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

FORM 10-Q

QUARTERLY REPORT
PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended May 5, 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 (LR.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 codg615) 8554000

Indicate by check mark whether the Registrant:héls 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 Registra
was required to file such reports), and (2) hastsedject to such filing requirements for the @stays. Yes [X] No

[]

Indicate by check mark whether the Registrantiésge accelerated filer, an accelerated filer, noa-
accelerated filer. See definition of “acceleratiégt fand large accelerated filer” in Rule 12b-2loé Exchange Act.

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

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

The number of shares of common stock outstandingayn26, 2006, was 311,756,653.




ITEM 1.

PART |—FINANCIAL INFORMATION

FINANCIAL STATEMENTS

DOLLAR GENERAL CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

(In thousands)

May 5, February 3,
2006 2006
ASSETS (Unaudited)
Current assets:
Cash and cash equivalents $ 71,876 $ 200,609
Short-term investments 18,825 8,850
Merchandise inventories 1,636,118 1,474,414
Deferred income taxes 2,367 11,912
Prepaid expenses and other current assets 79,569 67,140
Total current assets 1,808,755 1,762,925
Net property and equipment 1,212,386 1,192,172
Other assets, net 42,326 37,090
Total assets $ 3,063,467 $ 2,992,187
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:
Current portion of long-term obligations $ 8,800 $ 8,785
Accounts payable 569,447 508,386
Accrued expenses and other 379,218 372,920
Income taxes payable 22,027 43,706
Total current liabilities 979,492 933,797
Long-term obligations 333,471 269,962
Deferred income taxes 63,690 67,633
Shareholders’ equity:
Preferred stock - -
Common stock 155,859 157,840
Additional paid-in capital 470,878 462,383
Retained earnings 1,060,427 1,106,165
Accumulated other comprehensive loss (740) (794)
Other shareholders’ equity 390 (4,799
Total shareholders’ equity 1,686,814 1,720,795
Total liabilities and shareholders’ equity $ 3,063,467 $ 2,992,187

See notes to condensed consolidated financialme&tss.




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

For the 13 weeks ended

May 5, April 29,
2006 2005

Net sales $ 2,151,387 $ 1,977,829
Cost of goods sold 1,567,113 1,414,480
Gross profit 584,274 563,349
Selling, general and administrative 502,989 456,428
Operating profit 81,285 106,921
Interest income (2,450 (2,616,
Interest expense 7,247 5,968
Income before income taxes 76,488 103,569
Income taxes 28,818 38,669
Net income $ 47,670 $ 64,900
Earnings per share:

Basic $ 0.15 $ 0.20

Diluted $ 0.15 $ 0.20
Weighted average shares outstanding:

Basic 313,997 328,208

Diluted 315,233 331,218
Dividends per share $ 0.05 $ 0.04

See notes to condensed consolidated financialms&ates.




DOLLAR GENERAL CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
(In thousands)

For the 13 weeks ended

May 5, April 29,
2006 2005
Cash flows from operating activities:
Net income 47,670 64,900
Adjustments to reconcile net income to net cashigea by
(used in) operating activities:
Depreciation and amortization 48,778 44,006
Deferred income taxes 5,602 3,340
Tax benefit from stock option exercises (1,461 2,967
Change in operating assets and liabilities:
Merchandise inventories (161,704 (89,444
Prepaid expenses and other current assets (12,429 (5,464,
Accounts payable 69,467 60,526
Accrued expenses and other 6,118 (10,824
Income taxes (20,236 (15,086
Other 2,079 199
Net cash provided by (used in) operating activities (16,116 55,120
Cash flows from investing activities:
Purchases of property and equipment (77,102 (65,061
Purchases of short-term investments (10,476 (21,250
Sales of short-term investments 6,000 64,175
Purchases of long-term investments (10,809 -
Proceeds from sale of property and equipment 303 122
Net cash used in investing activities (92,084 (22,014
Cash flows from financing activities:
Borrowings under revolving credit facilities 116,500 -
Repayments of borrowings under revolving creditlitées (51,500 -
Repayments of long-term obligations (2,364, (4,722
Payment of cash dividends (15,686 (13,145
Proceeds from exercise of stock options 10,934 13,494
Repurchases of common stock (79,947 (25,062
Tax benefit from stock option exercises 1,461 -
Other financing activities 69 22
Net cash used in financing activities (20,533 (29,413
Net increase (decrease) in cash and cash equisalent (128,733 3,693
Cash and cash equivalents, beginning of period 200,609 232,830
Cash and cash equivalents, end of period 71,876 236,523
Supplemental schedule of noncash investing andding activities:
Purchases of property and equipment awaiting psicggor payment,
included in Accounts payable 16,344 2,810
Purchases of property and equipment under capaskl obligations 877 578

See notes to condensed consolidated financialre&tes.




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

1. Basis of presentation and accounting policie
Basis of presentation

The accompanying unaudited condensed consolidaiadcial statements of Dollar General Corporatiod s
subsidiaries (the “Company”) have been preparedtaordance with accounting principles generallyepted in the
United States of America (“GAAP”) for interim finaral information and are presented in accordantke the
requirements of Form 10-Q and Rule 10-01 of Reguia®-X. Such financial statements consequentlgatanclude
all of the disclosures normally required by GAARImwse normally made in the Company’s Annual Reporform 10-
K. Accordingly, the reader of this Quarterly Repmm Form 10-Q should refer to the Company’s AnrRgbort on
Form 10-K for the year ended February 3, 2006 foiteonal information.

The accompanying unaudited condensed consolidaadcial statements have been prepared in accadanc
with the Company’s customary accounting practidesnanagement’s opinion, all adjustments (whiah@fra normal
recurring nature) necessary for a fair presentagfdhe consolidated financial position and resafteperations for the
13-week periods ended May 5, 2006 and April 295208ve been made.

Certain prior amounts have been reclassified tdoronto the current period presentation. Ongoistingates o
inventory shrinkage and initial markups and markdsware included in the interim cost of goods salddation.
Because the Company’s business is moderately s@asioe results for interim periods are not negelgsindicative of
the results to be expected for the entire year.

2. Share-based payment:

The Company has a shareholder-approved stock imegsian under which stock options, nonvested share
the form of restricted stock and restricted stoeitsu(which represent the right to receive one stwiicommon stock f
each unit upon vesting), and other equity-baseddasvaay be granted to certain officers, directois leey employees.
The plan authorizes the issuance of up to 29.3M®mshares of the Company’s common stock, up neildlon of
which may be issued in the form of restricted stockestricted stock units. As of May 5, 2006 réheere
approximately 5.5 million shares available for fetgrant, approximately 3.4 million of which mayibsued as
restricted stock or restricted stock units. The @any believes that stock-based awards assistamnmeg employees
and better align the interests of its employeeh Wibse of its shareholders.

Stock options granted under the plan are genemaltyqualified stock options issued at an exercise ol te
the market price of the Company’s common stockhengrant date, vest ratably over a four-year pgsodject to
earlier vesting upon a change in control), and




expire no more than 10 years following the grarné daubject to earlier termination upon death, ldlgg or cessation
of employment). The number of options granted seldeon individual job grade levels, which are dateed based
upon competitive market data. Dividends are nadl paiaccrued on stock options.

Unvested options generally are forfeited upon #esation of an optionee’s employment with the Cangpln
the event an optionee’s employment terminates feaaon other than cause, death, disability areragnt (each of
cause, disability and retirement as defined inplla@), that optionee generally may exercise angtantling vested
options issued under the plan for a period of thneaths. In the event an optionee’s employmentiteatas due to
death, disability or retirement (each of disabiéityd retirement as defined in the plan), that oytgogenerally may
exercise any outstanding vested options issuedr uheelan for a period of three years. Notwithdiag the foregoing,
no option may be exercised beyond its initial 18ryexpiration date.

Restricted stock awards and restricted stock wvatrds granted under the plan generally vest ratagy three
years (subject to earlier vesting upon a changeirtrol). 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 tree respective shares, but are generally praddtom selling or
transferring restricted shares prior to vestingciRients of restricted stock units are entitled¢orue dividend
equivalents on the units but are not entitled t@yvsell or transfer the shares underlying thesymiior to both vesting
and payout. Dividends or dividend equivalentshascase may be, are paid or accrued on the grargstricted stock
and restricted stock units at the same rate twatehds are paid to shareholders generally. Diddeguivalents on
restricted stock units vest at the same time tletunderlying shares vest.

The plan provides for the automatic annual gramt,600 restricted stock units to each non-emplaljestor
(6,000 restricted stock units to any non-employieectbr serving as Chairman) that generally vest ygar after the
grant date (subject to earlier vesting upon ret@etnchange in control or other circumstancesa#t fn the plan) and
are paid after the individual has ceased to beralee of the Company’s Board of Directors.

On February 3, 2006, the vesting of all outstandiptjons granted prior to August 2, 2005, othentbptions
previously granted to the Company’s CEO and optgrasited in 2005 to the officers of the Companthatlevel of
Executive Vice President or above, accelerateduyamtsto a January 24, 2006 action of the Compems&ommittee ¢
the Company’s Board of Directors. In addition, anst to that Compensation Committee action, théngsf all
outstanding options granted on or after AugusOB52out prior to January 24, 2006, other than ogtigranted during
that time period to the officers of the Companyhatlevel of Executive Vice President or abovegbarated effective i
of the date that is six months after the applicgioét date. Certain options granted on Januar2@d6 to certain
newly hired officers below the level of Executivec¥ President were granted with a six-month vegtieigod. The
decision to accelerate stock options resulted mpamsation expense of $0.9 million, before incoaxes$, recognized
during the fourth quarter of 2005, and was madeaarily to reduce non-cash compensation expense tedorded in
future periods under the provisions of




Statement of Financial Accounting Standards (“SPASJ. 123(R), “Share-Based Payment”. The futurecese
eliminated as a result of the decision to accedetta vesting of these options was approximate8yrilion, or $17
million net of income taxes, over the four-yearipéduring which the stock options would have vdsgebject to the
impact of additional adjustments related to cershatk option forfeitures. The Company also beleties decision
benefits employees.

Effective February 4, 2006, the Company adoptedSE23(R) and began recognizing compensation expense
for stock options based on the fair value of tharas on the grant date. SFAS 123(R) requires dbased
compensation expense recognized since FebruaB08,t® be based on the following: (a) grant dateviaue
estimated in accordance with the original provisiohSFAS 123, “Accounting for Stock-Based Compé&osd for
unvested options granted prior to the adoption date(b) grant date fair value estimated in acawrdavith the
provisions of SFAS 123(R) for unvested options tgdrsubsequent to the adoption date. Prior to ey 2006, the
Company accounted for share-based payments usrigttinsic-value-based recognition method presctiby
Accounting Principles Board Opinion No. 25, “Accoimg for Stock Issued to Employees,” (“APB 25”) dmald
provided proforma disclosures as permitted undé&xSSE23. Because stock options were granted at artieg price
eqgual to the market price of the underlying comrstmtk on the date of grant, compensation costeeliat stock
options was not reflected in net income prior to@thg SFAS 123(R), except for fiscal 2005 comp&nsaxpense of
$0.9 million, before income taxes, related to tbeeterated vesting of stock options discussed above

The Company adopted SFAS 123(R) under the modgtedpective-transition method and therefore results
from prior periods have not been restated. Thewoig table illustrates the effect on net incomd aarnings per share
as if the Company had applied the fair value rettagmprovisions of SFAS 123 to options granted emithe
Company's stock plans for the t&ek period ended April 29, 2005. For purposesisfipiro forma disclosure, the va
of the options is estimated using the Black-Schdeston option pricing model for all option grants.

