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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 November 3, 2006
Commission file number: 00111421

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

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

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

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

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

Yes [X] No | ]

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

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

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

The number of shares of common stock outstandingemember 6, 2006 was 312,033,049.




ITEM 1.

PART I—FINANCIAL INFORMATION

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

ASSETS (Unaudited)
Current assets:

Cash and cash equivalents $ 90,914 $ 200,609

Short-term investments 29,400 8,850

Merchandise inventories 1,676,057 1,474,414

Deferred income taxes 49,627 11,912

Prepaid expenses and other current assets 71,993 67,140

Total current assets 1,917,991 1,762,925
Net property and equipment 1,246,89C 1,192,172
Other assets, net 41,422 37,090
Total assets $ 3,206,303 $ 2,992,187
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:

Current portion of long-term obligations $ 8,473 $ 8,785

Accounts payable 517,443 508,386

Accrued expenses and other 406,761 372,920

Income taxes payable 15,826 43,706

Total current liabilities 948,503 933,797
Long-term obligations 495,339 269,962
Deferred income taxes 59,520 67,633
Shareholders’ equity:

Preferred stock - -

Common stock 156,024 157,840

Additional paid-in capital 477,687 462,383

Retained earnings 1,069,472 1,106,165

Accumulated other comprehensive loss (659) (794)

Other shareholders’ equity 417 (4,799

Total shareholders’ equity 1,702,941 1,720,795
Total liabilities and shareholders’ equity $ 3,206,303 $ 2,992,187

See notes to condensed consolidated financialns&tes.




DOLLAR GENERAL CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited)

(In thousands except per share amounts)

For the 13 weeks ended

For the 39 weeks ended

November 3, October 28, November 3, October 28,
2006 2005 2006 2005

Net sales $ 2,213,396 $ 2,057,888 $ 6,615,83€ $ 6,101,733
Cost of goods sold 1,686,949 1,478,872 4,893,581 4,367,838
Gross profit 526,447 579,016 1,722,255 1,733,895
Selling, general and administrative 523,108 477,404 1,557,054 1,404,292
Operating profit 3,339 101,612 165,201 329,603
Interest income (885) (1,670 (4,792 (6,442
Interest expense 10,904 5,321 27,024 18,633
Income (loss) before income taxes (6,680 97,961 142,969 317,412
Income taxes (1,395 33,536 55,116 112,529
Net income (loss) $ (5,285 $ 64,425 $ 87,853 $ 204,883
Earnings (loss) per share:

Basic $ (0.02) $ 0.20 $ 0.28 $ 0.63

Diluted $ (0.02) $ 0.20 $ 0.28 $ 0.63
Weighted-average common shares

outstanding:

Basic 312,049 319,520 312,664 323,855

Diluted 312,049 321,443 313,588 326,334
Dividends per share $ 0.050 $ 0.045 $ 0.150 $ 0.130

See notes to condensed consolidated financialrstates.




DOLLAR GENERAL CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operating activities:

(Unaudited)
(In thousands)

For the 39 weeks ended

November 3, 2006

October 28, 2005

Net income $ 87,853 $ 204,883
Adjustments to reconcile net income to net cashigea by
operating activities:
Depreciation and amortization 148,911 137,817
Deferred income taxes (45,828 293
Tax benefit from stock option exercises (1,898 4,009
Noncash inventory adjustments and asset impairnfseésNote 2) 79,213 -
Change in operating assets and liabilities:
Merchandise inventories (272,876 (198,030
Prepaid expenses and other current assets (4,853 (7,847,
Accounts payable 18,680 103,896
Accrued expenses and other 33,755 39,593
Income taxes (26,062 (62,245
Other 2,865 12,348
Net cash provided by operating activities 19,760 234,717
Cash flows from investing activities:
Purchases of property and equipment (221,043 (216,849
Purchases of short-term investments (10,476 (30,250
Sales of short-term investments 10,550 73,175
Purchases of long-term investments (21,515 -
Insurance proceeds related to property and equipmen 1,807 -
Proceeds from sale of property and equipment 1,324 1,085
Net cash used in investing activities (239,353 (172,839
Cash flows from financing activities:
Issuance of long-term borrowings - 14,495
Borrowings under revolving credit facilities 1,767,450 148,600
Repayments of borrowings under revolving creditlitées (1,535,150 (73,600
Repayments of long-term obligations (11,417 (10,832
Payment of cash dividends (46,864 (41,999
Proceeds from exercise of stock options 13,889 22,041
Repurchases of common stock (79,947 (260,707
Tax benefit from stock option exercises 1,898 -
Other financing activities 39 63
Net cash provided by (used in) financing activities 109,898 (201,939
Net decrease in cash and cash equivalents (109,695 (140,061
Cash and cash equivalents, beginning of period 200,609 232,830
Cash and cash equivalents, end of period $ 90,914 $ 92,769
Supplemental schedule of noncash investing andding activities:
Investments awaiting settlement, included in Acdsyrayable $ 242 $ 12,129
Purchases of property and equipment awaiting psieg$or payment,
included in Accounts payable $ 14,885 $ 8,656
Purchases of property and equipment under capaakl obligations $ 4,150 $ 3,283
Reduction of financing obligations (see Note 6) $ 46,608 $ -
Reduction of promissory notes receivable (see Epte $ 46,608 $ -



See notes to condensed consolidated financialrstates.




