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CONFERENCE CALL TRANSCRIPT  
August 29, 2002  

Operator Opening Statement:  

Good morning ladies and gentlemen, and thank you for participating in today's conference call with Dollar General Corporation. We would like 
to inform you that this call is being recorded by WorldCom Conferencing and CCBN. Federal law dictates that no other individual or entity 
will be allowed to record or rebroadcast this session without permission from the Company. After a prepared statement by the Company, we 
will open the conference call for questions from the audience.  

Beginning today's meeting is Mr. Cal Turner, Chairman and Chief Executive Officer of Dollar General Corporation. Sir, you may begin when 
ready.  



Cal Turner  

Good morning. This is Cal and I am very pleased to open this conference call. With me today are Don Shaffer, our President and Chief 
Operating Officer, Jim Hagan, Chief Financial Officer, Susan Lanigan, Vice President and General Counsel, and Emma Jo Kauffman, our 
director of investor relations.  

As the chairman and CEO of this company, I am very proud of the results achieved by the Dollar General team in the second quarter of our 
fiscal year. While Jim Hagan will discuss specific financials later, I must reflect upon my great satisfaction that both sales and earnings are up 
nicely; especially notable also is our progress in the generation of a very healthy cash flow and in the reduction of inventory.  

As to another matter, our second quarter 10-Q discusses the $6.8 million payment that I made to the Company in July and August. Jim Hagan 
will later summarize those details for you. In addition to that, I would now have you hear from me that I have made these payments voluntarily 
and with the complete conviction that it was the right thing to do.  

Our management team continues to focus on our merchandising and operating initiatives. We have made some exciting changes at Dollar 
General while remaining committed to serving our customers and, at the same time, improving the processes in our stores. I think the team has 
made tremendous progress in the first half of the year and we are determined to do even a better job in the second half of the year.  

Later in the call, Don Shaffer will update you on some of our operating initiatives.  

Now, I turn the agenda over to Jim Hagan.  

Jim Hagan  

Thank you Cal and good morning everyone.....  

Our comments during this conference call will contain historical and forward-looking information. The words "believe," "anticipate," "project," 
"plan," "expect," "estimate," "objective," "forecast," "goal," "intend," "will likely result," or "will continue" and similar expressions identify 
forward looking statements.  

The forward-looking statements are made pursuant to the safe harbor provisions of the Private Securities Litigation Reform Act of 1995. The 
Company believes the assumptions underlying these forward-looking statements are reasonable; however, any of the assumptions could be 
inaccurate, and therefore, actual results may differ materially from those projected in the forward-looking statements. The factors that may 
result in actual results differing from such forward-looking information are those set forth in our most recent Annual Report on Form 10-K and 
in the press release issued yesterday.  



You are cautioned not to place undue reliance on these forward-looking statements, which speak only as of today's date. The Company 
undertakes no obligation to publicly update or revise any forward-looking statements contained herein to reflect events or circumstances 
occurring after the date of this release or to reflect the occurrence of unanticipated events.  

And now on to the numbers,  

Net income for the second quarter of 2002 was $42.4 million, or $0.13 per share, as compared against net income in the prior year of $27.1 
million, or $0.08 per share, an increase of 56.3%. The 2002 results include $5.2 million in restatement-related items that actually served to 
increase our reported results. The $5.2 million consists of $4.5 million in insurance proceeds related to the settlement of our class action 
litigation and a $700,000 adjustment to our restatement-related legal fees accrual which reflects lower than expected legal fees during the first 
half of 2002; the 2001 results include $8.7 million in restatement-related expenses. Excluding restatement-related items from both years, net 
income and earnings per share would have been $39.1 million and $0.12 per share in the current year versus $32.6 million and $0.10 per share 
in the prior year, an increase of 20.0%.  

Sales during the second quarter of 2002 were $1.45 billion versus $1.23 billion in the prior year, an increase of 18.6%. Same-store sales 
increased by 9.6%.  

The gross profit rate during the quarter was 26.65% versus 27.04% in the prior year, a reduction of 39 basis points.  

The reduction in the gross margin rate in the current year is primarily a result of a higher inventory shrink provision and a lower mark-up on 
inventory purchases. The lower mark-up on inventory purchases is due in part to our purchasing less high margin but slower turning items in 
the current year. I'll talk a little later about the benefits associated with this strategy which include higher inventory turns, improved cash flow 
from operations and a reduced potential for future markdowns due to obsolescent inventory. Don will spend some time during his presentation 
on the efforts that we've got underway to bring our shrink number down.  

SG&A expenses in the second quarter of 2002 were $313.7 million, or 21.58% of sales, versus $276.1 million, or 22.53% of sales in the prior 
year, an increase of 13.6%. Excluding restatement-related expenses, 2002 SG&A expenses would have been $314.4 million, or 21.62% of sales 
and 2001 expenses would have been $267.4 million, or 21.82% of sales, an increase of 17.6%. This year's SG&A expense as a percent to sales 
excluding restatement-related expenses is lower than last year's by 20 basis points due principally to the impact that our strong sales results 
have had on our ability to achieve leverage on certain of our fixed and semi-variable expenses.  

Interest expense in the second quarter of 2002 was $11.3 million versus $12.0 million in the prior year. The lower interest expense in the 
current year was principally due to our recording approximately $400,000 of net interest income associated with certain tax related issues in the 
current year quarter.  

The Company's effective tax rate was 36.7% this year versus 37.4% last year.  



On a year-to-date basis net income during the current year was $88.3 million, or $0.26 per share, as compared against net income in the prior 
year of $63.3 million, or $0.19 per share, an increase of 39.4%. The 2002 results include $100,000 in net restatement-related items consisting 
of $4.6 million in restatement-related expenses offset by $4.5 million in insurance proceeds relating to the settlement of our class action 
litigation. The 2001 results included $9.0 million of restatement-related expenses. Excluding restatement-related items from both years net 
income and earnings per share would have been $88.4 million and $0.26 per share in the current year versus $69.0 million or $0.21 per share in 
the prior year, an increase of 28.1%.  

Year-to-date sales in 2002 were $2.84 billion versus $2.43 billion in the prior year, an increase of 17.1%. Same-store sales increased by 8.1%.  

