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ITEM 7. FINANCIAL STATEMENTS, PRO FORMA FINANCIAL INFORMATION AND EXHIBITS

(a) Financial Statements. None.
(b) Pro Form Financial Information. None.
(c) Exhibits. See Exhibit Index immediately follavg the signature page hereto.

ITEM 9. REGULATION FD DISCLOSURE

On November 26, 2002, Dollar General Corporatite (Company") issued a news release and held a@nde call with respect to its
earnings for the third quarter of fiscal year 2082ding November 1, 2002. A copy of each of thesnmlease and the conference call scri
attached hereto as Exhibit 99.1 and Exhibit 9%8pectively, each of which is incorporated by rfiee as if fully set forth herei
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Exhibit 99.1

Investor Contact: Media Contact:
Emma Jo Kauffman Andrea Ewin Turner 615-855-552%-835-5209

DOLLAR GENERAL REPORTS EARNINGS FOR THE THIRD QUARTER OF 2002

GOODLETTSVILLE, Tennessee - November 26, 2002 {&¥dbeneral Corporation (NYSE: DG) today reportetlincome for the third
quarter of fiscal 2002 of $68.6 million, or $0.2€rmwliluted share, an increase of 46.7 percent coedpa net income of $46.7 million, or
$0.14 per diluted share, in the third quarter ¢di 2001. In the third quarter of 2002, the Comnypacorded approximately $24.3 million of
net restatement-related pre-tax income, primardyifinsurance proceeds. In the third quarter ofl2@%e Company incurred restatement-
related expenses of $9.3 million. Excluding theaksnent-related items from both years, net incdoreng the current year third quarter was
$53.2 million, or $0.16 per diluted share, compéaredet income of $52.5 million, or $0.16 per didtshare, in the comparable prior year
quarter.

Net sales during the third quarter increased 1érdgmt to $1.50 billion compared to $1.31 billiorthe third quarter of 2001. The incre:
resulted primarily from 591 net new stores andraesatore sales increase of prcent. Gross profit during the quarter was $428l6on, or
28.6 percent of sales versus $381.2 million, ol 2@rcent of sales during the comparable peridderprior year. Excluding the restatement-
related items noted above, selling, general andrasimative expenses for the quarter were $33414amj or 22.3 percent of sales, in the
current year, versus $285.8 million, or 21.8 percésales, in the prior year.

Net income for the Z-week year-to-date period was $156.9 million icdis2002, or $0.47 per diluted share, compared i®$ million, or
$0.33 per diluted share, as of the third quartdiseal 2001. Excluding net restatement-relatechéiédrom both years, year-to-date net income
increased 16.5 percent to $141.6 million, or $@d@diluted share, in fiscal 2002 compared to medine of $121.5 million, or $0.36 per
diluted share, in the comparable prior year per¥ghr-to-date net sales increased 16.2 percemugdimg a same-store sales increase of 7.2
percent.

"We have made progress in implementing our operatimitiatives to improve store level executiordamstomer service," said Don Shaffer,
Acting CEO, President and COO. " We are particulphtased with the success of our inventory managemitiatives resulting in improved
inventory turns to 3.4 times compared to 3.1 tijmgear ago. These initiatives have also had afgignt impact on our improved operating
cash flows. However, in the quarter we were unebkechieve the desired leverage on operating eggesnsd our physical inventory results
continue to be unacceptable. Despite the somevisegppbinting results of the third quarter, we dilelsopeful that we can achieve the low
end of our net income guidance for the year, wiiels an increase in net income excluding restatenedated items of 13 to 15 percent. To
do so, we must have a strong profit performand@doember. Given the uncertain retail environmdrat strong performance is not assurt



As of November 23, Dollar General had completedistsal 2002 store openings with a total of 620 reteres. The Company plans to open
650 stores in fiscal 2003. As of November 1, 2aD&lJar General operated 6,076 neighborhood stor@s istates with distribution centers in
Florida, Kentucky, Mississippi, Missouri, Ohio, @kloma and Virginia.

