) in cash and

equivalents 777 15,90¢ - 15,12¢
Cash and cash equivalents, beginning of
period 114,31( 74,97¢ - 189,28t

Cash and cash equivalents, end of period $ 113,53 % 90,88 $ - $ 204,41
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For the 13 weeks ended

(In thousands) May 5, 2006
DOLLAR
GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF CASH FLOWS:
Cash flows from operating activities:
Net income $ 47,670 $ 33,174 (33,174 47,670
Adjustments to reconcile net income to net
cash provided by (used in) operating
activities:
Depreciation and amortization 5,287 43,491 - 48,778
Deferred income taxes a7y 5773 - 5,602
Noncash share-based compensation 1,740 - - 1,740
Tax benefit from stock option
exercises (1,461 - - (1,461
Equity in subsidiaries’ earnings, net (33,174 - 33,174 -
Change in operating assets and
liabilities:
Merchandise inventories - (161,704 - (161,704
Prepaid expenses and other current
assets (4,115 (8,314 - (12,429
Accounts payable 11,294 58,173 - 69,467
Accrued expenses and other 5,845 273 - 6,118
Income taxes (1,269 (18,967 - (20,236
Other 67 272 - 339
Net cash provided by (used in) operat
activities 31,713 (47,829 - (16,116
Cash flows from investing activities:
Purchases of property and equipment (2,754 (74,348 - (77,102
Purchases of short-term investments (6,000 (4,476 - (10,476
Sales of short-term investments 6,000 - - 6,000
Purchases of long-term investments - (10,809 - (10,809
Proceeds from sale of property and
equipment 136 167 - 303
Net cash used in investing activiti (2,618 (89,466 - (92,084
Cash flows from financing activities:
Borrowings under revolving credit facility 116,50C - - 116,500
Repayments of borrowings under revolving
credit facility (51,500 - - (51,500
Repayments of long-term obligations, net 234 (2,598 - (2,364
Payment of cash dividends (15,686 - - (15,686
Proceeds from exercise of stock options 10,934 - - 10,934
Repurchases of common stock (79,947 - - (79,947
Changes in intercompany note balances, net (121,536 121,536 - -
Tax benefit from stock option exercises 1,461 - 1,461
Other financing activities 68 1 - 69
Net cash provided by (used in) financ
activities (139,472 118,939 - (20,533
Net decrease in cash and cash equiva (110,377 (18,356 - (128,733

Cash and cash equivalents, beginning of



period 110,41C 90,199 - 200,609

Cash and cash equivalents, end of period $ 33 $ 71,843 % - $ 71,876
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

General

Accounting Periods We follow the concept of a 323 week fiscal year that ends on the Friday neaoe¥anuary 31. Tt
following text contains references to years 200d 2006, which represent 32eek fiscal years ending or ended February 1,
and February 2, 2007, respectively. Consequergfgrences to quarterly accounting periods for 2840 2006 contained herein
refer to 13-week accounting periods. This discussiod analysis is based on, should be read withisagualified in its entirety
by, the Condensed Consolidated Financial Statenagrtshe notes thereto. It also should be readnijuaction with the
Forward-Looking Statements/Risk Factors disclosetdorth in Part II, ltem 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 econdatiors that affect our company. In addition, vepé to help the reader
understand our financial statements, the changesrtain key items in those financial statemerasfperiod to period, and the
primary factors that accounted for those changesadl as how certain accounting principles affaat financial statements.

Proposed MergerOn March 11, 2007, we entered into an Agreementdad of Merger (the “Merger Agreementijth
Buck Holdings L.P. (“Parent”) and Buck Acquisiti@orp. (“Merger Sub”), affiliates of Kohlberg Kravigoberts & Co.
(“KKR"), whereby Merger Sub will be merged with aimdo us (the “Merger”). In the event the Mergecasummated, we will
continue as the surviving corporation and as a ltwlned subsidiary of Parent. A special meetingladreholders has been
scheduled for June 21, 2007 for the purpose ohgatn the proposed merger.

Executive Overview

The nature of our business is moderately seasBriatarily because of sales of holiday-related manclise, sales in the
fourth quarter have historically been higher thales achieved in each of the first three quartetseofiscal year. Expenses, and
to a greater extent operating income, vary by @naResults of a period shorter than a full yeay mat be indicative of results
expected for the entire year. Furthermore, thesedsature of our business may affect comparibetnseen periods.

For the quarter ended May 4, 2007, we had net ircoh$34.9 million, or $0.11 per diluted share cangal to net
income of $47.7 million, or $0.15 per diluted shimethe quarter ended May 5, 2006. In summaryemees increased by $123.9
million in the 2007 period, or 5.8%, aided by ndares and a same-store sales increase of 2.4%g gtuss profit increased
$48.8 million, or 8.4%, resulting in a 0.7% increas gross profit as a percentage of sales as aempa the prior year period.
The increase in gross profit was offset by an iaseein selling, general and administrative expeo&&34.7 million, or 2.0% as
percentage of sales, including expenses of appaiein$29.6 million relating to the closings of emperforming
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stores and expenses of $6.1 million incurred imeation with the proposed Merger. See detailedudisions below for
additional comments on financial performance indhent year period as compared with the prior ypeaiod.

Since the approval of the Merger by our Board aEbliors, our management team has been workingrefttesentatives
from KKR on further evaluating our strategic aneé@ing initiatives. To date, we have not madeificant changes to our
operating initiatives and plans in place.

We have made significant progress in our effoitst &announced in November 2006, to minimize th@ant of
merchandise in our stores that we carry over teegient periods (“packawayi)e identified the targeted packaway inventc
in 2006 and launched programs to sell-throughithientory, eliminating over half of the targetedrot@ndise by the end of
fiscal 2006. As of May 4, 2007, approximately $X0illion of such merchandise, at cost, remains tgdid. We are on schedule
to achieve our plans with regard to the sale oftexg packaway inventories by the end of fis€2 We also plan to sell
virtually all current-year non-replenishable mentiise by taking end-of-season markdowns to pemaieiased levels of newer,
current-season merchandise in the future.

Also in November 2006, we announced significaninges to our real estate strategy, including ownition to close, by
the end of fiscal 2007, approximately 400 stores tlo not meet our revised real estate criteriaofAday 4, 2007, we have
closed 281 of the targeted stores, 153 of whiclewetrsed in the first quarter of 2007. In additiorstore closings, our current
plans are to remodel or relocate approximatelyst0fes and to decelerate new store openings t@xippately 300 new stores
fiscal 2007. In the first quarter, we opened 124 stores, closed 171 stores, remodeled 25 storesetocated 15 stores. The
majority of these new, remodeled and relocatecestare in our new “racetrack” store layout.

We estimate that we will recognize total pre-talkirsg, general and administrative (“SG&Atharges associated with f
elimination of the targeted packaway inventoried tine closing of these 400 under-performing stofespproximately $102.6
million. Of this total, approximately $29.6 milliomas reflected in our results of operations infttet quarter of 2007 and $33.4
million was reflected in the third and fourth queag of 2006, as follows (in millions):

Estimated Incurred in Incurred in
Total 2006 2007 Remaining
Lease contract termination costs $ 36.6 $ 5.7 $ 15: $ 15.6
One-time employee termination benefits 0.9 0.3 0.2 0.3
Other associated store closing costs 8.1 0.2 2.2 5.7
Inventory liquidation fees 4.6 1.6 15 15
Asset impairment & accelerated depreciation 9.0 8.3 0.2 0.4
Other costs (a) 43.4 17.3 10.C 16.1
Total $ 102.6 $ 334 $ 29.€ $ 39.6

(a) Includes incremental store labor, advertising ather costs.

The remaining costs outlined in the table abovecareently expected to be incurred during 2007hwlie majority
expected to be incurred in the second quarter. Mew¢he
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amount and timing of these costs and charges dawt#te amount of below-cost inventory estimatesadjustments may vary
materially depending on various factors, includiimging in the execution of the plan, the outcomeefotiations with landlords
and/or potential sublease tenants, the accuraagsafmptions used by management in developing #stgeates, final inventory
levels, the timing and adequacy of markdowns, atailrmarket conditions.

We expect markdowns from retail to continue at bigthan historical levels as we sell through theaiming packaway
inventory. We currently expect the gross profiertt sales to be in the following ranges: 27 tp@&ent in fiscal 2007, 28 to 29
percent in fiscal 2008 and 29 to 30 percent inafi2D09. We expect to increase our sales mix otheardise categories with
higher gross profit rates, such as home, appatesaasonal merchandise, as we become increasioiglycaimprove our
merchandise assortments and stock our stores vaith ourrent inventory. Achievement of our grosdiptargets is contingent
upon this expected sales mix improvement as wedffagtive inventory management and reductionsnemtory shrink and
damages.