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

1. Basis of presentation and accounting policies
Basis of presentation

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

The accompanying unaudited condensed consolidetaadcial statements have been prepared in accagdanc
with the Company’s customary accounting practitesanagement’s opinion, all adjustments (whichadra normal
recurring nature) necessary for a fair presentaifdhe consolidated financial position and resafteperations as of
November 3, 2006 and for the-week and 3%eek periods ended November 3, 2006 and Octobet(®H have bee
made.

Ongoing estimates of inventory shrinkage, initi@rkups and markdowns are included in the interist ob
goods sold calculation. Because the Company’s basiis moderately seasonal, the results for intpenods are not
necessarily indicative of the results to be expetde the entire year.

Vendor rebates

The Company accounts for all cash consideratiogived from vendors in accordance with the provisioh
Emerging Issues Task Force Issue No. 02-16, “Actiogiioy a Customer (Including a Reseller) for Ciarta
Consideration Received from a Vendor.” Cash comattn received from a vendor is generally presutodue a
rebate or an allowance and is accounted for aductien of merchandise purchase costs and recadimzée
statement of operations at the time the goodsade ldowever, certain specific, incremental andeothise qualifying
selling, general and administrative (“SG&A”) expeaselated to the promotion or sale of vendor pectslmay be
offset by cash consideration received from vendaraccordance with arrangements such as cooperativertising,
when earned for dollar amounts up to but not exogeakctual incremental costs. The Company recograneounts
received for cooperative advertising on performafinet showing” or distribution, consistent witts policy for
advertising expense in accordance with the Amerigatitute of Certified Public Accountants StaterneihPosition
93-7, “Reporting on Advertising Costs.”




Advertising costs

Advertising costs are expensed upon performanast $howing” or distribution, and are reflected oé
qualifying cooperative advertising provided by verslin SG&A expenses. These costs primarily incloienotional
circulars, targeted circulars supporting new starestore signage, and costs associated withgbesorship of a
National Association for Stock Car Auto Racing te.

Accounting pronouncements

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

FIN 48 requires that changes in tax positions meoin a company’s financial statements prior éodtoption
of this interpretation be recorded as an adjustrieetite opening balance of retained earnings ®p#riod of
adoption. FIN 48 will generally be effective forlgic companies for the first fiscal year beginnafter December 15,
2006. The Company anticipates adopting the pravssad this interpretation during the first quaméfiscal 2007. No
determination has yet been made regarding the ralgteof the potential impact of this interpretati on the
Company’s financial statements.

In September 2006 the FASB issued Statement ohEiabAccounting Standards (“SFAS”) No. 157, “Fair
Value Measurements.” SFAS 157 provides guidancedorg fair value to measure assets and liabilifiée standard
also requires expanded information about the extewhich companies measure assets and liabilitiésir value, the
information used to measure fair value, and thect#f fair value measurements on earnings. Thelatd applies
whenever other standards require (or permit) assdigbilities to be measured at fair value. Ttendard does not
expand the use of fair value in any new circumstan8FAS 157 is effective for financial statemesgsed for fiscal
years beginning after November 15, 2007, and mt@eriods within those fiscal years. No determoratias yet been
made regarding the materiality of the potentialaetppf SFAS 157 on the Company'’s financial statdsen

In September 2006 the FASB issued SFAS 158, “Engpd\Accounting for Defined Benefit Pension and
Other Postretirement Plans,” which will require gamies to recognize the overfunded or underfuntdssof a
defined benefit postretirement plan (other thanudtiemployer plan) as an asset or liability instatement of financi:
position and to recognize changes in that fundaisin the year in which the changes occur thraaghprehensive
income. This Statement also requires a companyetsare the funded status of a plan as of the dateyear-end
statement of financial position, with limited extieps. A company with




publicly traded equity securities is required tiatly recognize the funded status of a definedddg postretirement
plan and to provide the required disclosures deeend of the fiscal year ending after Decembef086. The
requirement to measure plan assets and benefgatiolns as of the date of the company’s fiscal ypeal statement of
financial position is effective for fiscal yearsdemg after December 15, 2008. No final determimahas yet been
made regarding the potential impact of SFAS 15&enCompany’s financial statements, however, becthes
Company currently has one supplemental executiremgent plan with one executive participant, ampact is
expected to be minimal.