The year-to-date gross profit rate in 2002 was 27.00% versus 26.89% in the prior year.  

SG&A expenses were $611.0 million in the current year versus $528.1 million in the prior year, an increase of 15.7%. Excluding restatement-
related expenses from both years SG&A expenses were $606.3 million, or 21.33% of sales in the current year versus $519.0 million or 21.38% 
of sales in the prior year, an increase of 16.8%.  

Interest expense in the current year was $21.8 million versus $23.6 million last year. The reduction in interest expense was due principally to 
lower libor rates as compared against the same time last year.  

The company's year-to-date effective tax rate was 36.7% in the current year versus 37.4% in the prior year.  

The company opened 172 stores and closed 12 stores during the quarter. On a year-to-date basis the company has opened 372 stores and closed 
21 stores. Our store count at the end of the quarter was 5,891. Capital expenditures during the quarter were $35.6 million and on a year-to-date 
basis capital expenditures were $70.4 million. You may recall that the company's capital plan for the current year is $150 million.  

I'd like to shift gears now and spend some time on the cash flow performance of the Company for the first half of this fiscal year. As Cal 
mentioned, we're quite pleased with the amount of cash we've generated from operations in fiscal 2002 and we're also pleased with the health 
of our balance sheet as of August 2, 2002.  

I believe that by now you are all aware that we completed the refinancing of our synthetic lease facilities during the second quarter.  

The old facility was structured such that there was not an easy mechanism for paying down debt and as a result, under the old facility we 
accumulated over $200 million in cash and incurred a negative interest rate arbitrage. The new facility is a $450 million revolving credit 
facility that allows us to pay down debt as dictated by our daily cash position. Under the new facility, we have been able to utilize our surplus 
cash to reduce our balance sheet debt from $735.1 million at the beginning of our fiscal year to $521.8 million at the end of our second quarter, 
which is a reduction of $213.3 million. We had $170 million outstanding on the new $450 million revolving credit facility as of the end of the 
second quarter. What I believe is particularly impressive about the $213.3 million in debt reduction is that we've achieved that despite the fact 
that during the first half of this year we disbursed $162 million in cash in settlement of our restatement-related class action litigation. One of 
the driving forces behind our improved cash flow performance has been the reduction in our inventories. At the end of the second quarter our  



inventory balance was $1.058 billion, which represented a $73 million reduction as compared against the February 1, 2002 year-end inventory 
balance and a $39 million reduction as compared against the inventory balance at the close of last year's second quarter. The reduction in our 
inventories is principally a result of the continuing liquidation of the aged inventory that we identified during our restatement process and from 
reduced purchases of non-core items in the basic clothing and basic home products categories.  

I have two other liquidity related items that I should briefly mention. The first item is the status of our shareholder derivative litigation. We 
currently have approximately $31.5 million in insurance proceeds sitting in escrow pending the final settlement of the shareholder derivative 
litigation. The company will receive approximately $25.2 million of those proceeds if and when the settlement becomes final. Now, we do have 
some news since the Q was filed yesterday. As I understand it, we received word last night that the one issue delaying the finality of the 
settlement has been resolved, and we should receive the proceeds from the escrow in the next few days. The $25.2 million has not yet been 
accounted for on the Company's books and will be recorded as income when it is received by the Company.  

The second item is the voluntary payments that Cal made to the Company in July and August which he has already discussed. The July 
payment was for $6.0 million and was related to stock options which vested during the years that have been restated. That $6.0 million was 
recorded as a contribution to equity in our second quarter financial statements. In August, Cal made an additional payment of approximately 
$800,000 representing performance bonuses paid during the restated years. The $800,000 will be recorded in our third quarter as a reduction of 
SG&A expenses.  

I'd like to conclude with some brief comments on earnings guidance and the status of our SEC investigation. You may recall that at the 
beginning of the year we established growth targets of 14-16% for revenues and 13-15% for net income, excluding restatement-related items. 
We have recently reviewed those targets and because of the heavy weighting of our annual net income to the second half of the year and given 
the uncertainty of the current economic environment, we see no compelling reason to change that guidance.  

On the SEC front, I thought I'd conclude by telling you that the investigation is active and the company continues to cooperate fully with the 
SEC. Beyond that we will have no further comment on the matter.  

I'll now turn the call over to Don for the operational review.  

Don Shaffer  

Thanks Jim and good morning.  

As with past conference calls, I will comment briefly on the status of our key initiatives for 2002.  

As a refresher, these key initiatives are:  

o First, establish and introduce standardized store work processes to improve the execution of basic retail tasks.  



o Second, to complete the roll-out of our perpetual inventories in year 2002.  

o Third, develop and execute an effective disposition program for our aged apparel inventory.  

o Fourth, is to implement the Arthur merchandise planning system and improve upon the merchandise planning and inventory management 
process.  

o And finally, I will give you an update on our shrink reduction initiatives, our new store openings for the first half of the year and our cooler 
program.  

As discussed previously, our earlier focus on distribution and information systems has provided significant benefits to our customers and 
employees. To enhance these benefits, we are now focusing our investments on our stores with the intent of improving both store standards and 
the execution of merchandising initiatives at store level. Over the last several months our operations organization has spent a great deal of time 
and effort defining the work, developing efficient methods to accomplish the work and incorporating these methods into work processes with 
the overriding principle of simplicity for ease of execution.  

Remember, the seven key areas we defined were:  
Ordering,  
Receiving,  
Stocking,  
Presentation,  
Selling,  
Support, and  
Staffing  

By standardizing these seven initiatives we believe we will be better able to measure results and produce more sales, improve inventory turn, 
reduce shrinkage and ultimately, provide a better shopping experience for our customers.  

To date, we have completed the roll out of the ordering process and should complete the roll out of the selling process by the end of this week. 
In addition we expect to complete the roll out of the presentation, support and staffing phases by mid October. The other two work processes, 
receiving and stocking are about 50% implemented currently and we expect to be about 75% completed by mid October. While our plan is to 
complete these two processes later this year, we will not force an implementation of the remaining stores in the fourth quarter. Due to the size 
of some of the stockrooms in the remaining stores and the volume of sales anticipated we might need to move the final implementation of these 
stores to January of 2003. I will certainly give you an update when we report our third quarter results.  

