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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 August 4, 2006
Commission file number: 00111421

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 codg(615) 8554000

Indicate by check mark whether the Registrant:hél filed all reports required to be filed by $®ttl3 or 15
(d) of the Securities Exchange Act of 1934 durimg preceding 12 months (or for such shorter pahatithe
Registrant was required to file such reports), @das been subject to such filing requirementsHe past 90 days.

Yes [X] No | ]

Indicate by check mark whether the Registrantlésge accelerated filer, an accelerated filer, noa-
accelerated filer. See definition of “acceleratiéef fand large accelerated filer” in Rule 12b-Zlué Exchange Act.

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

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

The number of shares of common stock outstandingumust 28, 2006 was 311,959,058.




ITEM 1.

PART I—FINANCIAL INFORMATION

FINANCIAL STATEMENTS
DOLLAR GENERAL CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands)
August 4, February 3,
2006 2006

ASSETS (Unaudited)
Current assets:

Cash and cash equivalents $ 86,352 $ 200,609

Short-term investments 21,530 8,850

Merchandise inventories 1,735,031 1,474,414

Income taxes receivable 38,753 -

Deferred income taxes 1,002 11,912

Prepaid expenses and other current assets 71,212 67,140

Total current assets 1,953,88C 1,762,925
Net property and equipment 1,241,219 1,192,172
Other assets, net 50,098 37,090
Total assets $ 3,245,197 $ 2,992,187
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:

Current portion of long-term obligations $ 9,167 $ 8,785

Accounts payable 538,046 508,386

Accrued expenses and other 387,869 372,920

Income taxes payable 9,570 43,706

Total current liabilities 944,652 933,797
Long-term obligations 516,537 269,962
Deferred income taxes 62,531 67,633
Shareholders’ equity:

Preferred stock - -

Common stock 156,000 157,840

Additional paid-in capital 475,462 462,383

Retained earnings 1,090,298 1,106,165

Accumulated other comprehensive loss (696) (794)

Other shareholders’ equity 413 (4,799

Total shareholders’ equity 1,721,477 1,720,795
Total liabilities and shareholders’ equity $ 3,245,197 $ 2,992,187

See notes to condensed consolidated financialns&tes.




DOLLAR GENERAL CORPORATION AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF INCOME

(Unaudited)
(In thousands except per share amounts)

For the 13 weeks ended

For the 26 weeks ended

August 4, July 29, August 4, July 29,
2006 2005 2006 2005

Net sales $ 2,251,053 $ 2,066,01€ 4,402,44C 4,043,845
Cost of goods sold 1,639,519 1,474,486 3,206,632 2,888,966
Gross profit 611,534 591,530 1,195,808 1,154,879
Selling, general and administrative 530,957 470,460 1,033,946 926,888
Operating profit 80,577 121,070 161,862 227,991
Interest income (1,457, (2,156 (3,907 (4,772
Interest expense 8,873 7,344 16,120 13,312
Income before income taxes 73,161 115,882 149,649 219,451
Income taxes 27,693 40,324 56,511 78,993
Net income $ 45,468 $ 75,558 93,138 140,458
Earnings per share:

Basic $ 0.15 $ 0.23 0.30 0.43

Diluted $ 0.15 $ 0.23 0.30 0.43
Weighted-average common shares

outstanding:

Basic 311,947 323,836 312,972 326,022

Diluted 312,594 326,340 313,913 328,779
Dividends per share $ 0.050 $ 0.045 0.100 0.085

See notes to condensed consolidated financialrstates.




DOLLAR GENERAL CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
(In thousands)

For the 26 weeks ended

August 4, 2006 July 29, 2005
Cash flows from operating activities:
Net income $ 93,138 $ 140,458
Adjustments to reconcile net income to net caskigea by
(used in) operating activities:
Depreciation and amortization 97,480 90,316
Deferred income taxes 5,808 (13,449
Tax benefit from stock option exercises (1,881 3,810
Change in operating assets and liabilities:
Merchandise inventories (260,617 (84,163
Prepaid expenses and other current assets (4,072 (4,603
Accounts payable 39,950 62,213
Accrued expenses and other 14,862 14,391
Income taxes (71,053 (20,165
Other 247 10,208
Net cash provided by (used in) operating activities (86,138 199,016
Cash flows from investing activities:
Purchases of property and equipment (156,310 (139,594
Purchases of short-term investments (10,476 (30,250
Sales of short-term investments 8,400 73,175
Purchases of long-term investments (20,598 -
Insurance proceeds related to property and equipmen 1,807 -
Proceeds from sale of property and equipment 675 822
Net cash used in investing activities (176,502 (95,847
Cash flows from financing activities:
Borrowings under revolving credit facilities 952,750 -
Repayments of borrowings under revolving creditlifées (699,750 -
Repayments of long-term obligations (8,884 (8,183
Payment of cash dividends (31,283 (27,596
Proceeds from exercise of stock options 13,583 18,441
Repurchases of common stock (79,947 (172,755
Tax benefit from stock option exercises 1,881 -
Other financing activities 33 44
Net cash provided by (used in) financing activities 148,383 (190,049
Net decrease in cash and cash equivalents (114,257 (86,880
Cash and cash equivalents, beginning of period 200,609 232,830
Cash and cash equivalents, end of period $ 86,352 $ 145,950
Supplemental schedule of noncash investing andding activities:
Purchases of property and equipment awaiting psitggor payment,
included in Accounts payable $ 14,460 $ 4,078
Purchases of property and equipment under capiskl obligations $ 2,819 $ 1,845
Reduction of financing obligations (see Note 5) $ 46,608 $ -
Reduction of promissory notes receivable (see Mpte $ 46,608 $ -

See notes to condensed consolidated financialns&tes.






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

1. Basis of presentation and accounting policies
Basis of presentation

The accompanying unaudited condensed consolidetaadcial statements of Dollar General Corporatind a
its subsidiaries (the “Company”) have been preparedcordance with U.S. generally accepted acoogiprinciples
(“GAAP”) for interim financial information and angresented in accordance with the requirements whA®-Q and
Rule 10-01 of Regulation S-X. Such financial statats consequently do not include all of the dmates normally
required by GAAP or those normally made in the Canys Annual Report on Form 10-K. Therefore, thader of
this Quarterly Report on Form 10-Q should refethe Company’s Annual Report on Form 10-K for tharyended
February 3, 2006 for additional information.

The accompanying unaudited condensed consolidetaadcial statements have been prepared in accagdanc
with the Company’s customary accounting practidesmanagemens’ opinion, all adjustments (which are of a nor
recurring nature) necessary for a fair presentaifdhe consolidated financial position and resafteperations as of
August 4, 2006 and for the 13-week and 26-weelodsrended August 4, 2006 and July 29, 2005 have ipa€e.

Ongoing estimates of inventory shrinkage and ihmiarkups and markdowns are included in the intexost
of goods sold calculation. Because the Companysiiess is moderately seasonal, the results ferimmtperiods are
not necessarily indicative of the results to beeexgd for the entire year.

Vendor rebates

The Company accounts for all cash consideratioeived from vendors in accordance with the provisioh
Emerging Issues Task Force Issue No. 02-16, “Acttogioy a Customer (Including a Reseller) for Cierta
Consideration Received from a Vendor.” Cash comatt® received from a vendor is generally presutodae a
rebate or an allowance and is accounted for adwctien of merchandise purchase costs and recadjmzée income
statement at the time the goods are sold. Howeeetain specific, incremental and otherwise quialg selling,
general and administrative expenses related tpribraotion or sale of vendor products may be offisetash
consideration received from vendors, in accordavitte arrangements such as cooperative advertisihgn earned
for dollar amounts up to but not exceeding actutdrmal costs. The Company recognizes amountsvestéor
cooperative advertising on performance, “first si@ior distribution, consistent with its policyrfadvertising
expense in accordance with the American Institfit@estified Public Accountants Statement of Posit83-7,
“Reporting on Advertising Costs.”




Advertising costs

Advertising costs are expensed upon performanast $howing” or distribution, and are reflected oé
cooperative advertising provided by vendors inisg)lgeneral and administrative expenses. Theds pasiarily
include promotional circulars, targeted circulanporting new stores, in-store signage, and casisciated with the
sponsorship of a National Association for Stock &aio Racing (“NASCAR”) team.

Accounting pronouncements

In July 2006, the Financial Accounting Standardamfiq“FASB”) issued Interpretation No. 48, “Accoung
for Uncertainty in Income Taxes” (“FIN 48"), whichill require companies to assess each income taitipo taken
using a two step process. A determination is firatle as to whether it is more likely than not thatposition will be
sustained, based upon the technical merits, upamigation by the taxing authorities. If the taxsiion is expected
to meet the more likely than not criteria, the Bgmecorded for the tax position equals the latgasount that is
greater than 50% likely to be realized upon ultersgttiement of the respective tax position. Tierpretation applie
to income tax expense as well as any related sttared penalty expense.

FIN 48 requires that changes in tax positions meoin a company’s financial statements prior éodtoption
of this interpretation be recorded as an adjustrieetite opening balance of retained earnings ®p#riod of
adoption. FIN 48 will generally be effective fanldic companies for the first fiscal year beginnafter December 1.
2006. The Company anticipates adopting the prongsof this interpretation during the first quaéfiscal 2007.
No determination has yet been made regarding #termality of the potential impact of this interfagon on the
Company’s financial statements.

2. Share-based payments

The Company has a shareholder-approved stock imeguiin under which stock options, nonvested shiare
the form of restricted stock and restricted stogksu(which represent the right to receive one sleiicommon stock
for each unit upon vesting), and other equity-basedrds may be granted to certain officers, dimscamd key
employees. The plan authorizes the issuance af 8p.875 million shares of the Company’s commoaglstap to 4
million of which may be issued in the form of réstied stock or restricted stock units. As of Auglis2006, there
were approximately 5.9 million shares availableftdure grant, approximately 3.3 million of whichagnbe issued as
restricted stock or restricted stock units. The @any believes that stock-based awards assistamned employees
and better align the interests of its employeeh thibse of its shareholders.

Stock options granted under the plan are geneamnaltyqualified stock options issued at an exercigzgqual
to the market price of the Company’s common statkhe grant date, vest ratably over a four-yeaioggsubject to
earlier vesting upon a change in control), andrexpo more than 10 years following the grant dsiject to earlier
termination upon death, disability or cessatioemployment). The number of options granted is gdlyelbased on




individual job grade levels, which are determineddx upon competitive market data. Dividends at@aid or
accrued on stock options.

Unvested options generally are forfeited upon #esation of employment with the Company. In theneve
employment terminates for a reason other than caleseh, disability or retirement (each of caussalllity and
retirement as defined in the plan), any outstangiagjed options issued under the plan generallyleagxercised for
a period of three months. In the event employmembinates due to death, disability or retiremeatkeof disability
and retirement as defined in the plan), the optemipient (or the recipient’s legal representatvdeneficiary)
generally may exercise any outstanding vested pissued under the plan for a period of threesyear
Notwithstanding the foregoing, no option may bereised beyond its initial (generally -year) expiration date.

Restricted stock awards and restricted stock wvetrds granted under the plan generally vest ratady three
years (subject to earlier vesting upon a changemtrol). Unvested restricted stock and restristedk unit awards
generally are forfeited upon the cessation of atgels employment with the Company. Recipientsesfricted stock
are entitled to receive cash dividends and to treg@ respective shares, but are generally praddditom selling or
transferring restricted shares prior to vestingciBients of restricted stock units are entitledd¢orue dividend
equivalents on the units but are not entitled tieyveell or transfer the units or the shares ugohgylthe units prior to
both vesting and payout. Dividends or dividendiegjents, as the case may be, are paid or accrnudueagrants of
restricted stock and restricted stock units astree rate that dividends are paid to shareholdsrsrglly. Dividend
equivalents on restricted stock units vest at #mestime that the underlying shares vest.

The plan provides for the automatic annual grarmt,600 restricted stock units to each non-emplalyesstor
(6,000 restricted stock units to any non-employieectbr serving as Chairman) that generally vest year after the
grant date (subject to earlier vesting upon retaetnchange in control or other circumstancesaéht in the plan) an
may not be paid until the individual has ceaseldet@ member of the Company’s Board of Directors.

In the past, the Company had various stock andhtihaeplans under which stock options were grang&dck
options that were granted under prior plans aneweatstanding on August 4, 2006 continue in accareavith the
terms of the respective plans.

On February 3, 2006, the vesting of all outstandipgions granted prior to August 2, 2005, othentbptions
previously granted to the Company’s CEO and optgrasited in 2005 to the officers of the Companthatlevel of
Executive Vice President or above, acceleratedyamtsto a January 24, 2006 action of the Compeans&ommittee
of the Company’s Board of Directors. In additionrguant to that Compensation Committee actionydéiséing of all
outstanding options granted on or after August0®52but prior to January 24, 2006, other than ogtigranted during
that time period to the officers of the Companthatlevel of Executive Vice President or above gtarated effective
as of the date that is six months after the apiplécgrant date. Certain options granted on Jan24rg006 to certain
newly hired officers below the level of Executivec¥ President were granted with a six-month vegtiegod. The
decision to accelerate the vesting of these stptikrs resulted in compensation expense of $0.9




million, before income taxes, recognized duringftheth quarter of 2005, and was made primarilyeiduce non-cash
compensation expense to be recorded in futuregeertiader the provisions of Statement of Financ@ldnting
Standards (“SFAS”) No. 123(R), “Share-Based Payindite future expense eliminated as a result otéasion to
accelerate the vesting of these options was appedrly $28 million, or $17 million net of incomexess, over the
four-year period during which the stock options Wicave vested, subject to the impact of additi@ulistments
related to certain stock option forfeitures. Thenany also believed this decision benefited emm@sye

Effective February 4, 2006, the Company adopted SE23(R) and began recognizing compensation expens
for stock options based on the fair value of tharas on the grant date. SFAS 123(R) requires diased
compensation expense recognized since Februag08,t® be based on the following: (a) grant daitevidue
estimated in accordance with the original provisiohSFAS 123, “Accounting for Stock-Based Compgosd for
unvested options granted prior to the adoption datk(b) grant date fair value estimated in acawdavith the
provisions of SFAS 123(R) for unvested options tgdrsubsequent to the adoption date. Prior to Beypdy 2006, th
Company accounted for share-based payments usrngttinsic-value-based recognition method presctiby
Accounting Principles Board Opinion No. 25, “Accaoing for Stock Issued to Employees” (“APB 25”), amald
provided pro forma disclosures as permitted un#&$123. Because stock options were granted axentise price
equal to the market price of the underlying comrsimtk on the date of grant, compensation costaeliat stock
options was not required to be recorded as a rexiuttt net income prior to adopting SFAS 123(R);ept for fiscal
2005 compensation expense of $0.9 million, befoceme taxes, related to the accelerated vestisgpok options
discussed above.

The Company adopted SFAS 123(R) under the modgredpective-transition method and, therefore, tesul
from prior periods have not been restated. Thewoilg table illustrates the effect on net incomd aarnings per
share as if the Company had applied the fair vedaegnition provisions of SFAS 123 to options geaininder the
Company’s stock plans for the 13-week and 26-welods ended July 29, 2005. For purposes of tliggma
disclosure, the value of the options is estimatadgithe Black-Scholes-Merton option pricing mofdelall option
grants.