2. Strategic initiatives

In its Quarterly Report on Form XD<or the quarterly period ended August 4, 2006 ,Glompany announcec
was considering modifying its historical inventeananagement model and accelerating its recentlyreabreal esta
strategy. The outcome of these deliberations ifostt below.

Inventory management

In November 2006, the Company’s Board of Direcapproved managemesttecommendation to discontin
the Company’s historical inventory packaway modeth®e end of fiscal 2007. With few exceptions, @@mpany
plans to eliminate, through end-of-season and attegkdowns, existing seasonal, home and apparkapeay
merchandise by the close of fiscal 2007 to alloniricreased levels of newer, current-season medisanThe
Company recorded a below-cost inventory adjustraapproximately $63.5 million included in costgifods sold in
the consolidated statements of operations for aedek and 39-week periods ended November 3, 206lect the
impact of this revised strategy. The amount ofidel®w-cost inventory adjustment is based on managém
assumptions regarding the timing and adequacy dtaona/ns and the final adjustment may vary materigthm the
amount recorded depending on various factors, detutiming of the execution of the plan, retailmket conditions
and the accuracy of assumptions used by managemeeveloping these estimates.

Exit and disposal activities

In November 2006, the Company’s Board of Direcagproved management’s recommendation to close, in
addition to those stores that might be closedenotftlinary course of business, approximately 40festby the end of
fiscal 2007. The Company expects to incur the failhg pretax costs associated with the closing e$¢hstores (in
millions):

Non-Cash Future Cash Total
Lease contract termination costs $ - $ 38 $ 38
One-time employee termination benefits - 1 1
Other associated store closing costs - 9 9
Inventory markdowns below cost & liquidation fees 12 5 17
Asset impairment & accelerated depreciation 9 - 9
Total $ 21 $ 53 $ 74




Other associated store closing costs as listeakitable above primarily include the removal of asgble
assets as well as real estate consulting and séineices. Costs and charges of approximately $hili®n associated
with this decision, comprised of $7.8 million ofitm-cost inventory adjustments and $8.0 milliormpodperty and
equipment impairment in the stores to be closede lh@en recognized in the third quarter of fis€& The
recoverability of property and equipment (primastpre fixtures) was determined in part based uperCompany’s
estimates of its ability to re-use the fixture®ther stores. The fair value of store fixtures @Watermined based upon
estimated cash flows. The below-cost inventory stdpents are included in cost of goods sold andntipairment of
property and equipment is included in SG&A expensdake condensed consolidated statements of opesabr the
13-week and 39-week periods ended November 3, 2086Company expects to incur additional chargdsture
periods when the related expenses are incurredetimeated amount and timing of these future castscharges are
dependent on various factors, including timinghaf €xecution of the plan, the outcome of negotiatiwith landlords
and/or potential sublease tenants, and final irorgrievels.

3. Share-based payments

The Company has a shareholder-approved stock imeguiin under which stock options, nonvested shiswre
the form of restricted stock and restricted stogksu(which represent the right to receive one slwdicommon stock
for each unit upon vesting), and other equity-basedrds may be granted to certain officers, dimscamd key
employees. The plan authorizes the issuance af 8p.875 million shares of the Company’s commoaglstap to 4
million of which may be issued in the form of réstied stock or restricted stock units. As of Novem®, 2006, there
were approximately 6.0 million shares availableftdure grant, approximately 3.0 million of whichagnbe issued as
restricted stock or restricted stock units. The @any believes that stock-based awards assistamneg employees
and better align the interests of its employeeh thibse of its shareholders.

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

Unvested options generally are forfeited upon #esation of employment with the Company. In theneve
employment terminates for a reason other than caleseh, disability or retirement (each of caussallity and
retirement as defined in the plan), any outstangiggjed options issued under the plan generallyleagxercised for
a period of three months. In the event employmemhinates due to death, disability or retiremerd,dption recipient
(or the recipient’s legal representative or benafj) generally may exercise any outstanding vesfgbns issued
under the plan for a period of three years. Notstahding the foregoing, no option may be exercis®ebnd its initial
(generally 10-year) expiration date.




Restricted stock awards and restricted stock wvetrds granted under the plan generally vest ratagy three
years (subject to earlier vesting upon a changeirol). Unvested restricted stock and restristedk unit awards
generally are forfeited upon the cessation of atgels employment with the Company. Recipientseefricted stock
are entitled to receive cash dividends and to treg@ respective shares, but are generally praddditom selling or
transferring restricted shares prior to vestingcifients of restricted stock units are entitleédorue dividend
equivalents on the units but are not entitled ti@yvsell or transfer the units or the shares ugohgylthe units prior to
both vesting and payout. Dividends or dividend ealgnts, as the case may be, are paid or accrutdte@rants of
restricted stock and restricted stock units astree rate that dividends are paid to shareholdsrsrglly. Dividend
equivalents on restricted stock units vest at #mestime that the underlying shares vest.