Dollar General will host a conference call todag gm. EST to discuss the quarter's results. Blssqnde for the conference call is "Dollar
General." If you wish to participate, please c484) 630-6177 at least 10 minutes before the center call is scheduled to begin. The call
will also be broadcast live online at www.dollargead.com. A replay of the call will be availablelioe or by dialing 402-998-1172 until
midnight EST Friday, December 6.

This press release contains forward-looking infdiama including but not limited to information remgling annual earnings guidance. The
words "believe," "anticipate," "project,” "plan,gXpect," "estimate," "objective," "forecast," "gddintend," "will likely result," or "will
continue" and similar expressions generally idgrfofward-looking statements. The Company belighesassumptions underlying these
forward-looking statements are reasonable; howesrof the assumptions could be inaccurate, ag@thre, actual results may differ
materially from those projected by, or impliedtine forward-looking statements. A number of factoesy result in actual results differing
from such forward-looking information including, touot limited to:

the Company's ability to maintain adequate liqyidlirough its cash resources and credit faciliies;Company's ability to comply with the
terms of the Company's credit facilities (or obtaimivers for non-compliance); transportation argtribution delays or interruptions,
including, but not limited to, the impact of theemt management lockout of the west coast dockwseiked any ongoing work slowdown on
the economy and on the Company's ability to recigiventory; inventory risks due to shifts in markeimand; changes in product mix;
interruptions in suppliers' businesses; costs anenpial problems and interruptions associated imifhlementation of new or upgraded
systems and technology; fuel price and interestftattuations; a deterioration in general econoooieditions caused by acts of war or
terrorism; temporary changes in demand due to weathitterns; delays associated with building, apgaind operating new stores; and the
impact of the SEC inquiry related to the restatenoécertain of the Company's financial statements.

Readers are cautioned not to place undue reliamtieese forward-looking statements, which speak aslof the date of this release. The
Company disclaims any obligation to publicly updateevise any forward-looking statements containecin to reflect events or
circumstances occurring after the date of thisasdeor to reflect the occurrence of unanticipateshts.

HH#



DOLLA

Quarter
November 1, Nove
2002

Highly consumable $ 959,873
Hardware and seasonal 196,213
Basic clothing 154,366
Home products 187,250

Total sales $1,497,702 $

New

Beginning store count

New store openings

Store closings

Net new stores

Ending store count

Total selling square footage (000's)

Same-store customer transactions
Average customer transaction

R GENERAL CORPORATION AND SUBSIDIARIES
Selected Additional Information

Sales by Category (in thousands)

(Unaudited)
Ended 39 Weeks
mber 2, % November 1, Nove
2001 Change 2002 2
$ 796,271 21% $2,703617 $
185,028 6% 627,303
148,617 4% 443,287
179,209 5% 566,634
1,309,125 14% $ 4,340,841 $

Store Activity for the 39 Weeks Ended
(Unaudited)

39 Weeks Ended 39
November 1, 2002 Nove

5,540
575
39
536
6,076

41,011

Customer Transaction Data

(Unaudited)
Quarter Ended 39
November 1, November 2, November 1,
2002 2001 2002
6.5% 7.0% 6.2%
$8.31 $8.35 $8.33

Ended

mber 2, %

001 Change

2,255,342 20%
538,913 16%
410,448 8%
532,180 7%

3,736,883 16%

Weeks Ended
mber 2, 2001

Weeks Ended

November 2,
2001



DOLLA
Co
ASSETS
Current assets:
Cash and cash equivalents.......................

Merchandise inventories.............ccoceen.

Deferred income taxes...

Other current assetS......ccceevvveeeiiieeennns

Total current assets..........cc.cuee.n.

Property and equipment, at cost.................

Less accumulated depreciation and amortization..

Net property and

equipment................