Turning to our second initiative, by the end of September, we expect to have completed the taking of perpetual inventories in all of our stores. 
As you will remember we completed 500 stores last year and planned to complete the remaining stores in 2002. As of July 31 we had 
completed 4,238 and are on track to complete the remaining stores by the end of September.  



We anticipate this initiative will:  
Improve our in-stock position  
Increase sales  
Allow proper allocation of inventory based on store ownership Lower inventory, thereby increasing turn  

Our third initiative is to reduce excess inventory through our new markdown program. Last year, we identified $116 million in excess and aged 
inventory in our stores. Our objective is to sell through this inventory by the end of 2002. Our budget provides markdowns for SKU-specific 
items, after-season events and, of course, clothing.  

Overall company sales and inventory projections, for this merchandise, are running very close to plan and we do not expect any significant 
changes from our original projections.  

Moving to our fourth initiative, we are continuing to improve our inventory management by implementing and leveraging our Arthur 
Merchandising System. The system will be fully loaded with current data by September 9 and all programs scheduled for implementation this 
year will be in operation prior to year-end. These programs include product planning, channel planning, demand planning, cluster planning and 
performance analysis. We anticipate that the implementation of these programs will:  

Permit merchandise planning to the class level rather than a department level Enable timely reaction to emerging sales trends Improve 
merchandise allocations based on individual store criteria  

To follow up on Jim's comments regarding inventory shrink, we have a number of initiatives underway to address this issue. First we have 
formed an Asset Protection Department staffed by 25 employees geographically located in our higher shrink areas of the country. To assist this 
group we have installed an exception reporting software package that flags unusual activities at the store level. This program was installed in 
July and we are pleased with the information provided to date. In addition to these initiatives we are installing 400 Closed Circuit Television 
Cameras in our highest shrink stores and are adding security alarms to 2000 stores this year that have experienced either high shrink or 
burglaries.  

Turning to new store openings, our plan for 2002 calls for the addition of 600 stores this year. As of July 31 we had opened 372 stores and we 
are on track to be at our goal of 600 new stores before the holiday selling season.  

Finally, we have discussed our cooler program during previous conference calls and I want to give you an update on this project. While, for 
competitive reason, I will not provide specific transaction values or a breakdown of transactions by product, I can say as of the end of July we 
had approximately 950 stores on this program and plan to add another 350 prior to year-end. We currently have the program in operation in 
Louisiana, Tennessee, Kentucky, Texas and Georgia and will be adding West Virginia this fall. We continue to be pleased with the success of 
this program and can tell you the value of transactions involving the cooler product are well above those  



of non-cooler transactions. I can also say that about 35% of the increase in transaction value is coming from non-cooler products and that 
certainly helps offset the lower margin cooler product.  

In closing, I believe we had a very good quarter, however, we still have tremendous opportunities to improve and the programs I just discussed 
should provide us momentum not only for the second half of 2002 but into 2003 and beyond.  

Now, if there are any questions, we would be happy to answer them for you. Operator, we are ready for the first question.  

Q&A  

 

Coordinator        We will now begin our formal que stion and answer session. Our  
                   first question comes from Mr. Da niel Barry. 
 
D. Barry      Good morning and congratulations. Jus t a question, a little bit of  
                   deuce, could you discuss why you r sales have been really 
                   quite good for the last couple o f months when other retailers  
                   have been slipping? Now, I reali ze you gave us a whole menu 
                   of changes you're doing, but whi ch ones have really been 
                   helping your sales over the last  couple of months? Secondly, 
                   you have these seven initiatives . You said many of them are 
                   planned to be completed by the e nd of the year. Is that 
                   significant? I mean is that enou gh to really kick the sales 
                   up when these initiatives are fi nished? 
 
D. Shaffer    Dan, I think one of the big issues, I  think we talked about 
                   implementation of the ordering p rocess, and we put that in 
                   place really starting last Novem ber and fully implemented to 
                   date and really doing a good job  with that. I think we're 
                   seeing a better in stock at the store level because of the 
                   ordering process, and I think th at's had a major impact on 
                   our sales. 
 
                   I think we've also had some grea t sales with some of our 
                   seasonal goods. We really sold t hrough those this summer. I 
                   think the buying department did a great job in identifying 
                   products that are going to be ac cepted by the customer. We 
                   did get that in and sell through  it. 
 
                   I also think that the program in  place to clean up the 
                   stores, do a better presentation  at the store level, has 
                   certainly had an impact as well at the customer's recognition  
                   of the product also. So I think that the implementation of 
                   those programs, better in stock position that's really 
                   allowed us to drive the revenues . This continued to drive as 
                   you saw through the second quart er. 
 
C. Turner     Dan, this is Cal. I would just like t o say that this high growth 
                   retailer has in its strategic en thusiasm, put a lot of strain  
                   on store operations, and that th is year, through greater 
                   allocation of the labor needed t o get the job done in the 
                   stores and with technology to su pport that labor, we're 
                   making inroads, and our stores a re doing better and they're 
                   looking better. They still don't  look as good as we'd like. 
                   We still feel there's a lot of r oom for 



 

D. Cumberland One other question, perhaps for Don, what are the trends for turnover at the field level, and do you think process changes at the 
store level have had an impact on retention or will have an impact?  

D. Shaffer When you say turnover, are you talking about employee turnover?  

D. Cumberland Right.  

 

                   improvement. There is powerful p unch when a Dollar General 
                   Store is right, and we're trying  to get more and more of them  
                   closer, Dan, to right. 
 
D. Barry      And then the second part of the quest ion, the seven initiatives. 
                   You said that you've completed t wo and many of the others 
                   will be finished in the back hal f of the year. Is that 
                   significant in terms of your sal es? 
 
D. Shaffer    Yes, I think it is in terms of really  cleaning up the stores, 
                   getting the stockrooms cleaned u p, being able to move the 
                   merchandise quickly from the bac k dock on to the floor, 
                   getting it in stock. I think the y are significant to the 
                   future of the company. 
 
Coordinator   Our next question comes from Mr. Davi d Cumberland. 
 