In addition to the strategic initiatives discussdve, we are now increasingly focused on gengyaticreased cash
flows and improving profitability and we are in tharly stages of implementing certain targetedlrgtactices which are
expected to positively impact our gross profitesgbroductivity and capital efficiency, including:

» Better merchandising and category management, Sitiohalization and space reallocation with an inses
focus on gross margin, returns per square foossandk reduction;

» Optimizing our real estate strategies by establiglsi comprehensive real estate review program basecky
processes and technology directed with a morepdised approach;

« Implementing zone pricing across our store base;
« Increasing foreign direct sourcing;
« Increasing private label penetration with greatersistency; and

» Improving distribution and transportation logistics
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Results of Operations

The following table contains results of operatidasa for the first 13 weeks of each of 2007 and52@@d the dollar and
percentage variances among those periods:

13 Weeks Ended 2007 vs. 2006
May 4, May 5, Amount %
(amounts in millions, excluding per share amounts) 2007 2006 change change
Net sales by categor
Highly consumable $ 1,523 $ 1,456.0 $ 67.8 4.7%
% of net sales 66.97% 67.68%
Seasonal 336.¢ 309.6 26.9 8.7
% of net sales 14.79% 14.39%
Home products 215.( 211.7 3.4 1.6
% of net sales 9.45% 9.84%
Basic clothing 200.( 174.2 25.8 14.8
% of net sales 8.79% 8.10%
Net sales $ 2,275. $ 2,1514 $ 123.9 5.8%
Cost of goods sold 1,642.: 1,567.1 75.1 4.8
% of net sales 72.18% 72.84%
Gross profit 633.] 584.3 48.8 8.3
% of net sales 27.82% 27.16%
Selling, general and administrative 577.% 503.0 74.7 14.9
% of net sales 25.39% 23.38%
Operating profit 55.4 81.3 (25.9) (31.9)
% of net sales 2.43% 3.78%
Interest income (2.6 (2.5) (0.1 5.0
% of net sales (0.11)% (0.11)%
Interest expense 6.2 7.2 (1.2) (14.9)
% of net sales 0.27% 0.34%
Income before income taxes 51.¢ 76.5 (24.7) (32.3)
% of net sales 2.28% 3.56%
Income taxes 16.¢ 28.8 (11.9) (41.4)
% of net sales 0.74% 1.34%
Net income $ 34.¢ $ 47.7 $ (12.8) (26.8)%
% of net sales 1.53% 2.22%
Diluted earnings per share $ 0.11 $ 0.15 $ 0.04 (26.7)%
Weighted average diluted shares 315.¢ 315.2 0.7 0.2

13 WEEKS ENDED MAY 4, 2007 AND MAY 5, 2006

Net Sales The $123.9 million increase in net sales resuitech opening 104 net new stores since May 5, 2666,a
same-store sales increase of 2.4% for the 2008¢gpedmpared to the 2006 period. The increase iresaone sales accounted
approximately $50.3 million of the increase in salhile stores opened since the end of the firattqu of 2006 were the prime
contributor to the remaining $73.6 million salesrgmse during the 2007 period.

We monitor our sales internally by the four majategories noted above: highly consumable, seasooale products
and basic clothing. Generally, over the past séye's, sales in the highly consumable categove lecome a greater
percentage of our overall sales mix while the safdsome products and basic clothing have declased percentage of total
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sales, which has had a negative impact on our gmudi. We believe the shift has been caused mipachanges in customers’
needs and also by our efforts to attract and retastomers by broadening consumable product offeramd including more
recognizable brands. We are pleased with the shlegr higher margin seasonal and basic clothinggmies in the first quarter
of 2007, recognizing that these increases weraldiganarkdowns taken in connection with our efféotgliminate packaway
inventories and to sell through new merchandighéncurrent season. Because of the impact of sailesn gross profit, we
continually review our merchandise mix and strivedjust it when appropriate. Maintaining an appaip sales mix among the
four categories is an integral part of achieving gnoss profit and sales goals.

A portion of our same-store sales increase iR0G period compared to the 2006 period was attlile to increased
sales in the highly consumable, seasonal, and bbxhing categories, which had overall increade®6d.8 million, or 4.7%,
$26.9 million, or 8.7%, and $25.8 million, or 14.8féspectively. Same-store sales were also polsitivgacted by an increase
in the average dollar value of transactions dutirgperiod. We believe that future same-store gai@sth is dependent upon an
increase in the number of customer transactiongetisas an increase in the dollar value of the agertransaction.

Gross Profit.Our gross profit rate, as a percent of sales, &s&e by 66 basis points in the 2007 period as coadpaith
the 2006 period due to a number of factors, incigdiut not limited to: an increase in markups orcpases during the period; a
reduction in receipts during the 2007 period asmamad to the 2006 period in the highly consumahtegory, which generally
has lower average markups; and higher sales (arcamntage of total sales) in our seasonal and bkhing categories, which
generally have higher average markups. These faatere partially offset by lower average markup®onbeginning inventory
in the 2007 period as compared with the 2006 pedad an increase in our shrink rate, expresseetail dollars as a percentage
of sales, to 3.64% in the 2007 period compared3a% in the 2006 period. The gross profit rate @alas unfavorably impacted
by higher markdowns in the 2007 period, which waagially offset by a reduction of our lower of tas market inventory
impairment estimate at the end of the first quasfe2007.

Selling, General and Administrative (“SG&A”) ExpensThe increase in SG&A expense as a percentagaex s the
2007 period as compared with the 2006 period wastda number of factors, including but not limitedncreases in the
following expense categories: lease contract teation costs (increased $15.1 million) due primatdlithe closing of 153 stores
in the current year period related to the strateggd estate initiatives discussed above; professiees (increased 193.7%) due
primarily to fees associated with the proposed Mesnd strategic initiatives; repairs and mainteeaincreased 47.7%) due to
increased store maintenance, including activitypeissed with the strategic initiatives; a $5.1 ioitl increase in SG&A expenses
resulting from hurricane-related insurance recageduring the prior year period; incentive compéosaxpense (increased
88.7%) which is based upon our operating perforraam changes to our 2007 bonus plan; health tewests (increased
46.0%) due primarily to increased claims; and stameupancy costs (increased 9.1%) primarily dugstng average monthly
rentals associated with our leased store locatibimsse increases were partially offset by a 9.18agton in insurance costs
primarily related to workers’ compensation due to
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the impact of changes in estimate of loss developtiaetors and a 3.1% decline in depreciation andréization expense due
primarily to reduced depreciation on leasehold wwpments.

Interest Incomelnterest income was relatively constant in the 29€ffod compared to the 2006 period, as increased
earnings on short-term investments of approxim&®@.9 million, primarily due to higher average@stment balances, were
offset by a $0.9 million decline in interest income2007 compared to 2006 due to the second qu2B@6 acquisition of the
entity which held legal title to and from which fi@merly leased the South Boston distribution ce(ieC”), and the related
elimination of the notes receivable which represérmtebt issued by this entity.

Interest ExpenseThe decrease in interest expense in the 200@8¢gpedmpared to the 2006 period is due primarilg to
decrease of $1.2 million on financing obligationsietr were related to the acquisition of the SoutistBn DC and were
eliminated in 2006 as described above and a dexirasterest related to income tax contingencfekldd million which,
subsequent to the adoption of FIN 48, is now inetlith income tax expense. In the 2006 period, weeased our interest
expense related to income tax contingencies iroregpto changes in anticipated state tax audiesahts. These decreases v
partially offset by a reduction in capitalized irdst expense of $1.2 million.

Income TaxesThe effective income tax rate for the 13-week mkeaded May 4, 2007 was 32.6%, or 5.1% lower than
the rate of 37.7% for the 13-week period ended Bla3006. The decrease in the effective incomedsxwas primarily due to
the following: an approximate 1.2% decrease asaltref the renewal, in late 2006, of the fedeaald which allow us to claim
federal job credits for certain newly hired emplegegand an approximate decrease of 6.3% in the Re0dd related to the
settlement of income tax contingencies that didawvour in the 2006 period. These decreases wetialpaoffset by the
following items which increased the effective in@tax rate: an approximate 0.7% increase due pafigito state income tax
expense resulting from state law changes in thee$St New York and Texas; an approximate 0.1%eiase due to lower state
job related tax credits (principally job creditsmeed in 2006 for our South Carolina distributiomte that did not reoccur
2007); an increase of approximately 1.7% due tqthst-FIN 48 inclusion of income tax related instrexpense in the amount
reported as income tax expense in 2007; and aeaserof approximately 0.7% related to non-dedweglpenses incurred in
connection with the proposed Merger.

Recently Adopted Accounting Standard

We adopted the provisions of FIN 48 effective Feloyu3, 2007. The adoption resulted in an $8.9 arilliecrease in
retained earnings and a reclassification of cedaiounts between deferred income taxes and otimeunent liabilities to
conform to the balance sheet presentation requimentd FIN 48. As of the date of adoption, the toéserve for uncertain tax
benefits was $77.9 million. This reserve excludesfederal income tax benefit for the uncertaingasitions related to state
income taxes which is now included in deferreddasets. As a result of the adoption of FIN 48 réiserve for interest expense
related to income taxes was increased to $15.3omiéind a reserve for potential penalties of $1ilian related to uncertain
income tax positions was recorded. As of the daseloption, approximately $27.1
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million of the reserve for uncertain tax positiomguld impact our effective income tax rate if weravéo recognize the tax
benefit for these positions.

Subsequent to the adoption of FIN 48, the Compasyethected to record income tax related interesipanalties as a
component of the provision for income tax expense.

Liquidity and Capital Resources

Current Financial Condition / Recent Developmenid May 4, 2007, we had total debt (including therent portion of
long-term obligations) of $267.6 million and $204lion of cash and cash equivalents, comparet wital debt of $270.0
million and $189.3 million of cash and cash equewds at February 2, 2007. Our net debt positioraneed relatively constant
during the first 13 weeks of 2007 due to the factmutlined below.

Our inventory balance represented approximately 4¥®&ur total assets as of May 4, 2007. Our preficy in managing
our inventory balances can have a significant impacour cash flows from operations during a gipenod or fiscal year. In
addition, inventory purchases can be somewhat sehsonature, such as the purchase of warm-weath€hristmas-related
merchandise. Inventory turns, calculated on anglinnualized basis using balances from each questee 4.3 times for the
period ended May 4, 2007 compared to 4.1 timegh®period ended May 5, 2006 (a 53-week period).

As described in Note 6 to the Condensed Consolidaigancial Statements, we are involved in a nurolbégal actions
and claims, some of which could potentially resultnaterial cash payments. Adverse developmerttsoise actions could
materially and adversely affect our liquidity. Wle@have certain income taglated contingencies as more fully described bi
under “Critical Accounting Policies and EstimateS&timates of these contingent liabilities areudeld in our Condensed
Consolidated Financial Statements. However, futegative developments could have a material adwedfset on our liquidity.

We have a credit facility with a maximum commitmen$400 million (with the ability to increase t&@0 million upon
our mutual agreement with the lenders) that expiresine 2011. In addition to revolving loans, ¢thedit facility includes a $15
million swingline loan sub-limit and a $75 millidetter of credit sub-facility. Outstanding swingdifoans and letters of credit
reduce the borrowing capacity under the credififgciAt May 4, 2007, we had no outstanding borrogs and $23.8 million in
letters of credit outstanding under the creditlfigzcand were in compliance with all financial coxants contained in the credit
facility.