13 Weeks 26 Weeks
Ended Ended
July 29, July 29,
(Amounts in thousands except per share data) 2005 2005
Net income — as reported $ 75,558 $ 140,458
Deduct: Total pro forma stock-based employee comsgiam expense determined
under fair value based method for all awards, hetlated tax effects per SFAS 123 2,115 4,701
Net income — pro forma $ 73,443 $ 135,757
Earnings per share — as reported
Basic $ 0.23 $ 0.43
Diluted $ 0.23 $ 0.43
Earnings per share — pro forma
Basic $ 0.23 $ 0.42
Diluted $ 0.23 $ 0.41




Under SFAS 123(R) forfeitures are estimatetth@time of valuation and reduce expense ratalbdy the
vesting period. This estimate is adjusted peridljicased on the extent to which actual forfeituwléger, or are
expected to differ, from the previous estimate. fidréeiture rate is the estimated percentage abaptgranted that a
expected to be forfeited or canceled before becgiuilly vested. The Company bases this estimateisiorical
experience. An increase in the forfeiture rate détrease compensation expense. Under SFAS 128pthpany
elected to account for forfeitures when awards veetaally forfeited, at which time all previous goyma expense
(which after-tax, approximated $1.0 million and®illion in the 13-week and 26-week periods endiglgt 29, 2005,
respectively) was reversed to reduce pro formaresgéor that period.

For the 13week period ended August 4, 2006, the adoptioh@fdir value method of SFAS 123(R) resulte
additional share-based compensation expense (accmnpof SG&A expenses) and a corresponding reatucti pre-
tax income in the amount of $0.8 million, a redostof net income of $0.5 million, and a reductinrbasic and
diluted earnings per share of less than $0.01.tHeoR6-week period ended August 4, 2006, the éatopf the fair
value method of SFAS 123(R) resulted in additishare-based compensation expense and a correspoaduction
of pre-tax income in the amount of $1.9 milliorreauction of net income of $1.2 million, and a retitan in basic and
diluted earnings per share of less than $0.01.

SFAS 123(R) also requires the benefits of tax deoiug in excess of recognized compensation cdsé to
reported as a financing cash flow, rather thamasperating cash flow as required prior to the éidapf SFAS 123
(R). For the 26-week period ended August 4, 2886 $1.9 million excess tax benefit classified éisancing cash
inflow would have been classified as an operatamhdnflow if the Company had not adopted SFAS R23(he
impact of the adoption of SFAS 123(R) on futurautisswill depend on, among other things, levelsludre-based
payments granted in the future, actual forfeitates and the timing of option exercises.

The fair value of each option grant is separatstimreated. The fair value of each option is amodizeo
compensation expense on a straight-line basis leetitee grant date for the award and each vestiteg @he
Company has estimated the fair value of all stqutioo awards as of the date of the grant by apglyive Black-
Scholes-Merton option pricing valuation model. Epplication of this valuation model involves asstions that are
judgmental and highly sensitive in the determimattb compensation expense. The weighted averadeefc
assumptions used in determining the fair valuepbibas granted in the 13-week and 26-week periode@ August 4,
2006 and a summary of the methodology applied ¥elde each assumption are as follows. Assumptiges tor
grants in the prior year periods were derived usieghodologies prescribed by SFAS 123 and are preséor
purposes of comparability.




13 Weeks Ended 26 Weeks Ended

August 4, July 29, August 4, July 29,
2006 2005 (a) 2006 2005
Expected dividend yield 0.83% - 0.82% 0.85%
Expected stock price volatility 31.6% - 28.8% 27.4%
Weighted average risk-free interest rate 5.1% - 4.7% 4.3%
Expected term of options (years) 5.8 - 5.7 5.0

(a) No stock options were granted during the 13ks@mded July 29, 2005.

Expected dividend yield — This is an estimate efélkpected dividend yield on the Company’s stotks T
estimate is based on historical dividend paymemids. An increase in the dividend yield will deseaompensation
expense.

Expected stock price volatility - This is a measofr¢he amount by which a price has fluctuatedsa@xpected
to fluctuate. The Company uses actual historicahgles in the market price of the Company’s comniocksand
implied volatility based upon traded options, wegghequally, to calculate the volatility assumptias it is the
Company’s belief that this methodology provideshtbst indicator of future volatility. For historicaolatility, the
Company calculates daily market price changes tlardate of grant over a past period representafittee expected
life of the options to determine volatility, exciad the period from April 30, 2001 to January 3002 due to a
restatement of the Company’s financial statemeartfigcal years 2001 and prior and due to the Capganability,
during a substantial portion of this period, te finnual and quarterly reports required by the i8exiand Exchange
Act of 1934. The Company believes that the restatgrand related inability to file periodic Exchanye reports is a
event specific to the Company that resulted in @&ighan normal share price volatility during thesipd and is not
expected to recur during the estimated term ofecuroption grants. An increase in the expectedtiiby will
increase compensation expense.

Weighted average risk-free interest rate - ThibésU.S. Treasury rate for the week of the gramirttpa term
approximating the expected life of the option. Aorease in the risk-free interest rate will inceeasmpensation
expense.

Expected term of options - This is the period wfdiover which the options granted are expectedrt@amn
outstanding. Because the terms of the Companytk stption grants prior to August 2002 were sigmifity different
than grants issued on and after that date anddhg@ny does not currently intend to grant stockoogtsimilar to
those granted prior to August 2002 in future pesjade Company believes that the historical and-pesting
employee behavior patterns for grants prior to AIQ002 are of little or no value in determininguie expectations
and, therefore, has generally excluded these pori#tl2002 grants from its analysis of expected t&ime Company
has estimated expected term using a computatiedl@san assumption that outstanding options wikxXercised
approximately halfway through their contractuahtetaking into consideration such factors as gdae, expiration
date, weighted-average time-to-vest, actual exes@sd post-vesting cancellations. Options grageeerally have a
maximum term of 10 years. An increase in the exgzetgrm will increase compensation expense.




The Company generally issues new shares when gpdi@exercised. A summary of stock option activity
during the 26-week period ended August 4, 2006 i®kows:

Weighted Average

Options

Issued Exercise Price
Balance, February 3, 2006 20,258,324 $ 18.19
Granted 2,608,300 17.47
Exercised (1,076,294 12.62
Canceled (970,383 19.82
Balance, August 4, 2006 20,819,947 $ 18.31

During the 13week periods ended August 4, 2006 and July 29, ,28@5veighted average grant date fair v.
of options granted was $5.61 and $-0-, respectivd§,500 and 2,800 options vested, net of fonfegurespectively,
with a total fair value of approximately $0.8 nolti and less than $0.1 million, respectively, arattial intrinsic
value of stock options exercised was $1.1 milliod 2.3 million, respectively.

During the 26week periods ended August 4, 2006 and July 29, ,20@5veighted average grant date fair v.
of options granted was $5.88 and $6.56, respeyti®8ll,734 and 362,677 options vested, net of itorfes,
respectively, with a total fair value of approximlgt$2.4 million and $1.0 million, respectively,datihe total intrinsic
value of stock options exercised was $4.9 milliod 9.8 million, respectively.

At August 4, 2006, the aggregate intrinsic valualbbutstanding options was $2.9 million with aigeed
average remaining contractual term of 5.6 yearsytoth 18,179,029 of the outstanding options areectly
exercisable with an aggregate intrinsic value 093$gillion, a weighted average exercise price &.8Q and a
weighted average remaining contractual term ofygdrs. At August 4, 2006, the total unrecognizadpensation co
related to norvested stock options was $14.1 million with an etpé weighted average expense recognition peri
3.6 years.

All stock options granted in the 2@eek periods ended August 4, 2006 and July 29, 20d®gr the terms of tl
Company’s stock incentive plan were non-qualifiemtk options issued at a price equal to the fairketavalue of the
Company’s common stock on the date of grant, waggnally scheduled to vest ratably over a four+yeeriod, and
expire 10 years following the date of grant.

A summary of activity related to nonvested restacstock and restricted stock unit awards durieg2Brweek
period ended August 4, 2006 is as follows:

Weighted Average

Nonvested Grant Date

Shares Fair Value
Balance, February 3, 2006 363,687 $ 19.66
Granted 196,288 17.01
Vested (104,543 20.70
Canceled (29,918 19.00
Balance, August 4, 2006 425,514 $ 18.23
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The purchase price was set at zero for all nondest&ricted stock and restricted stock unit awgrdsited in
the 13-week and 26-week periods ended August 4.2Zl0ke Company records compensation expense oaightt
line basis over the restriction period based omtheket price of the underlying stock on the ddtgrant. The
nonvested restricted stock and restricted stockawards granted to employees during the 13-wedkR&nveek
periods ended August 4, 2006 under the plan aredsidd to vest and become payable ratably oveleaylear perioc
from the respective grant dates.

The Company accounts for nonvested restricted stondkrestricted stock unit awards in accordanchk thg
provisions of SFAS 123(R). The Company calculatesmensation expense as the difference betweendheetrprice
of the underlying stock on the date of grant ardthrrchase price, if any, and recognizes such anmwua straight-
line basis over the period in which the recipiearins the nonvested restricted stock and restrattezk unit award.
Under the provisions of SFAS 123(R), unearned cars@igon is not recorded within shareholders’ equitd
accordingly, during the 26-week period ended Augu&006, the Company reversed its unearned corapens
balance as of February 3, 2006 of approximatel? #%llion, with an offset to common stock and audiail paid-in
capital. The Company recognized compensation expetating to its nonvested restricted stock astricted stock
unit awards of approximately $0.8 million and $i#lion in the 13-week and 2@é«eek periods ended August 4, 20
respectively, and approximately $0.4 million andO&dillion in the 13-week and 26-week periods endiggl 29,
2005, respectively. At August 4, 2006, the totahpensation cost related to nonvested restrictezk €tod restricted
stock unit awards not yet recognized was approxp&6.3 million.

There have been no modifications to any of the Gomjs outstanding share-based payment awards dilnéng
26-week period ended August 4, 2006.

The Company has elected to determine its excedsetaafit pool upon adoption of SFAS 123(R) in adeoice
with the provisions of FASB Staff Position (“FSR23(R)-3, “Transition Election Related to Accougtifor the Tax
Effects of Share—Based Payment Awards.” Under theigions of this FSP, the cumulative benefit aicktoption
exercises included in additional paid-in capitaltfee periods after the effective date of SFAS k2&duced by the
cumulative income tax effect of the pro forma stopkion expense previously disclosed in accordanttethe
requirements of SFAS 123. (The provision of tHEPFapplies only to options that are fully vestefbtzethe date of
adoption of SFAS 123(R). The amount of any extasbenefit for options that are either grantedratie adoption «
SFAS 123(R) or are partially vested on the dataedwiption will be computed in accordance with thevgions of
SFAS 123(R).) The amount of any excess deferpedgsaet over the actual income tax benefit realiaedptions tha
are exercised after the adoption of SFAS 123(R)beilabsorbed by the excess tax benefit pool. nirectax expense
will be increased should the Company’s excess ¢égefit pool be insufficient to absorb any futuréedeed tax asset
amounts in excess of the actual tax benefit redliZEhe Company has determined that its excedsanefit pool was
approximately $68 million as of the adoption of SA23(R) on February 4, 2006.
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3.

Earnings per share

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

13 Weeks Ended August 4, 2006

13 Weeks Ended July 29, 2005

Net Per Share Net Per Share
Income Shares Amount Income Shares Amount
Basic earnings per share $ 45,46¢ 311,947 3 0.15 $ 75,558 323,836 $ 0.23
Effect of dilutive stock options 647 2,504
Diluted earnings per share $ 4546¢ 312594 3 0.15 $ 75,558 326,340 $ 0.23

26 Weeks Ended August 4, 2006

26 Weeks Ended July 29, 2005

Net Per Share Net Per Share
Income Shares Amount Income Shares Amount
Basic earnings per share $ 93,13¢ 312,972 3 0.3C $ 140,458 326,022 $ 043

2,757

Effect of dilutive stock options 9241
Diluted earnings per share $ 93,13¢ 313913 $ 0.3C

$ 140,458 328,779 $ 043

Basic earnings per share was computed by dividaigncome by the weighted average number of stadres
common stock outstanding during the period. Ddwtarnings per share was determined based onltiiwalieffect o
stock options and other common stock equivalentgyule treasury stock method.

4, Current and long-term obligations

In June 2006, the Company amended its revolvinditcfacility to increase the maximum commitmen®$#00
million and the expiration date to June 2011. &hended credit facility contains provisions thatlgoallow the
maximum commitment to be increased to up to $50Bomiupon mutual agreement of the Company antkiiders.
The amended credit facility is unsecured. The Cameas two interest rate options: base rate (Wisicisually equal
to prime rate) or LIBOR. The Company pays intecgsfunds borrowed under the LIBOR option at réales are
subject to change based upon the ratio of the Coypdebt to EBITDA (as defined in the amended itriadility).

Under the amended credit facility, the facilitg$ecan range from 10 to 20 basis points; the akdénvn margin under
the LIBOR option can range from LIBOR plus 55 t®dXasis points; and the all-in drawn margin unterliase rate
option can range from the base rate plus 10 tca®&lpoints. The amended credit facility containarfcial covenant:
which include limits on certain debt to cash flaatios, a fixed charge coverage test, and minimuouable
consolidated net worth ($1.4 billion at August @808). As of August 4, 2006, the Company was in gitance with
all of these covenants. As of August 4, 2006, thenfany had outstanding borrowings of $253.0 milkowl no letter
of credit outstanding under the amended creditifiaci

5. Commitments and contingencies

In April 1997, the Company sold its distributiomoer (“DC”) located in South Boston, Virginia for 100% c
consideration. Concurrent with the sale transactite Company leased the property back for a geri@5 years.
This transaction was recorded as a financing abbg rather than a sale as a result of, among tthes, the lessas’
ability to put the
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property back to the Company under certain circants. The property and equipment, along withdlaged lease
obligations associated with this transaction wasnaed in the consolidated balance sheet in pedogs.

In May 2003, the Company purchased two secured issmmy notes (the “DC Notes”) from Principal Life
Insurance Company totaling $49.6 million. The DQé¢arepresented debt issued by the third partyydfitiPE”")
from which the Company leased the South Boston€.DC Notes were being accounted for as “heldatunity”
debt securities in accordance with the provisidrSFEAS No. 115, “Accounting for Certain Investmem®ebt and
Equity Securities.”

In June 2006, the Company acquired the TPE, winicluded the South Boston DC assets and the rediatat
issued by the TPE in connection with the origimadhcing transaction described above. The transaetas recorded
as an asset purchase and resulted in the eliminatithe financing obligation of $50.6 million anelated DC Notes
of $46.6 million for purposes of consolidated fingh reporting. There was no gain or loss recogphias a result of
this transaction.

Legal proceedings

On March 14, 2002, a complaint was filed in theteaiStates District Court for the Northern Disto€t
Alabama (Edith Brown, on behalf of herself and others sinylaituated v. Dolgencorp, Inc., and Dollar Genkra
Corporation, CV02-C-0673-W (Brown” )). Brownwas a collective action against the Company onlbeha
current and former salaried store managers claithiagthese individuals were entitled to overtinag pnd should not
have been classified as exempt employees undé&aih&abor Standards Act (“FLSA”). Plaintiffs sditgo recover
overtime pay, liquidated damages, declaratoryfrahel attorneys’ fees.