The plan provides for the automatic annual grarmt,600 restricted stock units to each non-emplalyesstor
(6,000 restricted stock units to any non-employieectbr serving as Chairman) that vest one year #fie grant date
(subject to earlier vesting upon retirement, changmntrol or other circumstances set forth inphen) and may not
be paid until the individual has ceased to be a beerof the Company’s Board of Directors.

In the past, the Company had various stock andtiha@eplans under which stock options were grang&dck
options that were granted under prior plans aneéwatstanding on November 3, 2006 continue in azouare with th
terms of the respective plans.

On February 3, 2006, the vesting of all outstandiptions 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
of the Company’s Board of Directors. In additionrguant to that Compensation Committee actionyéiséing of all
outstanding options granted on or after August0®52but prior to January 24, 2006, other than ogtigranted during
that time period to the officers of the Companyhatlevel of Executive Vice President or above gtarated effective
as of the date that is six months after the apipléecgrant date. Certain options granted on Jan24r006 to certain
newly hired officers below the level of Executivec¥ President were granted with a six-month vegtiegod. The
decision to accelerate the vesting of these stptikrs resulted in compensation expense of $0.Bomilbefore
income taxes, recognized during the fourth quat@005, and was made primarily to reduce non-cashpensation
expense to be recorded in future periods undepribvsions of SFAS No. 123(R), “Share-Based Payimditte future
expense eliminated as a result of the decisiocdelarate the vesting of these options was appiateiyn $28 million,
or $17 million net of income taxes, over the fgear period during which the stock options wouldehaested, subje
to the impact of additional adjustments relatededain stock option forfeitures. The Company #lstieved this
decision benefited employees.

Effective February 4, 2006, the Company adopted SE23(R) and began recognizing compensation expens
for stock options based on the fair value of tharas on the grant date. SFAS 123(R) requires diesed
compensation expense recognized since Februag0é,t® be based on the following: (a) grant daitevidue
estimated in accordance with the original provisiohSFAS 123, “Accounting for Stock-Based Compgosd for
unvested options




granted prior to the adoption date and (b) grate @ar value estimated in accordance with the igious of SFAS 123
(R) for unvested options granted subsequent tadlogtion date. Prior to February 4, 2006, the Camp@acounted
for share-based payments using the intrinsic-vahgsed recognition method prescribed by Accountiiacples
Board Opinion No. 25, “Accounting for Stock IssuecEmployees” (“APB 25”), and had provided pro f@am
disclosures as permitted under SFAS 123. Becauask sptions were granted at an exercise price @quak market
price of the underlying common stock on the datgraht, compensation cost related to stock optizass not required
to be recorded as a reduction to net income poiadbpting SFAS 123(R), except for fiscal 2005 cengation
expense of $0.9 million, before income taxes, eeldd the accelerated vesting of stock optionsudsed above.

The Company adopted SFAS 123(R) under the modgredpective-transition method and, therefore, tesul
from prior periods have not been restated. Thewoilg table illustrates the effect on net incomd aarnings per
share as if the Company had applied the fair vedaegnition provisions of SFAS 123 to options geaninder the
Company’s stock plans for the 13-week and 39-welods ended October 28, 2005. For purposes optbhisorma
disclosure, the value of the options is estimatadgithe Black-Scholes-Merton option pricing mofdelall option
grants.

13 Weeks 39 Weeks
Ended Ended
October 28, October 28,
(Amounts in thousands except per share data) 2005 2005
Net income — as reported $ 64,425 $ 204,883
Deduct: Total pro forma stock-based employee comsgiam expense determined
under fair value based method for all awards, hetlated tax effects per SFAS 123 1,398 6,099
Net income — pro forma $ 63,027 $ 198,784
Earnings per share — as reported
Basic $ 0.20 $ 0.63
Diluted $ 0.20 $ 0.63
Earnings per share — pro forma
Basic $ 0.20 $ 0.61
Diluted $ 0.20 $ 0.61

Under SFAS 123(R), forfeitures are estimated atitne of valuation and reduce expense ratably theer
vesting period. This estimate is adjusted peridjicamsed on the extent to which actual forfeitwléger, or are
expected to differ, from the previous estimate. fidréeiture rate is the estimated percentage abaptgranted that a
expected to be forfeited or canceled before becgiuilty vested. The Company bases this estimateisiorical
experience. An increase in the forfeiture rate dalcrease compensation expense. Under SFAS 12G8pthpany
elected to account for forfeitures when awards vaetaally forfeited, at which time all previous goyma expense
(which after-tax, approximated $1.6 million and3#illion in the 13-week and 39-week periods en@etbber 28,
2005, respectively) was reversed to reduce prodarpense for that period.