13 Weeks
Ended
April 29,
(Amounts in thousands except per share data) 2005
Net income — as reported $ 64,900
Deduct: Total pro forma stock-based employee cosgiton expense determined under fair
value based method for all awards, net of rela&dffects per SFAS 123 (2,586
Net income — pro forma $ 62,314
Earnings per share — as reported
Basic $ 0.20
Diluted $ 0.20
Earnings per share — pro forma
Basic $ 0.19
Diluted $ 0.19

Under SFAS 123(R) forfeitures are estimated atithe of valuation and reduce expense ratably ther
vesting period. This estimate is adjusted peridjidemsed on the extent to which actual forfeitudédter, or are
expected to differ, from the previous estimate.




The forfeiture rate is the estimated percentaggptibns granted that are expected to be forfeitexhnceled before
becoming fully vested. The Company bases this aséian historical experience. An increase in thiefture rate will
decrease compensation expense. Under SFAS 123pthpany elected to account for forfeitures whenrde/avere
actually forfeited, at which time all previous gayma expense (which after-tax, approximated $1illflom in the 13-
week period ended April 29, 2005) was reverse@dnce pro forma expense for that period.

For the 13-week period ended May 5, 2006, the aolojff the fair value method of SFAS 123(R) resiliite
additional share-based compensation expense (act@npof SG&A expenses) and a corresponding remtucti pre-
tax income in the amount of $1.0 million, a redowtof net income of $0.6 million, and a reductiorbasic and diluted
earnings per share of less than $0.01.

SFAS 123(R) also requires the benefits of tax deolg in excess of recognized compensation cdséto
reported as a financing cash flow, rather thamasperating cash flow as required prior to the idopof SFAS 123
(R). For the 13-week period ended May 5, 2006 3th& million excess tax benefit classified as ariiting cash inflow
would have been classified as an operating caghwnf the Company had not adopted SFAS 123(R). intygact of the
adoption of SFAS 123(R) on future results will degp@®n, among other things, levels of share-basgmheats granted
in the future, actual forfeiture rates and the iighof option exercises.

The fair value of each option grant is separatstineated. The fair value of each option is amodizgo
compensation expense on a straight-line basis leetitee grant date for the award and each vestiteg lhe Company
has estimated the fair value of all stock optioraals as of the date of the grant by applying tfeeBIScholes-Merton
option pricing valuation model. The applicationtlois valuation model involves assumptions thatadgmental and
highly sensitive in the determination of comper@magxpense. The weighted average for key assunsptieed in
determining the fair value of options granted ia 118-week period ended May 5, 2006 and a summatheof
methodology applied to develop each assumptiomsfellows. Assumptions used for grants in therpyear period
were derived using methodologies prescribed by SE25and are presented for purposes of compasabilit

13 Weeks Ended

May 5, April 29,

2006 2005
Expected dividend yield 0.82% 0.85%
Expected stock price volatility 28.7% 27.4%
Weighted average risk-free interest rate 4.7% 4.3%
Expected term of options (years) 5.7 5.0

Expected dividend yield — This is an estimate efeélpected 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 volatilityFhis is a measure of the amount by which a priceflugtuated or is expected
fluctuate. The Company uses actual historical ceamgthe market price of the Company’s commonksémal implied
volatility based upon traded options,




weighted equally, to calculate the volatility asgdion, as it is the Company's belief that this rodtilogy provides the
best indicator of future volatility. For historicablatility, the Company calculates daily markatprchanges from the
date of grant over a past period representatitkeoéxpected life of the options to determine vitthatexcluding the
period from April 30, 2001 to January 31, 2002 tlua restatement of the Company’s financial statesr fiscal
years 2001 and prior and due to the Company’s libghiduring a substantial portion of this periad file annual and
guarterly reports required by the Securities anchBrge Act of 1934. The Company believes thatéktatement and
related inability to file periodic Exchange Act tefs is an event specific to the Company that teduh higher than
normal share price volatility during this perioddan not expected to recur during the estimatead tdrcurrent option
grants. An increase in the expected volatilityl wmitrease compensation expense.

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

Expected term of options - This is the period ofeiover which the options granted are expectedrtamn
outstanding. Because the terms of the Companytk giption grants prior to August 2002 were siguifitly different
than grants issued on and after that date anddahg@&ny does not currently intend to grant stockoogtsimilar to
those granted prior to August 2002 in future pesjade Company believes that the historical and-pesting employe
behavior patterns for grants prior to August 202d little or no value in determining future expagions and
therefore has generally excluded these pre-Audd32 grants from its analysis of expected term. Chmpany has
estimated expected term using a computation bas@t assumption that outstanding options will beresed
approximately halfway through their contractuahtetaking into consideration such factors as gdaé, expiration
date, weighted-average time-to-vest, actual exes@sd post-vesting cancellations. Options grageeerally have a
maximum term of ten years. An increase in the etquketerm will increase compensation expense.

The Company generally issues new shares when gpi@exercised. A summary of stock option activity
during the 13 weeks ended May 5, 2006 is as fotlows

Options Weighted Average
Issued
Exercise Price

Balance, February 3, 2006 20,258,324 $ 18.19
Granted 2,534,500 17.54
Exercised (841,179 13.00
Canceled (463,849 20.21
Balance, May 5, 2006 21,487,79¢ $ 18.27

During the 13week periods ended May 5, 2006 and April 29, 2@0& weighted average grant date fair valu
options granted was $5.89 and $6.56, respecti¥@ly,659 and 384,227 options vested, net of forfeguwith a total
fair value of approximately $1.5 million and $1.1llion, respectively, and the total intrinsic valaéstock options
exercised was $3.8 million and $7.5 million, regjpety.




At May 5, 2006, the aggregate intrinsic value dbatstanding options was $17.4 million with a wetiepd
average remaining contractual term of 5.9 yearsyto€h 18,599,096 of the outstanding options areerly
exercisable with an aggregate intrinsic value of.8nillion, a weighted average exercise pricex#.3$4 and a
weighted average remaining contractual term of/8&'s. At May 5, 2006, the total unrecognized camsp&on cost
related to norvested stock options was $15.4 million, which ipepted to be recognized through March 2010 (tred
vesting date for nonested stock options currently outstanding), witteapected weighted average expense recog!
period of 2.3 years.

All stock options granted in the 13-week perioddezhMay 5, 2006 and April 29, 2005 under the teofthe
Company’s stock incentive plan were non-qualifiextk options issued at a price equal to the fairketavalue of the
Company’s common stock on the date of grant, wagenally scheduled to vest ratably over a four+typeriod, and
expire 10 years following the date of grant.

A summary of activity related to nonvested restdcstock and restricted stock unit awards duriegl®rweek
period ended May 5, 2006 is as follows:

Weighted Average

Nonvested Grant Date

Shares Fair Value
Balance, February 3, 2006 363,687 $ 19.66
Granted 137,251 17.54
Vested (56,908 19.50
Canceled (20,678 19.42
Balance, May 5, 2006 423,352 $ 19.02

The purchase price was set at zero for all nondestgricted stock and restricted stock unit awardke 13-
week period ended May 5, 2006. The Company is déezgrcompensation expense on a straight-line loasisthe
restriction period based on the market price ofuhe@erlying stock on the date of grant. The noregkséstricted stock
and restricted stock unit awards granted to emgleykiring the 13-week period ended May 5, 2006 rutheeplan are
scheduled to vest and become payable ratably aveea-year period from the respective grant dates.

The Company accounts for nonvested restricted stodkrestricted stock unit awards in accordanchk thig
provisions of SFAS 123(R). The Company calculatesmensation expense as the difference betweendheetrprice
of the underlying stock on the date of grant ardgtirchase price, if any, and recognizes such anawua straight-line
basis over the period in which the recipient e#inesnonvested restricted stock and restricted stodkaward. Under
the provisions of SFAS 123(R), unearned compensaioot recorded within shareholders’ equity, andordingly,
during the 13week period ended May 5, 2006, the Company revetsemearned compensation balance as of Feb
3, 2006 of approximately $5.2 million, with an a&ftso common stock and additional paid in capitak Company
recognized compensation expense relating to itgesiad restricted stock and restricted stock wngrds of
approximately $0.8 million and $0.4 million in th8-week periods ended May 5, 2006 and




April 29, 2005. At May 5, 2006, the total compeinmacost related to nonvested restricted stockrastticted stock
unit awards not yet recognized was $6.4 million.

There have been no modifications to any of the Gomijs outstanding share-based payment awards dinmng
13-week period ended May 5, 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 aic&toption
exercises included in additional paid in capitaltfee periods after the effective date of SFAS ik2@duced by the
cumulative income tax effect of the pro-forma stogkion expense previously disclosed in accordavittethe
requirements of SFAS 123. (The provision of tH&PFapplies only to options that are fully vestefbieethe date of
adoption of SFAS 123(R). The amount of any extasdenefit for options that are either grantedratie adoption of
SFAS 123(R) or are partially vested on the datedwiption will be computed in accordance with thevggions of
SFAS 123(R).) The amount of any excess deferpedgaet over the actual income tax benefit realiaedptions that
are exercised after the adoption of SFAS 123(R)heilabsorbed by the excess tax benefit pool. nhectax expense
will be increased should the Company’s excess ¢aefit pool be insufficient to absorb any futuréetdeed tax asset
amounts in excess of the actual tax benefit redlizEhe Company has determined that its excedsaagfit pool is
approximately $68 million as of the adoption of §A23(R) on February 4, 2006.

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

13 Weeks Ended May 5, 2006

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

13 Weeks Ended April 29, 2005

Per Share
Net Income Shares Amount
Basic earnings per share $ 64,900 328,208 $ 0.20
Effect of dilutive stock awards 3,010
Diluted earnings per share $ 64,900 331,218 $ 0.20

Basic earnings per share was computed by dividaigneome by the weighted average number of sladres
common stock outstanding during the period. Ddwarnings per share was determined based onltiteeieffect of
stock options and other common stock equivalentgyube treasury stock method.
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4. Commitments and contingencie:
Legal proceedings

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

On January 12, 2004, the court certified an omtaiss of plaintiffs consisting of all persons enygld by the
Company as store managers at any time since Mdrch9D9, who regularly worked more than 50 hoursyeek and
either: (1) customarily supervised less than twplegrees at one time; (2) lacked authority to hirelischarge
employees without supervisor approval; or (3) samet worked in non-managerial positions at stotheradhan the

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

Notice was sent to prospective class members andeadline for individuals to opt in to the lawsuds May
31, 2004. Approximately 5,000 individuals optedfwollowing the close of discovery in April 2005etCompany filed
several motions, including a motion to decertifg tihass as a collective action. On March 31, 26@Court denied
the Company’s motion to decertify, but grantedheitin whole or in part, certain other motions réiey reducing the
number of class members to approximately 2,50@al ©f this matter is scheduled to begin on July Z106.

The outcome of any litigation is inherently uncartaAt trial, the Company bears the burden of l@g&hing its
entitlement to the exemption from the overtime megquents of the FLSA, and no assurances can be ¢ the
Company will be successful. Prior rulings by theu@ and limits the Court has imposed on the condiithe trial, as
well as future rulings by the Court on both subst@nand procedural motions and issues, includindentiary issues
trial, may significantly affect the course and aune of these proceedings in a manner materiallgrsgvto the
Company'’s financial statements as a whole.