On January 12, 2004, the court certified an omtlass of plaintiffs consisting of all persons enygld by the
Company as store managers at any time since Mdr,ch9B9, who regularly worked more than 50 hoursyeek anc
either: (1) customarily supervised less than twplegees at one time; (2) lacked authority to hirelischarge
employees without supervisor approval; or (3) samet worked in non-managerial positions at stotheradhan the

one he or she managed. The Company’s requespaabihe certification decision on a discretionaagis to the 1%
U.S. Circuit Court of Appeals was denied.

Notice was sent to prospective class members andehdline for individuals to opt in to the lawsuds May
31, 2004. Approximately 5,000 individuals optedkollowing the close of discovery in April 2006etCompany
filed several motions, including a motion to deifgithe class as a collective action. On MarchZ106, the court
denied the Company’s motion to decertify, but gedneither in whole or in part, certain other mosiothereby
reducing the number of class members to approxlgnat800. Trial of this matter began on July 3@0&. During th
trial, on August 4, 2006, the court decertified thess. The Company settled with the twelve napieuhtiffs in the
case for an amount that was not material to theg@oryis financial statements, and the matter is comcluded.
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On October 10, 2005, the Company was served witidditional lawsuitMoldoon, et al. v. Dolgencorp, Inc.,
et al. (Western District of Louisiana, Lake Charles Digisi CV05-0852, filed May 19, 2005), filed as a piwea
collective action in which five current or formeose managers claim to have been improperly clasisd#s exempt
executive employees under the FLSA. Plaintiffkgpapinctive relief, back wages, liquidated damaged attorneys’
fees. On April 26, 2006, this action was condiéilly transferred to the Northern District of Alaba and
consolidated with thBrowncase. The Company opposed the transfer and cdasoh of this matter, and on August
11, 2006, the conditional transfer order was vatate

On August 7, 2006, a lawsuit entiti&@ynthia Richter, et al. v. Dolgencorp, Inc., et alas filed in the United
States District Court for the Northern DistrictAiibama (Case No. 7:06-cv-01537-LSC) in which ttzentiff alleges
that she and other current and former Dollar Gérstoae managers were improperly classified as @t@xecutive
employees under the FLSA and seeks to recoverimespay, liquidated damages, and attorneys’ fedsasts. On
August 15, 2006, thRichterplaintiff filed a motion in which she asks the cotar certify a nationwide class of current
and former store managers. The Company intendppose the plaintiff's motion.

The Company believes that its store managers ardae been properly classified as exempt emplayeési
the FLSA and that the actions described above @rappropriate for collective action treatment.e T@ompany
intends to vigorously defend these actions. Howeatethis time, it is not possible to predict whietthe courts will
permit these actions to proceed collectively, an@ssurances can be given that the Company widlibeessful in its
defense on the merits or otherwise. If the Compampt successful in its efforts to defend thed@as, the
resolution or resolutions could have a materiakask effect on the Company’s financial statemests\ahole.

On May 18, 2006, the Company was served with addwestitledTammy Brickey, Becky Norman, Rose
Rochow, Sandra Cogswell and Melinda Sappingtonolg&ncorp, Inc. and Dollar General Corporati(Western
District of New York, Case 6:06-cv-06084-DGL, onglly filed on February 9, 2006 and amended on W2y2006
(“ Brickey”)). TheBrickeyplaintiffs seek to proceed collectively under theSA and as a class under New York,
Ohio, Maryland and North Carolina wage and houusts on behalf of, among others, individuals erygtbby the
Company as assistant store managers who claimdweéd wages (including overtime wages) under tistestites. At
this time, it is not possible to predict whethes ttourt will permit this action to proceed colleely or as a class.
However, the Company believes that this actiarotsappropriate for either collective or class tmeant, and believes
that its wage and hour policies and practices cgmwih both federal and state law. The Companyngka vigorousl
defend this action; however, no assurances caivba that the Company will be successful in itsethsk on the
merits or otherwise, and, if it is not, the resmlntof this action could have a material adversectfon the Company’s
financial statements as a whole.

On March 7, 2006, a complaint was filed in the ®diBtates District Court for the Northern Disto€t
Alabama (Janet Calvert v. Dolgencorp, IncCase No. 2:06-cv-00465-VEfCalvert” )) , in which the plaintiff, a
former store manager, alleged that she was pasdies male store managers because of her sep)ation of the
Equal Pay Act (“EPA”) and Title VII
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of the Civil Rights Act of 1964, as amended (“Ti¥d”). On March 9, 2006, th€alvertcomplaint was amended to
include seven additional plaintiffs, who also alég have been paid less than males because pséxgiand to add
allegations of sex discrimination in promotionapoptunities and undefined terms and conditionshgbleyment. In
addition to allegations of intentional sex discmation, the amende@dalvertcomplaint also alleges that the
Company’s employment policies and practices hadis@arate impact on females. The amer@aldertcomplaint
seeks to proceed collectively under the EPA aral@ass under Title VII, and requests back waggsnctive and
declaratory relief, liquidated damages and attosfges and costs.

On April 28, 2006, the Company was served with dgiiteonal lawsuitLinda Beeman, on behalf of herself ¢
all others similarly situated, v. Dolgencorp, Irtib/a Dollar General 06-CV-0250 (“Beemart), filed on February
28, 2006 in the United States District Court fa torthern District of New York, in which the pléiify a former stor:
manager, raises claims substantially similar te¢h@ised in th€alvertmatter. Specifically, the plaintiff iBeeman
alleges that she was paid less than similarly @tumale store managers, denied promotional oppitiegs and treated
less favorably with respect to other, undefinechgeand conditions of employment because of hemsewlation of
the EPA and Title VII. Th&eemarplaintiff seeks to proceed collectively under tHeAEand as a class under Title
VII, and requests back wages, injunctive and datday relief, liquidated damages and attorney’s f&ed costs.

Because thBeemarplaintiff asserts essentially the same claims &seatially the same putative class asGhkvert
matter, the Company believes that Beemarfiling does not materially increase the exposuet the Company
potentially faces as a result of the claim€ailvert.

At this time, it is not possible to predict whethlee respective courts will pern@alvertand/orBeemarno
proceed collectively or as a class. However, tamany believes that neither case is appropriateléss or
collective treatment and believes that its poli@ed practices comply with the EPA and Title VIlhe Company
intends to vigorously defend both actions; howererassurances can be given that the Company evillbcessful in
its defense on the merits or otherwise. If the @any is not successful in defending one or botioast their
resolution could have a material adverse effedherCompany’s financial statements as a whole.

In addition to the matters described above, the @2y is involved in other legal actions and claarising in
the ordinary course of business. The Company kedidvased upon information currently availablet sigh other
litigation and claims, both individually and in thggregate, will be resolved without a materia¢etfion the
Company’s financial statements as a whole. HowdNgration involves an element of uncertaintyutire
developments could cause these actions or claitnawe a material adverse effect on the Companyanfial
statements as a whole.

6. Income taxes

The effective income tax rates for the w8ek periods ended August 4, 2006 and July 29, 220986 37.9% ar
34.8%, respectively, and for the 26-week periodtedmugust 4, 2006 and July 29, 2005 were 37.8%3&r@Po,
respectively. The increase in the effective
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income tax rate is a result of the December 31528iration of the federal laws which allowed @empany to
claim certain federal jobs credits for newly hiegdployees, a 2006 tax law change that reducedquglyirecorded
deferred tax assets related to our operationsistite of Texas, reduced state tax credits repatedipally to the
Company’s new DCs and the non-recurrence in 20@®oéfits realized in 2005 related to an interoaporate
restructuring.

7. Repurchases of common stock

On September 30, 2005, the Board of Directors aizb a repurchase program for up to 10 milliorreba@f
the Company’s outstanding common stock, which whsduled to expire on September 30, 2006. The Coynpa
completed this share repurchase authorizationeiritst quarter of fiscal 2006. During the 26-wegxkiod ended
August 4, 2006, the Company purchased approximatélynillion shares at a cost of $79.9 million.

8. Segment reporting

The Company manages its business on the basieakportable segment. As of August 4, 2006, ahef
Company’s operations were located within the UnB¢ates, with the exception of a Hong Kong subsjdlidie assets
and revenues of which are not material. The falhgwdata is presented in accordance with SFAS Rb, 1
“Disclosures about Segments of an Enterprise amaté&kinformation.”

13 Weeks Ended 26 Weeks Ended
August 4, July 29, August 4, July 29,
(In thousands) 2006 2005 2006 2005
Classes of similar products:
Highly consumable $1,503,305 $ 1,351,796 $ 2,959,289 $ 2,673,102
Seasonal 354,314 317,544 663,897 592,839
Home products 214,170 215,132 425,835 426,884
Basic clothing 179,264 181,544 353,419 351,020
Net sales $ 2,251,053 $ 2,066,016 $ 4,402,440 $ 4,043,845
9. Guarantor subsidiaries

Except as noted below, all of the Company’s subsie (the “Guarantors”) have fully and unconditity
guaranteed on a joint and several basis the Congahlygations under its outstanding 8 5/8% unsedurotes due
June 15, 2010. Each of the Guarantors is a dmreicidirect wholly-owned subsidiary of the Comparihe
Company’s not-for-profit subsidiary, the assets swnues of which are not material, has not gueeaithese
obligations. The Company recently acquired or fadrthree for-profit subsidiaries, the assets andmees of which
are not material, in connection with the acquisitod the DC in South Boston, Virginia, as furthésadissed in Note 5.
These three subsidiaries became Guarantors sulmdédquke end of the quarter, however, due to tinsignificance,
financial statement balances for these entitieg mat been separately shown and are included itGbarantor
Subsidiaries” amounts set forth in the consolidaiohedules below as of and for the periods endepigt 4, 2006.

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

As of August 4, 2006

DOLLAR
GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL
BALANCE SHEET:
ASSETS
Current assets:
Cash and cash equivalents $ 1,444 $ 84,908 $ - $ 86,352
Short-term investments - 21,530 - 21,530
Merchandise inventories - 1,735,031 - 1,735,031
Income taxes receivable 38,627 126 - 38,753
Deferred income taxes 10,130 (9,128 - 1,002
Prepaid expenses and other
current assets 109,223 663,484 (701,495 71,212
Total current assets 159,424 2,495,951 (701,495 1,953,880
Property and equipment, at cost 204,087 2,156,581 - 2,360,668
Less accumulated depreciation and
amortization 105,403 1,014,046 - 1,119,449
Net property and equipment 98,684 1,142,535 - 1,241,219
Other assets, net 2,565,095 44,541 (2,559,538 50,098
Total assets $ 2,823,203 $ 3,683,027 $ (3,261,033 $ 3,245,197
LIABILITIES AND
SHAREHOLDERS' EQUITY
Current liabilities:
Current portion of long-term
obligations $ - $ 9,167 $ - $ 9,167
Accounts payable 618,196 622,054 (702,204 538,046
Accrued expenses and other 25,828 361,332 709 387,869
Income taxes payable - 9,570 - 9,570
Total current liabilities 644,024 1,002,123 (701,495 944,652
Long-term obligations 452,820 1,495,988 (1,432,271 516,537
Deferred income taxes 4,882 57,649 - 62,531
Shareholders’ equity:
Preferred stock - - - -
Common stock 156,000 23,853 (23,853 156,000
Additional paid-in capital 475,462 673,611 (673,611 475,462
Retained earnings 1,090,298 429,803 (429,803 1,090,298
Accumulated other
comprehensive loss (696) - - (696)
Other shareholders’ equity 413 - - 413
Total shareholders’ equity 1,721,477 1,127,267 (1,127,267 1,721,477
Total liabilities and shareholders’
equity $ 2,823,203 $ 3,683,027 $ (3,261,033 $ 3,245,197
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(In thousands) As of February 3, 2006

DOLLAR
GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL
BALANCE SHEET:
ASSETS
Current assets:
Cash and cash equivalents $ 110,410 $ 90,199 $ - $ 200,609
Short-term investments - 8,850 - 8,850
Merchandise inventories - 1,474,414 - 1,474,414
Deferred income taxes 11,808 104 - 11,912
Prepaid expenses and other
current assets 89,100 794,873 (816,833 67,140
Total current assets 211,318 2,368,440 (816,833 1,762,925
Property and equipment, at cost 199,396 2,022,144 - 2,221,540
Less accumulated depreciation and
amortization 94,701 934,667 - 1,029,368
Net property and equipment 104,695 1,087,477 - 1,192,172
Other assets, net 2,379,255 31,603 (2,373,768 37,090
Total assets $ 2,695,268 $ 3,487,520 $ (3,190,601 $ 2,992,187
LIABILITIES AND
SHAREHOLDERS'’ EQUITY
Current liabilities:
Current portion of long-term
obligations $ (800) $ 9,585 $ - $ 8,785
Accounts payable 789,497 536,097 (817,208 508,386
Accrued expenses and other 25,473 347,072 375 372,920
Income taxes payable 89 43,617 - 43,706
Total current liabilities 814,259 936,371 (816,833 933,797
Long-term obligations 153,756 1,429,116 (1,312,910 269,962
Deferred income taxes 6,458 61,175 - 67,633
Shareholders’ equity:
Preferred stock - - - -
Common stock 157,840 23,853 (23,853 157,840
Additional paid-in capital 462,383 673,612 (673,612 462,383
Retained earnings 1,106,165 363,393 (363,393 1,106,165
Accumulated other
comprehensive loss (794) - - (794)
Other shareholders’ equity (4,799 - - (4,799,
Total shareholders’ equity 1,720,795 1,060,858 (1,060,858 1,720,795
Total liabilities and shareholders’
equity $ 2,695,268 $ 3,487,520 $ (3,190,601 $ 2,992,187
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(In thousands)

For the 13 weeks ended
August 4, 2006

DOLLAR GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF INCOME:
Net sales $ 36,224 $ 2,251,053 $ (36,224 $ 2,251,053
Cost of goods sold - 1,639,519 - 1,639,519
Gross profit 36,224 611,534 (36,224 611,534
Selling, general and administrative 32,887 534,294 (36,224 530,957
Operating profit 3,337 77,240 - 80,577
Interest income (23,246 (1,056 22,845 (1,457)
Interest expense 7,176 24,542 (22,845 8,873
Income before income taxes 19,407 53,754 - 73,161
Income taxes 7,175 20,518 - 27,693
Equity in subsidiaries’ earnings, net of
taxes 33,236 - (33,236, -
Net income $ 45,468 $ 33,236 $ (33,236, $ 45,468

For the 13 weeks ended

(In thousands) July 29, 2005

DOLLAR GENERAL GUARANTOR CONSOLIDATED

CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF INCOME:
Net sales $ 43,547 $ 2,066,016 $ (43,547 $ 2,066,016
Cost of goods sold - 1,474,486 - 1,474,486
Gross profit 43,547 591,530 (43,547 591,530
Selling, general and administrative 38,119 475,888 (43,547 470,460
Operating profit 5,428 115,642 - 121,070
Interest income (1,578, (578) - (2,156)
Interest expense 5,046 2,298 - 7,344
Income before income taxes 1,960 113,922 - 115,882
Income taxes (658) 40,982 - 40,324
Equity in subsidiaries’ earnings, net of
taxes 72,940 - (72,940 -
Net income $ 75,558 $ 72,940 $ (72,940 $ 75,558
For the 26 weeks ended