For the 13-week period ended November 3, 2006adoption of the fair value method of SFAS 123(R)
resulted in additional share-based compensatioaresgp(a component of SG&A expenses) and a corrdsmpn
increase in net loss before income taxes in theuatmf




$0.9 million, an increase in net loss of $0.6 miiliand an increase in basic and diluted losshaeof less than
$0.01. For the 39-week period ended November 35,20@ adoption of the fair value method of SFAS(R)
resulted in additional share-based compensatioarssgand a corresponding reduction in net incorferdacome
taxes in the amount of $2.8 million, a reductiomét income of $1.8 million, and a reduction inibasd diluted
earnings per share of approximately $0.01.

SFAS 123(R) also requires the benefits of tax dioing in excess of recognized compensation cdsé to
reported as a financing cash flow, rather thamasperating cash flow as required prior to the éidopf SFAS 123
(R). For the 39-week period ended November 3, 20@6$1.9 million excess tax benefit classifieddmancing cash
inflow would have been classified as an operatamhdnflow if the Company had not adopted SFAS R23(he
impact of the adoption of SFAS 123(R) on futurautisswill depend on, among other things, levelsludre-based
payments granted in the future, actual forfeitates and the timing of option exercises.

The fair value of each option grant is separatstyreated. The fair value of each option grant i®drpred into
compensation expense on a straight-line basis leetitee grant date for the award and each vestiteg @he
Company has estimated the fair value of all stqutioo awards as of the date of the grant by apglyive Black-
Scholes-Merton option pricing valuation model. Epplication of this valuation model involves asstions that are
judgmental and highly sensitive in the determimattb compensation expense. The weighted averadeefc
assumptions used in determining the fair valuepbibos granted in the 13-week and 39-week periode@
November 3, 2006 and a summary of the methodolpglied to develop each assumption are as foll

13 Weeks 39 Weeks
Ended Ended
November 3, November 3,
2006 2006
Expected dividend yield 0.85% 0.82%
Expected stock price volatility 32.9% 28.8%
Weighted average risk-free interest rate 4.8 % 4.7 %
Expected term of options (years) 5.8 5.7

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

Expected stock price volatility - This is a measoir¢he amount by which the price of the Compamgsimon
stock has fluctuated or is expected to fluctuatee Tompany uses actual historical changes in thikangrice of the
Company’s common stock and implied volatility bas@aon traded options, weighted equally, to caleulae
volatility assumption, as it is the Compasyelief that this methodology provides the bediciator of future volatility
For historical volatility, the Company calculatesilg market price changes from the date of graer @a/past period
representative of the expected life of the optimndetermine volatility, excluding the period frakpril 30, 2001 to
January 31, 2002 due to a restatement of the Coyigpfamancial statements for fiscal years 2001 pndr and due to
the Company’s

10




inability, during a substantial portion of this fuat, to file annual and quarterly reports requibgdhe Securities
Exchange Act of 1934. The Company believes thatdbatement and related inability to file perioBichange Act
reports is an event specific to the Company thatlted in higher than normal share price volatititying this period
and is not expected to recur during the estimagad df current option grants. An increase in theeexed volatility
will increase compensation expense.

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

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

The Company generally issues new shares when gpdi@exercised. A summary of stock option activity
during the 39-week period ended November 3, 20@8 i®llows:

Weighted Average

Options

Issued Exercise Price
Balance, February 3, 2006 20,258,324 $ 18.19
Granted 2,642,400 17.41
Exercised (1,105,126 12.57
Canceled (1,533,700 19.71
Balance, November 3, 2006 20,261,89¢ $ 18.28

During the 13-week periods ended November 3, 20@6CGctober 28, 2005, the weighted average graet dat
fair value of options granted was $4.53 and $4€gpectively, 10,500 and 1,401,250 options vestedof forfeitures
respectively, with a total fair value of approximgt$0.1 million and $9.0 million, respectively,datihe total intrinsic
value of stock options exercised was approxim&iély million and $1.3 million, respectively.

During the 39-week periods ended November 3, 20@6CGctober 28, 2005, the weighted average graet dat
fair value of options granted was $5.87 and $a&.&€pectively, 592,234 and 1,820,452 options vesiedof
forfeitures, respectively, with a total fair valakapproximately $2.4 million and $10.3 millionspectively, and the
total intrinsic value of stock options exercisedsw®.0 million and $11.3 million, respectively.
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At November 3, 2006, the aggregate intrinsic valiall outstanding options was $2.6 million withvaighted
average remaining contractual term of 5.4 yearsytoth 17,694,223 of the outstanding options areerly
exercisable with an aggregate intrinsic value 063$gillion, a weighted average exercise price &.38 and a
weighted average remaining contractual term ofyéad's. At November 3, 2006, the total unrecogncadpensation
cost related to non-vested stock options was $t@lldn with an expected weighted average expeasegnition
period of 3.3 years.