Merchandise inventories.............c.cccee...

Other assets.............

Total assets........

LIABILITIES AND SHAREHOLDERS' EQUITY

Current liabilities:

Current portion of long-term obligations........

Accounts payable.....

Accrued expenses and other......................

Income Taxes...........

Litigation settlement payable...................

Total current liabilities.................

Long-term obligations..

Deferred income taxes

Shareholders' equity:

Preferred stock.........

Common stock.........

Additional paid-in capital...

Retained earnings....

Accumulated other comprehensive loss

Less other shareholders' equity.................

Total shareholde

IS’ eqUIty.....cceevrnes

Total liabilities and shareholders' equity

R GENERAL CORPORATION AND SUBSIDIARIES

ndensed Consolidated Balance Sheets
(In thousands)

November 1, February 1
2002 2002
(Unaudited)
$ 37,101 $ 261,525
1,249,120 1,131,023
43,095 105,091
61,077 58,408
1,390,393 1,556,047
1,581,427 1,473,693
581,162 484,778
1,000,265 988,915
20,506 7,423
$2,411,164 $ 2,552,385
$ 15,834 $ 395,675
410,426 322,463
246,815 253,413
200 162,000
673,275 1,133,551
502,498 339,470
45,040 37,646
166,691 166,359
313,023 301,848
714,800 579,265
(1,382) (3,228
1,193,132 1,044,244
2,781 2,526
1,190,351 1,041,718
$2,411,164 $ 2,552,385

, November 2,
2001
(Unaudited)

$ 74,819

1,133,215
90,307
48,600

456,478

8,535

$ 391,089
381,843

166,302
300,622
492,473

) (3,552)
955,845

2,685



DOLLAR GENERAL CORPOR ATION AND SUBSIDIARIES
Condensed Consolidated Stat ements of Income (Unaudited)
(Amounts in thousands e xcept per share amounts)

13 Weeks Ended

Nove mber 1, % of November 2, % of
2 002 Net Sales 2001 N et Sales
Net sales.........c........ . 1, 497,702 100.0% $ 1,309,125 100.0%
Cost of goods sold 1, 069,119 71.4 927,944 70.9
Gross profit......cccceeeeeveenennn. 428,583 28.6 381,181 29.1
Selling, general and administrative
EXPENSES. ...evivieiiiiieeeeiiieeeeaanes 335,152 22.4 295,103 22.5
Litigation settlement and related
proceeds (25,041) 1.7) - -
Operating profit...........ccc...... 118,472 7.9 86,078 6.6
Interest expense, net 11,537 0.8 11,480 0.9
Income before income taxes 106,935 7.1 74,598 5.7
Provision for income taxes... 38,365 2.6 27,861 2.1
Net income.........ccceeeenunnnn. 68,570 4.6% $ 46,737 3.6%
0.21 $ 0.14
0.20 $ 0.14
3,227 332,491
4,970 334,857




DOLLAR GENERAL CORPORAT
Condensed Consolidated Statem
(Amounts in thousands exc

November
2002

Net sales.......cc......... .. $ 4,340,
Cost of goods sold 3,144,

Gross profit.......ccceeeeeens 1,196,
Selling, general and administrative
EXPENSE....eiiiiiiriiieiiereeeeenn 946,
Litigation settlement and related
proceeds..........ccocvvvvviniennnns (29,

Operating profit............... 279,
Interest expense, net................ 33,

Income before income taxes...... 246,
Provision for taxes on income........ 89,

ION AND SUBSIDIARIES
ents of Income (Unaudited)
ept per share amounts)

39 Weeks Ended

1, November 2,

% of Net Sales 2001 % of N et Sales
841 100.0% $ 3,736,883 10 00%
539 72.4 2,702,994 7 2.3
302 27.6 1,033,889 2 77 ------
123 21.8 823,162 2 2.0
541) 0.7) - -
720 6.4 210,727 57 ______
306 0.8 35,037 1.0
ma 57 175690 a7
554 2.1 65,620 1.8
860  36% $ 110070 29%
7 $ 0.33
;_“— $ 0.33
6 332,136
;:::: 335,148