(In thousands) August 4, 2006

DOLLAR GENERAL GUARANTOR CONSOLIDATED

CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF INCOME:
Net sales $ 74,877 $ 4,402,440 $ (74,877 $ 4,402,440
Cost of goods sold - 3,206,632 - 3,206,632
Gross profit 74,877 1,195,808 (74,877 1,195,808
Selling, general and administrative 67,216 1,041,607 (74,877 1,033,946
Operating profit 7,661 154,201 - 161,862
Interest income (45,628 (2,804, 44,525 (3,907)
Interest expense 10,974 49,671 (44,525 16,120
Income before income taxes 42,315 107,334 - 149,649
Income taxes 15,587 40,924 - 56,511
Equity in subsidiaries’ earnings, net of
taxes 66,410 - (66,410 -

Net income $ 93,138 $ 66,410 $ (66,410 $ 93,138
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For the 26 weeks ended

(In thousands) July 29, 2005
DOLLAR GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL

STATEMENTS OF INCOME:
Net sales $ 89,581 $ 4,043,845 $ (89,581 $ 4,043,845
Cost of goods sold - 2,888,966 - 2,888,966
Gross profit 89,581 1,154,879 (89,581 1,154,879
Selling, general and administrative 75,340 941,129 (89,581, 926,888
Operating profit 14,241 213,750 - 227,991
Interest income (3,946, (826) - (4,772)
Interest expense 10,130 3,182 - 13,312
Income before income taxes 8,057 211,394 - 219,451
Income taxes 2,936 76,057 - 78,993
Equity in subsidiaries’ earnings, net of

taxes 135,337 - (135,337 -
Net income $ 140,458 $ 135,337 $ (135,337 $ 140,458
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(In thousands)

For the 26 weeks ended
August 4, 2006

DOLLAR GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF CASH FLOWS:
Cash flows from operating activities:
Net income $ 93,138 $ 66,410 $ (66,410 $ 93,138
Adjustments to reconcile net income to
net cash used in operating activities:
Depreciation and amortization 11,173 86,307 - 97,480
Deferred income taxes 102 5,706 - 5,808
Tax benefit from stock option
exercises (1,881 - - (1,881)
Equity in subsidiaries’ earnings, net (66,410 - 66,410 -
Change in operating assets and
liabilities:
Merchandise inventories - (260,617 - (260,617
Prepaid expenses and other
current assets 3,908 (7,980 - (4,072)
Accounts payable (31,651 71,601 - 39,950
Accrued expenses and other 75 14,787 - 14,862
Income taxes (36,880 (34,173 - (71,053
Other 3,010 (2,763 - 247
Net cash used in operating activities (25,416 (60,722 - (86,138
Cash flows from investing activities:
Purchases of property and equipment (5,036, (151,274 - (156,310
Purchases of short-term investments (6,000} (4,476 - (10,476,
Sales of short-term investments 6,000 2,400 - 8,400
Purchases of long-term investments - (20,598 - (20,598
Insurance proceeds related to property
and equipment - 1,807 - 1,807
Proceeds from sale of property and
equipment 137 538 - 675
Net cash used in investing activities (4,899; (171,603 - (176,502
Cash flows from financing activities:
Borrowings under revolving credit
facility 952,750 - - 952,750
Repayments of borrowings under
revolving credit facility (699,750 - - (699,750
Repayments of long-term obligations, net 234 (9,118 - (8,884)
Payment of cash dividends (31,283 - - (31,283
Proceeds from exercise of stock options 13,583 - - 13,583
Repurchases of common stock (79,947 - - (79,947
Changes in intercompany note balances,
net (236,152 236,152 - -
Tax benefit from stock option exercises 1,881 - - 1,881
Other financing activities 33 - - 33
Net cash provided by (used in) financing
activities (78,651, 227,034 - 148,383
Net decrease in cash and cash equivalents (108,966 (5,291, - (114,257
Cash and cash equivalents, beginning of
period 110,410 90,199 - 200,609
Cash and cash equivalents, end of period$ 1,444 $ 84,908 $ - $ 86,352
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For the 26 weeks ended

(In thousands) July 29, 2005
DOLLAR GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF CASH FLOWS:
Cash flows from operating activities:
Net income $ 140,458 $ 135,337 $ (135,337 140,458
Adjustments to reconcile net income to
net cash provided by operating
activities:
Depreciation and amortization 10,848 79,468 - 90,316
Deferred income taxes (516) (12,933 - (13,449
Tax benefit from stock option
exercises 3,810 - - 3,810
Equity in subsidiaries’ earnings, net (135,337 - 135,337 -
Change in operating assets and
liabilities:
Merchandise inventories - (84,163 - (84,163
Prepaid expenses and other
current assets 2,469 (7,072 - (4,603)
Accounts payable (8,736, 70,949 - 62,213
Accrued expenses and other (10,508 24,899 - 14,391
Income taxes (1,022 (19,143 - (20,165,
Other 3,733 6,475 - 10,208
Net cash provided by operating activities 5,199 193,817 - 199,016
Cash flows from investing activities:
Purchases of property and equipment (9,799, (129,795 - (139,594
Purchases of short-term investments (30,250 - - (30,250
Sales of short-term investments 72,675 500 - 73,175
Proceeds from sale of property and
equipment 18 804 - 822
Net cash provided by (used in) investing
activities 32,644 (128,491 - (95,847
Cash flows from financing activities:
Repayments of long-term obligations (3,043, (5,140, - (8,183)
Payment of cash dividends (27,596 - - (27,596,
Proceeds from exercise of stock options 18,441 - - 18,441
Repurchases of common stock (172,755 - - (172,755
Changes in intercompany note balances,
net 82,511 (82,511 - -
Other financing activities 44 - - 44
Net cash used in financing activities (102,398 (87,651, - (190,049
Net decrease in cash and cash equivalents (64,555 (22,325 - (86,880
Cash and cash equivalents, beginning of
period 127,170 105,660 - 232,830
Cash and cash equivalents, end of period$ 62,615 $ 83,335 $ - 145,950
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND
RESULTS OF OPERATIONS

Accounting Periods

We follow the concept of a 523 week fiscal year that ends on the Friday neame¥nuary 31. The text bel
contains references to years 2006 and 2005, wkjmtesent fiscal years ending or ended Februar§@ and
February 3, 2006, respectively. Fiscal 2006 wallab52-week accounting period and fiscal 2005 wez-aeek
accounting period, with the fourth quarterly perwkich ended February 3, 2006 consisting of 14 wedkis
discussion and analysis is based on, should bewgadand is qualified in its entirety by, the Gtamsed Consolidate
Financial Statements and the related notes. Itsiieald be read in conjunction with the Forward-kiag
Statements/Risk Factors disclosure set forth ihIRdtem 1A of this report.

Results of Operations

The nature of our business is moderately seasdtiatorically, sales and net income in the fourttager have
been higher than sales and net income achieveatim@f the first three quarters of the fiscal yeaxpenses, and to a
greater extent operating income, vary by quan®sults of a period shorter than a full year mayteoindicative of
results expected for the entire year. Furthernmbeeseasonal nature of our business may affecpansons between
periods.

Executive Overviewror the 13-week period ended August 4, 2006, wenlehthcome of $45.5 million, or
$0.15 per diluted share, compared to net incong&¥ 56 million, or $0.23 per diluted share, for filweek period
ended July 29, 2005. For the 13-week period, weeased revenue by 9.0%, aided by new stores amhe-store
sales increase of 3.2% based on comparable calemeés in the prior year. For the 26-week periodeginAugust 4,
2006, we had net income of $93.1 million, or $Qp80 diluted share, compared to net income of $140lon, or
$0.43 per diluted share, for the 26-week periocedntlly 29, 2005. For the 26-week period, we irsgdaevenue by
8.9%, aided by new stores and a same-store salemsge of 2.4%. In the Meek period, our gross profit rate decli
by 146 basis points due primarily to certain sgetenerchandising initiatives and operating expsnas a rate to
sales, increased by 82 basis points from the gaar period. In the 26-week period, our gross prate declined by
140 basis points and operating expenses, as torsédes, increased by 57 basis points from the gaar period.
Readers should refer to the detailed discussi@mpefating results below for additional commentdioancial
performance in the current year periods as compaitbcthe prior year periods. We are disappointéth wur second
guarter and year-to-date financial results, whalhghort of our internal expectations, but we emeouraged by the
results of our recent efforts to improve same-ssates and by improvements we are seeing in satag geasonal
merchandise.

At our recent annual strategic planning sessioh witr Board of Directors, we discussed, among dthiegs,

alternatives that may be available to us to imprmweoperations. Specifically, additional sigreiint steps that may |
taken to accelerate our new merchandising ancestate strategies were considered.
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With regard to merchandising, we discussed ouphéesinventory management and “pack-away” strategie
changes in recent years to those practices angbtieatial impact on future profitability of an ate@tion of our
transition away from some of those practices. Umdertraditional inventory disposition strategy, weuld have
carried any remaining prior season inventory fodhand would have attempted to adjust future inugmpoirchases t
account for the carryover product. Beginning ia thurth quarter of 2003, principally at the corsotun of the holiday
selling season, we began taking end-of-season markgimaterially in excess of markdowns that hacdh lhaken
historically to accelerate the disposition of certaoliday-related items, as well as certain oeasonal, home and
basic clothing items that had not sold as expe@&#ldough these increased end-of-season markdosgudted in less
pack-away inventory, there is still a pack-away ponent of our merchandising practices and a sigamfiamount of
merchandise from prior seasons remains in mangstés part of our effort to increase newer prodfietrings in oul
stores, we are currently evaluating the potentigact on fiscal 2006 and future periods if we werseek to
aggressively sell-through existing prior seasomgentory and institute programs to minimize theyarer, or pack-
away, practice in future periods.

In addition, over the last year we heade significant improvements to the policiescprures and controls
relating to our real estate practices. We hag fategrated the functions of site selection, éeemnewals, relocatior
remodels and store closings and have defined aplgmented additional criteria for decision-makinghose areas.
We continue to analyze our real estate performandeto look for ways to further refine and impravwe practices. A
our strategic planning meeting we decided to takkesh look at our existing store locations in tighour new
practices and consider whether we should furtHere@ur criteria for identifying stores as possibbandidates for
relocations, remodels and closings. If we do refirese criteria, the number of store closings,cagions or remodels
may increase materially from historical levels.

We expect to be in a position to update the investraommunity on the status of these alternatieésrb the
end of the current fiscal year.

In addition to these strategic efforts, we have enabgress in implementing many of the importargrapng
initiatives outlined in our Annual Report on Forid-K for the 2005 fiscal year as follows:

« A new store layout has been implemented in 75 ohoaost recent new, relocated or remodeled stores.
Preliminary results of the new layout are encourggiWe are implementing this new format in the msjc
of new stores remaining to be opened or relocaididcal 2006 and are continuing to test the impéct
remodeling existing stores.

« We have continued to focus on improvement in saégformance of same-stores and new stores, ingudin

the distribution in March of our first advertisiegcular in nine years. Knowledge gained from thisal
circular was utilized in several follow-up circudan our second fiscal quarter. Because theselamschave
proven effective in driving sales and improving oeecent trend in customer traffic, we plan to coudi
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to utilize this tool in the second half of the yearing higher traffic retail promotional periodsch as
holidays. We also have added new merchandise aggchgmplemented other merchandising initiatives,
which contributed to our improved sales performanaaur second fiscal quarter, particularly in thehly
consumable and seasonal merchandise categorie®rifén focused on improving sales in our higher
margin seasonal, home products, and basic clotf@tegories.

We have continued to invest in the EZstore propbich is designed to reduce store labor and mlate
costs. As of August 4, 2006, approximately 6,7 0best were operating as EZstores, and we are ontpace
complete the implementation of this project insdiires by the end of 2006.

We have continued to focus on controlling inventsinyink in the stores, which remains above accéptab
levels as a percentage of sales.

Through August 4, 2006, we opened 294 new stanekjding 6 new Dollar General Market® stores, with
continued expectations of reaching the 2006 nere gfoal of 800 traditional Dollar General® storesl a
current expectations of opening up to 25 Dollar &@ahMarket stores. However, partly as a result of
enhancements to our site selection and lease a&gatpolicies and procedures over the past ybarpace
of new store openings is behind last year's padebamind our fiscal 2006 plan. We expect total s¢wve
weeks to continue to be below our plan for our ri@mg fiscal year. This is likely to result in acstfall

from our original plan in both sales and earningsrd) the second half of the year.

We completed construction of our ninth distributmanter (“DC”) in Marion, Indiana and began shigpin
merchandise from Marion to stores in August.

We have continued to invest in our information teabgy systems with particular emphasis on the
development of various projects designed to supgmarimerchandising efforts, including zone pricing,
market segmentation, forecasting and merchandsepig.

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

The table below contains results of operations ftatthe 13-week and 26-week periods ended Augua®ds
and July 29, 2005, and the dollar and percentaganees among those periods:
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(amounts in millions,___13 Weeks Ended 2006 vs. 2005 26 Weeks Ended 2006 vs. 2005
excluding per share August4, July29, Amount % August 4, July29, Amount %
amounts) 2006 2005 change change 2006 2005 change change
Net sales by categor

Highly consumable$ 1,503.3 $ 1,351.8 $ 1515 112% $ 2,959.3 $ 2,673.1 $ 286.2 10.7%

% of net sales 66.78% 65.43% 67.22% 66.10%
Seasonal 354.3 3175 36.8 11.6 663.9 592.8 711 12.0
% of net sales 15.74% 15.37% 15.08% 14.66%
Home products 214.2 215.1 (1.0) (0.4) 425.8 426.9 (1.00 (0.2
% of net sales 9.51% 10.41% 9.67% 10.56%
Basic clothing 179.3 181.5 (2.3) (1.3) 353.4 351.0 2.4 0.7
% of net sales 7.96% 8.79% 8.03% 8.68%
Net sales $2,251.1 $ 2,066L0 $ 1850 9.0% $ 4,4024 $ 4,043.8 $ 358.6 8.9%
Cost of goods sold 1,639.5 11,4745 165.0 11.2 3,206.6 2,889.0 317.7 11.0
% of net sales 72.83% 71.37% 72.84% 71.44%
Gross profit 611.5 591.5 200 34 1,195.8 1,154.9 40.9 35
% of net sales 27.17% 28.63% 27.16% 28.56%
Selling, general and
administrative 531.0 470.5 60.5 12.9 1,033.9 926.9 107.1 116
% of net sales 23.59% 22.77% 23.49% 22.92%
Operating profit 80.6 121.1 (40.5) (33.4) 161.9 228.0 (66.1) (29.0)
% of net sales 3.58% 5.86% 3.68% 5.64%
Interest income (1.5) (2.2) 0.7 (32.4) (3.9 (4.8) 0.9 (18.1)
% of net sales (0.06)% (0.10)% (0.09)% (0.12)%
Interest expense 8.9 7.3 15 20.8 16.1 13.3 28 211
% of net sales 0.39% 0.36% 0.37% 0.33%
Income before inconr
taxes 73.2 115.9 (42.7) (36.9) 149.6 219.5 (69.8) (31.8)
% of net sales 3.25% 5.61% 3.40% 5.43%
Income taxes 27.7 40.3 (12.6) (31.3) 56.5 79.0 (22.5) (28.5)
% of net sales 1.23% 1.95% 1.28% 1.95%
Net income $ 455 $ 756 $ (30.1) (39.8)% $ 93.1 $ 1405 $ (47.3) (33.7)%
% of net sales 2.02% 3.66% 2.12% 3.47%

Diluted earnings per

share $ 015 $ 023 $ (0.08) (348)% $ 030 $ 043 $ (0.13) (30.2)%
Weighted average
diluted shares 312.6 326.3 (13.7) (4.2) 313.9 328.8 (14.9) (4.5)

13 WEEKS ENDED AUGUST 4, 2006 AND JULY 29, 2005

Net Sales The $185.0 million increase in net sales redyttémarily from opening additional stores, inclng
466 net new stores since July 29, 2005, and a stone-sales increase of 3.2% for the 2006 periotheoed to the
2005 period. The increase in same-store salesatambfor approximately $63.6 million of the incsedn sales while
stores opened since the end of the second qu&2006 were the primary contributor to the remain®1.21.4 million
sales increase during the 2006 period.