Three additional lawsuit§jina Depasquales v. Dollar General Cofgouthern District of Georgia, Savannah
Division, CV 404-096, filed May 12, 200&aren Buckley v. Dollar General CorfSouthern District of Ohio, C-2-04-
484, filed June 8, 2004), aigheila Ann Hunsucker v. Dollar General Corp. et(@estern District of Oklahoma, Civ-
04-165-R, filed February 19, 2004), were filed ais3g essentially the same claims asBrewncase, and were
subsequently consolidated in the Northern Distrfichlabama where thBrownlitigation is pending. The plaintiffs in
the Depasqualesind theHunsucketawsuits have since dismissed their cases and apteetheBrowncase. Following
the Buckleyplaintiff's abandonment of her federal FLSA claittime Court dismissed her remaining state law claims
without prejudice based on lack of subject matigsgliction.
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On October 10, 2005, the Company was served witidditional lawsuitMoldoon, et al. v. Dolgencorp, Inc.,
al. (Western District of Louisiana, Lake Charles Digisj CV050852, filed May 19, 2005), filed as a putative eotlve
action in which five current or former store manageaim to have been improperly classified as gtesrecutive
employees under the FLSA. Plaintiffs seek injurectelief, back wages, liquidated damages andredys’ fees.
Although the Company has answeredMwdooncomplaint, discovery has not yet begun. On Ail 2006, this
action was conditionally transferred to the NorthBistrict of Alabama and consolidated with B@wncase. The
Company intends to oppose the transfer and comgmidof this matter. At this time, it is not pdde to predict
whether the Court will permit this action to prodesmllectively or whether the action ultimately Mok consolidated
with the Brownlitigation.

The Company believes that its store managers aéare been properly classified as exempt employeésr
the FLSA and that the actions described above @rappropriate for collective action treatment.eT@ompany intenc
to vigorously defend these actions. However, sui@sces can be given that the Company will beesstal in that
defense on the merits or otherwise, and, if ita the resolution or resolutions could have a neltadverse effect on
the Company’s financial statements as a whole.

On May 18, 2006, the Company was served with adavwestittedTammy Brickey, Becky Norman, Rose
Rochow, Sandra Cogswell and Melinda Sappingtonolg&hcorp, Inc. and Dollar General Corporati(Western
District of New York, Case 6:06-cv-06084-DGL, onglly filed on February 9, 2006 and amended on ¥2y2006 (“
Brickey” )). TheBrickeyplaintiffs seek to proceed collectively under theSA and as a class under New York, Ohio,
Maryland and North Carolina wage and hour statatesehalf of, among others, individuals employedh®yCompany
as Assistant Store Managers who claim to be owepes/éncluding overtime wages) under those statétiethis time,
it is not possible to predict whether the court ywérmit this action to proceed collectively oraaslass. However, the
Company believes that this action is not approgrfiat either collective or class treatment, andelvek that its wage
and hour policies and practices comply with bottefal and state law. The Company plans to vigdyaiefend this
action; however, no assurances can be given teadmpany will be successful in its defense omtbeats or
otherwise, and, if it is not, the resolution ofsthiction could have a material adverse effect erCibmpany’s financial
statements as a whole.

On March 7, 2006, a complaint was filed in the ©diBtates District Court for the Northern Disto€tAlabama
( Janet Calvert v. Dolgencorp, IncCase 2:06-cv-00465-VEH)Calvert” ), in which the plaintiff, a former Store
Manager, alleged that she was paid less than niate Blanagers because of her sex, in violatiomefEqual Pay Act
(“EPA”) and Title VII of the Civil Rights Act of 184, as amended (“Title VII”"). On March 9, 2006e tBalvert
complaint was amended to include seven additiolaahiifs, who also allege to have been paid leéssmitmales because
of their sex, and to add allegations of sex diseration in promotional opportunities and undefitedns and
conditions of employment. In addition to allegasof intentional sex discrimination, the amen@advertcomplaint
also alleges that the Company’s employment poliares practices have a disparate impact on femdles.amended
Calvertcomplaint seeks to proceed collectively under tR&End as a class under Title VII, and
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requests back wages, injunctive and declaratomgfréuidated damages and attorney’s fees antscos

The Company has filed its Answer to f@alvertamended complaint, but discovery has not yet bedurthis
time, it is not possible to predict whether the @ouill permit this action to proceed collectivaly as a class. Howev
the Company believes that this case is not ap@tspfor either collective or class treatment, aglielbes that its
policies and practices comply with the EPA andeTitll. Although the Company intends to vigoroudsfend this
action, no assurances can be given that the Comyidirye successful in its defense on the meritetberwise, and if
is not, the resolution of this action could havaaterial adverse effect on the Company’s finarstialements as a
whole.

On April 28, 2006, the Company was served with @diteonal lawsuitLinda Beeman, on behalf of herself and
all others similarly situated, v. Dolgencorp, Irfb/a Dollar General 06-CV-0250 (“Beemari), filed on February 2¢
2006 in the United States District Court for therfdern District of New York, in which the plaintjfa former store
manager, raises claims substantially similar te¢h@ised in th€alvertmatter. Specifically, the plaintiff iBeeman
alleges that she was paid less than similarly &tuemale store managers, denied promotional oppitigs and treated
less favorably with respect to other, undefinedhteand conditions of employment because of hemrsewlation of the
EPA and Title VII. TheBeemarplaintiff seeks to proceed collectively under tHeAEand as a class under Title VII, :
requests back wages, injunctive and declaratorgfrébuidated damages and attorney’s fees antscd®ecause the
Beemarplaintiff asserts essentially the same claims gseatially the same putative class asGhkertmatter, the
Company believes that tiBeemarfiling does not materially increase the exposuet the Company potentially faces
as a result of the claims @alvert.

The Company has filed its Answer to BBeemarcomplaint. At this time, it is not possible to gie whether
the Court will permit this action to proceed cotleely or as a class. However, as with @a&vertaction, the Compar
believes that this case is not appropriate forsatacollective treatment, and believes that itecgs and practices
comply with the EPA and Title VII. The Companyentls to vigorously defend this action; howeverassurances can
be given that the Company will be successful inlétense on the merits or otherwise. If the Compsumot successful
in defending this action, its resolution could haveaterial adverse effect on the Company’s fir@ratatements as a
whole.

In addition to the matters described above, the 2oy is involved in other legal actions and claarnsing in
the ordinary course of business. The Company ledidvased upon information currently availablet, sigh other
litigation and claims, both individually and in taggregate, will be resolved without a materia¢etfion the Company’
financial statements as a whole. However, litmainvolves an element of uncertainty. Future tiguaents could
cause these actions or claims to have a matewnalsel effect on the Company'’s financial statemasta whole.
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S. Income taxes

The effective income tax rates for the 13-weekquiriended May 5, 2006 and April 29, 2005 were 37an%b
37.3%, respectively. The increase consisted @fpgomoximate 0.5% increase in the effective incoaxeraite as a result
of the December 31, 2005 expiration of the fedienab which allow the Company to claim certain fedigobs credits
for employees hired after that date, partially efffisy an approximate 0.1% increase in state jaigdltax credits due
principally to jobs added at the Company’s Southo@a distribution center.

6. Repurchases of common stoc

On September 30, 2005, the Board of Directors aiz a repurchase program for up to 10 milliorrebaf
the Company’s outstanding common stock, which wasduled to expire on September 30, 2006. DuriadL8tweek
period ended May 5, 2006, the Company purchaseazgppately 4.5 million shares at a cost of $79.4iam, thereby
completing this share repurchase authorization.

7. Segment reporting

The Company manages its business on the basieakportable segment. As of May 5, 2006, all ef th
Company’s operations were located within the UnB¢ates, with the exception of a Hong Kong subsyditie assets
and revenues of which are not material. The falgwdata is presented in accordance with SFAS R, ‘Disclosure
about Segments of an Enterprise and Related Intayma

13 Weeks Ended

May 5, April 29,
(In thousands) 2006 2005
Classes of similar products:
Highly consumable $ 1,455,984 $ 1,321,306
Seasonal 309,583 275,295
Home products 211,665 211,752
Basic clothing 174,155 169,476
Net sales $ 2,151,387 $ 1,977,829
8. Guarantor subsidiaries

All of the Company’s subsidiaries, except for itd-for-profit subsidiary, the assets and revendeghich are
not material (the “Guarantors”), have fully and anditionally guaranteed on a joint and severaldts Company’s
obligations under certain outstanding debt obl@gai Each of the Guarantors is a direct or intindwlly-owned
subsidiary of the Company.

The following consolidating schedules present casdd financial information on a combined basis.
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(In thousands) As of May 5, 2006

DOLLAR
GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL
BALANCE SHEET:
ASSETS
Current assets:
Cash and cash equivalents $ 33 $ 71,843 $ - $ 71,876
Short-term investments - 18,825 - 18,825
Merchandise inventories - 1,636,118 - 1,636,118
Deferred income taxes 10,385 (8,018) - 2,367
Prepaid expenses and other
current assets 97,042 722,417 (739,890 79,569
Total current assets 107,460 2,441,185 (739,890 1,808,755
Property and equipment, at cost 199,419 2,087,145 - 2,286,564
Less accumulated depreciation and
amortization 99,726 974,452 - 1,074,178
Net property and equipment 99,693 1,112,693 - 1,212,386
Other assets, net 2,449,214 36,994 (2,443,882 42,326
Total assets $ 2,656,367 $ 3,590,872 $ (3,183,772 $ 3,063,467
LIABILITIES AND
SHAREHOLDERS'’ EQUITY
Current liabilities:
Current portion of long-term
obligations $ (1,290; $ 10,090 $ - $ 8,800
Accounts payable 717,517 592,350 (740,420 569,447
Accrued expenses and other 31,594 347,094 530 379,218
Income taxes payable (2,623 24,650 - 22,027
Total current liabilities 745,198 974,184 (739,890 979,492
Long-term obligations 219,491 1,463,830 (1,349,850 333,471
Deferred income taxes 4,864 58,826 - 63,690
Shareholders’ equity:
Preferred stock - - - -
Common stock 155,859 23,853 (23,853 155,859
Additional paid-in capital 470,878 673,611 (673,611 470,878
Retained earnings 1,060,427 396,568 (396,568 1,060,427
Accumulated other
comprehensive loss (740) - - (740)
Other shareholders’ equity 390 - - 390
Total shareholders’ equity 1,686,814 1,094,032 (1,094,032 1,686,814
Total liabilities and shareholders’
equity $ 2,656,367 $ 3,590,872 $ (3,183,772 $ 3,063,467

15




(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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For the 13 weeks ended

(In thousands) May 5, 2006
DOLLAR
GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL

STATEMENTS OF INCOME:
Net sales $ 38,653 $ 2,151,387 $ (38,653 $ 2,151,387
Cost of goods sold - 1,567,113 - 1,567,113
Gross profit 38,653 584,274 (38,653 584,274
Selling, general and administrative 34,329 507,313 (38,653 502,989
Operating profit 4,324 76,961 - 81,285
Interest income (22,382 (1,748) 21,680 (2,450)
Interest expense 3,798 25,129 (21,680 7,247
Income before income taxes 22,908 53,580 - 76,488
Provision for income taxes 8,412 20,406 - 28,818
Equity in subsidiaries’ earnings, net

of taxes 33,174 - (33,174 -
Net income $ 47,670 $ 33,174 $ (33,174 $ 47,670

For the 13 weeks ended
(In thousands) April 29, 2005
DOLLAR
GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL

STATEMENTS OF INCOME:
Net sales $ 46,034 $ 1,977,829 $ (46,034 $ 1,977,829
Cost of goods sold - 1,414,480 - 1,414,480
Gross profit 46,034 563,349 (46,034 563,349
Selling, general and administrative 37,221 465,241 (46,034 456,428
Operating profit 8,813 98,108 - 106,921
Interest income (2,368, (248) - (2,616,
Interest expense 1,981 3,987 - 5,968
Income before income taxes 9,200 94,369 - 103,569
Provision for income taxes 3,594 35,075 - 38,669
Equity in subsidiaries’ earnings, net

of taxes 59,294 - (59,294 -
Net income $ 64,900 $ 59,294 $ (59,294 $ 64,900
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For the 13 weeks ended