We have $200 million (principal amount) of 8 5/8¥secured notes due June 15, 2010. This indebtedmesmcurred
to assist in funding our growth. Interest on th&esads payable semi-annually on June 15 and Deaebfbef each year. On June
4, 2007, we announced that Merger Sub has commencash tender offer to purchase any and all gfetinetes in connection
with the anticipated Merger. The tender offer iatamgent upon the closing of the Merger.

Significant terms of our outstanding debt obligas@ould have an effect on our ability to incuritiddal debt financing
Our credit facility contains financial covenantdieh include
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limits on certain debt to cash flow ratios, a fix@dhrge coverage test, and minimum allowable cisesteld net worth. Our credit
facility also places certain specified limitatioms secured and unsecured debt. Our outstanding disteussed above place
certain specified limitations on secured debt adadgcertain limitations on our ability to execatde-leaseback transactions.

At May 4, 2007 and February 2, 2007, we had comiaeetter of credit facilities totaling $200.0 iniln, of which $57.!
million and $116.1 million, respectively, were datsding for the funding of imported merchandisecpases.

We believe that our existing cash balances, amtieghcash flows from operations, our credit fagil&nd our anticipated
ongoing access to the capital markets, if necesgaliybe sufficient to meet our foreseeable ligtydand capital resource needs.

Cash flows from operating activitie§ he most significant components of the changeash flows from operating
activities in the 2007 period as compared to th@6aferiod were changes in inventory balances, wihicteased by 1% overall
during the first quarter of 2007 compared to an I\rall increase during the first quarter of 20B@nificant changes in
inventory levels occurred in the highly consumataeegory, which increased by 2% in the 2007 pesimdompared to a 15%
increase in the 2006 period; the seasonal categdrigh increased by 2% in the 2007 period as coethtr a 16% increase in
the 2006 period; and the home products categorighadeclined by 7% in the 2007 period as compaoesi@% increase in the
2006 period. Related to and partially offsetting tlhanges in inventory balances were offsettingigés. in accounts payable
balances. The $62.9 million decline in accountsapés balances during the 2007 period was primdriky to a seasonal reduct
in import merchandise payables. The decline inn@me, as described in more detail above, partidfset the increase in cash
flows from operating activities in the 2007 periglcompared to the 2006 period.

Cash flows from investing activitieSignificant components of property and equipnpemthases in the 2007 period
included the following approximate amounts: $15lioml for new stores; $5 million for improvementsdampgrades to existing
stores; $3 million for distribution and transpoitatrelated capital expenditures; and $2 milliondgstems-related capital
projects. During the 2007 period, we opened 124 stewes, remodeled 25 stores and relocated 15sstore

Significant components of our property and equiphpemchases in the 2006 period included the follmrapproximate
amounts: $22 million for the EZstore project (aitiétive designed to improve inventory flow from B@ consumers); $17
million for new stores; $15 million for distributicand transportation-related capital expendituaad; $9 million for capital
projects in existing stores. During the 2006 periwed opened 182 new stores.

Net sales of short-term investments of $6.0 milkor purchases of long-term investments of $5.amitluring the

2007 period, and net purchases of short-term amgitkrm investments of $4.5 million and $10.8 millisespectively, during tt
2006 period relate primarily to our captive inswaisubsidiary.
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Capital expenditures for the 2007 fiscal year amggeted to be approximately $180 to $200 millidve anticipate
funding our 2007 capital requirements with castwfidrom operations and our credit facility, if nesary.

Cash flows from financing activitiedVe had no borrowings under our credit facilityttie 2007 period and borrowings,
net of repayments, of $65.0 million during the 2@@8iod. We repurchased approximately 4.5 millibares of our common
stock during the 2006 period at a total cost of.$78illion. We paid cash dividends of $15.7 milljar $0.05 per share, on
outstanding common stock during each of the 20@72806 periods. These uses of cash were offsetdnepds from the
exercise of stock options of $34.3 and $10.9 nrillieespectively, during the 2007 and 2006 periods.

Critical Accounting Policies and Estimates

The preparation of financial statements in accocdamith GAAP requires management to make estineatds
assumptions that affect reported amounts and tetiselosures. In addition to the estimates presebelow, there are other
items within our financial statements that reqe@séimation but are not deemed critical as defireddv. We believe these
estimates are reasonable and appropriate. Howié@etual experience differs from the assumptiond ather considerations
used, the resulting changes could have a matdfigt®n the financial statements taken as a whole.

Management believes the following policies andnestes are critical because they involve signifigadgments,
assumptions, and estimates. Management has diddiesdevelopment and selection of the criticabaoting estimates with tl
Audit Committee of our Board of Directors, and #hedit Committee has reviewed the disclosures pitesknelow relating to
those policies and estimates.

Merchandise InventoriesMerchandise inventories are stated at the loweost or market with cost determined using
the retail last-in, first-out (“LIFO”) method. Undeur retail inventory method (“RIM”), the calcuilah of gross profit and the
resulting valuation of inventories at cost are cated by applying a calculated cost-to-retail ineeptratio to the retail value of
sales. The RIM is an averaging method that has Widaly used in the retail industry due to its pigadity. Also, it is recognize
that the use of the RIM will result in valuing imteries at the lower of cost or market (“LCM") ifarkdowns are currently taken
as a reduction of the retail value of inventories.

Inherent in the RIM calculation are certain sigrafit management judgments and estimates includingng others,
initial markups, markdowns, and shrinkage, whigng8icantly impact the gross profit calculationwasll as the ending inventory
valuation at cost. These significant estimatesptamliwith the fact that the RIM is an averaginggass, can, under certain
circumstances, produce distorted cost figures.dfathat can lead to distortion in the calculatiéhe inventory balance
include:

« applying the RIM to a group of products that is faitly uniform in terms of its cost and sellingiqe relationship ar
turnover,;
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« applying the RIM to transactions over a period iofet that include different rates of gross profiicls as thos
relating to seasonal merchandise;

« inaccurate estimates of inventory shrinkage betwkerdate of the last physical inventory at a store the financi
statement date; and

« inaccurate estimates of LCM and/or LIFO reserves.

Factors that reduce potential distortion include uke of historical experience in estimating thénkhprovision, as
discussed below, and the utilization of an indepandtatistician to assist in the LIFO samplinggeiss and index formulation.
As part of this process, we also perform an inventming analysis for determining obsolete invept@ur policy is to write
down inventory to an LCM value based on various agament assumptions including estimated below+oaskdowns and
sales required to liquidate such aged inventofytire periods. Inventory is reviewed on a quaytedsis and adjusted as
appropriate to reflect write-downs determined tonbeessary. The estimated amount of the belowhteshtory write-downs for
the strategic merchandising initiatives discusdmala in the “Executive Overview” is based on mamaget's assumptions
regarding the timing and adequacy of markdownsthedinal adjustment may vary materially from tretimate depending on
various factors, including timing of the executigiithe plan, retail market conditions and the aacyrof assumptions used by
management in developing these estimates.

Factors such as slower inventory turnover due smghs in competitors’ tactics, consumer prefereraasumer
spending and unseasonable weather patterns, anfwgrgfactors, could cause excess inventory requineater than estimated
markdowns to entice consumer purchases, resutiiag unfavorable impact on our consolidated finalngtiatements. Sales
shortfalls due to the above factors could causeaed purchases from vendors and associated veloleaaces that would also
result in an unfavorable impact on our consolidditeaincial statements.

We calculate our shrink provision based on actbgbjal inventory results during the fiscal peraodl an accrual for
estimated shrink occurring subsequent to a phyaigehtory through the end of the fiscal reporfpagiod. This accrual is
calculated as a percentage of sales at eachstigd, at a department level, and is determinedivigling the book-to-physical
inventory adjustments recorded during the previaigdve months by the related sales for the samiegh&sr each store. To the
extent that subsequent physical inventories yidférént results than this estimated accrual, diactive shrink rate for a given
reporting period will include the impact of adjusgithe estimated results to the actual resulthiodigh we perform physical
inventories in virtually all of our stores on amanl basis, the same stores do not necessarigogeted in the same reporting
periods from year to year, which could impact comapdity in a given reporting period.

Property and EquipmentProperty and equipment are recorded at cost. Miggour assets into relatively homogeneous

classes and generally provide for depreciation stiaaght-line basis over the estimated averagtulibie of each asset class,
except for leasehold
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improvements, which are amortized over the sharft¢ne applicable lease term or the estimated ufigfof the asset. The
valuation and classification of these assets aacds#isignment of useful depreciable lives involvgsiicant judgments and the
use of estimates.

Impairment of Long-lived Assetéle review the carrying value of all long-lived assir impairment on an annual basis
or more frequently whenever events or changesauistances indicate that the carrying value aisset may not be
recoverable. In accordance with Statement of Filsh#accounting Standards (“SFAS”) 144, “Accountifig the Impairment or
Disposal of Long-Lived Assets,” we review for impaent stores open more than two years for whicheaticash flows from
operations are negative. Impairment results wherc#irying value of the assets exceeds the undisedduture cash flows over
the life of the lease. Our estimate of undiscouffitigre cash flows over the lease term is based yxiorical operations of the
stores and estimates of future store profitabilihich encompasses many factors that are subjeetriability and difficult to
predict. If a long-lived asset is found to be inmpdi the amount recognized for impairment is etpu#he difference between the
carrying value and the asset’s fair value. Thevalue is estimated based primarily upon futurdndbmsvs (discounted at our
credit adjusted risk-free rate) or other reasonabtianates of fair market value.

Insurance Liabilities We retain a significant portion of the risk farrovorkers’ compensation, employee health
insurance, general liability, property loss andautbile coverage. These costs are significant pifyndue to the large employ:
base and number of stores. Provisions are madigstinsurance liability on an undiscounted basiseldaon actual claim data and
estimates of incurred but not reported claims dgyed by independent actuaries utilizing historadalm trends. If future claim
trends deviate from recent historical patternspves be required to record additional expenses perse reductions, which
could be material to our future financial results.