Beginning in fiscal 2006, we revised our methoddetermining the stores that are included in ounliply
released same-store sales calculations. This mathgndfor same-store sales calculations includesdtlstores that
have been open at least 13 full fiscal months anthin open at the end of the reporting period.
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We monitor our sales internally by the followingifanajor categories: highly consumable, seasooaheh
products and basic clothing. The highly consumahtegory has a lower gross margin than the otmee ttategories
and has grown significantly over the past sevegaly. This shift is the result of our strategiogf to broaden our
consumable product offerings and add more recoglazaational brands in order to attract customauswe believe
the increase in consumables, as a percent ofsalied, has also been affected by changes in customeeds and by
economic pressures, such as higher gasoline pritesh have resulted in reductions in the percesgay total sales
of our home and basic clothing categories. Becatifee impact of sales mix on margin, we continpadview our
merchandise mix and strive to adjust it when appatg. Maintaining an appropriate sales mix amdwegfour
categories is an integral part of achieving ousgnorofit and sales goals.

Our same-store sales increase in the 2006 periogaed to the 2005 period was primarily attribugaibl
increased sales in the highly consumable categdrigh increased by $151.5 million, or 11.2% overal increase il
sales of seasonal merchandise of $36.8 milliod,1d8%, also contributed to overall sales growtteSa the home
products and basic clothing categories declineah fitve prior year quarter. We believe that increasdels were
supported by recent additions to our product afggiand increased promotional activities, includhmgyuse of
advertising circulars.

Gross Profit. The gross profit rate declined by 146 basis tsamthe 2006 period as compared with the 2005
period due to a number of factors, including buitlmoited to: lower sales (as a percentage of teddes) in our home
products and basic clothing categories, which gdlyenave higher average markups; an increase mkdoavn activity
as a percentage of sales primarily as a resultloéohanced promotional activities; lower averagekaups on our
inventory balances at the beginning of the 2006deas compared with the 2005 period; an increaseir shrink
rate; a decrease in the markups on purchases dbhenggeriod, primarily attributable to the contiduacrease in sales
(as a percentage of total sales) of highly conslenatoducts, including nationally branded produetsich generally
have lower average markups; and higher transpontattpenses primarily attributable to increased dasts.

Selling, General and Administrative (“SG&A”) Expens The increase in SG&A expense as a percentage of
sales in the 2006 period as compared with the p@ddd was due to a number of factors, includingrimi limited to
increases in the following expense categories: rdidugy costs (increased 147%) due primarily todtstribution of
several advertising circulars in the current yeaiqal; utilities (increased 19%) due primarily tigtrer electricity
costs; store occupancy costs (increased 12%) dwauily to higher average monthly rentals assodiatéh our
leased store locations; administrative labor cpstseased 29%) due primarily to recent additianeur executive
team and the expensing of stock options; and emplaysurance benefits (increased 42%) due primiaridy$2.6
million reduction in the prior year period’s estitmaf incurred but not reported health claims bagszh review and
recommendation by our outside actuary. These isese@ere partially offset by a reduction of thesimtove bonus
accrual (decreased 68%) as compared to the praorpgziod.
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Interest IncomeThe reduction in interest income in the 2006 pedoohpared to the 2005 period was due
primarily to a reduction in investments balances te termination of notes receivable resultingrfithie acquisition
of the South Boston DC, each of which reduced @steincome by $0.3 million.

Interest Expense The increase in interest expense in the 2006¢eompared to the 2005 period is due
primarily to an increase in borrowings under owoieing credit facility, which increased interesipense by $2.3
million. This increase was partially offset by aeriease in capitalized interest (which reducesrteganterest
expense) of $0.9 million, related to the constarcof our new DC in Marion, Indiana.

Income Taxes The effective income tax rates for the 2006 2005 periods were 37.9% and 34.8%,
respectively. In recent years, we have derivedrfgcant benefit from federal jobs credits forwlg hired employee:
Federal laws that provided for a significant pmontof these credits expired on December 31, 20UB.currently
anticipate that Congress will renew these credigmms on a retroactive basis, but we cannot gteedhat renewal.
The increase in the effective tax rate is a resulhe expiration of these jobs credits, a 200dds change that
reduced previously recorded deferred tax assetterkbto our operations in the state of Texas, rdigtate tax credits
related principally to our new DCs and the non-regmce in 2006 of benefits realized in 2005 reldtedn internal
corporate restructuring. We anticipate that oumuatized effective tax rate, excluding non-recugritems, will be
approximately 37.2% should the federal jobs crpdigrams not be re-enacted retroactively and appiately 36.7%
if re-enactment is approved on a retroactive babise actual 2006 second quarter effective incaaredte exceeded
the anticipated fiscal 2006 effective income tae (@xcluding the benefit of certain jobs credisg principally to the
change in state tax law enacted during the quarsenpted above, in the state of Texas.

26 WEEKS ENDED AUGUST 4, 2006 AND JULY 29, 2005

Net Sales The increase in net sales of $358.6 million ltesiyprimarily from opening 466 net new stores e
July 29, 2005 and a same-store sales increasd%f fr the 2006 period compared to the 2005 perilite increase
in same-store sales accounted for $95.6 milliothefincrease in sales while stores opened sincenthef the second
quarter of 2005 were the primary contributors ® ttmaining $263.0 million sales increase durirg2806 period.

Our sales increase in the 2006 period compardtet@@05 period was primarily attributable to a $286
million, or 10.7%, increase in the highly consuneatdtegory and a $71.1 million, or 12.0%, increasbe seasonal
category. We believe that increased sales wereostgupby recent additions to our product offerinags increased
promotional activities, including the use of adigng circulars.

Gross Profit. The gross profit rate declined by 140 basis fsdimthe 2006 period as compared with the 2005
period due to a number of factors, including butlmoited to: a decrease in the markups on purchdseng the
period, primarily attributable to the continuedrie&se in sales (as a percentage of total salésyldfy consumable
products, which generally
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have lower average markups; an increase in mark@dmiwity as a percentage of sales primarily assalt of our
enhanced promotional activities; lower sales (psraentage of total sales) in our home productsbasd clothing
categories, which have higher average markupsghighnsportation expenses primarily attributablentreased fuel
costs; and an increase in our shrink rate. Theserfawere partially offset by higher average mapk-on our
beginning inventory in the 2006 period as compavigd the 2005 period. The increased average mardrup
beginning inventory represents the cumulative imp&btigher margin purchases over time.

In the 2006 period our shrink, expressed in relalilars as a percentage of sales, was 3.30% coohpare
3.12% in the 2005 period.

SG&A Expense The increase in SG&A expense as a percentagal@d in the 2006 period as compared with
the 2005 period was due to a number of factor$ydiag but not limited to increases in the follogiaxpense
categories: advertising costs (increased 219%}altlee distribution of several advertising circslar the current year
period; store occupancy costs (increased 13%) pifintue to higher average monthly rentals assediatith our
leased store locations; and administrative labstscpncreased 27%) primarily due to recent adulétitm our executiv
team and the expensing of stock options. Theseasess, as a percentage of sales, were partiatigtdfy the
reduction of the incentive bonus accrual (decred®&8d) as compared to the prior year period.

Interest IncomeThe reduction in interest income in the 2006 pedoohpared to the 2005 period was due
primarily to a reduction in investments balancelsiclv reduced interest income by $0.4 million, amel termination of
notes receivable resulting from the acquisitiothef South Boston DC, which resulted in a reduditiointerest incom
of $0.3 million.

Interest Expense The increase in interest expense in the 2006geompared to the 2005 period is due
primarily to an increase in borrowings under owoteing credit facility, which increased interesipense by $2.4
million, and an increase in interest expense oarnmetax contingencies of $0.9 million. These insesawere partially
offset by an increase in capitalized interest (Whieduces reported interest expense) of $0.6 mijlielated to the
construction of our new DC in Marion, Indiana.

Income TaxesThe effective income tax rate for the 2006 penas 37.8% compared to 36.0% in the 2005
period. The increase in the effective income &g is a result of the December 31, 2005 expiraifdhe federal law
which allow us to claim certain federal jobs creddr newly hired employees, a 2006 tax law chahgereduced
previously recorded deferred tax assets relatedit@perations in the state of Texas, reduced tdateredits related
principally to our new DCs and the non-recurremc2006 of benefits realized in 2005 related toraernal corporate
restructuring.

Recently Adopted Accounting Standard

Prior to February 4, 2006, we accounted for shaset payments using the intrinsic-value-based ratoqg
method prescribed by Accounting Principles Boardahi@p No. 25, “Accounting for Stock Issued to
Employees” (“APB 25”). Because stock options weranged at
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an exercise price equal to the market value ofittderlying common stock on the date of grant, eggso
compensation cost related to stock options geweanals not reflected in net income prior to the aawpof Statement
of Financial Accounting Standards (“SFAS”) No. 1RB(“Share-Based Payment.” The Compensation Coraendt
our Board of Directors took action to accelerag\hsting, effective February 3, 2006, of mostwfautstanding
stock options granted prior to January 24, 200@ Chmpensation Committee took this action primadlyeduce
non-cash compensation expense to be recordedurefperiods under the provisions of SFAS 123(R)weleer, the
Committee also believed this decision benefitedleyges.

Effective February 4, 2006, we adopted SFAS 128@R)g the modified prospective transition method an
began recognizing compensation expense for ouedbaged payments based on the fair value of thedavea the
grant date. For the 13-week period ended Auguaddg, the adoption of the fair value method of SHZS3(R)
resulted in additional share-based compensatioaresgp(a component of SG&A expense) and a corresmpnd
reduction of pre-tax income of $0.8 million, a retlan of net income of $0.5 million, and a reduntia basic and
diluted earnings per share of less than $0.01.tHeo26-week period ended August 4, 2006, the éatopf the fair
value method of SFAS 123(R) resulted in additiehare-based compensation expense and a correspoaduction
of pre-tax income of $1.9 million, a reduction @tmncome of $1.2 million, and a reduction in baicd diluted
earnings per share of less than $0.01.

We estimate the fair value of stock options usheyBlack-Scholes-Merton option pricing model fdragdtion
grants. We estimate the expected term using a ciatimu based on an assumption that outstandingroptvill be
exercised approximately halfway through their cactmal term, taking into consideration such facasrgrant date,
expiration date, weighted-average time-to-vesyaaxercises and post-vesting cancellations. Weiledie volatility
assumptions using actual historical changes imtakket value of the stock and implied volatilityskd upon traded
options, weighted equally. We believe that thishmdblogy provides the best indicator of future vibtg.

Accounting Pronouncements

In July 2006, the Financial Accounting Standardamfiq“FASB”) issued Interpretation No. 48, “Accoung
for Uncertainty in Income Taxes” (“FIN 48”), whichill require companies to assess each income taitipo taken
using a two step process. A determination is firatle as to whether it is more likely than not thatposition will be
sustained, based upon the technical merits, upamigation by the taxing authorities. If the taxsipion is expected
to meet the more likely than not criteria, the Bgmecorded for the tax position equals the latgasount that is
greater than 50% likely to be realized upon ultensgttlement of the respective tax position. Tierpretation applie
to income tax expense as well as any related sitarel penalty expense.

FIN 48 requires that changes in tax positions @edin a company’s financial statements prior toatioption
of this interpretation be recorded as an adjustriwetite opening balance of retained earnings fptriod of
adoption. FIN 48 will generally be effective fanlic companies for the first fiscal year beginnafter December 1.
2006. We anticipate
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adopting the provisions of this interpretation dgrthe first quarter of fiscal 2007. No determimathas yet been
made regarding the materiality of the potentialaetpof this interpretation on our consolidated ficial position or
results of operations.

Liquidity and Capital Resources

Current Financial Condition / Recent Development August 4, 2006, we had total debt (includihg
current portion of long-term obligations) of $525aflion and $86.4 million of cash and cash equeva$, compared
with total debt of $278.7 million and $200.6 mili@f cash and cash equivalents at February 3, 2006.net debt
position increased during the first 26 weeks of@80e primarily to purchases of inventory, propentg equipment,
and repurchases of common stock, all as furthearitesl below.

Our inventory balance represented approximately 68&tur total assets as of August 4, 2006. Oufigency
in managing our inventory balances can have afggnt impact on our cash flows from operationsimiyia given
period or fiscal year. In addition, inventory po@ses can be somewhat seasonal in nature, suoh asrchase of
warm-weather or Christmas-related merchandiseentory purchases during the 26-week period endepligas,
2006 were impacted by fiscal 2006 planogram chaagdsncreased purchases for our recent adveritsingpaigns t
ensure adequate quantities of promotional merckBands described in more detail below. Inventomysucalculated
on a rolling annualized basis using balances fraoh@uarter, were 4.1 times for the period endegu&u4, 2006 (a
53-week period) compared to 4.0 times for the pkeioded July 29, 2005.

As described in Note 5 to the Condensed Consolidaitgancial Statements, we are involved in a nurober
legal actions and claims, some of which could pidéy result in material cash payments. Adversealopments in
those actions could materially and adversely afbectliquidity. We also have certain income talated
contingencies as more fully described below un@#itical Accounting Policies and Estimates.” Esites of these
contingent liabilities are included in our Condah&onsolidated Financial Statements when deterntméeé probabl
and estimable. However, future negative developgsneould have a material adverse effect on ourditgu

On September 30, 2005, our Board of Directors ai#bd a repurchase program for up to 10 milliorreb®f
our outstanding common stock, which was schedaexkpire on September 30, 2006. We completedtioigram ir
the first quarter of fiscal 2006.

In June 2006, we amended our existing revolvingitfacility. The amended credit facility has aximum
commitment of $400 million (subject to increas&&H0 million upon our mutual agreement with thellens) and
expires in June 2011. In addition to revolvingisathe amended credit facility includes a $15iarilkwingline loan
sub-limit and a $75 million letter of credit sukefity. Outstanding swingline loans and letterscoédit reduce the
borrowing capacity under the amended credit facilit

At August 4, 2006, we had total outstanding borrmsi under the amended credit facility of $253.0iomi|
which were comprised entirely of revolving loanst that date, we had no
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letters of credit outstanding under the amendeditcf&cility. At August 4, 2006, we were in comgalice with all
financial covenants contained in the amended cfadiiity.

We anticipate that at any given time through Noven8D, 2006 our total outstanding borrowings urider
amended credit facility will not exceed $300 miflioNe currently intend to use amounts borrowed utftleamended
credit facility primarily to finance our working paal needs and capital expenditures. The amdumb@owings
under the amended credit facility may fluctuateeriatly, particularly given the seasonality of duusiness, dependi
on various factors, including the time of year, naed to acquire merchandise inventory, our datisioepay
outstanding borrowings under the amended crediitfachanges to our merchandising plans andatiites, changes
to our capital expenditure plans and the occurremcther events or transactions that may requinglihg through the
amended credit facility.