6 $ .096




DOLLAR
Condensed Conso

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net
cash provided by operating activities:
Depreciation and amortization
Deferred income taxes
Tax benefit from stock option exercises
Litigation settlement
Change in operating assets and liabilities:
Merchandise inventories
Other current assets
Accounts payable
Accrued expenses and other
Other

Net cash provided by operating activi

Cash flows from investing activities:
Purchase of property and equipment
Proceeds from sale of property and equipment

Net cash used in investing activities

Cash flows from financing activities:
Net borrowings under revolving credit facilities
Repayments of long-term obligations
Payments of cash dividends
Proceeds from exercise of stock options
Other financing activities

Net cash used in financing activities
Net decrease in cash and cash equivalents
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period

Supplemental schedule of noncash investing and fina
Purchase of property and equipment under capital le

GENERAL CORPORATION AND SUBSIDIARIES
lidated Statements of Cash Flows (Unaudited)

(In thousands)

39 Weeks Ende
November 1,
2002

$ 156,860 $

102,302
68,424
2,278
(161,800)

(118,097)
(2,774)
87,963

6,968
(14,124)

ties 128,000

379

168,400
(393,378)
(31,972)
4,844
4,030

(224,424)
261,525

$ 37,101 $

ncing activities -
ase obligations $ 8,134

$

November 2,
2001

110,070

92,104
(5,795)
5,243

(236,980)
(3,732)
84,581
(1,195)
(2,549)

230

(8,925)
(31,910)
11,557
(6)

162,310



Exhibit 99.2

3rd Quarter Conference Call Script - November 26, 2002

Operator Opening Statement:

Good afternoon ladies and gentlemen, and thanKgmparticipating in today's conference call witblar General Corporation. We would

like to inform you that this call is being recordeyl WorldCom Conferencing and CCBN. Federal lavtadi&s that no other individual or

entity will be allowed to record or rebroadcassthession without permission from the Company.rédtprepared statement by the Company,
we will open the conference call for questions fribim audience.

Beginning today's meeting is Mr. Don Shaffer, AgtiBEO, President and COO of Dollar General CorpamaSir, you may begin when
ready.

Don Shaffer

Good afternoon. This is Don Shaffer. Welcome tothird quarter conference call. With me today ane Hagan, Chief Financial Officer, a
Emma Jo Kauffman, director of investor relations Will begin the call with a review of third quartearnings and then | will update you on
some of our operating initiatives. Now, I'll tutmetcall over to Jim.

Jim Hagan

Thank you Don and good afternoon everyone.....

In addition to historical information, our commeniging this conference call will contain forwaabking information such as our stateme
regarding growth targets, key initiatives, trendd annual earnings guidance. The words "belieantiCipate,” "project,” "plan," "expect,"
"estimate," "objective," "forecast,"” "goal," "intéfi "will likely result," or "will continue" and snilar expressions generally identify forward
looking statements.



The Company believes the assumptions underlyingetferwardiooking statements are reasonable; however, attyecdissumptions could |
inaccurate, and therefore, actual results mayrdiffaterially from those projected in, or implied, biye forwardlooking statements. A numb
of factors may result in actual results differingrfi such forward-looking information, including,thot limited to, those set forth in our most
recent Annual Report on Form 10-K and in the preksase issued today.

You are cautioned not to place undue reliance esdtforward-looking statements, which speak onlyfasday's date and by their nature
reflect only our good faith estimate of future rfésurhe Company disclaims any obligation to pupligpdate or revise any forward-looking
statements to reflect events or circumstances doguafter the date of this conference call ordfterct the occurrence of unanticipated events.