(In thousands) May 5, 2006
DOLLAR GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF CASH FLOWS:
Cash flows from operating activities:
Net income $ 47,670 $ 33,174 (33,174, $ 47,670
Adjustments to reconcile net income to
net cash provided by (used in)
operating activities:
Depreciation and amortization 5,287 43,491 - 48,778
Deferred income taxes (171) 5,773 - 5,602
Tax benefit from stock option
exercises (2,461 - - (1,461)
Equity in subsidiaries’ earnings, net (33,174 - 33,174 -
Change in operating assets and
liabilities:
Merchandise inventories - (161,704 - (161,704
Prepaid expenses and other
current assets (4,115) (8,314) - (12,429,
Accounts payable 11,294 58,173 - 69,467
Accrued expenses and other 5,845 273 - 6,118
Income taxes (1,269 (18,967, - (20,236,
Other 1,807 272 - 2,079
Net cash provided by (used in) operating
activities 31,713 (47,829 - (16,116
Cash flows from investing activities:
Purchases of property and equipment (2,754, (74,348, - (77,102
Purchases of short-term investments (6,000) (4,476) - (10,476,
Sales of short-term investments 6,000 - - 6,000
Purchases of long-term investments - (10,809; - (10,809;
Proceeds from sale of property and
equipment 136 167 - 303
Net cash used in investing activities (2,618 (89,466, - (92,084,
Cash flows from financing activities:
Borrowings under revolving credit
facility 116,500 - - 116,500
Repayments of borrowings under
revolving credit facility (51,500 - - (51,500,
Repayments of long-term obligations, net 234 (2,598) - (2,364)
Payment of cash dividends (15,686, - - (15,686,
Proceeds from exercise of stock options 10,934 - - 10,934
Repurchases of common stock (79,947 - - (79,947,
Changes in intercompany note balances,
net (121,536 121,536 - -
Tax benefit from stock option exercises 1,461 - - 1,461
Other financing activities 68 1 - 69
Net cash provided by (used in) financing
activities (139,472 118,939 - (20,533
Net decrease in cash and cash equivalents (110,377 (18,356, - (128,733
Cash and cash equivalents, beginning of
period 110,410 90,199 - 200,609
Cash and cash equivalents, end of period$ 33 $ 71,843 - $ 71,876
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For the 13 weeks ended

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

STATEMENTS OF CASH FLOWS:

Cash flows from operating activities:

Net income $ 64,900 $ 59,294 $ (59,294, $ 64,900
Adjustments to reconcile net income to

net cash provided by (used in)
operating activities:

Depreciation and amortization 5,301 38,705 - 44,006
Deferred income taxes 575 2,765 - 3,340
Tax benefit from stock option
exercises 2,967 - - 2,967
Equity in subsidiaries’ earnings, net (59,294 - 59,294 -
Change in operating assets and
liabilities:
Merchandise inventories - (89,444, - (89,444,
Prepaid expenses and other
current assets (2,010 (3,454) - (5,464)
Accounts payable (8,583) 69,109 - 60,526
Accrued expenses and other (7,397, (3,427) - (10,824,
Income taxes 27) (15,059, - (15,086,
Other 2,421 (2,222) - 199
Net cash provided by (used in) operating
activities (1,147 56,267 - 55,120

Cash flows from investing activities:

Purchases of property and equipment (2,912) (62,149 - (65,061
Purchases of short-term investments (21,250 - - (21,250,
Sales of short-term investments 63,675 500 - 64,175
Proceeds from sale of property and

equipment - 122 - 122
Net cash provided by (used in) investing

activities 39,513 (61,527, - (22,014

Cash flows from financing activities:

Repayments of long-term obligations (1,641 (3,081) - (4,722)
Payment of cash dividends (13,145 - - (13,145,
Proceeds from exercise of stock options 13,494 - - 13,494
Repurchases of common stock (25,062 - - (25,062
Changes in intercompany note balances,
net 15,059 (15,059 - -

Other financing activities 22 - - 22
Net cash used in financing activities (11,273 (18,140 - (29,413

Net increase (decrease) in cash and cash

equivalents 27,093 (23,400, - 3,693
Cash and cash equivalents, beginning of

period 127,170 105,660 - 232,830
Cash and cash equivalents, end of period$ 154,263 $ 82,260 $ - $ 236,523
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ITEM 2. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D
RESULTS OF OPERATIONS

Accounting Periods

The Company follows the concept of a 52-53 weeatafigear that ends on the Friday nearest to Jardiaryhe
following text contains references to years 2006 2005, which represent fiscal years ending or @figbruary 2,
2007 and February 3, 2006, respectively. Fisc@628ill be a 52-week accounting period and fis€02was a 53-
week accounting period. This discussion and arsig$ased on, should be read with, and is qedlif its entirety by
the Condensed Consolidated Financial Statementthantbtes thereto. It also should be read in catjon with the
Forward-Looking Statements/Risk Factors disclosetdorth in Part I, Item 1A of this report.

Results of Operations

The nature of the Company’s business is moderatzigonal. Historically, sales and net incomeerfolrth
guarter have been higher than sales and net inacheved in each of the first three quarters ofidtal year.
Expenses, and to a greater extent operating inceang by quarter. Results of a period shorten thdull year may nc
be indicative of results expected for the entiraryd~urthermore, the seasonal nature of the Coy'gpansiness may
affect comparisons between periods.

Executive Overviewkor the 13-week period ended May 5, 2006, the Compad net income of $47.7 million,
or $0.15 per diluted share, compared to net incoh$64.9 million, or $0.20 per diluted share, foe tL3-week period
ended April 29, 2005. In summary, the Company iaseel revenue by 8.8%, aided by new stores and estane sale
increase of 1.6%, based on comparable calendarsmedhke prior year. The gross profit rate declinethpared to the
prior year period and operating expenses increased rate to sales, compared to the prior yeawgedee detailed
discussions below for additional comments on fimar@erformance in the current year period as coegaith the
prior year period.

Despite the continued difficult economic environitnkm its customers, the Company has made progness
implementing many of the important operating initias outlined in its Annual Report on Form 10-K tbe fiscal year
ended February 3, 2006. That progress includettlosving for the 13-week period ended May 5, 2006:

« Testing of a new store layout which the Companyeeipto implement in many of the traditional stores
remaining to be opened in fiscal 2006;

« Continued focus on improvement in sales performaficame-stores and new stores, including the
distribution of the Company’s first advertisingatitar in nine years, with continued emphasis on the
seasonal, home products, and basic clothing meditenategories;

« Continued development and testing of the Dollar&sainMarket concept;
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« Continued investment in the EZstore project, whsctiesigned to reduce store labor and related ,cobike
remaining on pace to implement this project irsedres by the end of 2006;

« Continued focus on controlling inventory shrinkifire stores, which remains above acceptable legas a
percentage of sales;

« The opening of 182 new stores, including five negll® General Market stores, with continued
expectations of reaching the 2006 new store go@06f and

« Continued investment in the Company’s infrastruetamd information technology, while continuing
construction of a ninth distribution center in Marj Indiana.

While the Company provides no assurance that itbgilsuccessful or continue to be successful, pkcaple, ir
executing these initiatives, and does not guarahigeheir successful implementation will resalimproved financial
performance, management continues to believe liegtdre appropriate initiatives for the long-teruscess of the
business.

The following table contains results of operatidasa for the first 13 weeks of each of 2006 andb2@8d the
dollar and percentage variances among those periods

13 Weeks Ended 2006 vs. 2005
May 5, April 29, Amount %
(amounts in millions, excluding per share amounts) 2006 2005 change change
Net sales by category:
Highly consumable $1,456.0 $ 1,321.3 $ 1347 10.2%
% of net sales 67.68% 66.81%
Seasonal 309.6 275.3 34.3 125
% of net sales 14.39% 13.92%
Home products 211.7 211.8 (0.2) -
% of net sales 9.84% 10.71%
Basic clothing 174.2 169.5 4.7 2.8
% of net sales 8.10% 8.57%
Net sales $ 2,151.4 $ 1,977.8 $ 1736 8.8 %
Cost of goods sold 1,567.1 1,414.5 152.6 10.8
% of net sales 72.84% 71.52%
Gross profit 584.3 563.3 20.9 3.7
% of net sales 27.16% 28.48%
Selling, general and administrative 503.0 456.4 46.6 10.2
% of net sales 23.38% 23.08%
Operating profit 81.3 106.9 (25.6) (24.0)
% of net sales 3.78% 5.41%
Interest income (2.5) (2.6) 0.2 (6.3)
% of net sales (0.11)% (0.13)%
Interest expense 7.2 6.0 1.3 21.5
% of net sales 0.34% 0.30%
Income before income taxes 76.5 103.6 (27.1) (26.1)
% of net sales 3.56% 5.24%
Income taxes 28.8 38.7 (9.9 (25.5)
% of net sales 1.34% 1.96%
Net income $ 47.7 $ 64.9 $ (17.2) (26.5)%
% of net sales 2.22% 3.28%
Diluted earnings per share $ 0.15 $ 0.20 $ (0.05) (25.0)%
Weighted average diluted shares 315.2 331.2 (16.0) (4.8)
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13 WEEKS ENDED MAY 5, 2006 AND APRIL 29, 2005

Net Sales The $173.6 million increase in net sales redybiemarily from opening additional stores, inclagi
527 net new stores since April 29, 2005, and a sstore sales increase of 1.6% for the 2006 pemocpared to the
2005 period. The increase in same-store salesiatambfor approximately $41.0 million of the incsedn sales while
stores opened since the end of the first quart@005 were the primary contributor to the remairig2.6 million
sales increase during the 2006 period.

Beginning in fiscal 2006, the Company revised ittmod for determining the stores that are includdtie
Company’s publicly released same-store sales @dionk. This methodology for same-store sales tatlous includes
those stores that have been open at least 13dtdll imonths and remain open at the end of thertieggeriod.

The Company monitors its sales internally by the fmajor categories noted above: highly consumable,
seasonal, home products and basic clothing. eepast three years the sales in the highly consiencategory have
become a greater percentage of the Company’s dgatas mix while the sales of seasonal, home mtscand basic
clothing have declined as a percentage to totaksdhis trend has a negative impact on grosstpidfe Company
believes the shift has been caused in part by @singcustomers’ needs and also by the Companigd®fo attract
and retain customers by broadening consumable pradfierings and including more recognizable bram#scause of
the impact of sales mix on margin, the Companyinaatly reviews its merchandise mix and striveadgust it when
appropriate. Maintaining an appropriate sales miwg the four categories is an integral part ofeghg the
Company'’s gross profit and sales goals. Theseinggeviews may result in a shift in the Companysrchandising
strategy which could increase permanent markdowtise future.

The Company’s same store sales increase in the @@ compared to the 2005 period was primarily
attributable to increased sales in the highly corehle category, which increased by $134.7 millaom10.2% overall.
An increase in sales of seasonal merchandise o8$8Hlion, or 12.5%, also contributed to overalles growth. The
Company believes that future same-store sales grewdtependent upon an increase in the numberstbaier
transactions as well as an increase in the dadilarevof the average transaction.