We have $200 million (principal amount) of 8 5/8¥#sacured notes due June 15, 2010. This indebtecras
incurred to assist in funding our growth. Inter@stthe notes is payable seamnually on June 15 and December 1
each year. We may seek, from time to time, toedhie notes through cash purchases on the opdweimniar privately
negotiated transactions or otherwise. These r@psss, if any, will depend on prevailing marketdibons, our
liquidity requirements, contractual restrictionglarther factors. The amounts involved may be riater

Terms of our outstanding debt obligations couldtliour ability to incur additional debt financing.he
amended credit facility contains financial covesamthich include limits on certain debt to cashwfli@tios, a fixed
charge coverage test, and minimum allowable cotat@d net worth ($1.4 billion at August 4, 2006l @utstanding
notes discussed above place certain specifieddliioits on secured debt and on our ability to exesale-leaseback
transactions. We do not believe that any exidimgations on our ability to incur additional inbedness will have a
material impact on our liquidity.

At August 4, 2006 and February 3, 2006, we had cernial letter of credit facilities totaling $200n@illion
and $195.0 million, respectively, of which $177.8lion and $85.1 million, respectively, were outstiéng for the
funding of imported merchandise purchases.

We believe that our existing cash balances, amtiegpcash flows from operations, the amended ciadlity
and our anticipated ongoing access to the capaaskets, if necessary, are sufficient to meet ouretuly foreseeable
liquidity and capital resource needs.

Cash flows from operating activitiesThe most significant component of the changeash flows from
operating activities in the 2006 period as compaoetie 2005 period was caused by an increaseséntory balance:
The most significant change in inventory levelsuroed in the seasonal category, which increase2éby in the 2006
period as compared to a 2% decline in the 200®@ehn addition, the highly consumable categoryeased by 20%
in the 2006 period as compared to a 14% increagei@005 period, and the home products categorgased by
17% in the 2006 period as compared to a 3% incrieabe 2005 period. The decline in net incomejescribed in
more detail above, also was a significant contabtd the decline in cash flows from operating\atigs.
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Our inventory balance grew beyond planned levete@quarter as a result of several factors. Forathew
advertising campaigns prompted additional purchatas/entory to ensure adequate quantities irstbees. Althoug
we believe the advertising circulars aided sales stell-through of the promotional inventory watoteour
expectations. The majority of this excess inventsiy the highly consumable category and is exgretd be sold in
the normal course of business. Second, major pfanoghanges that occurred in the quarter addedi@atali national
brands to our merchandise offerings. Although wiete this new inventory generally helps to broattenappeal of
our stores, we are continuing to analyze the impatitese new items on our financial performance.pén to
eliminate lower performing new items and to refmmeduct assortments in the second half of the y&aally, season
inventory purchases, including automotive, griltsl@ccessories, and back-to-school merchandigeased in the
guarter. However, back-to-school sales in Julyldelbw our expectations. We are implementing ptanreduce
current inventory levels and to better align ineeptgrowth with sales increases by the end ofitdoal year.

Cash flows from investing activitiesSignificant components of our property and emqépt purchases in the
2006 period included the following approximate amsu$43 million for the EZstore project; $36 nahi for
distribution and transportation-related capitalengtitures (primarily related to our new DC in Mawjiondiana); $28
million for new stores; and $19 million for capifaiojects in existing stores. During the 2006 garive opened 294
new stores.

Significant components of property and equipmemtipases in the 2005 period included the following
approximate amounts: $41 million for distributiomdetransportation-related capital expenditures;®88Bon for new
stores; $27 million for the EZstore project; an@® $illion for systems-related capital projects. ring the 2005
period, we opened 438 new stores.

Net purchases of short-term and long-term investsnein$2.1 million and $20.6 million, respectivetiyring
the 2006 period relate primarily to our captiveur@ce subsidiary. Net sales of short-term invests@creased net
cash from investing activities by $42.9 milliontire 2005 period and primarily reflected our investiractivities in
tax-exempt auction market securities.

Capital expenditures for the 2006 fiscal year aogggted to be in the range of $300 million to $3&illion.
We anticipate funding our 2006 capital requireraemth cash flows from operations and the amendeditcfacility,
if necessary.

Cash flows from financing activitiesDuring the 2006 period, we borrowed $253.0 willinet of repayments,
under our revolving credit facility. We repurchasggproximately 4.5 million shares of our commorcktduring the
2006 period at a total cost of $79.9 million, aedurchased approximately 8.4 million shares ofcmmnmon stock
during the 2005 period at a total cost of $172.Boni. We paid cash dividends of $31.3 million &bi7.6 million, or
$0.10 and $0.085 per share, respectively, on ostanding common stock during the 2006 and 200 ger These
uses of cash were offset by stock option proceé@#¢ 26 million and $18.4 million, respectively,rihg the 2006 and
2005 periods.
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Critical Accounting Policies and Estimates

The preparation of financial statements in accardamith GAAP requires management to make estinzatds
assumptions that affect reported amounts and dethselosures. In addition to the estimates prtesebelow, there
are other items within our financial statementg tegquire estimation, but are not deemed critisad@fined below. W
believe these estimates are reasonable and apgieptiowever, if actual experience differs from élssumptions and
other considerations used, the resulting changelsl tmve a material effect on the financial statetéaken as a
whole.

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

Merchandise Inventoriedderchandise inventories are stated at the loweosf or market with cost
determined using the retail last-in, first-out (I®”) method. Under our retail inventory method I(VR), the
calculation of gross profit and the resulting vailomm of inventories at cost are computed by apgyarcalculated cost-
to-retail inventory ratio to the retail value oflesa The RIM is an averaging method that has bedealy used in the
retail industry due to its practicality. Alsojstrecognized that the use of the RIM will resalivaluing inventories at
the lower of cost or market if markdowns are culfetaken as a reduction of the retail value ofentories.

Inherent in the RIM calculation are certain sigeafit management judgments and estimates incluaingng
others, initial markups, markdowns, and shrinkag@ch significantly impact the gross profit caldite as well as tr
ending inventory valuation at cost. These signiftaastimates, coupled with the fact that the RIMnsaveraging
process, can, under certain circumstances, pratigtmted cost figures. Factors that can leaddtdion in the
calculation of the inventory balance include:

applying the RIM to a group of products that is faotly uniform in terms of its cost and sellingqe
relationship and turnover;

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

« inaccurate estimates of inventory shrinkage betweemate of the last physical inventory at a séoe the
financial statement date; and

« inaccurate estimates of lower of cost or markeC(W’) and/or LIFO reserves.

To reduce the potential of such distortions invhakiation of inventory, we expanded the number of
departments we utilize for our gross profit caltiolafrom 10 to 23 in 2005. Other factors that reglpotential
distortion include the use of historical experiencestimating the
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shrink provision (see discussion below) and thiezation of an independent statistician to assighe LIFO sampling
process and index formulation. Also, on an ongdiagis, we review and evaluate the salability ofiouentory and
record LCM reserves, if necessary.

We calculate our shrink provision based on actagkjzal inventory results during the fiscal perayd an
accrual for estimated shrink occurring subsequeatphysical inventory through the end of the fiseporting period
This accrual is calculated as a percentage of saleach retail store, at a department level, sangiermined by
dividing the book-to-physical inventory adjustmerdgsorded during the previous twelve months byréated sales
for the same period for each store. To the extaattdubsequent physical inventories yield differestlts than this
estimated accrual, our effective shrink rate fgnen reporting period will include the impact afjasting the
estimated results to the actual results. Althouglperform physical inventories in virtually all ofir stores on an
annual basis, the same stores do not necessatritpgeted in the same reporting periods from yeaetr, which
could impact comparability in a given reportingipdr

The operational initiatives discussed in the ExgeuDverview section above could result in charigabe
judgments and estimates inherent in our merchamaieatory valuation proces

Property and EquipmentProperty and equipment are recorded at cost. \M@gour assets into relatively
homogeneous classes and generally provide for degimn on a straight-line basis over the estimateztage useful
life of each asset class, except for leaseholdorgments, which are amortized over the shortenegpplicable leas
term or the estimated useful life of the asset. Vdeation and classification of these assets ha@dssignment of
useful depreciable lives involves significant judgrs and the use of estimates. Property and eqoipane reviewed
for impairment periodically and whenever eventslmnges in circumstances indicate that the carnahge of an
asset may not be recoverable. The operationahiiés discussed in the Executive Overview sedclmove could
result in changes to the judgments and estimakesent in our property and equipment accountingtjres.

Insurance ReservedVe retain a significant portion of the risk forrauorkers’compensation, employee hee
insurance, general liability, property loss andautbile coverage. These costs are significant piiyndue to the
large employee base and number of stores. Prosgisimmade to this insurance liability on an uralisted basis
based on actual claim data and estimates of inglouenot reported claims developed by independetiaries
utilizing historical claim trends. If future claitrends deviate from recent historical patternspveg be required to
record additional expenses or expense reductiadmshveould be material to our future financial hesu

Contingent Liabilities — Income Taxe®/e are subject to routine income tax audits dkeatir periodically in
the normal course of business. We estimate ourrggerit income tax liabilities based on our assessimigprobable
income tax-related exposures and the anticipatitiésent of those exposures translating into adtutate liabilities.
The contingent liabilities are estimated basedath bistorical audit experiences with various statd federal taxing
authorities and our interpretation of current inedtax-related trends. The adoption of FIN 48 in
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fiscal 2007 is expected to have an impact on diimeases of contingent income tax liabilities. Ifrancome tax
contingent liability estimates prove to be inacteyéhe resulting adjustments could be materialtofuture financial
results.

Contingent Liabilities - Legal Matter§Ve are subject to legal, regulatory and other prdicgys and claims.
We establish reserves, if any, for these claimspodeedings based upon the probability and estiityatf losses
and to fairly present, in conjunction with the diistres of these matters in our financial statemantd SEC filings,
management’s view of our exposure. We review onthtey claims and proceedings with external couttsaksess
probability and estimates of loss. We re-evaltia@se assessments each quarter or as new andcsaignifformation
becomes available to determine whether a resenuddhe established or if any existing reserve khba adjusted.
The actual cost of resolving a claim or proceediliignately may be substantially different than #meount of the
recorded reserve. In addition, because it is eanssible under GAAP to establish a litigationeree until the loss i
both probable and estimable, in some cases therdenmsufficient time to establish a reserve ptiothe actual
incurrence of the loss (upon verdict and judgmential, for example, or in the case of a quickbgotiated
settlement). See Note 5 to the Condensed Consatidahancial Statements.

Lease Accountingrhe majority of our stores are subject to shontategases (usually with initial or primary
terms of 3 to 5 years) with multiple renewal optiavhen available. We also have stores subjeatitd-to-suit
arrangements with landlords, which typically caargrimary lease term of between 7 and 10 yearsmithiple
renewal options. Approximately half of our stor@vé provisions for contingent rentals based uppereentage of
defined sales volume. We recognize contingenatexpense when the achievement of specified saigsts is
considered probable. We recognize rent expensetiogderm of the lease. We record minimum rentpkase on a
straight-line basis over the base, reamcelable lease term commencing on the date ih&ike physical possessior
the property from the landlord, which normally imdés a period prior to store opening to make nacgésasehold
improvements and install store fixtures. Whenasgsdéecontains a predetermined fixed escalationeofrimimum rent,
we recognize the related rent expense on a stringhbasis and record the difference betweenghegnized rental
expense and the amounts payable under the leasdeased rent. We also receive tenant allowangbigh we recor(
in deferred incentive rent and amortize as a reolitd rent expense over the term of the lease.raffect as a
liability any difference between the calculated exge and the amounts actually paid. Improvemeriesaséd
properties are amortized over the shorter of fieeoli the applicable lease term or the estimatedulsife of the asset.
The operational initiatives discussed in the ExeeuDverview section above could result in chartgebe judgments
and estimates inherent in our lease accountingipesc

Impairment of Long-Lived AsseWhen indicators of impairment are present, we atalthe carrying value of
long-lived assets, other than goodwill, in relatiorihe operating performance and future undis@alinash flows or
the appraised values of the underlying assets.maieadjust the net book value of the underlyingtssisased upon
this cash flow analysis compared to the book vahg may also consider appraised values. Asséis tliisposed of
are adjusted to the fair value less the cost tafdeks than the book value. We also record
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impairment charges to reduce the carrying valugedfin of our stores’ assets as deemed necessary thegative
sales trends and cash flows. The operational fimiéis discussed in the Executive Overview sectlmova could result
in changes to the judgments and estimates inharentr accounting practices for long-lived assets.

Share-Based Paymen@ur share-based stock option awards are valued amdavidual grant basis using the
Black-Scholegverton closed form option pricing model. The apation of this valuation model involves assumpti
that are judgmental and highly sensitive in theiaabn of stock options, which affects compensatinpense related
to these options. These assumptions include thetteat the options are expected to be outstandimgstimate of the
volatility of our stock price, applicable intere@ates and the dividend yield of our stock. Othetdes involving
judgments that affect the expensing of s-based payments include estimated forfeiture raitebare-based awards.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

There have been no material changes to the disel®selating to this item from those set forth um nnual
Report on Form 10-K for the fiscal year ended Fabri, 2006.

ITEM 4. CONTROLS AND PROCEDURES

(a) Disclosure Controls and ProceduresNe maintain disclosure controls and procedurasdre designe
to ensure that information required to be disclasetie reports that we file or submit under thel8gies Exchange
Act of 1934, as amended (the “Exchange Act”), ®rded, processed, summarized and reported whikitirne
periods specified in the Securities and Exchangar@igsion’s rules and forms, and that this inforomis
accumulated and communicated to our managemehiding our Chief Executive Officer and Chief Finalc
Officer, as appropriate, to allow timely decisioagarding required disclosure. Our managementezhout an
evaluation, under the supervision and with theigg#tion of our Chief Executive Officer and Chlghancial Officer
of the effectiveness of our disclosure controls pratedures, as that term is defined in Exchangdréite 13a-15(e),
as of August 4, 2006. Based on this evaluatiaaGhief Executive Officer and the Chief Financidli€zr each
concluded that our disclosure controls and procesiuere effective as of August 4, 2006.

(b) Changes in Internal Control Over Financial Repogin There have been no changes in our internal
control over financial reporting (as defined in Bange Act Rule 13a-15(f)) identified in connectwoith the
evaluation of our internal control over financiaporting as required by Exchange Act Rule 13a-1t@)occurred
during the quarter ended August 4, 2006 that haatemally affected, or are reasonably likely to emelly affect, our
internal control over financial reporting.
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PART II—OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

The information contained in Note 5 to the ConddrSensolidated Financial Statements under the hgadi
“Legal proceedings” contained in Part |, Item ltloé Form 10-Q is incorporated herein by this refee.