And now on to the numbers,

Net income for the third quarter of 2002 was $68ilion, or $0.20 per share, as compared agairtstieeme in the prior year of $46

million, or $0.14 per share, an increase of 46.7k& 2002 results include approximately $24.2 millio restatement-related items that
actually served to increase our reported resuhie.$i24.2 million consists of $25.2 million in inance proceeds related to the settlement of
our shareholder derivative litigation offset by eppmately $800,000 in net restatement related egpg and a $200,000 accrual for an
expected settlement of a shareholder class acibout claim; the 2001 results include $9.3 milliarrestatement-related

2



expenses. Excluding restatement-related items boiim years, net income and earnings per share viave been $53.2 million and $0.16
per share in the current year versus $52.5 mibiod $0.16 per share in the prior year, an incref$e3%.

Sales during the third quarter of 2002 were $1i8i@b versus $1.31 billion in the prior year, arcrease of 14.4%. Sanséore sales increas
by 5.2%.

The gross profit rate during the quarter was 28.82%us 29.12% in the prior year, a reduction obasis points.

The reduction in the gross margin rate in the euryear is primarily a result of a higher inventsiyrink provision and, to a lesser extent, a
lower mark-up on inventory purchases. The lowerkagr on inventory purchases is due primarily todowhan planned receipts of high
mark-up seasonal items during the current yeartguand to a high volume of purchases in the lawark-up highly consumable category.
We attribute some of the shortfall in seasonalipsédo the effects of the West Coast dockworkeckdut. We expect to recoup some of the
shortfall of third quarter seasonal receipts duthyfourth quarter. The late arrival of the seaspnoduct may have had a nominal impact on
the sale of seasonal items in the quarter justluded, but is not expected to have a material effadhe Company's ongoing sales
performance. One other relatively minor, but newelgss noteworthy item regarding our third quagtess profit is that during the quarter,
evaluated the adequacy of the remaining balanteeainarkdown recorded in the fourth quarter of 2@08ssist with the disposition of

3



certain excess inventory. Based on this evaluati@recorded an additional markdown in the curyestr period to assist with the disposition
of the remaining excess inventory. The additionatkdown had the impact of reducing inventory at eosl increasing cost of goods sold by
approximately $2.2 million.

SG&A expenses in the third quarter of 2002 were5833nillion, or 22.38% of sales, versus $295.1iomll or 22.54% of sales in the prior
year, an increase of 13.6%. Excluding restate-related expenses, 2002 SG&A expenses would have3824.4 million, or 22.33% of sal
and 2001 expenses would have been $285.8 millio21 83% of sales, an increase of 17.0%. The 5@ Ipant increase in the SG&A
expense as a percent to sales excluding restateriated expenses is due principally to perceniagyeases in store labor, workers-
compensation, and health care costs that wereciese)of the percentage increase in sales.

Interest expense was $11.5 million in the thirdrtpraof both 2002 and 2001.

The Company's effective tax rate was 35.9% this yeesus 37.3% last year. The reduction in thecéffe tax rate in the current year is
partially a result of certain tax planning stratsgimplemented in the fourth quarter of the priearywhich reduced the Company's annualized
effective tax rate to 36.7%. The Company's effectax rate was further reduced to 35.9% by faveraljustments to prior estimates
resulting from the recent filing of the Company29& through 2001 tax returns.
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On a year-to-date basis net income during the nuyear was $156.9 million, or $0.47 per sharesaspared against net income in the prior
year of $110.1 million, or $0.33 per share, anease of 42.5%. The 2002 results include $24.1aniiln net restateme-related items
consisting of $29.7 million in insurance proceeglating to the settlement of the shareholder dévigaand class action litigation, offset by a
$0.2 million expected settlement of a shareholtisscaction opt-out claim and $5.4 million in rettatement-related expenses. The 2001
results included $18.3 million of restatement-redaéxpenses. Excluding restatement-related iteons fioth years net income and earnings
per share would have been $141.6 million and $petZhare in the current year versus $121.5 mibiof0.36 per share in the prior year, an
increase of 16.5%.