Gross Profit. The gross profit rate declined by 132 basis gsaimthe 2006 period as compared with the 2005
period due to a number of factors, including butlmoited to: an increase in markdowns as a pesgnbf sales
primarily as a result of the Company’s enhancednatoonal activities; a decrease in the markupswehpases during
the period, primarily attributable to the continwgdft to highly consumable products, which gergrahve lower
average markups; lower sales (as a percentagéabttides) in the Company’s home products and lzdsiling
categories, which generally have higher averag&upar an increase in the Company’s shrink rate;raglder
transportation expenses primarily attributablentwéased fuel costs. These factors were partiffibgioby higher
average mark-ups on the Company’s beginning invgmitothe 2006 period as compared with the 200toder
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In the 2006 period the Company’s shrink, expressedtail dollars as a percentage of sales, wak’3.3
compared to 3.01% in the 2005 period.

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@dod was due to a number of factors, includingrimt limited to
increases in the following expense categories: idugy costs (increased 426.9%) due to the digtion of an
advertising circular in the current year periodystoccupancy costs (increased 13.4%) primarilytdussing average
monthly rentals associated with the Company’s lkéasere locations; store labor costs (increase2PaPprimarily due
to increased labor related to the Company’s adiediefforts during the current year period; anchistrative labor
costs (increased 26.0%) primarily due to recenttaxid to the Company’s executive team and the esipg of stock
options as discussed below. These increases weialpaffset by a $5.1 million reduction in SG&&xpenses related
to hurricane-related insurance recoveries recobgatie Company during the current year period;aBd% increase
in depreciation expense, which increased at deasethan the rate of sales growth.

Interest Incomelnterest income was relatively constant in the 2086od compared to the 2005 period as
increased interest rates on short-term investmeats offset by reduced balances of cash and shontinvestments.

Interest Expense The increase in interest expense in the 2006geompared to the 2005 period is due
primarily to an increase in interest expense oonme tax contingencies. In the 2006 period, the Gompncreased its
interest expense on income tax contingencies porese to changes in anticipated state tax audiesents. In the
2005 period, the Company recorded a reductiorsimterest expense on income tax contingenciepdaeipally to the
expiration of a state statute of limitations onremously filed tax return.

Income Taxes The effective income tax rates for the 2006 2005 periods were 37.7% and 37.3%,
respectively. In recent years, the Company haseatea significant benefit from federal jobs credidr newly hired
employees. On December 31, 2005, federal lawshwtrigavided for a significant portion of these ctedixpired. The
Company currently anticipates that Congress wilere these credit programs on a retroactive basiseter, renewal
cannot currently be assured. The Company antesghiat its annualized effective tax rate, exclgdian-recurring
items, will be approximately 37.3% should thesalitnperograms not be re-enacted retroactively anm@pmately
36.7% with re-enactment on a retroactive basise ddtual 2006 first quarter effective income tee exceeded the
anticipated fiscal 2006 effective income tax ra&ec{uding the benefit of certain jobs credits) guacipally to
additional amounts that were accrued for potestetle income tax assessments.

Recently Adopted Accounting Standard

Prior to February 4, 2006, the Company accountedtfare-based payments using the intrinsic-valiseda
recognition method prescribed by Accounting Prites@Board Opinion No. 25, “Accounting for Stockuss to
Employees,” (“APB 25”). Because stock options wgranted at an exercise price equal to the markee\a the
underlying common stock on the
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date of grant, employee compensation cost relatstbtk options generally was not reflected ininedbme prior to the
adoption of Statement of Financial Accounting Stadd (“SFAS”) No. 123(R) “Share-Based Payment.” The
Compensation Committee of the Company’s Board oé®ors took action to accelerate the vestingcéffe February
3, 2006, of most of the Company’s outstanding styatkons granted prior thereto. The decision tebarate stock
options was made primarily to reduce non-cash cosgie®n expense to be recorded in future periodsime
provisions of SFAS 123(R). The Company also bebahés decision benefits employees.

Effective February 4, 2006, the Company adoptedSE23(R) using the modified prospective transition
method and began recognizing compensation expend#s thare-based payments based on the fair ehline awards
on the grant date. For the 13-week period ended 3/2006, the adoption of the fair value metho&BAS 123(R)
resulted in additional share-based compensatioaresgp(a component of SG&A expenses) and a corrdsypn
reduction of pre-tax income in the amount of $1ilion, a reduction of net income of $0.6 millioand a reduction in
basic and diluted earnings per share of less tBa01$

The Company estimates the fair value of stock oagtigssing the Black-Scholes-Merton option pricingdeldor
all option grants. The Company estimates expeetied tising a computation based on an assumptiomtitstanding
options will be exercised approximately halfwayotigh their contractual term, taking into considerasuch factors
grant date, expiration date, weighted-average toneest, actual exercises and pessting cancellations. The Compi
calculates volatility assumptions using actualdrisal changes in the market value of the stockiamdied volatility
based upon traded options, weighted equally. Thegamy believes that this methodology provides & mdicator c
future volatility.

Liquidity and Capital Resources

Current Financial Condition / Recent Developmen#t May 5, 2006, the Company had total debt (idotg
the current portion of longerm obligations) of $342.3 million and $71.9 nati of cash and cash equivalents, comp
with total debt of $278.7 million and $200.6 miti@f cash and cash equivalents at February 3, 2086.Company’s
net debt position increased during the first 13kgesf 2006 due primarily to purchases of inventgrnpperty and
equipment, and repurchases of common stock, &lireieer described below.

The Company’s inventory balance represented apmately 53% of its total assets as of May 5, 2006e
Company’s proficiency in managing its inventorydrades can have a significant impact on the Comparash flows
from operations during a given period or fiscalryeln addition, inventory purchases can be somewasonal in
nature, such as the purchase of warm-weather ast@iasrelated merchandise. Inventory turns, calculated omlling
annualized basis using balances from each quanéee, 4.1 times for the period ended May 5, 200&83G@veek period)
compared to 4.0 times for the period ended AprjlZD5.

As described in Note 4 to the Condensed Consotidaitgancial Statements, the Company is involved in
number of legal actions and claims, some of whalla potentially result in material cash paymenaslverse
developments in those actions could materially and
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adversely affect the Company’s liquidity. The Canyp also has certain income tax-related contingsras more fully
described below under “Critical Accounting Policaesd Estimates”. Estimates of these contingebiiili@s are
included in the Company’s Condensed Consolidatedrféial Statements. However, future negative agveénts
could have a material adverse effect on the Conipdiauidity.

On September 30, 2005, the Board of Directors aizb a repurchase program for up to 10 milliorrebaf
the Company'’s outstanding common stock, which wasduled to expire on September 30, 2006. Asaf & 2006,
the Company had completed this program.

The Company has a $250 million revolving crediilfiyc(the “Credit Facility”), which expires in June 2009.
of May 5, 2006, the Company had $65.0 million ofstanding borrowings, and no standby letters afit@utstanding
under the Credit Facility. Outstanding standbtelstof credit reduce the borrowing capacity of@medit Facility. At
May 5, 2006, the Company was in compliance witHia#incial covenants contained in the Credit Facili

The Company has $200 million (principal amountB&/8% unsecured notes due June 15, 2010. This
indebtedness was incurred to assist in fundingCbr@pany’s growth. Interest on the notes is payaéiri-annually on
June 15 and December 15 of each year. The Companpyseek, from time to time, to retire the notesugh cash
purchases on the open market, in privately negatiansactions or otherwise. Such repurchasasyifwill depend
on prevailing market conditions, the Company’s liifty requirements, contractual restrictions ankeotfactors. The
amounts involved may be material.

Terms of the Company’s outstanding debt obligatmmdd limit the Company’s ability to incur additial debt
financing. The Credit Facility contains finanatalvenants which include certain debt to cash flatos, a fixed charc
coverage test, and minimum allowable consolidattdvorth. The Credit Facility also places cersgecified
limitations on secured and unsecured debt. Thepgaogis outstanding notes discussed above placaicesgecified
limitations on secured debt and place certain &trohs on the Company’s ability to execute dabesseback transactiol
The Company has generated significant cash flowva fts operations during recent years. Therefiie Company
does not believe that any existing limitations tsnability to incur additional indebtedness wilveaa material impact
on its liquidity.

At May 5, 2006 and February 3, 2006, the Compamydomemmercial letter of credit facilities totalind%5.0
million, of which $85.5 million and $85.1 milliomespectively, were outstanding for the fundingroported
merchandise purchases.

The Company believes that its existing cash baBrar#icipated cash flows from operations, the {Cfeatility
and its anticipated ongoing access to the capitakets, if necessary, are sufficient to meet then@any’s currently
foreseeable liquidity and capital resource needs.

Cash flows from operating activitiesThe most significant components of the changsash flows from
operating activities in the 2006 period as compaoetie 2005 period were
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changes in inventory balances. The most significaange in inventory levels occurred in the higtdpsumable
category, which increased by 22% in the 2006 pea®dompared to a 7% increase in the 2005 penatihe seasonal
category, which increased by 20% in the 2006 peagdompared to a 5% increase in the 2005 perifiseting these
increases was a decline in inventory levels inoésc clothing category, which declined by 15%hia 2006 period
compared with a 9% increase in the 2005 period.dHuéine in net income, as described in more datalve, also
contributed to the decline in cash flows from ofiegpactivities.

Cash flows from investing activitiesSignificant components of the Company’s propartg equipment
purchases in the 2006 period included the follovdpgroximate amounts: $22 million for the EZstorejgct; $17
million for new stores; $15 million for distributicand transportation-related capital expendituaiad; $9 million for
capital projects in existing stores. During th®@@@eriod, the Company opened 182 new stores.

Significant components of property and equipmemtipases in the 2005 period included the following
approximate amounts: $18 million for new stores #iillion for the EZstore project; $13 million fdistribution and
transportation-related capital expenditures; anch#on for systems-related capital projects. Dgrthe 2005 period,
the Company opened 255 new stores.

Net purchases of short-term and long-term investsnein$4.5 million and $10.8 million, respectivetiyring
the 2006 period relate primarily to the Companypto/e insurance subsidiary. Net sales of shomiervestments
increased net cash from investing activities by.$4gillion in the 2005 period and primarily refledithe Company’s
investment activities in tax-exempt auction masgexturities.

Capital expenditures for the 2006 fiscal year aogegted to be approximately $375 million. The Qamy
anticipates funding its 2006 capital requirements wash flows from operations and the Credit Fggiif necessary.

Cash flows from financing activitiesThe Company had borrowings under the Creditligganet of
repayments, of $65.0 million during the 2006 periblde Company repurchased approximately 4.5 mibioares of its
common stock during the 2006 period at a total 068$79.9 million, and repurchased approximate® rhillion shares
of its common stock during the 2005 period at altobst of $25.1 million. The Company paid cashd#nds of $15.7
million and $13.1 million, or $0.05 and $0.04 pkare, respectively, on its outstanding common stheing the 2006
and 2005 periods. These uses of cash were offsstbbl¢ option proceeds of $10.9 million and $13illion,
respectively, during the 2006 and 2005 periods.

Critical Accounting Policies and Estimates

The preparation of financial statements in accardamth GAAP requires management to make estinaatds
assumptions that affect reported amounts and tethselosures. In addition to the estimates presebelow, there are
other items within the Company'’s financial statets¢hat require estimation, but are not deemedatalias defined
below. The Company believes these estimates asemahble and appropriate. However, if actual expeadaliffers
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from the assumptions and other considerations wledgesulting changes could have a material effie¢he financial
statements taken as a whole.

Management believes the following policies andnestes are critical because they involve significant
judgments, assumptions, and estimates. Managerasrtiscussed the development and selection afiitsat
accounting estimates with the Audit Committee & @ompany’s Board of Directors, and the Audit Cottemni has
reviewed the disclosures presented below relatinjdse policies and estimates.