D. Cumberland      Jim, could you please elaborate on the components of gross 
                   margin.  Was shrink the biggest negative factor and were 
                   there some positive offsets such  as freight and distribution?  
 
J. Hagan      Well, I think that the shrink and the  purchase mark up being lower  
                   than last year were the two big contributing factors, and 
                   they were roughly similar. In te rms of positive offsets, and 
                   this is a theme that we've discu ssed in the first quarter 
                   call, our distribution and trans portation expenses are 
                   experiencing very good performan ce on a rate to sales basis 
                   versus last year. 

D. Shaffer    I think that what we're putting in pl ace now in terms of the 
                   operations at the store level wi ll give us the opportunity to  
                   reduce the turnover. I don't thi nk we've seen that yet, but I  
                   do believe that we'll see that a s we go forward with cleaner,  
                   easier to manage stores. 
 
Coordinator   Our next question comes from Mr. Mark  Miller. 
 
M. Miller     On the inventory management, I realiz e some of that is 
                   efficiency throughout the organi zation, but to the extent 
                   that you're tightening up purcha ses of apparel and other 
                   discretionary items, is that due  to your own assessment of 
                   the, I guess, gross profit retur n on inventory for 
                   consumables versus discretionary  items or is that to any 
                   degree based on your assessment of the consumer and the 
                   current environment? 
 
J. Hagan      I think it's probably a little bit of  both, but there's 
                   certainly a very strong GM ROI a nd inventory turn component 
                   associated with the decision. 



 

M. Miller     I mean I guess the question is this j ust a step in a process 
                   that's going to continue? Are yo u going to keep wading the 
                   store more towards consumable it ems on an extended basis? 
 
C. Turner     I think it's an indication that this company does, in fact, 
                   have a strategy of being a custo mer driven distributor of 
                   consumable basics, and we're loo king at the total return in 
                   the store from merchandise chang e and pricing and everything,  
                   willing to give more value to th e customer all the time, 
                   looking for all that we can do. We're a company, it seems to 
                   me, largely waking up to the imp lications of gross margin 
                   return on investment. 
 
D. Shaffer    The other part on the fashion piece i s we're certainly trying to 
                   get our inventory in line with o ur sales expectations, and as  
                   you know, we took the $116 milli on in excess inventory we 
                   identified earlier this year, we 're going to make sure that 
                   that doesn't occur going forward . So some of the reductions 
                   in purchases have been initially  based on where we see the 
                   sales going or where the sales r eally have been, I guess, in 
                   the past. 
 
M. Miller     Then more of a technical question, wi th the retail inventory 
                   method for cost of sales, if you r purchases had been the same  
                   mix as what you sold in the quar ter, how would that have 
                   impacted your gross margins? I m ean basically, how much 
                   better would the gross margin pe rcentage have looked? Then, 
                   what's the impact of future peri ods from the way you 
                   purchased inventory this quarter ? 
 
J. Hagan      I think that to state the obvious, th e purchase markup being 
                   low in the first half of the yea r, at least lower versus last  
                   year, does have a carryover effe ct to the second half of the 
                   year and does get blended into t he markup on the overall 
                   inventory balance during the sec ond half of the year. So it 
                   is a slight negative for gross m argin going forward, although  
                   we've already discussed the stra tegic benefits of doing it. 
 
                   In terms of the purchase markup versus the sales mix, I'd 
                   have to think about specifically  how to answer that 
                   mathematically, but more from ju st a general statement 
                   standpoint, we do have two dynam ics going on, and they do 
                   tend to impact gross margin both  slightly to the negative at 
                   the same time. One is the purcha ses coming in at a lower 
                   markup, and then also the contin ued movement in our sales mix  
                   to the highly consumable side. 
 
                   The movement to the highly consu mable side, again, was 
                   another factor. It wasn't as sig nificant a factor as either 
                   the purchase markup reduction or  the shrink provision being 
                   increased, but the change in our  sales mix again towards 
                   consumables did have a negative impact during the quarter on 
                   the margin rate. 
 
C. Turner     I'd like to add that Dollar General i s a company strategically 
                   aware that the significance is n ot so much in the change in 
                   gross margin percent, but in the  increase of gross margin 
                   dollars. 
 
M. Miller     And the dollars on inventory as well,  it sounds like. 
 
C. Turner     Yes. 



 

Coordinator   Our next question comes from Mr. Robb ie Ohmes. 
 
R. Ohmes      A couple of quick questions. The firs t one, I was just curious 
                   why you guys shifted the report date up a day, and then 
                   separately, can you give us a li ttle more detail on the 
                   inventory plans for the back hal f of this year? Should we 
                   look for the same percentage red uctions year over year on a 
                   per store basis? Third, the prev iously marked down apparel or  
                   the $116 million of excess inven tory, how far are you through  
                   it? Can you give us the dollars that are left of that or can 
                   you give us some, if you look at  the second quarter, what 
                   percent of sales reflected selli ng of that merchandise? 
 
D. Shaffer    There are various reasons for changin g the date and I hope no one 
                   was inconvenienced by the change . We've got a lot of things 
                   going on, and it just made sense  to us to move the date up a 
                   little bit. 
 
                   I think relative to the $116 mil lion, I think as I made some 
                   comments earlier in the presenta tion, we are well in line 
                   with our expectations relative t o the selling through on that  
                   and don't anticipate any issues.  It could be a couple million  
                   dollars more, a couple million d ollars less at the end of the  
                   year, but it's nothing significa nt that we see. The issue, of  
                   course, is as we bring the fall good out, if we have a very 
                   mild fall, that could negatively  impact it, and if we have a 
                   quick, cold fall or an early fal l, that could give us some 
                   positives there. So we feel we'r e moving along with those 
                   goods very well. Really, it's so rt of in line with what we 
                   had expected and how we'd plan t o liquidate it by the end of 
                   the year. 
 
                   Relative to the inventory levels  in the second half of the 
                   year, we have, specifically in a pparel area, have purchased 
                   down in the fall season, and rea lly, again, purchased more in  
                   line with what we think our sale s expectations are, trying to  
                   get that inventory back in line,  and with the perpetual 
                   inventories that we've been taki ng, we now have a better 
                   feel, while we don't have them a ll done yet, have a better 
                   feel for what we have at the sto re level, and have been able 
                   to buy down in some areas knowin g that we have enough with 
                   what we have in the store plus a  reduced amount of purchases 
                   to actually take that inventory down a little bit. 
 