Year-to-date sales in 2002 were $4.34 billion vei$8.74 billion in the prior year, an increase 82%. Same-store sales increased by 7.2%.

The year-to-date gross profit rate in 2002 was &%.versus 27.67% in the prior year. We are disappdiwith the 27.56% gross profit rate
and it represents a shortfall versus our interimalnfcial plan. The primary reason for the disapfogngross profit rate is our inventory
shrinkage results. We've recorded a 3.57% invergbrinkage provision on a year to date basis ir22@bich represents an increase of 63
basis points over last years shrink provision 8#2%. We believe that over time we should be ablrite the shrink number down to the low
to mid 2% range. Don will talk about our specifiziak reduction efforts during his presentation.
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SG&A expenses were $946.1 million in the currergryeersus $823.2 million in the prior year, an @ase of 14.9%. Excluding restatement-
related expenses from both years SG&A expenses$@i@.7 million, or 21.67% of sales in the currgedr versus $804.9 million or 21.54%
of sales in the prior year, an increase of 16.9B& ificrease in S,G&A expense as a percentageeasf satluding restatemerdtated expens:
in the current year period is due primarily to mertage increases in store labor and workers corapienscosts that were in excess of the
percentage increase in sales.

Interest expense in the current year was $33.3omillersus $35.0 million last year. The reductioiniterest expense was due principally to
lower libor rates and lower average outstandingdwangs compared against the same time last year.

For the reasons | noted earlier, the Company's 28@-to-date effective tax rate of 36.3% is dovamt the 36.7% effective rate that we
recorded in our first two quarters and compare#aga rate of 37.3% in the prior year. Based oncourent information, we anticipate that
the effective tax rate on fourth quarter pre-tacome will revert back to approximately 36.7%.

The Company opened 203 stores and closed 18 stoneg the quarter. On a year-to-date basis thefamyhas opened 575 stores and
closed 39 stores. Our store count at the end dfjulaeter was 6,076. Cash Capital expenditures gihie quarter were $34.3 million and on a
yea-to-date basis cash capital expenditures were $104.



million. You may recall that the Company's capjiln for the current year is $150 million.
On the liquidity front, we are very pleased withr gash flow performance for the first three quarigfthis fiscal year.

The Company's cash flows before financing actisjtend just to be clear, that represents net castidled by operating activities less cash
used in investing activities, were a source of asb23.7 million in the current year, as compangith a use of cash of $58.2 million in the
prior year. That's an $81.9 million positive swilpst of that positive swing is due to improvedentory management. Our rolling 12 month
inventory turn was 3.4 times at November 1, 2008u® 3.1 times a year ago. Our total inventoryrmaastood at $1.25 billion at November
1, 2002 which was essentially unchanged from thentory level at the end of the third quarter {gsdr even though we are operating 591
more stores. Our total balance sheet debt was $5dilion at November 1, 2002 versus $735.1 millarthe end of last fiscal year on
February 1, 2002 and $738.3 million at the endhsf year's third quarter on November 2, 2001.

I'd like to conclude with some comments on earniggjsance and the status of our SEC investigafissrmost of you probably know, our
guidance for the current year was for revenuesdease by 14-16% and net income, excluding restattrelated items, to increase by 13-
15%. Though our third quarter results were somewtsatppointing, we are still hopeful that we cahiage the low end of our net income
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guidance for the year. | will caution you that wil weed a strong profit performance in the monttiDecember to meet the annual guidance.
Given the uncertain retail environment, that strpegformance is not assured.

With respect to the SEC Investigation, the SECHeen taking testimony and has continued to gattiermation during the last few months.
The Company continues to cooperate fully with theestigation and we still can't predict when theestigation might conclude or what the
outcome might be.

I'll now turn the call over to Don for the operat#d review.