Merchandise Inventoriedlerchandise inventories are stated at the lowenst or market with cost determined
using the retail last-in, first-out (“LIFO”) methodJnder the Company’s retail inventory method {/R), the
calculation of gross profit and the resulting vailora of inventories at cost are computed by apgarcalculated cost-
to-retail inventory ratio to the retail value olesa The RIM is an averaging method that has kadely used in the
retail industry due to its practicality. Alsojstrecognized that the use of the RIM will resalzaluing inventories at
the lower of cost or market if markdowns are cuttyetaken 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 calctibe as well as the
ending inventory valuation at cost. These signiftaastimates, coupled with the fact that the RIMnsaveraging
process, can, under certain circumstances, pratisteted cost figures. Factors that can leaddtwdion in the
calculation of the inventory balance include:

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

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

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

« inaccurate estimates of lower of cost or markeC{”) and/or LIFO reserves.

To reduce the potential of such distortions invhkiation of inventory, the Company expanded thalmer of
departments it utilizes for its gross profit caltidn from 10 to 23 in 2005. Other factors thatuepotential distortion
include the use of historical experience in estingathe shrink provision (see discussion below) tredutilization of al
independent statistician to assist in the LIFO dangprocess and index formulation. Also, on anaing basis, the
Company reviews and evaluates the salability ahitentory and records LCM reserves, if necessary.

The Company calculates its shrink provision basedatual physical inventory results during thedigeeriod
and an accrual for estimated shrink occurring sybset to a physical
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inventory through the end of the fiscal reportirgipd. This accrual is calculated as a percenthgales at retail store
and department level and is determined by dividiregbook-to-physical inventory adjustments recordigding the
previous twelve months by the related sales fostrae period for each store. To the extent thagesyuent physical
inventories yield different results than this estied accrual, the Company’s effective shrink rateafgiven reporting
period will include the impact of adjusting theiesited results to the actual results. AlthoughGbenpany performs
physical inventories in all of its stores on anw@adrbasis, the same stores do not necessarilyogeted in the same
reporting periods from year to year, which coulg@at comparability in a given reporting period.

Property and EquipmentProperty and equipment are recorded at cost. Dimep@ny groups its assets into
relatively homogeneous classes and generally pesvior depreciation on a straight-line basis okerdstimated
average useful life of each asset class, excepedsehold improvements, which are amortized dweshorter of the
applicable lease term or the estimated usefublifihe asset. The valuation and classificatiorheké assets and the
assignment of useful depreciable lives involvesifitant judgments and the use of estimates. Ptpperd equipment
are reviewed for impairment periodically and whesresvents or changes in circumstances indicatdtbatarrying
value of an asset may not be recoverable.

Insurance Reserved he Company retains a significant portion of tis& for its workers’ compensation,
employee health insurance, general liability, propss and automobile coverage. These costagmdisant
primarily due to the large employee base and nurobstores. Provisions are made to this insuraiabdity on an
undiscounted basis based on actual claim datastmdages of incurred but not reported claims dgwetbby
independent actuaries utilizing historical claimnids. If future claim trends deviate from recestdrical patterns, the
Company may be required to record additional exgens expense reductions, which could be materite
Company’s future financial results.

Contingent Liabilities — Income Taxe$he Company is subject to routine income taxtsutiat occur
periodically in the normal course of business. Tapany estimates its contingent income tax lisédibased on its
assessment of probable income tax-related expoauntethe anticipated settlement of those expogtaaslating into
actual future liabilities. The contingent liabiéis are estimated based on both historical audérexqres with various
state and federal taxing authorities and the Coripanterpretation of current income tax-relateghuls. If the
Company’s income tax contingent liability estimapesve to be inaccurate, the resulting adjustmeotsd be material
to the Company’s future financial results.

Contingent Liabilities - Legal Matter§he Company is subject to legal, regulatory ane@opinoceedings and
claims. Reserves, if any, are established for thlssms and proceedings based upon the probabilitlyestimability of
losses and to fairly present, in conjunction wita tlisclosures of these matters in the Companyanéial statements
and SEC filings, management’s view of the Compaeyjsosure. The Company reviews outstanding clamds a
proceedings with external counsel to assess prityadnd estimates of loss. These assessments-@ealuated each
guarter or as new and significant information beesmavailable to determine whether a reserve stmubskstablished or
if any existing reserve should be adjusted. Theadost of resolving a claim or proceeding ultielaimay be
substantially different than
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the amount of the recorded reserve. In additiecabse it is not permissible under GAAP to estalaitigation
reserve until the loss is both probable and estiepato some cases there may be insufficient timestablish a reserve
prior to the actual incurrence of the loss (upordiat and judgment at trial, for example, or in tase of a quickly
negotiated settlement). See Note 4 to the Condebserdolidated Financial Statements.

Lease Accountingihe majority of the Company’s stores are subjeshirt-term leases (usually with initial or
primary terms of 3 to 5 years) with multiple renéwptions when available. The Company also hagstsubject to
build-to-suit arrangements with landlords, whichitally carry a primary lease term of between 7 adgears with
multiple renewal options. Approximately half of tGe@mpanys stores have provisions for contingent rentaledagpor
a percentage of defined sales volume. The Companognizes contingent rental expense when the \zamient of
specified sales targets are considered probable.dXpense is recognized over the term of the ledke Company
records minimum rental expense on a straight-la@dover the base, non-cancelable lease term coonmgeon the
date that the Company takes physical possessithre gfroperty from the landlord, which normally indés a period
prior to store opening to make necessary leasemgcbvements and install store fixtures. Whenaséecontains a
predetermined fixed escalation of the minimum rérg,Company recognizes the related rent expensestnaight-line
basis and records the difference between the rezadjnental expense and the amounts payable unelézdse as
deferred rent. The Company also receives tenbowahces, which are recorded in deferred incengwe and are
amortized as a reduction to rent expense oveetine of the lease. Any difference between the ¢aled expense and
the amounts actually paid are reflected as a ligbimprovements of leased properties are amaitaeer the shorter ¢
the life of the applicable lease term or the estmaiseful life of the asset.

Impairment of Long-Lived AsseWhen indicators of impairment are present, the Camgpevaluates the
carrying value of londived assets, other than goodwill, in relationte bperating performance and future undiscot
cash flows or the appraised values of the undeglggsets. The Company may adjust the net boolk wdlthe
underlying assets based upon such cash flow aragsanpared to the book value and may also conapaaised
values. Assets to be disposed of are adjustdukttatr value less the cost to sell if less thanlibok value. The
Company also records impairment charges to redwecedrrying value of certain of its stores’ assstsleemed
necessary due to negative sales trends and cash flo

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

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

ITEM 4. CONTROLS AND PROCEDURES

(@) Disclosure Controls and ProceduresThe Company maintains disclosure controls andguures that
are designed to ensure that information relatingpéoCompany and its consolidated subsidiariesiredjtio be
disclosed in the Company’s periodic filings undes t
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Securities Exchange Act of 1934, as amended (tkelf&nge Act”),s recorded, processed, summarized and repor
a timely manner in accordance with the requiremehtee Exchange Act, and that such informatioadsumulated ar
communicated to management, including the Compadkief Executive Officer and Chief Financial Officas
appropriate, to allow timely decisions regardinguieed disclosure. The Company carried out an ex@n, under the
supervision and with the participation of managetmiecliuding the Chief Executive Officer and thei€ftFinancial
Officer, of the effectiveness of the design andrafen of these disclosure controls and proced@®spch term is
defined in Exchange Act Rule 13a-15(e), as of Ma®6. Based on this evaluation, the Chief Exeeufficer and
the Chief Financial Officer each concluded that@uoenpany’s disclosure controls and procedures efeetive as of
May 5, 2006.

(b) Changes in Internal Control Over Financial Repogin There have been no changes in the Company’s
internal control over financial reporting (as definin Exchange Act Rule 13a-15(f)) identified imoection with the
evaluation of the Company’s internal control ovaahcial reporting as required by Exchange Act Ria-15(d) that
occurred during the quarter ended May 5, 2006hthae materially affected, or are reasonably likelynaterially
affect, the Company’s internal control over finaieeporting.

PART II—OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

The information contained in Note 4 to the ConddrSensolidated Financial Statements under the hgadi
“Legal Proceedings” contained in Part I, ltem Xho$ Form 10-Q is incorporated herein by this refee.

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

Except for specific historical information, the dissions in this report and in the documents inmated by
reference into this report may express or implyguions of revenues or expenditures; plans aneotibes for future
operations, growth or initiatives (such as expé&mtatregarding the Company’s fiscal 2006 new sgposvth and
implementation of the Company’s EZstore projectpexted future economic performance; the expeaiécbme or
impact of pending or threatened litigation; or @@mpany’s effective tax rate and the anticipatedwel of federal
jobs tax credits. These and similar statementgdagaevents or results which the Company expedtowmay occut
in the future are forward-looking statements conicgy matters that involve risks, uncertainties atieer factors which
may cause the actual performance of the Compadiffes materially from those expressed or impligdthese
statements. All forward-looking information sholld evaluated in the context of these risks, uac#rés and other
factors. In addition, the words “believe,” “antiafe,” “project,” “plan,” “expect,” “estimate,” “olgctive,” “forecast,”
“goal,” “intend,” “will likely result,” or “will continue” and similar expressions generally identdfgward-looking
statements. The Company believes the assumptiaeslying these forward-looking statements areaeable;

” o ” o ” o
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however, any of the assumptions could be inaccuaaie therefore, actual results may differ matgriabm those
projected in the forward-looking statements. Factmd risks that may result in actual resultsedifig from this
forward-looking information include, but are nanlied to, those listed below, as well as otherdiectiscussed
throughout this document, including, without lintiten, the factors described under “Critical AccangtPolicies and
Estimates” in Part I, ltem 2 above or, from timditoe, in the Company’s filings with the SEC, preslkeases and other
communications. Except with respect to the enhdudégclosures relating to the risk of changes imamendise mix ar
the potential for customer trip consolidation, adlas the additional risk factor disclosure regagdhe effectiveness
merchandising, marketing and advertising prograhese have been no significant changes to thdfaidtkrs set forth

in Part I, Item 1A of the Company’s Annual Repantieorm 10-K for the fiscal year ended February(®e&

Readers are cautioned not to place undue reliamc®ovard-looking statements made in this documgnte
the statements speak only as of the document’s dée Company has no obligation, and does nohahte publicly
update or revise any of these forward-looking stegsts to reflect events or circumstances occuraiitgy the date of
this document or to reflect the occurrence of urtpdited events. Readers are advised, howevegnsult any further
disclosures the Company may make on related sshijeds documents filed with or furnished to th&CSor in its othe
public disclosures

The Company encourages investors to carefully denshe risks described below and other information
contained in this document when considering anstment decision with respect to Dollar Generalsusiies.
Additional risks and uncertainties not presentlpwn to management, or that management currentimsl@@material,
may also impair the Company’s business operatidng.of the events discussed in the risk factorewehay occur. If
one or more of these events do occur, the Compémgmess, results of operations or financial domdicould be
materially adversely affected. In that instance,ttiading price of Dollar General securities cadédline, and investors
might lose all or part of their investment.