                   I can't give an exact amount tha t it will take it down in the  
                   second half of the year. We do a nticipate some further 
                   reductions going into the second  half of the year because we 
                   now have a better feel for what we have in our stores. 
 
Coordinator   Our next question comes from Mr. Mich ael Baker. 
 
M. Baker      I have a question on where you are in  terms of investing in the 
                   labor in the stores. Should we e xpect similar increases in 
                   terms of store level SG&A in the  third or fourth quarter as 
                   we've seen in the second quarter , or does this begin to 
                   moderate at some point? Another way, I guess, to ask it is 
                   when did you begin stepping up s taffing levels, and when do 
                   we start to cycle those higher e xpenses? 



 

J. Hagan      I think we'll continue to invest in s tore labor in the second 
                   half of this year, and at least at this point, I believe our 
                   plans are to probably still show  a higher percent of sales at  
                   our store labor than this time l ast year, throughout the 
                   second half. I will tell you thi s, it isn't likely that it 
                   would be any more dramatic than what we've had in the first 
                   half of the year, and eventually  the gap will start to close,  
                   but we still are planning up for  the second half. 
 
M. Baker      If I could ask one more question, thi s is on merchandising and 
                   your plan for the holiday. You d id have some success with 
                   your seasonal inventory commitme nt over the summer, which I 
                   think drove some of the very goo d comps during those months, 
                   so I understand that the apparel  commitment is a little bit 
                   less. What about some more seaso nal hard lines, maybe things 
                   like toys, are you planning thos e a little bit higher in the 
                   fourth quarter to try to drive a  similar pop in sales? 
 
D. Shaffer    I think we've done the same thing wit h it. We've looked at what 
                   we have in carryover and had som e of that detail available to  
                   purchase in the second half of t he year and have adjusted our  
                   purchases based on that, but we do anticipate an increase in 
                   the seasonal goods, which as you  know, tend to carry a higher  
                   markup. 
 
Coordinator   Our next question comes from Mr. Davi d Mann 
 
D. Mann       In terms of the shrink that you recor ded in the second quarter, 
                   was the percent that you accrued  the same as the first 
                   quarter? 
 
J. Hagan      No. 
 
D. Manke      And was it materially higher? 
 
J. Hagan      I don't know how you define materiall y. It was higher, and it's 
                   higher than what we disclosed, o bviously, at the end of last 
                   fiscal year. We do put our shrin k number, I believe, in our 
                   10K each year. We don't like to disclose it on a quarterly 
                   basis, but it is higher right no w than what we would have 
                   disclosed in last year's 10K. 
 
D. Mann       In terms of the initiatives that you' re doing, are you seeing 
                   any progress from, or some of th e initiatives from the higher  
                   shrink source? 
 
D. Shaffer    I think that's a little early to answ er for you. We took 4,200 
                   inventories in the first half. W e still had about 1,800 to 
                   take in basically the third quar ter of the year. We are also 
                   going to go back and take some t ests in the October timeframe  
                   on some of the earlier stores to  get a feel for what impact 
                   these initiatives are having. 
 
                   I talked about the cameras. Thos e are really being installed,  
                   and the security alarms are bein g installed in the second 
                   half of the year, and the resour ce protection piece we put in  



 

                   place really has only been in pl ace, for about, fully with 
                   all the software programming, it 's only been in place for 
                   about 30-45 days at this point. 
 
                   So I think it's a little bit ear ly to sort of make any 
                   determination on its success. Bu t just intuitively, with the 
                   things we've done, we feel it ou ght to have an impact. 
 
D. Mann       So would you expect the second quarte r shrink to sort of be the 
                   peak and to start improving, at least stabilizing or 
                   improving from here? 
 
D. Shaffer    I think that's very hard to tell unti l we take those last 1,800 
                   inventories. 
 
D. Mann       Then one other question, in the past we've talked about some close  
                   up or opportunistic buying that you've been doing. Can you 
                   just give an update on what the trends are there? Are you 
                   buying less, more, and what are you seeing out there? 
 
D. Shaffer    That's a great question. There's actu ally a lot less out there to 
                   buy. I think the manufacturers h ave gotten maybe a lot 
                   smarter, maybe got burned with s ome of these things that have  
                   gone over the last year or so, s o there's less opportunity 
                   we've found. We have seen with t he announcement on Ames 
                   closing their 3,027 stores, that  there have been some 
                   opportunistic buys there, but be cause they only had 3,027 
                   stores, sometimes the quantities  are not significant. We have  
                   picked up some domestics in some  of those areas and are still  
                   dealing with some manufacturers trying to pick up some 
                   additional. But from the manufac turing standpoint, we're just  
                   seeing a lot less there this yea r from an opportunistic 
                   standpoint than we have been in the past years. 
 
D. Mann       Would that have materially hurt you i n terms of your IMU? 
 
D. Shaffer    I don't know. Again, I'm not sure wha t you define as material, 
                   but it certainly would of, with less of that to buy, would 
                   have had some impact on it, yes.  
 
Coordinator   Our next question comes from Mr. John  Rouleau.. 
 
J. Rouleau    Jim, I'm wondering, I'm just wanting to verify, I'm assuming that 
                   the addition of the cameras and the alarms in the stores, 
                   that that amount or that expense  will be capitalized into the  
                   stores, or will that be expense?  
 
J. Hagan      I've got to tell you that I don't kno w specifically. I'll give you  
                   off the top of my head that that 's probably a capitalized 
                   item. 
 
J. Rouleau    Then, Don, real quickly, we had heard , whether it was true or not,  
                   that there might have been some fill issues at the 
                   distribution level in the second  quarter that may have either  
                   negatively impacted expenses or perhaps kept a lid on the 
                   in-stock position. I know overal l you are pleased with the 
                   direction of your in-stocks and that's moving higher, but we 
                   had heard that 



 

                   maybe it wasn't quite where it c ould have been in the second 
                   quarter given some of the sell i ssues. Can you just kind of 
                   address that? 
 