Don Shaffer

Thanks Jim and good afternoon.

As with past conference calls, | will comment bisiedn the status of our key initiatives for 2002.

As a refresher, these key initiatives are:

First, establish and introduce standardized stamk \wrocesses to improve the execution of baséailretsks.

Second, complete the roll-out of our perpetual mweees in 2002



Third, develop and execute an effective dispositimgram for our aged apparel inventory.
Fourth, implement the Arthur merchandise planniygiesn and improve upon the merchandise planningrasghtory management process.

And finally, | will give you additional informatiomegarding our shrink reduction initiatives, oumngtore openings through the third quarter
of the year and our cooler program.

As discussed previously, we have shifted our fdous earlier investments in distribution and inf@tion systems to our existing stores with
the intent of improving both store standards amdetkecution of merchandising initiatives at steneel. The first half of the year our
operations organization spent a great deal of eintkeffort defining the work, developing efficianethods to accomplish the work and
incorporating these methods into work processds thié overriding principle of simplicity for easéexecution.

You will remember the seven key areas we definegtwe

ordering
receiving
stocking



presentation
selling
support
staffing

By standardizing these seven initiatives we beli@eawill be better able to measure results andyredncreased sales, improve inventory
turn, reduce shrinkage and ultimately, provide ebbeshopping experience for our customers.

To date, we have completed the implementation pimaak of the habits except for staffing whichalsout 75% implemented. While the
implementation phase is basically completed, tifecéfe execution of these work processes is aimmoinig project. We have made significi
progress in our ordering, selling and support phageere we rate ourselves as executing at as Bi§b% efficiency. In our stocking and
receiving areas our execution is somewhat lessyndio not anticipate any significant change hetd we complete the holiday selling
season. As | mentioned in our last conference walldo not want to force changes that would redwedocus on our customer during this
critical selling period.

Turning to our second initiative, | am pleasedrno@unce that, in September, we completed the taKipgrpetual inventories in all of our
stores. As you will remember we completed 500 sttast year and planned to complete the remairiorgsin 2002.
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We now have inventory visibility to the SKU levef btore. We anticipate this initiative will:

improve our in-stock position
increase sales
lower inventory, thereby increasing turn allow peopllocation of inventory based on store ownership

Our third initiative is to reduce excess inventtisough our new markdown program. Last year, watifled $116 million in excess and ag
inventory in our stores. Our objective is to sktbugh this inventory by the end of fiscal 2002r ®udget provides markdowns for SKU-
specific items, after-season events and, of coatsthing.

Overall Company sales and inventory projectionsttic merchandise, have been running very clogdato. However, as Jim mentioned
earlier, we have increased our markdowns slightigddress the small amount of product requiringtima@l markdown activity. We review
this detail on a weekly basis and currently estinfetving approximately $20 million in inventorythis product at fiscal year end.

Moving to our fourth initiative, we are continuimg improve our inventory management by implemenénd leveraging our Arthur
merchandise system. The system was fully loadeld euitrent data in September and we are currenithgule Arthur product planning
program to develop our 2003 merchandise plans. Sjstem
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allows planning to the class level and once theseampleted we will then use the product plansréate channel plans which are
merchandise plans specific to stores with demodcegoid/or geographic similarities. Some of the igmen the Arthur merchandise system
include:

permitting merchandise planning to the class lea#ler than a department level
enable timely reaction to sales trends
improve merchandise allocations based on individt@ke criteria

To follow up on Jim's comments regarding inventsiiyink, we certainly are not pleased with our penfance this year, but | believe we have
a good understanding of what has occurred, andawe taken steps to control and reduce shrink ifituge. The perpetual inventory taking
discussed earlier, using an outside service, wieu®has given us, an extremely accurate pictumupghrink numbers. Intuitively | believe
the higher shrink this year reflects to some exséenme-time increase as a result of taking invéggdn all stores at the UPC level for the first
time in our 63-year history. However, as you knawgntory results reflect looking through the regw mirror because you are looking at a
trailing twelve months performance not future perfance. With the completion of our inventories ap&mber there is little opportunity for
our numbers to change positively or negativehhim last quarter of this year.
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To date, our Company has not been able to idestifink other than at the company level. Howevethwie completion of our perpetual
inventory process we now expect to be in a postticanalyze shrink by merchandise category, clag&dJ. This will provide us with
important information we can use in store layout anthe placement of high loss product.