Contingent Liabilities - Income Taxdacome tax reserves are determined using the melbgyl established by the
Financial Accounting Standards Board (“FASB”) lipieatation 48, Accounting for Uncertainty in Incofaxes - An
Interpretation of FASB Statement 109 (“FIN 48")NH48, which was adopted by the Company as of Fepi2,a2007, requires
companies to assess each income tax position tedieg a two step process. A determination is firatle as to whether it is
more likely than not that the position will be saised, based upon the technical merits, upon exammby the taxing
authorities. If the tax position is expected to irthe more likely than not criteria, the benefitoeded for the tax position equals
the largest amount that is greater than 50% likelye realized upon ultimate settlement of the@etpe tax position. Uncertain
tax positions require determinations and estimbaduities to be made based on provisions of thelaw which may be subject
to change or varying interpretation. If our detarations and estimates prove to be inaccurate ethdting adjustments could be
material to our future financial results.

Contingent Liabilities - Legal Matters We are subject to legal, regulatory and other prdi®ys and claims. We

establish liabilities as appropriate for thesemkaand proceedings based upon the probability stith&bility of losses and to
fairly present, in conjunction with the disclosutgghese matters in our financial statements d&@ #lings, managemerg’view
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of our exposure. We review outstanding claims andgedings with external counsel to assess pratyahild estimates of loss.
We re-evaluate these assessments each quartenewamd significant information becomes availdbldetermine whether a
liability should be established or if any existiiegpility should be adjusted. The actual cost afotging a claim or proceeding
ultimately may be substantially different than #meount of the recorded liability. In addition, basa it is not permissible under
GAAP to establish a litigation liability until thess is both probable and estimable, in some dhses may be insufficient time
to establish a liability prior to the actual incemce of the loss (upon verdict and judgment alt fita example, or in the case of a
quickly negotiated settlement). See Note 6 to tbedeénsed Consolidated Financial Statements.

Lease Accounting and Excess Faciliti@she majority of our stores are subject to shenta leases (usually with initial «
primary terms of 3 to 5 years) with multiple renéwptions when available. We also have stores stibjebuild-to-suit
arrangements with landlords, which typically caargrimary lease term of between 7 and 10 yearsmwithiple renewal options.
Approximately half of our stores have provisionsdontingent rentals based upon a percentage wfatk$ales volume. We
recognize contingent rental expense when the aehient of specified sales targets is consideredgimiebWe recognize rent
expense over the term of the lease. We record mimimental expense on a straight-line basis oveb#se, non-cancelable lease
term commencing on the date that we take physmsdgssion of the property from the landlord, wimolmally includes a
period prior to store opening to make necessaseleald improvements and install store fixtures. Wadease contains a
predetermined fixed escalation of the minimum ram recognize the related rent expense on a striighbasis and record the
difference between the recognized rental expenderenamounts payable under the lease as defemeédWe also receive tene
allowances, which we record as deferred incentwe and amortize as a reduction to rent expensetbgdgerm of the lease. We
reflect as a liability any difference between tiadcalated expense and the amounts actually pajtovements of leased
properties are amortized over the shorter of fieeolf the applicable lease term or the estimatefulitife of the asset.

For store closures where a lease obligation stifite, we record the estimated future liabilityasated with the rental
obligation on the date the store is closed in ataoce with SFAS 146, “Accounting for Costs Assaaiatvith Exit or Disposal
Activities.” Based on an overall analysis of store performandeeapected trends, management periodically eveduthe need |
close underperforming stores. Liabilities are d&hbd at the point of closure for the present gatiany remaining operating
lease obligations, net of estimated sublease incantkat the communication date for severance trat exit costs, as
prescribed by SFAS 146. Key assumptions in calimgdhe liability include the timeframe expecteddéominate lease
agreements, estimates related to the subleasetipbteiclosed locations, and estimation of otredated exit costs. If actual
timing and potential termination costs or realiaatof sublease income differ from our estimates résulting liabilities could
vary from recorded amounts. These liabilities agawed periodically and adjusted when necessary.

Share-Based Payment®ur share-based stock option awards are valueah amdividual grant basis using the Black-

Scholes-Merton closed form option pricing modele&pplication of this valuation model involves asgtions that are
judgmental and highly sensitive in t
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valuation of stock options, which affects compeiosaéxpense related to these options. These asmmaiclude the term that
the options are expected to be outstanding, amatgiof the volatility of our stock price, applitalinterest rates and the
dividend yield of our stock. Other factors involgijudgments that affect the expensing of shareebpagments include
estimated forfeiture rates of share-based awairgsir lestimates differ materially from actual expace, we may be required to
record additional expense or reductions of expembi&h could be material to our future financiadutts.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSU RES ABOUT MARKET RISK

There have been no material changes to the diselselating to this item from those set forth im &nnual Report on
Form 10-K for the fiscal year ended February 2,200

ITEM 4. CONTROLS AND PROCEDURES

@) Disclosure Controls and Procedure$/e maintain disclosure controls and procedurasdhe designed to
ensure that information relating to us and our obidated subsidiaries required to be discloseduinpzriodic filings under the
Securities Exchange Act of 1934, as amended (tlkeh&nge Act”), is recorded, processed, summarined@ported in a timely
manner in accordance with the requirements of tteh&nge Act, and that such information is accunealand communicated to
management, including our Chief Executive Officed &£hief Financial Officer, as appropriate, to allimely decisions
regarding required disclosure. We carried out aiuation, under the supervision and with the pgdiiton of management,
including the Chief Executive Officer and the Chi@fiancial Officer, of the effectiveness of theigasand operation of these
disclosure controls and procedures, as such tedefised in Exchange Act Rule 13a-15(e), as of Ma007. Based on this
evaluation, the Chief Executive Officer and theeélkinancial Officer each concluded that our disale controls and
procedures were effective as of May 4, 2007.

(b) Changes in Internal Control Over Financial RepoginThere have been no changes in our internal dontro
over financial reporting (as defined in Exchange Rale 13a-15(f)) identified in connection with teealuation of our internal
control over financial reporting as required by Exiege Act Rule 13a-15(d) that occurred during theriggr ended May 4, 2007
that have materially affected, or are reasonakbflyito materially affect, our internal control ef@mancial reporting .

PART II—OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

The information contained in Note 6 to the ConddrSensolidated Financial Statements under the hgdtlegal
Proceedings” contained in Part I, Item 1 of thisrtRrd.0-Q is incorporated herein by this reference.
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ITEM 1A. RISK FACTORS

Investing in our securities involves a degree ofki Persons buying our securities should carefutignsider the risks
described below and the other information containidthis report and other filings that we make frotime to time with the
SEC, including our consolidated financial statemenéand accompanying notes. If any of the followinigks actually occurs
our business, financial condition, results of opdian or cash flows could be materially adverselyefted. In any such case,
the trading price of our securities could declined you could lose all or part of your investmenthd risks described below ¢
not the only ones facing us and are not intendedo®a complete discussion of all potential riskswicertainties. Additional
risks not presently known to us or that we curregnleem immaterial may also impair our business agéns.

Some of the statements in our reports are not staats of historical fact; instead, they are whateaknown as
“forward-looking statements” that may or may not ot to fruition. Certain of the discussions in this report and & th
documents incorporated by reference into this tepay express or imply projections of revenuesxpeaditures; plans and
objectives for future operations, growth or initi@s (such as the proposed merger; expectatiomsdiag certain planned real
estate and merchandising strategic and operatabraaiges and their related timing, charges andestishates and anticipated
results and benefits; the expected number of nere sipenings, relocations and remodels; our gras# pate; the expected sale
of inventory and our plans with respect to prodaggortment, inventory levels and the impact ofsealgy; and other potential
initiatives and plans referred to in “Results ofebgtions - Executive Overview"); expected futurereamic performance; the
expected outcome or impact of pending or threatditigdtion; our anticipated effective tax rate;tbe anticipated levels of
borrowings under our amended credit facility anel élxpected use of those funds. These and simélemsents regarding events
or results which we expect will or may occur in foture are forward-looking statements concernirggtens that involve risks
and uncertainties that may cause actual resuttfer materially from those projected. Forward#itg statements generally
may be identified through the use of words suctbabeve,” “anticipate,” “project,” “plan,” “expect “estimate,” “objective,”
“forecast,” “goal,” “intend,” “will likely result,” or “will continue” and similar expressions.

LU LT LT ”

Although when we make forward-looking statementshelieve they are based on reasonable assumptitinia the
bounds of our knowledge of our business, a numbfrctors could cause our actual results to diffeterially from those that
are projected. Factors and risks that may causelagsults to differ from this forward-looking arimation include, but are not
limited to, those described below, as well as ofhetors discussed throughout this document, inetudvithout limitation, the
factors described under “Critical Accounting Padiciand Estimates” or, from time to time, in our SHi6gs, press releases and
other communications. We cannot assure you thaethdts or developments expected or anticipateashyill be realized or,
even if substantially realized, that those resoiitdevelopments will result in the expected conseges for us or affect us or our
operations in the way that we expect.

There have been no material changes to the ris&rfaset forth in Part |, Item 1A of the Compangisnual Report on
Form 10-K for the fiscal year ended February 2,200
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We caution readers to evaluate all forward-lookiigformation in the context of these risks and undamties and not
to place undue reliance on forward-looking statentemmade in this document which speak only as of tweument’s date. We
have no obligation, and do not intend, to publialypdate or revise any of these forward-looking staents to reflect events or
circumstances occurring after the date of this danent or to reflect the occurrence of unanticipategents. We advise you,
however, to consult any further disclosures we mmagke on related subjects in the documents we filthwr furnish to the
SEC or in our other public disclosureinvestors should also be aware that while we domftime to time, communicate with
securities analysts and others, it is against olicypto selectively disclose to them any matenahpublic information or other
confidential commercial information. Shareholdédreldd not assume that we agree with any statemeaeport issued by any
analyst regardless of the content of the statewrergport. To the extent that reports issued bysies analysts contain any
financial projections, forecasts or opinions, thosgorts are not our responsibility.