ITEM 1A. RISK FACTORS
Forward-Looking Statements / Risk Factors

Certain of the discussions in this report and endbcuments incorporated by reference into thisrtapay
express or imply projections of revenues or exgenes; plans and objectives for future operatignswth or
initiatives (such as expectations regarding owafi2006 new store growth, implementation of oustere project, ot
advertising and merchandising plans, the expectkddd inventory and our plans with respect to piadissortment
and inventory levels, and other potential initiaBwdiscussed in the “Results of Operations — Exec@verview”
section in Part I, ltem 2 above); expected futw@nemic performance; the expected outcome or impigeénding or
threatened litigation; our effective tax rate aine &nticipated renewal of federal jobs tax creditshe anticipated
levels of borrowings under our amended credit itgcdnd the expected use of those funds. Theseiamthr
statements regarding events or results which weatxpill or may occur in the future are forward-aug statements
concerning matters that involve risks, uncertaméad other factors that may cause our actual ipeaiace to differ
materially from that expressed or implied by thetsgements. Readers should evaluate all forwankifg
information in the context of these risks, uncetias and other factors. In addition, the wordditwe,” “anticipate,”
“project,” “plan,” “expect,” “estimate,” “objectivé “forecast,” “goal, will likely resut,” or “will continue”
and similar expressions generally identify forwévdking statements.

intend,

We believe the assumptions underlying our forwaxking statements are reasonable; however, arheof t
assumptions could be inaccurate, and thereforealetsults may differ materially from those theg projected.
Factors and risks that may cause actual resuttgfes from this forward-looking information incfle, but are not
limited to, those listed below, as well as othetdas discussed throughout this document, includmtipout
limitation, the factors described under “Criticad@unting Policies and Estimates” in Part I, Ite@b®ve or, from
time to time, in our SEC filings, press releases @mer communications. These factors and risksadadentify all
risks that we face because our business operatand also be affected by additional factors thmatreot presently
known to us or that we currently consider to be atenial to our operations. If any of these ideatfor unidentified
risk factors occur, our business, results of ojpanator financial condition could be materially adsely affected, the
trading price of our securities could decline, angstors might lose all or part of their investmen
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Except with respect to the enhanced disclosurasimglto the risk to store growth and sales thatld/be
presented if we were to close a material numbstasts, the risk of failing to achieve an accegtabturn on
investment in connection with our strategic andrapeg initiatives and the risks associated with iogreased
property insurance deductibles, as well as thetiaddl disclosure regarding the risks associatet exceeding our
anticipated borrowings under our amended credilitigdhere have been no significant changes #ortbk factors set
forth in Part I, Item 1A of our Annual Report onrRo10-K for the fiscal year ended February 3, 2@36modified by
the disclosure contained in Part I, ltem 1A of Quarterly Report on Form 10-Q for the fiscal geagnded May 5,
2006.

We caution readers not to place undue relianceoowdrd-ooking statements made in this document, sinc
statements speak only as of the document’s dagshawe no obligation, and do not intend, to puplighdate or
revise any of these forward-looking statement®flect events or circumstances occurring afterdate of this
document or to reflect the occurrence of unantitgpaevents. We advise readers, however, to coasylturther
disclosures we may make on related subjects idabaments we file with or furnish to the SEC ooum other public
disclosures.

Investors should also be aware that while we donftime to time, communicate with securities anslysd
others, it is against our policy to selectivelyattise to them any material nonpublic informatiorotirer confidential
commercial information. Shareholders should nota&sthat we agree with any statement or reporeésdy any
analyst regardless of the content of the statewrar@port, as we also have a policy against comfignmformation
issued by others. Thus, to the extent that repgstsed by securities analysts contain any finameigections,
forecasts or opinions, such reports are not oynoresibility.

Our profitability is affected by the mix of merckige that we sell.In recent years, the percentage of our sale:
of highly consumable products to total sales haseesed, and the percentage of our sales of séasomee products
and basic clothing merchandise to total sales basedsed. The highly consumable category typiealbpunts for th
lowest gross profit rate. Our gross profit marguld decrease if the percentage of highly consileaioducts we
sell continues to increase or if customers shétrtipending to lower margin items.

Our financial performance is highly sensitive t@obes in overall economic conditions that may impac
consumer spending and our costs of doing busindsgeneral slowdown in the United States economysing
personal debt levels may adversely affect the spgraf our consumers, which would likely resuli@anver net sales
than expected on a quarterly or annual basis. &uoanconditions affecting disposable consumer inepsuich as
employment levels, business conditions, fuel aretgyncosts, inflation, interest rates, and taxsateuld also
adversely affect our business by reducing conswmending, causing consumers to reduce or conselidatnumber
of shopping trips they make or causing consumesitd their spending to other products. We mightunable to
anticipate these buying patterns and implementaggate inventory strategies, which would adversdfgct our sale
and gross profit performance. In addition, corgishincreases in fuel and energy costs would inereas
transportation costs and overall cost of doingimess and could adversely affect our financial statés as a whole.
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The inability to execute strategic and operatinigjatives or to achieve an acceptable return onséno
investments could negatively affect our future apeg and financial resultsWe are involved in a significant number
of strategic and operating initiatives that hawee pbtential to be disruptive in the short termhéyt are not
implemented effectively. Ineffective implementatior execution of some or all of these initiaticesild also
negatively impact our future financial resultswi are unsuccessful in achieving an acceptablenretuinvestment,
could have a material adverse effect on our busiaed results of our operations. Please referdrecdiscussion of tt
initiatives in the “Results of Operations — ExeeatOverview” section in Part |, ltem 2 above.

Because our business is moderately seasonal, methighest portion of sales occurring during thertb
guarter, adverse events during the fourth quartauld materially affect our financial statementsaaghole. We
realize a significant portion of our net sales aatlincome during the Christmas selling seasoharfaurth quarter.

In anticipation of this holiday, we purchase sahsal amounts of seasonal inventory and hire ntamyporary
employees. A seasonal merchandise inventory imbalaould result if for any reason our net salesduhe
Christmas selling season were to fall below sedswrans. If such an imbalance were to occur, nmeagkdowns tha
anticipated might be required to minimize the inalpale. Our profitability and operating results coogdadversely
affected by unanticipated markdowns and by lowantanticipated sales. Lower than anticipated saltdse
Christmas selling season would also negatively ahpar ability to leverage the increased labor £ost

Competition in the retail industry could limit ogrowth opportunities and reduce our profitabilitWe
operate in the discount retail merchandise busjndsish is highly competitive. We compete for amstrs,
merchandise, real estate, locations and employBeis. competitive environment subjects us to vasiosks, includin
the risk that we will be unable to continue ourstand sales growth, the risk that we will be uadblprovide
attractive merchandise to our customers at atiragtiices that allow us to maintain our profitaigiliand the risk of
reduced profitability because of the lower pricas]l thus the lower margins, required to maintamcompetitive
position. We compete with discount stores and witimy other retailers, including mass merchandjssgery, drug,
convenience, variety and other specialty stordsesé& other retail companies operate stores in e areas whel
we operate. Our direct competitors in the doltaresretail category include, without limitatiorarfily Dollar, Dollar
Tree, Fred’s, and various local, independent opesatCompetitors from other retail categoriesudel Wal-Mart and
Walgreens, among others. Some of our competitilizeuaggressive promotional activities, advertisprograms,
and pricing discounts and our results of operatmmdd be adversely affected if we do not respdfetavely to these
efforts.

The discount retail merchandise business is sutjestcess capacity, and some of our competit@ snarch
larger and have substantially greater resourcesweado. The competition for customers has infestkin recent
years as larger competitors, such as Watft, have moved into, or increased their presémoeur geographic marke
We remain vulnerable to the marketing power aigth level of consumer recognition of these major
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national discount chains and to the risk that tledsens or others could venture into the “dollarat industry in a
significant way. Generally, we expect an incraassompetition.

Our financial performance could be adversely a#dat our merchandising, marketing and advertising
programs are not as effective as management aategpor if the cost of those efforts materiallyesats
management’s estimatedNe periodically undertake new programs and refiistiag programs to increase our net
sales and customer base. We may be adversely iatbthese merchandising, marketing and advegdipnograms
fail to attract additional customers into our sgooe if the merchandising programs we implemeninateas effective
as planned. We have historically engaged in lichgdvertising and marketing efforts, and in 200&eatising
expenses were less than 1% of sales. As partrohibiatives to improve net sales, we may exeeutariety of new
marketing, promotional and/or advertising strategid these initiatives are not effective in proohg sufficient
additional sales, or if the cost of these prograrteeds management’s estimates, our financial ppeaface could be
adversely affected.

Natural disasters, pandemic outbreaks, unusuallyease weather conditions or boycotts could advgratec
our net sales or financial condition and supply ichefficiency. Unusually adverse weather conditions, natural
disasters, pandemic outbreaks, boycotts or simitauptions, especially during the peak Christrnedling season, but
also at other times, could significantly reduce oeir sales or adversely affect our financial coodit These types of
events could also result in physical damage tooomeore of our properties, the temporary or permanksure of on
or more stores or distribution centers or the tenrayolack of an adequate work force in a markataddition, these
disruptions could also adversely affect our sumplgin efficiency and make it more difficult for tesobtain sufficient
guantities of merchandise from our suppliers.

Existing military efforts and the possibility of mend acts of terrorism could disrupt our infornati or
distribution systems or increase our costs of ddinginessExisting U.S. military efforts, as well as the itvement
of the United States in other military engagememts significant act of terrorism on U.S. soiletsewhere, could
adversely impact us by, among other things, digngpdur information or distribution systems; cagsdramatic
increases in fuel prices thereby increasing thésaafsdoing business; or impeding the flow to usgborts or
domestic products.

Our business is dependent on our ability to ob&dtractive pricing and other terms from our vendorgve
believe that we have generally good relations withvendors and that we are generally able to olatéractive
pricing and other terms from vendors. However,affail to maintain good relations with our vendave, may not be
able to obtain attractive pricing with the conseteethat our net sales or profit margins woulddskiced. Also,
prolonged or repeated price increases of certammmaterials could affect our vendors’ product castd, ultimately,
our profitability. Our ability to pass on incremahpricing changes may be limited due to operatiand competitive
factors, which could negatively affect our profitda and sales.
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We are dependent upon the smooth functioning oflistnibution network, the capacity of our DCs, ahd
timely receipt of inventory We rely upon the ability to replenish depletedentory through deliveries to our DCs
from vendors and from the DCs to our stores byousrimeans of transportation, including shipmentaihysea and
truck. Labor shortages in the transportation ingusbuld negatively affect transportation costsadilition, long-term
disruptions to the national and international tpeomgation infrastructure that lead to delays oefiniptions of service
would adversely affect our business. We also raag flifficulty in obtaining needed inventory fromroendors
because of interruptions in production, adversetheaconditions, outbreaks of pandemics, foreigderrestrictions
or government regulations, geo-political eventhsag civil unrest in a country in which our supgdiare located, or
for other reasons, which would adversely affectsales. Moreover, if we were unable to achievetianality of new
DCs in the time frame expected, our ability to agkithe expected growth could be inhibited.

Construction and expansion projects relating tol@@s entail risks which could cause delays and cost
overruns, such as: shortages of materials; shartaigekilled labor or work stoppages; unforesearstroction,
scheduling, engineering, environmental or geoldgiocablems; weather interference; fires or othexuadty losses; ar
unanticipated cost increases. The completion datdsiltimate costs of these projects could dgfgnificantly from
initial expectations due to construction-relateatbrer reasons. We cannot guarantee that anycpreik be
completed on time or within established budgets.

Our success depends to a significant extent upealbilities of our senior management team and the
performance of our employe. The loss of services of key members of our sem@mnagement team or of certain o
key employees could negatively affect our busind3se risk of key employee turnover intensifieaageater number
of public corporations locate in the vicinity ofrdueadquarters. In addition, future performancé adgpend upon our
ability to attract, retain and motivate qualifieti@oyees to keep pace with our expansion sched@bkeinability to do
so may limit our ability to effectively penetratew market areas. Also, our stores are decentratimddare managed
through a network of geographically dispersed manmant personnel. Our inability to effectively aafticiently
operate our stores and distribution centers, inctuthe ability to control losses resulting fronvémtory and cash
shrinkage, may negatively impact our sales andseraiting margins.

Our growth will be impeded, which would adversdfget sales, if we cannot open new stores on sébeoluif
we close a material number of storg3ur growth is dependent on both increases in salesisting stores and the
ability to open new stores. Delays in store opesimgan inability for other reasons to open staeand when
planned, or a material number of store closingsdcadversely affect our operations by slowing néwesgrowth,
which in turn could reduce our revenue growth. @hitity to timely open new stores and to exparid additional
market areas depends in part on the following factbe availability of attractive store locatiotise ability to
negotiate favorable lease terms; the ability te laind train new personnel, especially store masatiex ability to
identify customer demand in different geograph&aar general economic conditions; and the avaikalbil sufficient
funds for expansion. Many of these factors are bdyaur control. In addition, we may not anticipatie
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of the challenges imposed by the expansion of parations and, as a result, may not meet our &fgebpening ne
stores or expanding profitably.

The efficient operation of our business is headgdpendent on our information systemWge depend on a
variety of information technology systems for tiieceent functioning of our business. We rely cgrtain software
vendors to maintain and periodically upgrade mdmy@se systems so that they can continue to stippobusiness.

The software programs supporting many of our syst&ere licensed to us by independent softwareloeses. The
inability of these developers or us to continuen&intain and upgrade these information systemsafidare
programs would disrupt or reduce the efficiencypwf operations if we were unable to convert toralige systems in
an efficient and timely manner. In addition, caatsl potential problems and interruptions associatddthe
implementation of new or upgraded systems and tdobg or with maintenance or adequate support stiex
systems could also disrupt or reduce the efficiasfayur operations. We also rely heavily on ouoimfiation
technology staff. If we cannot meet our staffirgpds in this area, we may not be able to fulfil mehnology
initiatives while continuing to provide maintenaraeexisting systems.

Our cost of doing business could increase as altre$ehanges in federal, state or local regulason
Unanticipated changes in the federal or statermim wage or living wage requirements or changesher wage or
workplace regulations could adversely affect oulitsglio meet financial targets. In addition, clyas in federal, state
or local regulations governing the sale of our picid, particularly “over-the-counter” medicationshealth products,
could increase our cost of doing business and caaNérsely affect our sales results. Also, ourilitgthto comply with
these regulatory changes in a timely fashion @dequately execute a required recall could reswdignificant fines

or penalties that could affect our financial stadets as a whole.

Unanticipated increases in insurance costs or kgserience could negatively impact profitabilityrhe costs
of some insurance (workers’ compensation insurageeeral liability insurance, health insurance praperty
insurance) and loss experience have risen in rgeams. Higher than expected increases in thess cpsther
insurance costs or unexpected escalations in sarrlies could have an unanticipated negative ingracur
profitability. In addition, to mitigate the increas in property insurance premiums resulting frecngased hurricane
activity in recent years, we substantially increbtee deductibles under our property insurancecigsli Although we
continue to maintain property insurance for catgtic events, we are effectively self-insured tmskes up to the
amount of our deductibles. If we experience atgraaumber of these losses than we anticipatepiitability could
be adversely impacted.

We are subiject to certain legal proceedings thay mdversely affect our financial statements as alethWe
are involved in a number of legal proceedings, Winclude, for instance, consumer, employment,dod other
litigation. Certain of these lawsuits, if decidsdiversely to us or settled, may result in liapifitaterial to our
financial statements as a whole or may negativelyaict our operating results if changes to the aperaf our
business are required. Please see Note 5 to th@e@sed Consolidated Financial Statements includPdrt I, Item
above for further details regarding certain of hpending matters.
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We may be unable to rely on liability indemnitiégeg by foreign vendors which could adversely afbec
financial statements as a whoWe import approximately 12% of our merchandise gliyb Sources of supply may
prove to be unreliable, or the quality of the glibbaourced products may vary from our expectatio@sir ability to
obtain sufficient indemnification from the manufa@rs of these products may be hindered by the faaters’ lack
of understanding of U.S. product liability or othaws, which may make it more likely that we mayrégquired to
respond to claims or complaints from customer$ a® iwere the manufacturer of the products. Antheke
circumstances could have a material adverse afeour business and financial statements as a whole

We are subiject to interest rate risk which coulgaet profitability. We are subject to market risk from
exposure to changes in interest rates based dimauacing, investing and cash management activiGésnges in
interest rates could have an unanticipated negatipact on our profitability.