What | want to share with you now are the initiaiwe have put in place this year that we belielldhave a positive impact on our shrink
performance for 2003. First we have formed an gesdéction department staffed by 25 employeesiéatcgeographically in our higher
shrink areas of the country. To assist this groefhave installed an exception reporting softwackage that flags unusual activities at store
level. This program was installed in July, and we @eased with the information provided to dateaddition to these initiatives, we are in
process of installing closed circuit television eaas in our highest shrink stores and are addiogrig alarms to stores this year that have
experienced either high shrink or burglaries. Bgryend we will have over 350 stores with camerasarer 1800 with security alarms. We
have also implemented a shrink tip hot line to mevemployees a highly confidential method to répmappropriate activities. Finally we
have established a working committee, lead by mi@rmal audit organization, that is working on noeth to identify potential shrink probler
early in the year for immediate action. We certamgicognize this as a major issue and feel weakiad the steps necessary to positively
impact inventory losses in future years.
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Turning to new store openings, our plan for 200&ddor the addition of 600 stores this year. A&November 2nd we had opened 575 stores
and as of November 23rd we opened our 620th anhdtlae for 2002. While we are currently workinghmth our strategic plan and our 2003
financial plan, we have made a decision regardaw store openings for next year and we plan to @&®nnew stores in our existing 27 state
operation. Issues being addressed in our strapégiming process include identifying new statedtiture growth which will also drive
decisions regarding distribution center locatioffe have also introduced a new store layout this §fed creates additional shelf space to
present more products while reducing floor spataated to aisles by having longer runs of shelvirite layout is in a front to back format
similar to what you find in the drug store indusamd is different than our conventional left tohtigayout that has shorter runs of shelving
more aisles. We are currently reviewing the resfithe 578 stores with this configuration and wiicide the number to be converted
annually as we complete our planning process. Wealgo testing auto replenishment in 182 stor&@kiahoma and Tennessee and based on
the test results we will determine the number ofest to be added to this program for 2003 and lekyAdssuming these programs go forward,
they both will be multi year projects. There amneumber of other initiatives under considerationibmanted to highlight a few that we feel
provide significant opportunities in 2003 and beyon

Finally we have discussed our cooler program dupirgyious conference calls and | want to give yowadate on this project. While, for
competitive reason, | will not
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provide specific transaction values or a breakdofwhe transactions by product, | can say that weenitly have in excess of 1300 stores on
this program. We currently have the program in apen in Louisiana, Tennessee, Kentucky, Texasy@aand, most recently, West
Virginia. We continue to be pleased with the susagshis program and can tell you the value afisegtions involving the cooler product are
well above those of non-cooler transactions. lalao say that current information shows that ad@d6 of the increase in transaction value is
coming from non-cooler product and that certairdipls offset the lower margin cooler product.

In closing, | believe we are taking the steps nemgsto improve future performance; however, the@nsiderable uncertainty in our country
today. The potential for a war with Iraq, the pbggy of future terrorists attacks, a general sldewn in the U.S. economy and the shortened
holiday selling season certainly weigh heavily onsumer spending. Having said that, | believe Ddlaneral is well positioned with stores,
inventory and staffing to take care of our custa@yhiring this critical selling season. Our custostirhas daily needs and holiday wants -
we are well prepared to satisfy regardless of ezlesircumstances.

Now, if there are any questions, we would be hapmnswer them for you. Operator, we are readyhfefirst question
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