General economic factors may adversely affect omahcial performance General economic conditions in one or more
of the markets we serve may adversely affect marftial performance. A general slowdown in the eocon higher interest
rates, higher fuel and other energy costs, inflatiogher levels of unemployment, higher consunadat devels, higher tax rates
and other changes in tax laws, and other econamtoifs could adversely affect consumer demanctptoducts we sell,
change our sales mix of products to one with a tcaverage gross profit and result in slower inventarnover and greater
markdowns on inventory. Higher interest rates, aigfommaodities rates, higher fuel and other eneogys, transportation costs,
inflation, higher costs of labor, insurance andltheare, foreign exchange rate fluctuations, highgmrates and other changes in
tax laws, changes in other laws and regulationsodiner economic factors increase our cost of salesoperating, selling,
general and administrative expenses, and otheaugersely affect the operations and operating tesdllour stores.

Our plans depend significantly on initiatives desigd to improve the efficiencies, costs and effegtigss of our
operations, and failure to achieve or sustain thgdans could affect our performance adverseWe have had, and expect to
continue to have, initiatives (such as those mdgtd marketing, advertising, merchandising, prooms and real estate) in
various stages of testing, evaluation, and impleatem, upon which we expect to rely to improve oesults of operations and
financial condition. These initiatives are inhetemisky and uncertain, even when tested succdgsfaoltheir application to our
business in general. It is possible that successfting can result partially from resources anendion that cannot be duplicated
in broader implementation. Testing and general @m@ntation also can be affected by other risk fadescribed herein that
reduce the results expected. Successful systemmijaementation relies on consistency of trainingpgity of workforce, ease
of execution, and the absence of offsetting fadiwas can influence results adversely. Failurecttieve successful
implementation of our initiatives or the cost of#e initiatives exceeding management’s estimatealsl @alversely affect our
results of operations and financial condition. Béeeeference the discussion of the initiativehén“Executive Overviewportion
of Management’s Discussion and Analysis.

Because our business is moderately seasonal, wighttighest portion of sales occurring during thedah quarter,
adverse events during the fourth quarter could midaady
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affect our financial statements as a whol&Ve generally recognize a significant portion of aet sales and net income during
the Christmas selling season, which occurs indbetti quarter of our fiscal year. In anticipatidithis holiday, we purchase
substantial amounts of seasonal inventory andrhaey temporary employees. A seasonal merchandisatiory imbalance
could result if for any reason our net sales dutirgChristmas selling season were to fall beldheeiseasonal norms or
expectations. If for any reason our fourth quantsults were substantially below expectations,pafitability and operating
results could be adversely affected by unanticippatarkdowns, especially in seasonal merchandisget.than anticipated sales
in the Christmas selling season would also negataigect our ability to absorb the increased seastabor costs.

We face intense competition that could limit ourawth opportunities and reduce our profitabilityThe retail business
is highly competitive. We operate in the discowgtail merchandise business, which is highly comipetivith respect to price,
store location, merchandise quality, assortmentpadentation, in-stock consistency, and custoermice. This competitive
environment subjects us to the risk of reducedifatofity because of the lower prices, and thusltiveer margins, required to
maintain our competitive position. Also, comparoggrating in the discount retail merchandise sdctoe to customer
demographics and other factors) have limited ahiditincrease prices in response to increased ¢ostading vendor price
increases). This limitation may adversely affeat margins and profitability. We compete for custosp@mployees, store sites,
products and services and in other important asp#aiur business with many other local, regiomal aational retailers. We
compete with retailers operating discount, masheerdise, drug, convenience, variety and speddies, supermarkets and
supercenter-type stores . Certain of our compsthave greater financial, distribution, marketing ather resources than we do.
These other competitors compete in a variety ofsymcluding aggressive promotional activities, amandise selection and
availability, services offered to customers, logatistore hours, in-store amenities and price elffail to respond effectively to
competitive pressures and changes in the retakketmrit could adversely affect our financial penfiance.

Although the retail industry as a whole is highlgdmented, certain segments of the retail indusdme recently
undergone and continue to undergo some consolidatibich can significantly alter the competitivendynics of the retalil
marketplace. This consolidation may result in cotitges with greatly improved financial resourcaspiroved access to
merchandise, greater market penetration and atig@oivements in their competitive positions. Thegsifiess combinations
could result in the provision of a wider varietypyrbducts and services at competitive prices bydalmmnsolidated companies,
which could adversely affect our financial perfomoa. C ompetition for customers has intensifieceitent years as larger
competitors have moved into, or increased theisgmee in, our geographic markets. We remain vuiheta the marketing
power and high level of consumer recognition okthkarger competitors and to the risk that thesepetitors or others could
venture into the “dollar store” industry in a sificéint way. Generally, we expect an increase inmetition.

Natural disasters, unusually adverse weather coiatis, pandemic outbreaks, boycotts and geo-politeaents could

adversely affect our financial performanc&he occurrence of one or more natural disastecs) as hurricanes and earthquakes,
unusually adverse weather conditions, pandemicreakls, boycotts and geo-political events, suchvdlsunrest in
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countries in which our suppliers are located and atterrorism, or similar disruptions could adsedy affect our operations and
financial performance. These events could resythiysical damage to one or more of our properiieseases in fuel (or other
energy) prices, the temporary or permanent clogliome or more of our stores or DCs, delays in oggnew stores, the
temporary lack of an adequate work force in a matke temporary or long-term disruption in the gypf products from some
local and overseas suppliers, the temporary dignujin the transport of goods from overseas, delake delivery of goods to
our DCs or stores, the temporary reduction in tralability of products in our stores and disruptio our information systems.
These events also can have indirect consequenckessuncreases in the costs of insurance followidgstructive hurricane
season. These factors could otherwise disrupt dwersely affect our operations and financial perfance.

Risks associated with the domestic and foreign digsp from whom our products are sourced could ads&ly affect
our financial performance.The products we sell are sourced from a wide wanétlomestic and international suppliers. Polli
and economic instability in the countries in whfoheign suppliers are located, the financial insiigtof suppliers, suppliers’
failure to meet our supplier standards, labor grotd experienced by our suppliers, the availakilitsaw materials to suppliers,
merchandise quality issues, currency exchange, adesport availability and cost, inflation, antther factors relating to the
suppliers and the countries in which they are etare beyond our control. In addition, the Unisedtes’ foreign trade policies,
tariffs and other impositions on imported goodadé sanctions imposed on certain countries, thealion on the importation of
certain types of goods or of goods containing éertaaterials from other countries and other factetating to foreign trade are
beyond our control. Disruptions due to labor stamsa strikes or slowdowns, or other disruptiongoiving our vendors or the
transportation and handling industries also mayatiegly affect our ability to receive merchandisel dhus may negatively affe
sales. These and other factors affecting our sespéind our access to products could adverselgtafte financial performance.
In addition, our ability to obtain indemnificatidrom foreign suppliers may be hindered by the maauirers’ lack of
understanding of U.S. product liability or othewta which may make it more likely that we may beguieed to respond to clain
or complaints from customers as if we were the rfeaturer of the products. As we increase our ingoftmerchandise from
foreign vendors, the risks associated with foréigports will increase.

We are dependent on attracting and retaining quadd employees while also controlling labor cosBur future
performance depends on our ability to attractmeaad motivate qualified employees. Many of thes®loyees are in entry-
level or part-time positions with historically higates of turnover. Availability of personnel vari@idely from location to
location. Our ability to meet our labor needs gahgrincluding our ability to find qualified persael to fill positions that
become vacant at our existing stores and DCs, whitérolling our labor costs, is subject to numearenternal factors, including
the availability of a sufficient number of qualifigersons in the work force of the markets in whighare located,
unemployment levels within those markets, prevagilirage rates and changes in minimum wage laws giligudemographics,
health and other insurance costs and changes itogm@nt legislation. Increased turnover also caretggnificant indirect
costs, including more recruiting and training needtigre disruptions due to management changeovkpatential delays in new
store openings or adverse customer reactions tequaate customer service levels due to
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personnel shortages. Competition for qualified eyeés exerts upward pressure on wages paid totagtrah personnel.

Also, our stores are decentralized and are manifigedgh a network of geographically dispersed mansmnt personne
Our inability to effectively and efficiently opegbur stores, including the ability to control lessesulting from inventory and
cash shrinkage, may negatively affect our salegoamgerating margins.

Our planned future growth will be impeded, which wial adversely affect sales, if we cannot open néares on
schedule or if we close a number of stores matdyiah excess of anticipated levelOur growth is dependent on both increases
in sales in existing stores and the ability to opew stores. Our ability to timely open new stard to expand into additional
market areas depends in part on the following facthe availability of attractive store locatiotise absence of occupancy
delays; the ability to negotiate favorable leasm#e the ability to hire and train new personnspezxially store managers; the
ability to identify customer demand in differentogeaphic areas; general economic conditions; aaéailability of sufficient
funds for expansion. In addition, many of thesedecaffect our ability to successfully relocateres. Many of these factors are
beyond our control. Delays or failures in openiregvrstores, or achieving lower than expected salegw stores, or drawing a
greater than expected proportion of sales in nevestfrom existing stores, could materially advigraéect our growth. In
addition, we may not anticipate all of the challesgmposed by the expansion of our operationsasé,result, may not meet
targets for opening new stores or expanding piafita

Some of our new stores may be located in areasenierhave little or no meaningful experience. Thosekets may
have different competitive conditions, market cadiotis, consumer tastes and discretionary spendittgrps than our existing
markets, which may cause our new stores to besleessful than stores in our existing markets.

Some of our new stores will be located in areasre/ivee have existing units. Although we have expexein these
markets, increasing the number of locations indhmarkets may cause us to over-saturate marketeaypbrarily or
permanently divert customers and sales from oistiexj stores, thereby adversely affecting our diprafitability.