Don           John, we had a problem for a couple o f weeks in terms of fill, but  
                   we're back about 95% in-stock, s o it was a couple of week 
                   situation where we weren't makin g the purchases based off 
                   some incorrect information, but that was corrected very 
                   quickly, and got right back up. The last report I saw, we're 
                   at 94.9 percent in stock in DCs.  
 
J. Rouleau    Then two more quick questions, the ex cess inventory, I know it was  
                   identified as about $116 million  at the beginning of the 
                   year. Can you give us some break  down or at least order of 
                   magnitude of what the components  of that are? I know there's 
                   a spring and summer piece, there  is a apparel piece, there's 
                   a fall apparel piece, and I thin k there's some holiday pack 
                   away as well. Can you just addre ss those? 
 
D. Shaffer    Basically, we're at well less than ha lf of that inventory at this 
                   point. The biggest component of it is the fall and winter 
                   fashion goods, which have just r ecently been brought back out  
                   to the floor. Obviously, there's  no reason to have it there 
                   in the summer time. The first ma rk down has been taken on 
                   some of the product already, and  we'll be taking a second 
                   mark down on the older fall and winter and the first markdown  
                   on the newer fall and winter goo ds the week of the 16th of 
                   September, and we at this point don't see any issue with 
                   liquidating this product by the end of the year. So the 
                   majority of it is in that fall a nd winter fashion goods we 
                   just haven't had the opportunity  to sell at this point. 
 
J. Rouleau    Is there a Christmas or holiday piece  of that as well? 
 
J. Hagan      There is a small piece in holiday tha t we marked down right after 
                   Christmas last year, but that's a small percentage of it. 
 
J. Rouleau    Does setting the floor, given the fac t that you've got a holiday 
                   coming up and you've got to tran sition into the fall product 
                   line, kind of the autumn and Hal loween product line and then 
                   Christmas, does it become a litt le tougher from kind of a 
                   sell through standpoint over the  next two, three months, or 
                   is that really not an issue? 
 
D. Shaffer    Well,I think it will be a little more  difficult, but we have 
                   plan-a-grams out there to addres s those. There can be stores 
                   here or there who maybe have a l arger carryover than some 
                   others, so that may create more problems for them, but we 
                   think we'll be able to work thro ugh it without any problems. 
 
J. Rouleau    Then can you kind of give us what you  think the medium term target  
                   for inventory per square foot, I  mean that continues to come 
                   down sequentially here. It was r ight around $27 a foot, which  
                   is good, but still below some of  your competitors. Where do 
                   you think that that can eventual ly go? 
 
D. Shaffer    I'd be giving you a guess, and I'd ra ther not do that. I'll have 
                   to do some calculation on that. 



 

Coordinator   Our next question comes from Mr. Dan Wewer. 
 
D. Wewer      A few questions, one, some of the eff orts to reduce shrink, 
                   such as the close circuit televi sion monitors, sounds rather 
                   expensive. Some retailers will s pend more trying to prevent 
                   shrink than what they'll actuall y save. I was curious, in 
                   some of the stores that you've i dentified if actually closing  
                   the stores was an option that's considered? 
 
D. Shaffer    No,it hasn't been. We review our stor es on a quarterly basis to 
                   make sure that, in fact, they're  profitable for us. We'll 
                   probably close 50 or so stores t his year, and certainly the 
                   shrink issue comes into it. Ther e are a lot of other factors 
                   above and beyond shrink that can  impact it as well. But we 
                   look at it differently than that . In many cases where we have  
                   higher shrink or have had some b urglary problems, we're 
                   putting those in to certainly pr otect our customers and to 
                   protect our employees as well. 
 
D. Wewer      Is the thought that the shrink is emp loyee or customer related? 
                   Do you have any sense of that? 
 
D. Shaffer    Well,I think it's all of the above. C ertainly, there would be some  
                   customer piece of it, some emplo yee piece of it, and I'm sure  
                   there's some paperwork piece of it. There's some maybe poor 
                   handling that we maybe throw som ething away, in fact, don't 
                   take the markdown on it. There a re a variety of reasons, I 
                   think you know, that can impact shrink, and unfortunately, 
                   there's no report that you can g et that says here's where the  
                   shrink comes from. So we are try ing to address and close each  
                   of the loopholes as we go forwar d. 
 
C. Turner     Dan, there's also the factor of inven tory levels, and as the 
                   company manages its inventory le vels in the store better, the  
                   impact on shrink is positive of that. I'm glad we're working 
                   on the inventories levels in our  stories. 
 
D. Wewer      Yes, that's an interesting point. I w as thinking that with the 
                   reduction in the inventory level s, that shrink would have 
                   actually declined, not have incr eased in this period. 
 
D.Shaffer     If you think about the inventory shri nk, what you have to 
                   understand is that's trailing 12  months. 
 
D. Wewer      So with the idea that if we can keep the reduction of 
                   inventories per store, that woul d create the opportunity for 
                   reduction and shrink assuming no thing else changes. 
 
D. Shaffer    We'd anticipate that. Obviously, we h ave to prove that factually 
                   going forward, Dan. 
 
D. Wewer      A second question I had is on the per petuals. Other retailers 
                   that have moved perpetuals have found it initially difficult 
                   to keep those accurate. I was ju st curious, on your cycle of 
                   inventories that you've complete d thus far, in terms of the 
                   accuracy of the perpetuals, have  you been satisfied with 
                   where you've been or if that's w ork in progress? 



 

D. Shaffer    I don't think there's anybody in the world that's satisfied in 
                   trying to keep the perpetuals ac curate. As you know, we have 
                   certainly spent a lot of time in  training our people in one 
                   item, one scan, and trying to ma ke sure that we handle from a  
                   shipping and receiving standpoin t, that we're getting the 
                   right information in there. I ca n't tell you, I don't 
                   remember right off hand what the  variance was from the 
                   perpetuals we took last year, th e 500, and what we did this 
                   year. But we have taken, I think , as many steps as we 
                   possibly can to keep that perpet ual as accurate as possible. 
                   Then we also had the ability at the store level, to make 
                   adjustments where they see thing s are dramatically out of 
                   line. 
 