The Company’s business is moderately seasonatkéthighest portion of sales occurring during tharth
guarter. Adverse events during the fourth quartauld, therefore, materially affect the Companyrgficial statements
as a whole The Company realizes a significant portion ohigs sales and net income during the Christmamgell
season in the fourth quarter. In anticipationhid holiday, the Company purchases substantial ataai seasonal
inventory and hires many temporary employees. asaeal merchandise inventory imbalance could résiolt any
reason the Company’s net sales during the Chrisseling season were to fall below seasonal norinsuch an
imbalance were to occur, more markdowns than gtied might be required to minimize the imbalafite
Company’s profitability and operating results cobkladversely affected by unanticipated markdowmaisby lower
than anticipated sales. Lower than anticipatedssaléhe Christmas selling season would also neglgtimpact the
Company’s ability to leverage the increased lalosts

Competition in the retail industry could limit t@mpany’s growth opportunities and reduce its padsiity .
The Company operates in the discount retail medisa business, which is highly competitive. Tdompetitive
environment subjects the Company to the risk of
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reduced profitability because of the lower pricag]l thus the lower margins, required to maintaenGompany’s
competitive position. The Company competes wititalint stores and with many other retailers, inolydass
merchandise, grocery, drug, convenience, varietlyadiner specialty stores. These other retail conegaoperate stores
in many of the areas where the Company operaths.Cbmpany’s direct competitors in the dollar steteil category
include, without limitation, Family Dollar, Dollafree, Fred’s, and various local, independent opesatCompetitors
from other retail categories include Wal-Mart andlg¥eens, among others. Some of the Company’s etiows

utilize aggressive promotional activities, adventysprograms, and pricing discounts and the Comgamgults of
operations could be adversely affected if the Cammboes not respond effectively to these efforts.

The discount retail merchandise business is sutgextcess capacity, and some of the Company’s ettors
are much larger and have substantially greateureses than the Company. The competition for custsrhas
intensified in recent years as larger competiteush as Wal-Mart, have moved into, or increasen gfresence in, the
Company’s geographic markets. The Company remaiimerable to the marketing power and high levetaisumer
recognition of these major national discount chaimg to the risk that these chains or others ceeidure into the
“dollar store” industry in a significant way. Geaby, the Company expects an increase in compatiti

The Company’s financial performance is highly séresito changes in overall economic conditions thaty
impact consumer spending and the Company’s costsinfl business A general slowdown in the United States
economy or rising personal debt levels may adveisi#ct the spending of the Company’s consumelns;iwwould
likely result in lower net sales than expected quarterly or annual basis. Economic conditiofisciing disposable
consumer income, such as employment levels, buscwditions, fuel and energy costs, inflationetast rates, and
tax rates, could also adversely affect the Compabysiness by reducing consumer spending, causimgumers to
reduce or consolidate the number of shopping thpg make or causing consumers to shift their sippgnio other
products. The Company might be unable to antieifagse buying patterns and implement appropmateniory
strategies, which would adversely affect its sales gross profit performance. In addition, corgihincreases in fuel
and energy costs would increase the Company’spoategion costs and overall cost of doing busirsesscould
adversely affect the Company’s financial statemasta whole.

The Company’s profitability is affected by the wiixnerchandise that it sellsln recent years, the percentagt
the Company’s sales of highly consumable productsttl sales has increased, and the percentahe Gfompany’s
sales of seasonal, home products and basic clothérghandise to total sales has decreased. Thersdaategory
typically accounts for the highest gross profierahd the highly consumable category typically aot®for the lowest
gross profit rate. The Company'’s gross profit nracpuld decrease if the percentage of highly corale products it
sells continues to increase or if customers shéirtspending to lower margin items.

The Company’s financial performance could be adgraffected if its merchandising, marketing and
advertising programs are not as effective as mameayg anticipates or if the cost
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of those efforts materially exceeds managemertitma®s. The Company periodically undertakes new progrands an
refines existing programs to increase its net satelscustomer base. The Company may be adverspicted if these
merchandising, marketing and advertising prograardd attract additional customers into its staves the
merchandising programs implemented by the Compesayat as effective as planned. The Company tsisritally
engaged in limited advertising and marketing effoaind in 2005 advertising expenses were lessli¥taof sales. As
part of its initiatives to improve net sales, then@pany may execute a variety of new marketing, tmnal and/or
advertising strategies. If these initiatives aseeffective in producing sufficient additional es) or if the cost of these
programs exceeds management’s estimates, the Cgmafiaancial performance could be adversely atdct

Natural disasters, pandemic outbreaks, unusuallyeage weather conditions or boycotts could advgra#kct
the Company’s net sales or financial condition an@ply chain efficiencyUnusually adverse weather conditions,
natural disasters, pandemic outbreaks, boycotgmlar disruptions, especially during the peaki€timas selling
season, but also at other times, could signifiganeitiuce the Company’s net sales or adverselytafied®Company’s
financial condition. Such events could also resufithysical damage to one or more of the Compaprgperties, the
temporary or permanent closure of one or more storelistribution centers or the temporary lackofadequate work
force in a market. In addition, these disruptionsld also adversely affect the Company’s suppéirckfficiency and
make it more difficult for the Company to obtairffstient quantities of merchandise from its supgdie

Existing military efforts and the possibility of mand acts of terrorism could disrupt the Companiyiformatior
or distribution systems or increase our costs ohgdusinessExisting U.S. military efforts, as well as the imnvement
of the United States in other military engagememts, significant act of terrorism on U.S. soiledsewhere, could have
an adverse impact on the Company by, among otiregsthdisrupting its information or distributionstgms; causing
dramatic increases in fuel prices thereby increpsie costs of doing business; or impeding the thbwnports or
domestic products to the Company.

The Company’s business is dependent on its atolibptain attractive pricing and other terms frots vendors
The Company believes that it has generally gotadioas with its vendors and that it is generaltyeato obtain
attractive pricing and other terms from vendorswieeer, if the Company fails to maintain good relas with its
vendors, it may not be able to obtain attractiveipg with the consequence that its net sales afitpnargins would be
reduced. Also, prolonged or repeated price in@®as$ certain raw materials could affect our vestproduct costs
and, ultimately, the Company’s profitability. Th@@pany’s ability to pass on incremental pricingraes may be
limited due to operational and competitive factevhich could negatively affect the Company’s pmatfitity and sales.

The efficient operation of the Company’s businsegeeavily dependent on its information systeiiise
Company depends on a variety of information tecbgykystems for the efficient functioning of itssimess. The
Company relies on certain software vendors to rairdnd periodically upgrade many of these systamtbat they cs
continue to support the Company’s business. Tftevare programs supporting many of the Company&tesys were
licensed to
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the Company by independent software developerg ifdbility of these developers or the Companyotatioue to
maintain and upgrade these information systemsaftaiare programs would disrupt or reduce the iefficy of the
Company’s operations if it were unable to converlternate systems in an efficient and timely nesinrin addition,
costs and potential problems and interruptionsaatad with the implementation of new or upgradgsteams and
technology or with maintenance or adequate sumggda@xisting systems could also disrupt or redueeetficiency of
the Companys operations. The Company also relies heavilyomfbrmation technology staff. If the Company ar
meet its staffing needs in this area, the Compaay mot be able to fulfill its technology initiatisevhile continuing to
provide maintenance on existing systems.

The Company is dependent upon the smooth funagariris distribution network, the capacity of RE€s, and
the timely receipt of inventory The Company relies upon the ability to replemspleted inventory through deliveries
to its DCs from vendors and from the DCs to itseddy various means of transportation, includimgreents by air,
sea and truck. Labor shortages in the transpontaidustry could negatively affect transportati@sts. In addition,
long-term disruptions to the national and interoradi transportation infrastructure that lead tagelor interruptions of
service would adversely affect the Company’s bissnelhe Company also may face difficulty in obtagmeeded
inventory from its vendors because of interruptiongroduction, adverse weather conditions, ouksed pandemics,
foreign trade restrictions or government regulajar for other reasons, which would adverselycaffiee Company’s
sales. Moreover, if the Company were unable toeaghfunctionality of new DCs in the time frame ecteel, the
Company'’s ability to achieve the expected growthl@dde inhibited.

Construction and expansion projects relating ta@Gbmpany’s DCs entail risks which could cause dekayd
cost overruns, such as: shortages of materialstegjes of skilled labor or work stoppages; unfoeessonstruction,
scheduling, engineering, environmental or geoldgoablems; weather interference; fires or othesuedty losses; and
unanticipated cost increases. The completion datdsiltimate costs of these projects could dgfgnificantly from
initial expectations due to construction-relateatbrer reasons. The Company cannot guaranteariligiroject will be
completed on time or within established budgets.

The Company’s success depends to a significamitexpen the abilities of its senior management teawhthe
performance of its employe. The loss of services of key members of the Coryigasenior management team or of
certain other key employees could negatively affieetCompany’s business. The risk of key empldyasver
intensifies as a greater number of public corporatiocate in the vicinity of the Company’s headtgra. In addition,
future performance will depend upon the Compankitg to attract, retain and motivate qualified gloyees to keep
pace with its expansion schedule. The inabilitdgdacso may limit the Company’s ability to effectiyglenetrate new
market areas. Also, the Company’s stores are detigeti and are managed through a network of ggbgrally
dispersed management personnel. The inabilithi@fompany to effectively and efficiently operdgestores,
including the ability to control losses resultimgrh inventory and cash shrinkage, may negativefyaich the
Company'’s sales and/or operating margins.
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If the Company cannot open new stores on scheitkilgrowth will be impeded which would adverselgétf
sales. The Company’s growth is dependent on both es®e in sales in existing stores and the abilitpen new
stores. Delays in store openings could adversédgtathe Company'’s future operations by slowing rséeve growth,
which may in turn reduce its revenue growth. TloenPany’s ability to timely open new stores andxpand into
additional market areas depends in part on theviatig factors: the availability of attractive stdoeations; the ability
to negotiate favorable lease terms; the abilitigzite and train new personnel, especially store marsa the ability to
identify customer demand in different geographeaar general economic conditions; and the avaialoil sufficient
funds for expansion. Many of these factors are bdybe Company’s control. In addition, the Comparay not
anticipate all of the challenges imposed by theaagn of its operations and, as a result, maynesat its targets for
opening new stores or expanding profitably.

The inability to execute operating initiatives abulegatively affect the Company'’s future operategylts. The
Company is involved in a significant number of gggng initiatives that have the potential to bewsive in the short
term if they are not implemented effectively. lieetive implementation or execution of some omélihese initiatives
could also negatively impact the Company’s opegatesults. Please reference the discussion ohttiatives in the
“Results of Operations — Executive Overview” sattio Part |, Item 2 above.

The Company’s cost of doing business could incraaseresult of changes in federal, state or local
regulations. Unanticipated changes in the federal or statermim wage or living wage requirements or changes i
other wage or workplace regulations could adveratBct the Company’s ability to meet financialgats. In addition,
changes in federal, state or local regulations gorg the sale of the Company’s products, partityfeover-the-
counter” medications or health products, couldease the Comparsg/cost of doing business and could adversely :
the Company’s sales results. Also, the Companybility to comply with these regulatory changes itimely fashion
or to adequately execute a required recall couddlrén significant fines or penalties that coufteat the Company’s
financial statements as a whole.

Unanticipated increases in insurance costs or lgserience could negatively impact profitability'he costs «
some insurance (workers’ compensation insuranceergeliability insurance, health insurance andopréy insurance)
and loss experience have risen in recent year$idrifpan expected increases in these costs oriatweance costs or
unexpected escalations in the Company’s loss catglsl have an unanticipated negative impact orCiinapany’s
profitability.

The Company is subject to certain legal proceedthgs may adversely affect its financial statemeasta
whole. The Company is involved in a number of legal peategs, which include, for instance, consumer, egmpent
tort and other litigation. Certain of these laisuf decided adversely to the Company or setbhpedhe Company, me
result in liability material to the Company’s findal statements as a whole or may negatively imgrgecCompany’s
operating results if changes to the operation efirsiness are required. Please see Note 4 @otidensed
Consolidated Financial Statements included in Ré#em 1 above for further details regarding certat these pending
matters.
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The Company may be unable to rely on liability mdéies given by foreign vendors which could adeigrs
affect its financial statements as a whdlee Company imports approximately 13% of its menclise globally.
Sources of supply may prove to be unreliable, ergimality of the globally sourced products may iaoyn the
Company’s expectations. The Company’s abilitylitam indemnification from the manufacturers ofs@roducts
may be hindered by the manufacturers’ lack of ustdeding of U.S. product liability laws, which manake it more
likely that the Company may have to respond tantsadr complaints from its customers as if the Camgpaere the
manufacturer of the products. Any of these cirdamses could have a material adverse effect oG dmepany’s
business and its financial statements as a whole.