We are dependent upon the smooth functioning of aistribution network, the capacity of our DCs, aride timely
receipt of inventory. We rely upon the ability to replenish depleted meey through deliveries to our DCs from vendord an
from the DCs to our stores by various means ofspartation, including shipments by sea and truelodr shortages in the
transportation industry could negatively affechportation costs. In addition, long-term disrupsido the national and
international transportation infrastructure thadeo delays or interruptions of service would adeby affect our business.

The efficient operation of our business is heavidgpendent upon our information system®/e depend on a variety of
information technology systems for the efficiemidtioning of our business. We rely on certain safswendors to maintain and
periodically upgrade many of these systems sotkiegt can continue to support our business. Thevaoft programs supporting
many of our systems were licensed to us by indeprebftware developers. The
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inability of these developers or us to continuent@intain and upgrade these information systemssaftdiare programs would
disrupt or reduce the efficiency of our operatidnge were unable to convert to alternate systememi efficient and timely
manner. In addition, costs and potential problentsiaterruptions associated with the implementatibnew or upgraded
systems and technology or with maintenance or atecgupport of existing systems could also disoupeduce the efficiency
our operations. We also rely heavily on our infotimratechnology staff. If we cannot meet our staffineeds in this area, we
may not be able to fulfill our technology initia¢is while continuing to provide maintenance on @xssystems.

We are subject to governmental regulations, procestiand requirements. A significant change in, oomcompliance
with, these regulations could have a material adsereffect on profitabilityOur business is subject to numerous federal, state
and local regulations. Changes in these regulatwarsicularly those governing the sale of produetay require extensive
system and operating changes that may be diffiouthplement and could increase our cost of doingjriess. Untimely
compliance or noncompliance with applicable regoies or untimely or incomplete execution of a regdiproduct recall can
result in the imposition of penalties, includingdoof licenses or significant fines or monetarygbees.

Our current insurance program may expose us to upexted costs and negatively affect our profitalyiliHistorically,
our insurance coverage has reflected deductibddfsinsured retentions, limits of liability and silar provisions that we believe
are prudent based on the dispersion of our opasatldowever, there are types of losses we may inguagainst which we
cannot be insured or which we believe are not ecocally reasonable to insure, such as losses daetsoof war, employee and
certain other crime and some natural disasterse lincur these losses, our business could suffatal® material events may
result in sizable losses for the insurance industiy adversely impact the availability of adequaserrance coverage or result in
excessive premium increases. To offset negativeamnse market trends, we may elect to sedfire, accept higher deductibles
reduce the amount of coverage in response to thadeet changes. In addition, we self-insure a figant portion of expected
losses under our workers’ compensation, automdibibdity, general liability and group health insurce programs.
Unanticipated changes in any applicable actuasigliiaptions and management estimates underlyingeoarded liabilities for
these losses, including expected increases in @lealic indemnity costs, could result in materidififerent amounts of expense
than expected under these programs, which could hawaterial adverse effect on our financial cooniand results of
operations. Although we continue to maintain propersurance for catastrophic events, we are éeffelgt self-insured for losses
up to the amount of our deductibles. If we expeargea greater number of these losses than we atgcipur 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, consumers,@igps, shareholders, government agencies, or ®thesugh private actions,
class actions, administrative proceedings, regojatotions or other litigation. The outcome ofddtion, particularly class action
lawsuits and regulatory actions, is difficult tesass or quantify. Plaintiffs in these types of laitgssmay seek recovery of very
large or indeterminate amounts, and the magnitfitteegpotential loss relating to these lawsuits mepain unknown for
substantial periods of time. In addition, certafitheese lawsuits, if decided adversely to us or

37




settled by us, may result in liability materialdor financial statements as a whole or may nedstafect our operating results
changes to our business operation are requiredcdsteo defend future litigation may be significarhere also may be adverse
publicity associated with litigation that could ragigely affect customer perception of our businesgardless of whether the
allegations are valid or whether we are ultimafelynd liable. As a result, litigation may adversaffect our business, financial
condition and results of operations. Please see Bltd the consolidated financial statements fahér details regarding certain
of these pending matters.

In addition, from time to time, third parties mdgim that our trademarks or product offerings imfieé upon their
proprietary rights. Any such claim, whether or itdtas merit, could be time-consuming and distracfor 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 royalty ioehsing agreements. As a result, any such claintddeave a material adverse
effect on our business, results of operations arah€ial condition.

Our credit facility and other debt instruments pladinancial and other restrictions on u®ur debt obligations and
financings have certain financial covenants andsimon our ability to incur additional indebtednegssell assets and to make
certain payments. The lender’s ongoing obligatmextend credit under these financings will depepon our compliance with
these and other covenants. In addition, we may teegdtur additional indebtedness which may havedrtant consequences,
including placing us at a competitive disadvantagmpared to our competitors that may have propuatiely less debt, limiting
our flexibility in planning for changes in our baosss and the industry and making us more vulnetaldeonomic downturns a
adverse developments in our business.

Our profitability could decline if we substantiallgxceed our anticipated borrowings under our ameddwedit facility.
The amount of borrowings under our amended craditify may fluctuate materially, particularly ginehe seasonality of our
business, depending on various factors, includiegime of year, our need to acquire merchandigenitory, changes to our
merchandising plans and initiatives, changes tacapital expenditure plans and the occurrencelragvents or transactions
that may require funding through the amended cfaditity. If these borrowings under our amendeeldit facility exceed our
anticipated levels, our interest expense wouldease beyond our expectations and a decrease prafitability could result.

Our annual and quarterly operating results may fltiate significantly and could fall below the expetions of
securities analysts and investors due to a numbikfagtors, some of which are beyond our controlstdting in a decline in the
price of our securitiesOur annual and quarterly operating results maytdiate significantly because of several factordpidiog
those described above. Accordingly, results for@amg quarter are not necessarily indicative ofltesa be expected for any
other quarter or for any year, and revenues anthneie for any particular future period may deseedn the future, operating
results may fall below the expectations of sea@siinalysts and investors. In that event, the pificair securities could decres

Failure to complete the proposed merger could acdhay affect us. On March 11, 2007, we entered into a merger
agreement with affiliates of Kohlberg Kravis Rolsett Co. L.P.
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(“KKR"). There is no assurance that the mergeeagrent and the merger will be approved by our sladders or that the other
conditions to the completion of the merger willdaisfied. The current market price of our commimels may reflect a market
assumption that the merger will be completed, afadlare to complete the merger could result irealithe in the market price of
our common stock. Consummation of the merger igestibo the following risks:

» the occurrence of any event, change or other cistameces that could give rise to a termination & therge
agreement;

« the outcome of any legal proceedings that have lmeemay be instituted against us, members of ouar@a
Directors and others relating to the merger agre¢nirecluding the terms of any settlement of siegpal proceeding
that may be subject to court approval,

« the inability to complete the merger due to thdufai to obtain shareholder approval or the failioresatisfy othe
conditions to consummation of the merger;

« the failure by KKR or its affiliates to obtain tiecessary debt financing arrangements set fortheércommitmer
letter received in connection with the merger; and

« the failure of the merger to close for any othexsmn.
In addition, in connection with the merger we vl subject to several risks, including the follogvin

« there may be substantial disruption to our busiaeska distraction of our management and emplofyees day-to-
day operations, because matters related to the emengy require substantial commitments of theiretianc
resources;

» uncertainty about the effect of the merger may eshtg affect our credit rating and our relationshipith ou
employees, suppliers and other persons with whorhave business relationships;

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

« under certain circumstances, if the merger is patgeted, we may be required to pay the buyernaitgtion fee ¢
up to $225 million.

Provisions in our charter, Tennessee law and otmaseholder rights plan may discourage potential agoprs of our
company, which could adversely affect the valueonfr securities.Our charter contains provisions that may have ffeceol
making it more difficult for a third party to acgeior attempt to acquire control of our companyadidition, we are subject
certain provisions of Tennessee law that limit,smme cases, our ability to engage in certain basim@mbinations wi
significant shareholders. Also, our shareholdentsgplan may inhibit accumulations of substantiabants of our common sto
without the approval of our Board of Directors.
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These provisions, either alone, or in combinatidttwach other, give our current directors and atiee officers a
substantial ability to influence the outcome ofragwsed acquisition of our company. These provssigauld apply even if an
acquisition or other significant corporate trangactvas considered beneficial by some of our shadehs. If a change in contr
or change in management is delayed or preventeéddse provisions, the market price of our secwritiguld decline.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITI ES AND USE OF PROCEEDS
The following table contains information regardimgrchases of the Company’s common stock made dthinquarter

ended May 4, 2007 by or on behalf of the Compargnyr“affiliated purchaser,” as defined by Rule 4i({a)(3) of the
Securities Exchange Act of 1934:

Approximate Dollar

Total Number Value of Shares that
Total Number Average of Shares Purchased as Part:  May Yet Be Purchasec
of Shares Price Paid Publicly Announced Plans or Under the Plans or

Period Purchased (a) per Share Programs (b) Programs (b)
02/03/07-02/28/07 23z $17.1¢ - $500,000,00
03/01/07-03/31/07 62¢ $21.1¢ - $500,000,00
04/01/06-05/04/07 4,201 $21.1¢ - $500,000,00
Total 5,062 $20.9° - $500,000,00

(a) Includes 891 shares purchased in open magketactions in satisfaction of our obligations ungietain employee benefit
plans and 4,171 shares accepted in lieu of caghy@mployee tax liabilities upon lapse of resits on restricted stock.

(b) On November 29, 2006, we announced that ourdBogiDirectors had approved a share repurchasgamof up to $500
million of outstanding shares of our common stdd¢kder the authorization, purchases may be madeiopen market or in
privately negotiated transactions from time to tisodject to market conditions. This repurchaseaization expires on
December 31, 2008.

ITEM 6. EXHIBITS

See Exhibit Index immediately following the sign&typage hereto, which Exhibit Index is incorpordigdeference as
fully set forth herein.
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SIGNATURES

Pursuant to the requirements of the Securities &xgé Act of 1934, the Registrant has duly causisd¢iport to be
signed on its behalf by the undersigned thereuunlp authorized, both on behalf of the Registrartt Bmhis capacity as principal
financial and accounting officer of the Registrant.