C. Turner     Dan,if I may interrupt, on the perpet ual accuracy, Dollar 
                   General, which has not had perpe tual inventories at all for 
                   the insight needed to run the co mpany and manage inventory, 
                   can have very positive impact ev en from perpetual inventory 
                   inaccuracy. This is a first step  for us, and there can be 
                   progress. 
 
D. Wewer      Then the last question, again, it's c ertainly commendable in 
                   returning the bonuses that you d id. I was curious, are there 
                   any other members of management that were on board then, are 
                   they doing the same that you did  and returning their bonuses 
                   earned during those years? 
 
C. Turner     Dan,we have no further comment on tha t than is in the 10Q, and 
                   that's what we need to do with t hat. We have great respect 
                   for this SEC matter which is ong oing, and that really is the 
                   appropriate response. 
 
Coordinator   Our next question comes from Mr. Todd  Craig. 
 
T. Craig      If you guys could just discuss, you h ad a fantastic cash flow in 
                   the quarter and have had great c ash flow for the last couple 
                   of years. If you could just disc uss what you'll be doing with  
                   that cash flow once you get to a  debt free level and how the 
                   share repurchase is going. 
 
J. Hagan      I think you said the key comment, and  that is that right now, 
                   we're focused on reduction of ou r new bank facility, so I 
                   think that's the first use of fu nds. Beyond that, we got some  
                   thoughts as to what to do with t he excess cash. You know we 
                   have bonds out there that are tr ading in a range that's about  
                   maybe an eight and five-eighths effective yield. We will, 
                   from time-to-time, at least look  at share repurchases, but 
                   right now, the primary focus is on reducing the bank debt. 
 
Coordinator   Our next question comes from Mr. Jack  Balos. 
 
J. Balos      First of all, I don't know if you rev ealed this, but do you have a  
                   dollar figure for the inventory level for the same time a 
                   year ago in August? 
 
J. Hagan      Yes, we did it by a math computation.  This year, we were $1.058 
                   billion, and last year we were $ 39 million higher. Let me 
                   just do the math, $1.097 billion  last year. 



 

J. Balos      Why don't you put out this number nor mally in your balance sheet? 
                   A lot of other retailers put out  the same balance sheet to 
                   conform to the same seasonal qua rter for the income 
                   statement. 
 
J. Hagan      We could certainly do that. SEC prese ntation is what we have 
                   followed, and if you look in Ks and Qs, you measure on a 
                   balance sheet basis against the end of the fiscal year, but 
                   that's a suggestion we'll look a t. 
 
J.Balos       You can look at practically any major  retailer from Best Buy to 
                   Wal-Mart. Every one of them does  it this way. It's much more 
                   informative to do it that way. 
 
              I wanted to ask you something else, a nd that is when it comes 
                   to hardware and seasonal, I assu me that this is a higher 
                   gross margin category. How much did that help the second 
                   quarter gross margin? Because it  up 22% in sales. 
 
J. Hagan      I don't know the exact rate breakdown  that the improved 
                   seasonal sales performance would  have, but your point is 
                   certainly correct that the seaso nal category is one of our 
                   highest markup categories to the  extent you see us putting 
                   out sales increases in that cate gory that are as strong as 
                   any of the other sales increases . We are going to be 
                   benefiting our gross margin. The  seasonal gross margin rate 
                   is pretty significantly higher t han the consumable gross 
                   margin rate. 
 
J. Balos      Right, but I guess because you had lo wer initial markups in other 
                   parts of the merchandise that br ought the whole thing down, 
                   excluding the impact of shrink? 
 
J. Hagan      Yes,it's not only that but when we're  talking about the lower 
                   markups and we've got our consum able segment of the business,  
                   you know the consumable segment of the business is 
                   represented somewhere in the rou nd numbers of about 60% of 
                   the sales and purchases, and tha t is the lowest markup 
                   segment of our business. 
 
J. Balos      I'm sorry, I forgot what the reason w as, but could you refresh my 
                   memory as to why the gross margi ns were up in the first 
                   quarter? Didn't the lower initia l markup affect the first 
                   quarter as well? 
 
J. Hagan      No, the issue, and we spent quite a b it of time on this in 
                   follow-up calls and spent time o n it on the conference call 
                   itself, has to do with the way t he retail method of 
                   accounting works, and you may re call that we took the 
                   markdown in the fourth quarter o f 2000 for the aged inventory  
                   that we identified. That, then r olls through the gross margin  
                   model, and what it had the impac t of is it reduced the 
                   blended markup on the inventory balance actually throughout 
                   2001. But as the year goes on, t hat impact lessens. But in 
                   the first quarter, it was fairly  dramatic. So we pointed out 
                   in the first quarter that we did  get a benefit of comparing 
                   ourselves against the 2001 numbe rs where the markup was 
                   reduced by the fourth quarter 20 00 markdown. 
 
J. Balos      Will this procedure change once you g et perpetual inventory? 



 

J. Hagan      I don't think so. We occasionally tal k about going to a cost 
                   basis, but I think that right no w, at least, we have no plans  
                   other than to stay on the retail  method of accounting. 
 
Coordinator   Our next question comes from Mr. Bill  Maffie. 
 
B. Maffie     I have just a couple of questions, th e first of which is a 
                   follow-up on the shrink question s that have been asked, and 
                   that is could you give us a sens e of whether or not within 
                   the product shrink there are cer tain categories that seem to,  
                   to the best of either your estim ation or knowledge, 
                   demonstrate higher levels of shr ink, and if the changes in 
                   your mix are actually going to f avor those categories that 
                   have lower shrink? Said another way, I presume that people 
                   are having a tough time stealing  milk, but are people 
                   stealing T-shirts? 
 
D. Shaffer    We really don't have that kind of inf ormation readily available 
                   to us by product or by item. As we get through the perpetuals  
                   and start taking them again, the n we'll have some idea 
                   relative to that. We certainly h ave, I think, some intuitive 
                   feel relative to some of the app arel categories where we find  
                   a lot of empty packages, those t ypes of things. I'm not sure 
                   if I can give you a lot more inf ormation than that at this 
                   time. I think there is a general  feeling that apparel has a 
                   little higher shrink than some o f the other, some of the food  
                   categories, but I think that's a bout the best answer I can 
                   give you right now. 
 