Our profitability could decline if we substantiakyxceed our anticipated borrowings under our amenatedit
facility. The amount of borrowings under our amended craditify may fluctuate materially, particularly givehe
seasonality of our business, depending on variact®ffs, including the time of year, our need touregmerchandise
inventory, changes to our merchandising plans amidtives, changes to our capital expenditure plamd the
occurrence of other events or transactions thatnegyire funding through the amended credit facilitthese
borrowings under our amended credit facility exceedanticipated levels, our interest expense wodcease beyor
our expectations and a decrease in our profitglmbuld result.

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

The following table contains information regardmpgrchases of our common stock made during the euart
ended August 4, 2006 by or on behalf of the Commargny “affiliated purchaser,” as defined by Ru#-18(a)(3) o
the Securities Exchange Act of 1934:

Maximum
Total Number Number of Shares
of Shares Purchased as that May Yet Be
Total Number Average Part of Publicly Purchased Under
of Shares Price Paid Announced Plans or the Plans or
Period Purchased (a) per Share Programs Programs
05/06/06-05/31/06 - - - -
06/01/06-06/30/06 974 $16.1( - -
07/01/06-08/04/06 604 $13.1¢ - -
Total 1,57¢ $14.97 - -

(@) Includes 1,313 shares purchased in open magkestactions in satisfaction of our obligationslemcertain employee benefit plans and
shares accepted in lieu of cash to pay employekatailities upon lapse of restrictions on reseitistock.
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ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

Our Annual Shareholders’ Meeting was held on May28D6. Proxies for that meeting were solicited in
accordance with Regulation 14A of the Exchange Alere was no solicitation in opposition to managetis
nominees and each of those nominees was electeivie a one-year term. The voting results on eattemat the
meeting are set forth below:

(@) Proposal 1—Election of Directors

For Withhold Authority
David L. Beré 267,523,185 16,698,44.
Dennis C. Bottorff 271,563,618 12,658,01!
Barbara L. Bowles 279,879,210 4,342,42.
Reginald D. Dickson 267,005,366 17,216,26
E. Gordon Gee 261,592,336 22,629,29:
Barbara M. Knuckles 279,396,499 4,825,13:
David A. Perdue 278,352,402 5,869,23:
J. Neal Purcell 279,916,260 4,305,37.
James D. Robbins 279,957,234 4,264,39!
David M. Wilds 270,768,426 13,453,20

(b) Proposal 2—Approval of Amendments to the Dollar Gearal Corporation 1998 Stock Incentive
Plan regarding annual grant limits and the performance criteria which can be used in connection with
performance-based awards

For Against Abstain
257,161,180 24,763,644 2,296,805

(c) Proposal 3—Ratification of the Appointment of Ernst& Young LLP as Independent Auditors

For Against Abstain
281,615,859 513,006 2,092,766

ITEM 6. EXHIBITS

See the Exhibit Index immediately following thersadure page, which Exhibit Index is incorporated by
reference as if fully set forth herein.
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the Registrant has duly causedaiport
to be signed on its behalf by the undersigned theoeduly authorized, both on behalf of the Regrstiand in his
capacity as principal financial and accountingaafiof the Registrant.

DOLLAR GENERAL CORPORATION

Date: August 31, 2006 By: /s/ David M. Tehle
David M. Tehle
Executive Vice President and Chief Financial Office
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EXHIBIT INDEX

10.1 Dollar General Corporation 1998 Stock Inogn®lan (As Amended and Restated effective as ¢f 31a
2006) (incorporated by reference to our CurrentdRepn Form 8-K dated May 31, 2006, filed June@&).

10.2 Second Amended and Restated Revolving Chgt#gement, dated as of June 28, 2006, by and amoligr
General Corporation, the lenders from time to tpadies thereto, SunTrust Bank, Bank of America.|N.
Keybank National Association, Regions Bank and B&hk National Association (incorporated by refeeen
to our Current Report on Form 8-K dated June 28626led July 3, 2006).

10.3 Form of Restricted Stock Unit Award Agreemamdl Election Forms in connection with restrictextk unit
grants made to outside directors pursuant to tHaDGeneral Corporation 1998 Stock Incentive Plan.

31 Certifications of CEO and CFO under ExchangeRde 13a-14(a).

32 Certifications of CEO and CFO under 18 U.S.&0
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«NAME_FIRST» «<NAME_LAST»
«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 11@@8 Sicentive Plan, as amended to date (the “Blamt
are subject to all the restrictions, conditions afiter terms contained in that Plan (see the eadl®ospectus and Prospe
Supplement(s) for a summary of the Plan). Each R&desents the right to receive one share of D@8kneral common sto
(or equivalent cash payment at the sole discretfdhe Compensation Committee) on the Payment Date.

Important Tax Law Changes: Due to tax law changes enacted in the Americés Creation Act of 2004 and applicable to
the Plan effective January 1, 2005, new rules ¢oathin Section 409A of the Internal Revenue CoteG") apply to the
payment of RSUs. These new rules apply to RSUsatleaunvested as of, or granted after, Decembe2®M4. Please refer to
the Prospectus Supplement dated May 24, 2005 foe mformation.

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, DisghilitNormal 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 theUdSuntil you have ceased to be a Board mer
Your payment will be made in shares of Dollar Gaheommon stock (other than fractional shares, Wwkidl be paid in cash
or in cash or part shares and part cash at theogppien of the Compensation Committee. Subjech Rlans election timin
rules:

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

« You also may choose the timing of your lump sumnpamt or first payment installment from 3 optionk) és soon ¢
practicable after you cease to be a Board memhbjest to a 6-month delay if you are a “key empksyp(2) on the firs
day of the calendar month beginning more than 6thsoafter you cease to be a Board member; or (Ihenfirs
anniversary of the date on which you cease to Beasd 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 fromolr 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, 2006, if earlier) on a Payment Election Foddowever, in no event may your Initial Payment Blats made within 30 da
after your first RSU grant cause payments to beawadtér 2006 if they would otherwise be paid in @0@der the Plas’ Defaul
Payment Provisions or to be made in 2006 if thewldotherwise be paid after 2006 under the Rldbefault Payme
Provisions. If properly completed and timely filga@hur Payment Election Form will become effectiy@on receipt by the Sto
Services Administrator. In the event you do ndirmfatively choose your elections or follow the pes procedures 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 Eleas” will be either (1) those which you elected withid 8ays after you we
first granted RSUs, (2) those in place on December 315 20you made payment elections on or before Dessy 31, 2005) «
(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 fir
granted RSUs), you may make changes to your Iifggiment Elections as long as:

(@) you make the changes no later than 1 full yearreefour service as an Outside Director terminates;

(b) the changes do not have the effect of acceler#imgime or schedule of payment (e.g., you maychange fror
installments to a lump sum; and you may not eleetccelerate time of payment); and

(c) the changes defer the first payment for at leagedrs from the previously selected payment dateefetxfol
elections to change the time or form of paymentratatted to death or disability).

Election Procedure: Your payment elections must be in writing (séadted Payment Election Form) and delivered toK
Services Administrator, 100 Mission Ridge, Goodldtte, TN 37072.

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

Beneficiary Designation: You may also designate a beneficiary to recetuar payments in the event of your death at any
by completing and delivering a Beneficiary DesigoatForm to Stock Services Administrator. If you kmano beneficiar
designation, your payments will be made to youatestpon 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.
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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 with respect to:

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

Please note that your elections will apply to all foyour RSUs (whether previously awarded, currentlyawarded or to be
awarded in the future), and that failure to file ary election means you have elected the Plan DefaBayment Provisions

VERY IMPORTANT: IF YOU PREVIOUSLY RECEIVED RSU GRANTS FROM DOLLAR
GENERAL, YOU ARE ONLY PERMITTED TO MAKE AMENDED ELE CTIONS .

Initial Elections: You may make or change your payment electionsngttime within the 30 day period after you fiest
granted RSUs (or by December 31, 2006, if earbgrrompleting another Payment Election Form andrsttimg it to the Stoc
Services Administrator, 100 Mission Ridge, Goodbatte, TN 37072. However, in no event may yolitidt payment electior
made within 30 days after your first RSU grant eapayments to be made after 2006 if they wouldretise be paid in 20(
under the Plan’s Default Payment Provisions ordartade in 2006 if they would otherwise be paidra?@06 under the Plag’
Default Payment Provisions. If properly completed dimely filed, your Payment Election Form will dmme effective upc
receipt by the Stock Services Administrator.

Amended Elections: After your initial election period, you may changour payment elections only if: (a) the new ttecis
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 tangplisum; 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 disabilit{f) properly completed ar
timely filed, an election change will supersede amipr elections made by you immediately upon neceif your Paymel
Election Form by the Stock Services Administratoless your service as a director terminates witlZirmonths of the receipt
your changes. In that case, your elections areiders] to be (1) those reflected on the last Payr&ésction Form proper
completed and timely received by the Stock Serviministrator more than 12 months prior to youwgee termination date
(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: Chooseone of the following:
[ 1 Lump Sum Distribution

[ 1 Annual Installmentgif you choose this option, indicate below the nambf annual installments
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

[ 1 Assoon as practicable after my ServicenTieation Date (subject to a 6-month delay if yoa ar
“key employee”);

[ 1 Onthe first day of the calendar month megig more than 6 months after my Service Termamati
Date

[ ] Onthe first anniversary of my Service Temation Date

Date

Signature




OUTSIDE DIRECTOR RESTRICTED UNIT AWARD
BENEFICIARY DESIGNATION FORM

Instructions: If you have not designated a beneficiary for y@urtside Director Restricted Unit Awards (“RSU®R if yoL
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 Designatiamrf 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 na
designate a beneficiary, payments will be madeoto pstate):

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

Date

Signature



CERTIFICATIONS

I, David A. Perdue, certify that:

1.

2.

5.

| have reviewed this quarterly report on Foi®aQL of Dollar General Corporation;

Based on my knowledge, this report does not cordgain untrue statement of a material fact or omistate
material fact necessary to make the statements,madight of the circumstances under which sucteshent
were made, not misleading with respect to the pesmvered by this report;

Based on my knowledge, the financial statementd,aher financial information included in this repdairly
present in all material respects the financial doa results of operations and cash flows of thgistrant as ¢
and for, the periods presented in this report;

The registrant’ other certifying officer(s) and | are responsifide establishing and maintaining disclos
controls and procedures (as defined in ExchangeRAbes 13a-15(e) and 13db(e)) and internal control o\
financial reporting (as defined in Exchange Actéaul3a-15(f) and 15d-15(f)) for the registrant bhade:

(a) Designed such disclosure controls and proesgur caused such disclosure controls and proes
to be designed under our supervision, to ensure rfaerial information relating to the registri
including its consolidated subsidiaries, is madevim to us by others within those entities, particky
during the period in which this report is beinggaeed;

(b) Designed such internal control over financearting, or caused such internal control overriaial
reporting to be designed under our supervisioprtwvide reasonable assurance regarding the redtje
of financial reporting and the preparation of fineh statements for external purposes in accordaiiity
generally accepted accounting principles;

(c) Evaluated the effectiveness of the registsadisclosure controls and procedures and presamtadt
report our conclusions about the effectivenesdiefdisclosure controls and procedures, as of tHeol
the period covered by this report based on sucluatian; and

(d) Disclosed in this report any change in theistegnt’s internal control over financial reporting t
occurred during the registrant's most recent fispadrter (the registrargt’fourth fiscal quarter in the ce
of an annual report) that has materially affected,is reasonably likely to materially affect,
registrant’s internal control over financial repog; and

The registrang’ other certifying officer(s) and | have disclosbdsed on our most recent evaluation of inte
control over financial reporting, to the registrarduditors and the audit committee of the regigtsaboard c
directors (or persons performing the equivalentfioms):

(a) All significant deficiencies and material weakses in the design or operation of internal cbotrer
financial reporting which are reasonably likely




to adversely affect the registrantibility to record, process, summarize and refimaincial information
and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who hs
significant role in the registrant’s internal catover financial reporting.

Date: August 31, 2006 /s/ David A. Perdue

David A. Perdue
Chief Executive Officer

I, David M. Tehle, certify that:

1.

2.

| have reviewed this quarterly report on Form 1@f@ollar General Corporation;

Based on my knowledge, this report does not cordgain untrue statement of a material fact or omistate
material fact necessary to make the statements,madight of the circumstances under which sucteshent
were made, not misleading with respect to the pesmvered by this report;

Based on my knowledge, the financial statementd,aher financial information included in this repdairly
present in all material respects the financial doa results of operations and cash flows of thgistrant as ¢
and for, the periods presented in this report;

The registrant’ other certifying officer(s) and | are responsifide establishing and maintaining disclos
controls and procedures (as defined in ExchangeRAbes 13a-15(e) and 13db(e)) and internal control o\
financial reporting (as defined in Exchange Actéaul3a-15(f) and 15d-15(f)) for the registrant hade:

(a) Designed such disclosure controls and proesjur caused such disclosure controls and proes
to be designed under our supervision, to ensure riaerial information relating to the registri
including its consolidated subsidiaries, is madevikm to us by others within those entities, particky
during the period in which this report is beinggaeed;

(b) Designed such internal control over financearting, or caused such internal control overriaial
reporting to be designed under our supervisioprtwvide reasonable assurance regarding the redtje
of financial reporting and the preparation of fineh statements for external purposes in accorduiiity
generally accepted accounting principles;

(c) Evaluated the effectiveness of the registsadisclosure controls and procedures and presamtadt
report our conclusions about the effectivenessefdisclosure controls and procedures, as of tbeot
the period covered by this report based on sucluatian; and

(d) Disclosed in this report any change in theistegnt’s internal control over financial reporting t
occurred during the registrant's most recent fisgadrter




(the registrans fourth fiscal quarter in the case of an annupbrg that has materially affected, o
reasonably likely to materially affect, the registr's internal control over financial reporting;dan

5. The registrang’ other certifying officer(s) and | have disclosbdsed on our most recent evaluation of inte
control over financial reporting, to the registrarduditors and the audit committee of the regigtsaboard c
directors (or persons performing the equivalentfioms):

(a) All significant deficiencies and material weakses in the design or operation of internal cbotrer
financial reporting which are reasonably likely adversely affect the registrastability to recorc
process, summarize and report financial informatond

(b) Any fraud, whether or not material, that invedvmanagement or other employees who hs
significant role in the registrant’s internal catover financial reporting.

Date: August 31, 2006 /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$dkhowledge the Quarterly Report on FormQ@er the fiscal quart
ended August 4, 2006 of Dollar General Corporatithe “Company”)filed with the Securities and Exchat
Commission on the date hereof fully complies witle requirements of section 13(a) or 15(d) of theu8ges
Exchange Act of 1934 and that the information co@d in such report fairly presents, in all materespects, tr
financial condition and results of operations & @ompany.

/s/ David A. Perdue

Name: David A. Perdue
Title: Chief Executive Officer
Date: August 31, 2006

/s/ David M. Tehle

Name: David M. Tehle
Title: Chief Financial Officer
Date: August 31, 2006