DOLLAR GENERAL CORPORATION

Date: _June 7, 2007 By:  /s/ David M. Tehle

David M. Tehle
Executive Vice President and Chief Financial Office
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EXHIBIT INDEX
Agreement and Plan of Merger, dated as of Marci2QQy, by and among Buck Holdings, L.P., Buck
Acquisition Corp., and Dollar General Corporatiarcorporated by reference to the Company’s Current
Report on Form-K dated March 12, 2007, filed March 12, 20C
Second Amendment to Rights Agreement, dated asanfiM12, 2007, between Dollar General Corporation
and Registrar and Transfer Company, as Rights A@ecarporated by reference to the Company’s Curren
Report on Form-K dated March 13, 2007, filed March 13, 20C
Dollar General Corporation 2007 TeamShare Bonugrar for Named Executive Officel

Form of Restricted Stock Unit Award Agreement aecEon Forms in connection with restricted stocitu
grants made to outside directors pursuant to tHebD@eneral Corporation 1998 Stock Incentive Pl

Certifications of CEO and CFO under Exchange AdeRiBe-14(a).

Certifications of CEO and CFO under 18 U.S.C. 1.
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2007

TEAMSHARE
DOLLAR GENERAL

TEAMSHARE is an annual incentive program desigredricourage high performance, while rewarding eggae for their
commitment and contribution to Dollar General useess. It * s called TEAMSHARE becauseeifjuires teamwork..our
TEAMSHARE goals can only be met through the effat every DG employeeReaching our goals requires dedication to
establishing cost efficiencies, simplifying proaessand focusing on customesrive for excellence in 2007!

How Does it Work?

Your TEAMSHARE bonus is based on the Company’s tBBATDA for the fiscal year. That means if Doll@&eneral’s year-end
EBITDAis $ , you will receive a threlshTEAMSHARE bonus. If the year-end EBITDA is $ :
you will receive a target TEAMSHARE bonus. Payaut EBITDA performance between “levels” will be pated.

You can calculate your target bonus using the ¥ahg formula:

(Base Pay x Target Bonus Percent x mos. of service)

12 months

Please refer to program guidelines (on back of pBgenore detalils.

Your 2007 TEAMSHARE Plan

Fiscal Year-end Bonus Your
EBITDA Level Bonus
Maximum %
Target %
Threashold %

What is EBITDA?

EBITDA is E arningsB eforel nterest,T axes,D epreciation, and mortization and is a financial indicator used taleate a
company'’s performance. It is a reflection of a camys underlying cash earnings without the effetfsrevious expenditures
(depreciation), financing decisions (interest),castting phenomena (amortization) and taxes.

Unusual, norrecurring expenditures may be excluded from EBIT&Adetermined by the Compensation Committee oBtac
of Directors.

Plan information is proprietary and confidentialoh-supervisory employees are reminded that they magliaclose proprietan
confidential information contained in the Plan reey to the Company'’s financial goals or performanc

Strive for excellence in 2007!

Confidentia




Who's
GUIDELINES
Eligible?

An employee must meet
eachof the following criteria

1.

Regular, full-time or part-time
Store Support or DC employee
during the fiscal year.

2

Actively employed with Dollar
General through the bonus period
and on the date of bonus payout.*

*Unless otherwise required
by state law.

Months of Service

Bonuses are prorated based on the number of mentpkoyed
during the fiscal year.

An employee must be hired/rehired on or beforelth of the
month to receive credit for the month.

Example

Jane Doe hired on June 20, 2007.

Jane will not receive credit for June as the mgjai the month
is over.

Jane will receive credit for July, 2007 — Januag0Q8.

Jane will receive a prorated bonus for seven monthd.2

Rehired Employees

Employees who leave the company and are reldiveithg the
same fiscal year will be bonus eligible from theedaf rehire
unlessrehired within 30 days from the date of termination
Service will be bridged for persons who are awaynfthe
Company less than 30 days. Persons who are redfiierd30
days forfeit any bonus amount earned during thefigear prio
to termination.

Transfers/Promotions

Employees who also worked in a retail position dgihe fiscal
year are eligible for a prorated bonus from eaatus@lan.
Note: Eligibility requirements must be met in eaebpective
plan to receive a bonus from that pl.

Example

Store Manager from Feb 3, 2007 — June 12, 20012 8fore
bonus plan

Corporate employee from June 13, 2007 — Feb 1, 208082
Store Support bonus pl:

Employees on Leave of Absence

Employees on leavare eligible for a prorated bonus based on
the number of months worked during the fiscal ypaovided
employment has not been terminated before the etitkdbonus
period and the date of bonus payment, unless otbemequired
by law).




3.

Cannot have received a year-end
performance rating of unsatisfactory.

2007
TEAMSHARE

Bonus Payout

If the Companymeets its performance goals arui meet the
eligibility guidelines, you will be eligible for AEAMSHARE
bonus! Please note that the IRS considers a bores t
supplemental income. Therefore, the minimum fedawglas
well as FICA and any other applicable state taaes deducted
as required.

Your bonus will be paid as soon as administratiyebctical
after the Company year-end performance resultaaagable.
Generally, checks are issued in April.

*Dollar General reserves the right to adjust, amensuspend
the TEAMSHARE program at any tim




The individual 2007 TEAMSHARE Bonus Program docutrfeneach of the Comparg/named executive officers
substantially identical to the form of 2007 TEAMSRE Bonus Program document shown here, except éobdhus percentag
set forth on the first page. The applicable bgmersentages for each of the Company’s named execoficers are set forth
below.

Bonus at Bonus at Bonus at
Name Threshold Level Target Level Maximum Level
David A. Perdue 50% 100% 200%
David M. Tehle 32.5% 65% 130%
Beryl J. Buley 32.5% 65% 130%
Kathleen R. Guion 32.5% 65% 130%

Challis M. Lowe 32.5% 65% 130%



«NAME_FIRST» «NAME_LAST»
[DOLLAR GENERAL CORPORATION LOGO]
«ADDRESS1»
«ADDRESS2»
«CITY» «STATE» «ZIP»

RESTRICTED STOCK UNIT AWARD AGREEMENT

You have been granted an Outside Director Restrididt Award (“RSUs”) as follows:

Grant Date # RSUs Vesting Date Payment Date
«DATE1» «NUMBER>» «DATE2» After Termination of Board
Service

Plan Information: The RSUs have been granted pursuant to the $88& Incentive Plan, as amended to date (the "Plan
and are subject to all the restrictions, conditi@msl other terms contained in that Plan (see thosed Prospectus e
Prospectus Supplement(s) for a summary of the PEayh RSU represents the right to receive oneesbhiDollar Gener:
common stock (or equivalent cash payment at thee digtretion of the Compensation Committee) orPtéygment Date.

Important Tax Law Changes: Due to tax law changes enacted in the Americas @yeation Act of 2004 and applicable to
Plan effective January 1, 2005, new rules contain&kction 409A of the Internal Revenue Code (“IR&pply to the payment
of RSUs. These new rules apply to RSUs that arested as of, or granted after, December 31, 2084sP refer to the
Prospectus Supplement dated May 24, 2005 for nméoenation.

Vesting Information: The RSUs generally will vest on the Vesting Dse¢ forth above if you are a member of the Boar
that date. The Vesting Date may be accelerated apohange in control of Dollar General, or upon tiemination of yot
service as a director by reason of death, DisgtolitNormal Retirement (each as defined in the Rlalhas set forth in the Ple
If your service as a director is terminated for €aas defined in the Plan), all RSUs, vested trwidl terminate immediate
and you will not be entitled to any payment witbpect to your RSUs.

Payment Date and Form: You will not receive a payment relating to theURSuntil you have ceased to be a Board mer
Your payment will be made in shares of Dollar Gaheommon stock (other than fractional shares, Wwhvdl be paid in cash
or in cash or part shares and part cash at theogpien of the Compensation Committee. Subjecht Rlans election timin
rules:

« You can choose to receive your payment eithersimgle lump sum or in 10 or less annual installreent

« You also may choose the timing of your lump summent or first payment installment from 3 options) s soon ¢
practicable after you cease to be a Board membebject to a 6-month delay if you are a “key empkdy; (2) on the
first day of the calendar month beginning more tBamonths after you cease to be a Board membdB)am the firs
anniversary of the date on which you cease to Beaad member.




Your elections will apply tall RSUs granted to you under the Plan, not just teglsubject to this particular award.

Election Timing Rules for Initial Elections: If this is the first RSU grant you receive fronollar General, you may make
change your “Initial Payment Elections” at any tiopeto and including 30 days after you fiasé granted RSUs (or by Decenr
31, 2007, if earlier) on a Payment Election Forrowldver, in no event may your Initial Payment Eleet made within 30 da
after your first RSU grant cause payments to beawadtér 2007 if they would otherwise be paid in 20@der the Plas’ Defaul
Payment Provisions or to be made in 2007 if thewld/otherwise be paid after 2007 under the Rldbefault Payme
Provisions. If properly completed and timely filgchur Payment Election Form will become effectiy@on receipt by the Sto
Services Administrator. In the event you do noiraftively choose your elections or follow the peoprocedures for doing ¢
the Plan Default Payment Provisions (describedvibelall apply.

If this is notthe first RSU grant you receive from Dollar Gengyalu may_nomake Initial Payment Elections with respect to
award. In that event, your “Initial Payment Eleatd will be either (1) those which you elected withi@ 8ays after you we
first granted RSUs, (2) those in place on December 316 Z0you made payment elections on or before Dewsr 31, 2006) «
(3) in the event you did not affirmatively make pagnt elections or follow the proper proceduresdoing so, those under 1
Plan Default Payment Provisions (described below).