All stock options granted in the 39-week perioddezhNovember 3, 2006 and October 28, 2005 under the
terms of the Company’s stock incentive plan wene-goalified stock options issued at a price eqoidhé fair market
value of the Company’s common stock on the daggafit, were originally scheduled to vest ratablgroa four-year
period, and expire 10 years following the daterahg

A summary of activity related to nonvested restcstock and restricted stock unit awards durieg3®rweek
period ended November 3, 2006 is as follows:

Weighted Average

Nonvested Grant Date

Shares Fair Value
Balance, February 3, 2006 363,687 $ 19.66
Granted 569,261 15.19
Vested (132,603 20.29
Canceled (32,343 19.00
Balance, November 3, 2006 768,002 $ 16.27

The purchase price was set at zero for all nongesigricted stock and restricted stock unit awgrdsted in
the 13-week and 39-week periods ended Novembddd.Z'he Company records compensation expense on a
straightline basis over the restriction period based omtheket price of the underlying stock on the ddtgrant. The
nonvested restricted stock and restricted stockawards granted to employees during the 13-wedk38nveek
periods ended November 3, 2006 under the planciiedsiled to vest and become payable ratably otreea-year
period from the respective grant dates, excepa f@stricted stock unit grant made to the Compa@iairman and
Chief Executive Officer in the third quarter ofdad 2006 which is scheduled to vest ratably ovéeree-year period
from the grant date but which is not payable waftér he ceases to be employed by the Company.

The Company accounts for nonvested restricted stondkrestricted stock unit awards in accordanchk thg
provisions of SFAS 123(R). The Company calculatesmensation expense as the difference betweendheetrprice
of the underlying stock on the date of grant ardpthrrchase price, if any, and recognizes such atmoua straight-
line basis over the period in which the recipiearins the nonvested restricted stock and restrattezk unit award.
Under the provisions of SFAS 123(R), unearned cars@igon is not recorded within shareholders’ equitd
accordingly, during the 39-week period ended Novend) 2006, the Company reversed its unearned awsapien
balance as of February 3, 2006 of approximatel? #%llion, with an offset to common stock and aubdil paid-in
capital. The Company recognized compensation expetating to its nonvested restricted stock astricted stock
unit awards
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of approximately $1.1 million and $2.7 million ihe 13-week and 39-week periods ended Novemberd®, 20
respectively, and approximately $0.7 million and7&dillion in the 13-week and 39-week periods en@etbber 28,
2005, respectively. At November 3, 2006, the totahpensation cost related to nonvested restri¢ctet sind
restricted stock unit awards not yet recognized aygsoximately $10.4 million.

There have been no modifications to any of the Gomjs outstanding share-based payment awards dilnéng
39-week period ended November 3, 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 tbeigions of this FSP, the cumulative benefit aicktoption
exercises included in additional paid-in capitaltfee periods after the effective date of SFAS k2&duced by the
cumulative income tax effect of the pro forma stopkion expense previously disclosed in accordavittethe
requirements of SFAS 123. (The provision of thi$Fplied only to options that were fully vestetbbe the date of
adoption of SFAS 123(R). The amount of any excasdenefit for options that are either grantedrdfte adoption of
SFAS 123(R) or are partially vested on the datedwiption were computed in accordance with the prons of SFAS
123(R).) The amount of any excess deferred tax asee the actual income tax benefit realized fotians that are
exercised after the adoption of SFAS 123(R) wilabsorbed by the excess tax benefit pool. Incomexpense will
be increased should the Company’s excess tax b@oeli be insufficient to absorb any future defdrtax asset
amounts in excess of the actual tax benefit redlizbe Company has determined that its excessetiagfiv pool was
approximately $68 million as of the adoption of SA23(R) on February 4, 2006.

4. Earnings (loss) per share
Earnings (loss) per share is computed as followgh@usands, except per share data):

13 Weeks Ended November 3, 2006 13 Weeks Ended October 28, 2005
Net Income Per Share Net Per Share
(Loss) Shares Amount Income Shares Amount
Basic earnings (loss) per share $(5,285 312,049 $ (0.02) $ 64,425 319,520 $ 0.20

Effect of dilutive stock-based
awards 1,923

Diluted earnings (loss) per shi$ (5,285 312,049 $ (0.02) $ 64,425 321,443 $ 0.20

39 Weeks Ended November 3, 2006 39 Weeks Ended October 28, 2005

Net Per Share Net Per Share
Income Shares Amount Income Shares Amount
Basic earnings per share $ 87,853 312664 $ 0.28 $ 204,883 323,855 $ 0.63
Effect of dilutive stock-based
awards 924 2,479

Diluted earnings per share $ 87,853 313588 $ 0.28 $ 204,883 326,334 $ 0.63

Basic earnings (loss) per share was computed lgidg/net income by the weighted average numbshafe:
of common stock outstanding during the period. @uearnings
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(loss) per share was determined based on thewdilatfect of stock options and other common stapkwalents using
the treasury stock method. For the 13 weeks ende@mber 3, 2006, the effect of dilutive stock-baae@rds was
approximately 0.9 million shares and, because thagany had a net loss for this period, these inergat shares
have been excluded from the computation of dil@@chings per share as the effect of their inclusionld be anti-
dilutive.