The Company is subject to interest rate risk wiaichld impact profitability The Company is subject to mar
risk from exposure to changes in interest ratesdas its financing, investing and cash manageimeantities. Change
in interest rates could have an unanticipated mnegahpact on the Company’s profitability.

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

The following table contains information regardipgychases of the Company’s common stock made dthieng
guarter ended May 5, 2006 by or on behalf of then@any or any “affiliated purchaser,” as definedrye 10b-18(a)
(3) of 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 (b) Programs (b)
02/04/06-02/28/06 163 $16.8( - 4,483,20(
03/01/06-03/31/06 2,004,000 $17.71 2,004,00( 2,479,201
04/01/06-05/05/06 2,484,438 $17.9¢ 2,479,20( -
Total 4,488,601 $17.8¢ - -

(@) Includes 1,230 shares purchased in open migketactions in satisfaction of the Company’sgdtions under certain employee benefit
plans and 4,171 shares accepted in lieu of caghyt@mployee tax liabilities upon lapse of resits on restricted stock.

(b) On September 30, 2005, the Company annoumhegdts Board of Directors had approved a sharaerayase program of up to 10 million

shares, which program was scheduled to expire pte8der 30, 2006. The Company completed this odyase program in the first quarter of
2006.

ITEM 6. EXHIBITS

See Exhibit Index immediately following the signayage hereto, which Exhibit Index is incorpordtgd
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 causisdeiport tc
be signed on its behalf by the undersigned theoedmlly authorized, both on behalf of the Registeard in his capacit
as principal financial and accounting officer of tRegistrant.

DOLLAR GENERAL CORPORATION

Date: June 1, 2006 By: /s/ David M. Tehle
David M. Tehle
Executive Vice President and Chief Financial Office
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EXHIBIT INDEX

Extension of Employment Agreement, dated daatyr7, 2006, by and between Dollar General Cotmorand
Stonie R. O'Briant (incorporated by reference t® @ompany’s Current Report on Form 8-K dated Felgraa
2006, filed February 13, 2006).

Extension of Employment Agreement, dated daatyr7, 2006, by and between Dollar General Cotporand

Kathleen Guion (incorporated by reference to then@any’s Current Report on Form 8-K dated February 7
2006, filed February 13, 2006). During the quaeteded May 5, 2006, the Employment Agreement exig iy
this document was superseded and replaced by tiolzrment Agreement referenced in Exhibit 10.3 below

Employment Agreement with Kathleen R. Guitfaative April 1, 2006 (incorporated by referenoghe
Company’s Current Report on Form 8-K dated March2B06, filed April 5, 2006).

Employment Agreement with David M. Tehle effee April 1, 2006 (incorporated by referencehe t
Company’s Current Report on Form 8-K dated March2B06, filed April 5, 2006).

Employment Agreement with Beryl J. Buley effee April 1, 2006 (incorporated by referencetlie Companys
Current Report on Form 8-K dated April 6, 2006&dilApril 12, 2006).

Dollar General Corporation 2006 TeamshareuBdtrogram for Named Executive Officers.
Certifications of CEO and CFO under ExchangeRde 13a-14(a).
Certifications of CEO and CFO under 18 U.S.850
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2006
TEAMSHARE

Serve your Customers, Simplify Processes, Controldpenses, Work Smart. . .

TEAMSHARE is an annual incentive program desigreedricourage high performance, while rewarding eygae for
their commitment to Dollar General's success.ddied TEAMSHARE becauseriequires teamwork. . .our
TEAMSHARE goals can only be met through the effort of every DG employee. Reaching our goals requires dedica
to establishing cost efficiencies, simplifying pesses and focusing on customé&sive for excellence in 2006!

Your 2006 TEAMSHARE Plan

Fiscal Year-end Total Net

Bonus Level Your Bonus

Income
$ 3 %
$ 2 %
$ 1 %

* Plan information is non-public and confidential.
How Does it Work?

Your TEAMSHARE bonus is based on the Company’d toéhincome at fiscal year-end. That means ifi@ol

General’s year-end net income is $ ou wjll receive a “I'Level” TEAMSHARE bonus. If the year-

end net income is $ , you will rezaiv2"dLevel” TEAMSHARE bonus. Payout opportunities
between “levels” are possible.

You can calculate your bonus using the followingrfala:

Base Pay x Bonus Payout Opportunity X mos. of servi
12 months

Please refer to program guidelines (on back of pfogyenore details.

What is Net Income?

Net Income= Gross Margin — Operating Expenses, Interest Esgpé@nTaxes

Note: May exclude unusual items as approved fiore to time by the Compensation Committee of tharBamf
Directors.

o Operating Expenses= Payroll, Supplies, Operating Costs, Utilities;. et

Strive for excellence in 2006!




GUIDELINES

Who'’s Eligible?
An employee must meetchof the following criteria:

1. Regular, full-time or part-time Store SupparD&C employee during the fiscal year.

2. Actively employed with Dollar General on thaelaf bonus payout.*
*Except where prohibited by state law.

3. Receive a year-end performance rating of “mstatsdard” (1.75) or greater.

Months of Service
Bonuses are prorated based on the number of mentpyed during the fiscal yean employee must be

hired/rehired on or before the #&of the month to receive credit for the month.

Example

Jane Doe hired on June 20, 2006.

Jane will not receive credit for June as the mgjaf the month is over.
Jane will receive credit for July, 2006 — Janu2807.

Jane will receive a prorated bonus for seven monthd.2

Rehired Employees

Employees who leave the company and are rekiueitig the same fiscal year will be bonus eligiioten the date of
rehireunlessrehired within 30 days from the date of terminatiService will be bridged for persons who are a¥agn
the Company less than 30 days. Persons who arededfier 30 days forfeit any bonus amount earngchg the fiscal
year prior to termination.

Transfers/Promotions
Employees who also worked in a retail position ngithe fiscal year are eligible for a prorated ®fram each bonus
plan.Note: Eligibility requirements must be met in eaebpective plan to receive a bonus from that plan.

Example
Division Manager from Feb. 4, 2006 — June 12, 28@612 Division bonus plan
Corporate employee from June 13, 2006 — Feb 2, 20012 Store Support bonus plan




Employees on Leave of Absence
Employees on leavare eligible for a prorated bonus based on the enmbmonths worked during the fiscal year

(provided employment has not terminated before bamecks are issued).

Bonus Payout

If the Companymeets its performance goals ayailimeet the eligibility guidelines, you will be elidgéfor a
TEAMSHARE bonus! Please note that the IRS considdygsnus to be supplemental income. Thereforanthemum
federal tax, as well as FICA and any other applealate taxes, are deducted as required.

Your bonus will be paid as soon as possible afieiGompany year-end performance results are alail@enerally,
checks are issued in April.

* Dollar General reserves the right to adjust, athensuspend the TEAMSHARE program at any time.




The individual 2006 TEAMSHARE Bonus Program docuibfeneach of the Company’s named executive
officers is substantially identical to the form2606 TEAMSHARE Bonus Program document shown hems e for
the bonus percentages set forth on the first pdge. applicable bonus percentages for each of timep@ny’s named
executive officers are set forth below.

Bonus at Bonus at Bonus at
Name Bonus Level 1 Bonus Level 2 Bonus Level 3
David A. Perdue 50% 100% 200%
David M. Tehle 32.5% 65% 130%
Beryl J. Buley 32.5% 65% 130%

Kathleen R. Guion 32.5% 65% 130%



CERTIFICATIONS

I, David A. Perdue, certify that:

1.

2.

5.

| have reviewed this quarterly report on Fo®aQl of Dollar General Corporation;

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

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

The registran$ other certifying officer(s) and | are responsitdieestablishing and maintaining disclosure cde
and procedures (as defined in Exchange Act Rules158) and 15d5(e)) and internal control over financ
reporting (as defined in Exchange Act Rules 13d}Es(d 15d-15(f)) for the registrant and have:

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

(b) Designed such internal control over financeparting, or caused such internal control overrfaial
reporting to be designed under our supervisioprtwide reasonable assurance regarding the rétjabf
financial reporting and the preparation of finahatatements for external purposes in accordantk
generally accepted accounting principles;

(c) Evaluated the effectiveness of the registedisclosure controls and procedures and presémtiic
report our conclusions about the effectivenesshefdisclosure controls and procedures, as of tdeol
the period covered by this report based on suchuatian; and

(d) Disclosed in this report any change in theistegnt’s internal control over financial reporting t
occurred during the registrant’s most recent fisparter (the registramst’fourth fiscal quarter in the c:
of an annual report) that has materially affecteds reasonably likely to materially affect, thegistrants
internal control over financial reporting; and

The registrar's other certifying officer(s) and | have disclosedsed on our most recent evaluation of int
control over financial reporting, to the registrarauditors and the audit committee of the regigteaboard c
directors (or persons performing the equivalentfioms):

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




Date: June 1, 2006

to adversely affect the registramtbility to record, process, summarize and refioancial information
and

(b) Any fraud, whether or not material, that invedv management or other employees who hz
significant role in the registrant’s internal canitover financial reporting.

/s/ David A. Perdue

David A. Perdue
Chief Executive Officer

I, David M. Tehle, certify that:

1. | have reviewed this quarterly report on Form 10f@ollar General Corporation;

2. Based on my knowledge, this report does not cordain untrue statement of a material fact or omistete
material fact necessary to make the statements ,nmadight of the circumstances under which suckteshent
were made, not misleading with respect to the gecmvered by this report;

3. Based on my knowledge, the financial statementd, ather financial information included in this repdairly
present in all material respects the financial doom, results of operations and cash flows of tbgistrant as ¢
and for, the periods presented in this report;

4, The registrar' s other certifying officer(s) and | are responsifoleestablishing and maintaining disclosure cds
and procedures (as defined in Exchange Act Rules1b8e) and 15d5(e)) and internal control over financ
reporting (as defined in Exchange Act Rules 13d}#s(d 15d-15(f)) for the registrant and have:

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

(b) Designed such internal control over financeparting, or caused such internal control overrfaial
reporting to be designed under our supervisioprtwide reasonable assurance regarding the reétjabf
financial reporting and the preparation of finahatatements for external purposes in accordantie
generally accepted accounting principles;

(c) Evaluated the effectiveness of the registeditsclosure controls and procedures and presémtiic
report our conclusions about the effectivenessefdisclosure 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 fisgelrter




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

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

Date: June 1, 2006

(a) All significant deficiencies and material weakses in the design or operation of internal cowoive!
financial reporting which are reasonably likelyatdversely affect the registragstbility to record, proce:
summarize and report financial information; and

(b) Any fraud, whether or not material, that invedv management or other employees who hz
significant role in the registrant’s internal canitover financial reporting.

/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 $okhowledge the Quarterly Report on FormQ®er the fiscal quart:
ended May 5, 2006 of Dollar General Corporatior (tGompany”)filed with the Securities and Exchange Commis
on the date hereof fully complies with the requiesrts of section 13(a) or 15(d) of the SecuritiesHaxge Act of 19:
and that the information contained in such repaitiyf presents, in all material respects, the foahcondition an
results of operations of the Company.

/s/ David A. Perdue

Name: David A. Perdue
Title: Chief Executive Officer
Date: June 1, 2006

/s/ David M. Tehle

Name: David M. Tehle
Title: Chief Financial Officer
Date: June 1, 2006