Election Timing Rules for Amended Elections: After your initial election period (which ends 3fays after you are fii
granted RSUs), you may make changes to your Iriégiment Elections as long as:

€) you make the changes no later than 1 full yearrkefour service as an Outside Director terminates;

(b) the changes do not have the effect of acceler#iiedime or schedule of payment (e.g., you maychang
from installments to a lump sum; and you may
not elect to accelerate time of payment); and

(© the changes defer the first payment for at leagtdss from the previously selected payment dateefgxfol
elections to change the time or form
of payment not related to death or disability)

Election Procedure: Your payment elections must be in writing (seadted Payment Election Form) and delivered to ¢
Services Administrator, 100 Mission Ridge, Goodhdtte, TN 37072.

Default Payment Provisions: The “Plan Default Payment Provisions” providattpayment will be made in a lump sithe
Plan’s default payment form) as soon as practicafig you cease to be a Board member subjec6tmonth delay if you are
“key employee” (the Plan’s default payment time).

Beneficiary Designation: You may also designate a beneficiary to recgoug payments in the event of your deattany tim
by completing and delivering a Beneficiary DesigmatForm to Stock Services Administratoif.you make no beneficia
designation, your payments will be made to youatestipon your death.

General Information: Section 8(c)(xi) of the Plan requires that yoteeinto an agreement with Dollar General regardivig
award. Accordingly, please sign below and returBusan Lanigan.

2.




IN WITNESS WHEREOF, the parties have executedAlgieement effective as of «DATEL» .

DOLLAR GENERAL CORPORATION

By:

Susan S. Lanigan
Executive Vice President and General Counsel

[DIRECTOR NAME]




OUTSIDE DIRECTOR RESTRICTED UNIT AWARD
PAYMENT ELECTION FORM

Instructions: Please complete the following witkpect to:

» The timing of payment of your RSUs; and
» Your designated beneficiary.

Please note that your elections will apply to dllyour RSUs (whether previously awarded, curremtlyarded or to be
awarded in the future), and that failure to fileyalection means you have elected the Plan DeRayment Provisions.

VERY IMPORTANT: IE_.YOU PREVIOUSLY RECEIVED RSU GRAN TS FROM DOLLAR GENERAL,
YOU ARE ONLY PERMITTED TO MAKE AMENDED ELECTIONS

Initial Elections: You may make or change youyrpant election s at any time within the 30 day @emfter you firstare
granted RSUs (or by December 31, 2007, if earbgrrompleting another Payment Election Form andrétting it to the
Stock Services Administrator, 100 Mission Ridge p@lettsville, TN 37072. However, in no event mayyitial payment
elections made within 30 days after your first R@ldnt cause payments to be made after 2007 ifwmyd otherwise be
paid in 2007 under the Plan’s Default Payment Riows or to be made in 2007 if they would otherviisepaid after 2007
under the Plan’s Default Payment Provisions. Ifpgrty completed and timely filed, your Payment HEtat Form will
become effective upon receipt by the Stock Sendadinistrator.

Amended Elections: After your initial election period, you may changour payment elections only if: (a) the new atetis
madenot later than 1 full year prior to the date on which you cease to be an Outsidectr, (b) the new election does
accelerate the time or schedule of payment (eoglL cannot elect to change from installments tonglsum; and you cannot el
to accelerate time of payment), and (c) the fiestpent must be deferred for at least 5 years frarpteviously selected paym
date (except for elections to change the time anfof payment not related to death or disabilitf)properly completed ar
timely filed, an election change will superseaigy prior elections made by you immediately upoceigt of your Payme
Election Form by the Stock Services Administratoless your service as a director terminates witlinmonths of the receipt
your changes. In that case, your elections areidersd to be (1) those reflected on the last Payriaéaction Formproperly
completed and timely received by the Stock Servidministrator more than 12 months prior to youwgee termination dater
(2) if there is no Payment Election Form propedynpleted and timely received by the Stock Servigdsinistrator, those und
the Plan Default Payment Provisions. We refer @ dlate on which your service as a director terramats your Service
Termination Date.”

Form of Payment:Choose one of the following:
[1] Lump Sum Distribution
[1] Annual Installmentdif you choose this option, indicate below the nambf annual installmen

desired, which may not exceed 10):
No. of Annual Installments:




Timing of Payment:Chooseone of the following to indicate when you would like yolump sum distribution or yo
first annual installment, as applicable, to be made

[ ] As soon as practicable after my Service Teation Date (subject to arGenth delay if you ai

a “key employee”)
[1] On the first day of the calendar month beginningartban 6 months after my Service Termination Date
[1] On the first anniversary of my Service Terminatidaite

Date

Signature




OUTSIDE DIRECTOR RESTRICTED UNIT AWARD
BENEFICIARY DESIGNATION FORM

Instructions: If you have not designated a beneficiary for youtsitle Director Restricted Unit Awards (“RSUs”) @Rou
would like to change your previously designateddfierary for your RSUs, please complete the follogyi

You may change your designated beneficiary at ang by completing another Beneficiary Designatiamf and submitting
to the Stock Services Administrator, 100 Missiodd®, Goodlettsville, TN 37072.

Beneficiary Designation:

Please indicate below the name of the person torwymu would like your payments to be made upon yeath (if you do ni
designate a beneficiary, payments will be madeoto pstate):

I understand that this Beneficiary Designation Feupersedes any prior Beneficiary Designation Fommy RSUS.

Date

Signature



CERTIFICATIONS

I, David A. Perdue, certify that:

1.

2.

Date:

| have reviewed this quarterly report @amrf 10-Q of Dollar General Corporation;

Based on my knowledge, this report does not coraainuntrue statement of a material fact or omistate
material fact necessary to make the
statements made, in light of the circumstances undiéch such statements were made, not misleaditty
respect to the period covered by this report;

Based on my knowledge, the financial statementd,adher financial information included in this repdairly
present in all material respects the financial
condition, results of operations and cash flowghef registrant as of, and for, the periods presemtethis
report;

The registrard’ other certifying officer(s) and | are responsibide establishing and maintaining disclos
controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15(k)) and internal control over financial repogtitas defined i
Exchange Act Rules 13a-15(f) and 15d-15(f))
for the registrant and have:

(a) Designed such disclosure controls and procedwe caused such disclosure controls and procedore
designed under our supervision, to ensure that rimhteformation relating to the registrant, inclogd 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 financégarting, or caused such internal control overrfaial reporting t
be designed under our supervision, to provide re#se assurance regarding the reliability of finaheporting
and the preparation of financial statements foremwl purposes in accordance with generally acd
accounting principles;

(c) Evaluated the effectiveness of the registeadisclosure controls and procedures and presémtinis report oL
conclusions about the effectiveness of the disctosontrols and procedures, as of the end of thiegeovere:
by this report based on such evaluation; and

(d) Disclosed in this report any change in thestgnt's internal control over financial reporting thatooed durini
the registrant’s most recent fiscal quarter (thgsteant’s fourth fiscal quarter in the case of an annuabm® tha
has materially affected, or is reasonably likelyraterially affect, the registrastinternal control over financ
reporting; and

The registrarg’other certifying officer(s) and | have disclosbdsed on our most recent evaluation of inte
control over financial reporting, to the
registrant’s auditors and the audit cottemi of the registrard’board of directors (or persons performing
equivalent functions):

(&) All significant deficiencies and material weakses in the design or operation of internal comiver financia
reporting which are reasonably likely to adversaffgct the registrarg’ ability to record, process, summarize
report financial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sigmifiole i

the registrant’s internal control over financigboeting.

June 7, 2007 /s/ David A. Perdue




David A. Perdue
Chief Executive Officer




I, David M. Tehle, certify that:
1. | have reviewed this quarterly report @amrf 10-Q of Dollar General Corporation;

2. Based on my knowledge, this report does not coraainuntrue statement of a material fact or omisttte
material fact necessary to make the
statements made, in light of the circumstances umdéch such statements were made, not misleadiitig
respect to the period covered by this report;

3. Based on my knowledge, the financial statementd,adher financial information included in this repdairly
present in all material respects the financial
condition, results of operations and cash flowghef registrant as of, and for, the periods presemethis
report;

4, The registrard’ other certifying officer(s) and | are responsifide establishing and maintaining disclos
controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15€k)) and internal control over financial repogtitas defined i
Exchange Act Rules 13a-15(f) and 15d-15(f))
for the registrant and have:

(a) Designed such disclosure controls and procedwe caused such disclosure controls and procediore
designed under our supervision, to ensure that rimbteformation 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 financégarting, or caused such internal control overrfaial reporting t
be designed under our supervision, to provide ressle assurance regarding the reliability of finaheporting
and the preparation of financial statements foremwl purposes in accordance with generally acd
accounting principles;

(c) Evaluated the effectiveness of the registeadisclosure controls and procedures and presémtinis report oL
conclusions about the effectiveness of the discsontrols and procedures, as of the end of thegeovere!
by this report based on such evaluation; and

(d) Disclosed in this report any change in thestgnt's internal control over financial reporting thatooed durini
the registrant’s most recent fiscal quarter (thgsteant’s fourth fiscal quarter in the case of an annuabmg tha
has materially affected, or is reasonably likelymaterially affect, the registrastinternal control over financ
reporting; and

5. The registrans other certifying officer(s) and | have disclosédsed on our most recent evaluation of int
control over financial reporting, to the
registrant’s auditors and the audit committeethaf registrans board of directors (or persons performing
equivalent functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cbmiver financia
reporting which are reasonably likely to adversaffgct the registrarg’ ability to record, process, summarize
report financial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sigmifiole i
the registrant’s internal control over financigboeting.

Date: June 7, 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 that sokihiowledge the Quarterly Report on FormQaQ@er the fiscal quarter end
May 4, 2007 of Dollar General Corporation (the “Guany”) filed with the Securities and Exchange Commissiantlee dat
hereof fully complies with the requirements of gmetl3(a) or 15(d) of the Securities Exchange Actl834 and that tt

information contained in such report fairly presei all material respects, the financial conditamnd results of operations of
Company.

/s/ David A. Perdue

Name; David A. Perdue
Title: Chief Executive Officer
Date: June 7, 2007

/s/ David M. Tehle

Name: David M. Tehle
Title: Chief Financial Officer
Date: June 7, 2007