5. Amendments to revolving credit facility

In June 2006, the Company amended its revolvinditcfacility to increase the maximum commitmen®$#00
million and the expiration date to June 2011. Timemlded credit facility contains provisions that Vdoallow the
maximum commitment to be increased to up to $50Bomiupon mutual agreement of the Company anteitgers.
The amended credit facility is unsecured. The Cameas two interest rate options: base rate (Wisicisually equal
to prime rate) or LIBOR. The Company pays intecgstunds borrowed under the LIBOR option at rakted are
subject to change based upon the ratio of the Coypdebt to EBITDA (as defined in the amended triedility).
Under the amended credit facility, the facility $emn range from 10 to 20 basis points; the allrawn margin under
the LIBOR option can range from LIBOR plus 55 t®Iasis points; and the all-in drawn margin unterlase rate
option can range from the base rate plus 10 tca®&lpoints. The amended credit facility containarfcial covenant:
which include limits on certain debt to cash flaatios, a fixed charge coverage test, and minimuonvable
consolidated net worth ($1.4 billion at Novembe2B06). As of November 3, 2006, the Company wainpliance
with all of these covenants. In December 2006 Gbmpany amended the revolving credit facility tevéw the fixed
charge coverage test for future periods througtafiR008 to take into account the impact that titgatives discussed
in Note 2 related to merchandising and real estaséegies may have on the ratio in those perids®f November 3,
2006, the Company had outstanding borrowings o2&8hillion and no letters of credit outstandinglanthe
amended credit facility.

6. Commitments and contingencies

In April 1997, the Company sold its distributiomber (“DC”) located in South Boston, Virginia for 100% c.
consideration. Concurrent with the sale transactive Company leased the property back for a pei@b years.
This transaction was recorded as a financing otitigaather than a sale as a result of, among okiegs, the lessor’s
ability to put the property back to the Companyemckrtain circumstances. The property and equipraéamg with
the related lease obligations associated withtthrssaction, was recorded in the consolidated balaheet.

In May 2003, the Company purchased two secured igeamy notes (the “DC Notes”) from Principal Life
Insurance Company totaling $49.6 million. The DQdé¢orepresented debt issued by the third partydiTiPE”)
from which the Company leased the South BostonD@.DC Notes were being accounted for as “heldatunty”
debt securities in accordance with the provisidriSFAS No. 115, “Accounting for Certain Investmem®ebt and
Equity Securities.”
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In June 2006, the Company acquired the TPE, winicluded the South Boston DC assets and the reiiatatd
issued by the TPE in connection with the origimadhcing transaction described above. The transaetas recorded
as an asset purchase and resulted in the eliminatithe financing obligation of $50.6 million anelated DC Notes
of $46.6 million for purposes of consolidated fingh reporting. There was no material gain or lexognized as a
result of this transaction.

Legal proceedings

On March 14, 2002, a complaint was filed in theteaiStates District Court for the Northern Disto€t
Alabama (Edith Brown, on behalf of herself and others sinylaituated v. Dolgencorp, Inc., and Dollar Genkra
Corporation, CV02-C-0673-W (Brown” )). Brownwas a collective action against the Company onlbehaurrent
and former salaried store managers claiming tlesetlindividuals were entitled to overtime pay amolgd not have
been classified as exempt employees under thd_&aor Standards Act (“FLSA”). Plaintiffs soughtrecover
overtime pay, liquidated damages, declaratoryfralhel attorneys’ fees.

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

one he or she managed. The Company’s request akihe certification decision on a discretionaagib to the b
U.S. Circuit Court of Appeals was denied.

Notice was sent to prospective class members andehdline for individuals to opt in to the lawsuds May
31, 2004. Approximately 5,000 individuals optedFRollowing the close of discovery in April 2005etiCompany file
several motions, including a motion to decertifg thiass as a collective action. On March 31, 20@6court denied
the Company’s motion to decertify, but grantedheitin whole or in part, certain other motions réioy reducing the
number of class members to approximately 2,50@l ©fithis matter began on July 31, 2006. Durirgttial, on
August 4, 2006, the court decertified the clas® Tbhmpany reached a settlement agreement withviiede named
plaintiffs in the case for an amount that was natarial to the Company’s financial statements, thednatter was
dismissed as settled on August 9, 2006.