B. Maffie     A couple other quick ones, as I menti oned, and I know, Jim, you 
                   implied earlier that you would p ay down all your debt, but do  
                   you have a sense of sort of a ta rget capital structure for 
                   the company? I mean do you want to be totally debt free in 
                   some point in the future, or wil l you maintain some debt as 
                   part of your capital structure? 
 
J. Hagan      The answer is we don't have a specifi c target, and it's something 
                   that we're evaluating on an ongo ing basis. We don't have a 
                   specific goal right now to be de bt free. If there is a 
                   capital structure related goal w e have, and we do have one, 
                   the primary goal is to get upgra ded by the rating agencies. 
 
B. Maffie     When you talk about the payment that mentioned early in the call 
                   that you guys would most likely be receiving now that the 
                   litigation settlement appears to  be behind you, will the 
                   rating agencies look at that cap ital infusion as well as Mr. 
                   Turner giving back those monies as considerations when 
                   looking at your rating upgrade, or will they strictly look at  
                   sort of cash from operations whe n they consider that? 
 
J.Hagan       I don't know precisely how they will view us. I will tell you 
                   that we will certainly emphasize  those points as we'll 
                   emphasize our overall liquidity position, and if you look at 
                   our credit statistics right now and compare us to other 
                   retailers, we fairly strongly be lieve that we are currently 
                   underrated, fairly significantly  underrated. We'll continue 
                   to go back to the rating agencie s and point that out on a 
                   periodic basis. 



 

B. Maffie     Just the last question is I wonder if  you could give us some 
                   sense, if you have any, of the f requency of shopping trips or  
                   maybe transactions in those stor es that have had the cooler 
                   program for some length of time?  I know that not many of them  
                   have had it for that long, but i s there a difference in the 
                   traffic behavior or the traffic patterns of consumers in the 
                   stores with coolers as opposed t o those that lack the 
                   coolers? 
 
D. Shaffer    The biggest thing that we have seen t here is the increase in 
                   transaction value, that the cust omer who is buying products 
                   from the cooler is buying more i tems, spending more money in 
                   each transaction. I can't give y ou a traffic count per se, 
                   but we do know that the transact ion values in those stores 
                   are considerably higher than the  transaction values in the 
                   non-cooler stores. 
 
B. Maffie     So the implication being that you hav e no hard data on the 
                   frequency of transactions in tho se stores? 
 
D. Shaffer    I have no hard data on the transactio ns or the frequency in 
                   those particular stores. I have a revenue increase and those 
                   stores are running better than t he company and transaction 
                   values in the cooler transaction s, and those are running 
                   better as well. So I think intui tively you would say that at 
                   the very least, we're getting mo re from the same customer. My  
                   guess is we are getting addition al transactions into those 
                   stores. 
 
B. Maffie     Then to the second half you indicated  that you have no reason to 
                   change the existing guidance for  earnings. I wonder if that 
                   is inclusive of consideration of  the fact that in this 
                   quarter you had to increase your  shrink accrual? I mean you 
                   have you sort of baked potential  shrink accrual issues into 
                   that second half guidance? 
 
J. Hagan      We've looked at all of the potential financial factors for the 
                   second half of the year, and shr ink would be one of them, so 
                   I guess the specific answer to y our question is yes, that's 
                   one of the considerations. 
 
Coordinator   Our next question comes from Mr. Patr ick McKeever. 
 
P. McKeever   I guess this is a question for Don. A  little more detail, 
                   perhaps, if you could, on the co olers, and specifically, how 
                   is the mix evolving in the refri gerated section as you go on 
                   here? Have you standardized the size of the cooler yet? I 
                   know the ones that we saw at the  analyst meeting earlier in 
                   the year were I think there was one large one and one, 
                   perhaps, that was smaller. And t hen, finally, what is the 
                   total expense associated with th e refrigerated rollout, and 
                   how much is capitalized and how much flows through SG&A? 
 
D. Shaffer    Let me take on some of the issues you  talked about. There is a 
                   five-door cooler and an eight-do or cooler. Those are 
                   basically the ones that we put i n place, and there's a little  
                   higher percent in the five-door than in the eight-door. From 
                   what we have seen, the transacti on values are not 
                   significantly different between the five and the eight-door 
                   cooler. We do put some additiona l product in. If you've seen 
                   those stores, you recognize that  there is certainly the milk,  
                   the juices, the meat, those type s of things. You can get into  
                   some more frozen product 
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                   as we go to the eight-door coole rs with the ice cream and 
                   frozen foods. So those are the t hings that we are looking at.  
                   There's a little more expense in volved from an electricity 
                   standpoint with an eight-door an d the five-door, but 
                   significantly different. As I sa id, the transaction values to  
                   date at least are not significan tly different between the 
                   five and the eight-door cooler. 
 
              Relative to the capital assignment, J im, do you have that? 
 
J. Hagan      Here's what I can tell. From a capita l plan standpoint, we had 
                   planned for slightly less than $ 10 million to be spent on 
                   coolers and freezers this year. 
 
P. McKeever   And is there an added labor component  in terms of installing and 
                   all that flows into the P&L over  the next couple quarters or 
                   few quarters? 
 
D. Shaffer    The only thing that we have is some e lectrical, if in fact, there 
                   is an electrical at the front of  the store where the coolers 
                   are going in or at the back, we have to pull the electrical. 
                   There are certain electricals in  the storage system. It's a 
                   matter of pulling it to there, a nd then before Jim talked 
                   about there, they bring the cool ers in and install them. From  
                   a labor standpoint, those are th e milk companies and so 
                   forth, the frozen food companies  service those, so there is 
                   actually less labor involved fro m our standpoint than if we 
                   had to bring the good into to ou r back stock area and put it 
                   out on the floor ourselves. 
 
Coordinator   At this time I'd like to turn the mee ting back over to you. 
 
J. Hagan      Thank you very much all for participa ting this morning, and we 
                   look forward to communicating wi th you again at the end of 
                   our third quarter, sometime in l ate November. 
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