On October 10, 2005, the Company was served witidditional lawsuitMoldoon, et al. v. Dolgencorp, Inc.,
et al. (Western District of Louisiana, Lake Charles Diwisi CV05-0852, filed May 19, 2005), filed as a pwa
collective action in which five current or formdéoge managers claim to have been improperly clasisis exempt
executive employees under the FLSA. Plaintiffs gdaglctive relief, back wages, liquidated damaged attorneys’
fees. On April 26, 2006, this action was conditipnttansferred to the Northern District of Alabamad consolidated
with theBrowncase. The Company opposed the transfer and coasohdf this matter, and on August 11, 2006, the
conditional transfer order was vacated.
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On August 7, 2006, a lawsuit entiti&@ynthia Richter, et al. v. Dolgencorp, Inc., et alas filed in the United
States District Court for the Northern DistrictAiibama (Case No. 7:06-cv-01537-LSC) in which tlzniff alleges
that she and other current and former Dollar Gdrstoae managers were improperly classified as @texecutive
employees under the FLSA and seeks to recoverimespay, liquidated damages, and attorneys’ fedsaats. On
August 15, 2006, thRichterplaintiff filed a motion in which she asked the doto certify a nationwide class of
current and former store managers. The Compangpassed the plaintiff's motion. The Court has ndéd on the
plaintiff’s motion.

The Company believes that its store managers aréare been properly classified as exempt emplayeési
the FLSA and that the actions described above @rappropriate for collective action treatment. Twmpany
intends to vigorously defend these actions. Howeatethis time, it is not possible to predict whestthe courts will
permit these actions to proceed collectively, an@ssurances can be given that the Company widlibeessful in its
defense on the merits or otherwise. If the Compampt successful in its efforts to defend thed®as, the resolutio
or resolutions could have a material adverse effedhe Company’s financial statements as a whole.

On May 18, 2006, the Company was served with addwestitledTammy 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, ongily 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 houusts on behalf of, among others, individuals erygtbby the
Company as assistant store managers who claimdwéée wages (including overtime wages) under tistesteites. At
this time, it is not possible to predict whethe tlourt will permit this action to proceed colleely or as a class.
However, the Company believes that this actiorotsappropriate for either collective or class meat, and believes
that its wage and hour policies and practices cgmwih both federal and state law. The Company planvigorously
defend this action; however, no assurances caivba that the Company will be successful in itsethske on the
merits or otherwise, and, if it is not, the resmlntof this action could have a material adversectfon the Company’s
financial statements as a whole.

On March 7, 2006, a complaint was filed in the EdiStates District Court for the Northern Disto€t
Alabama (Janet Calvert v. Dolgencorp, IncCase No. 2:06-cv-00465-VEfCalvert” )), in which the plaintiff, a
former store manager, alleged that she was pasdies male store managers because of her sex)ation of the
Equal Pay Act (“EPA”) and Title VII of the Civil Rhts Act of 1964, as amended (“Title VII"). On Mar@, 2006, the
Calvertcomplaint was amended to include seven additiola@hiifs, who also allege to have been paid |bssit
males because of their sex, and to add allegatibsex discrimination in promotional opportunitesd undefined
terms and conditions of employment. In additiomltegations of intentional sex discrimination, traendedCalvert
complaint also alleges that the Company’s employtrpelicies and practices have a disparate impa&timales. The
amendedCalvertcomplaint seeks to proceed collectively under tRAEBNd as a class under Title VII, and requests
back wages, injunctive and declaratory relief, iligied damages and attorney’s fees and costs.
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At this time, it is not possible to predict whethiee court will permitCalvertto proceed collectively or as a
class. However, the Company believes that the isasat appropriate for class or collective treattreerd believes th:
its policies and practices comply with the EPA aitte VII. The Company intends to vigorously defethé action;
however, no assurances can be given that the Comylite successful in its defense on the menitetberwise. If
the Company is not successful in defending@hérertaction, its resolution could have a material adveféect on th
Company’s financial statements as a whole.

On April 28, 2006, the Company was served with dgiiteonal lawsuitLinda Beeman, on behalf of herself ¢
all others similarly situated, v. Dolgencorp, Irtib/a Dollar General 06-CV-0250 (“Beemart), filed on February
28, 2006 in the United States District Court fa torthern District of New York, in which the pléiify a former stor:
manager, raised claims substantially similar teé@ised in th€alvertmatter. TheBeemarplaintiff sought to
proceed collectively under the EPA and as a cladewuTitle VII, and requested back wages, injurecand
declaratory relief, liquidated damages and attomfees and costs. On November 6, 2006, the padashed an
agreement to settle plaintiff’'s claims for an amidtiinat was not material to the Company’s finanstatements, and
that matter is now concluded.

In addition to the matters described above, the @y is involved in other legal actions and claarising in
the ordinary course of business. The Company ledidvased upon information currently availablet shiah other
litigation and claims, both individually and in thggregate, will be resolved without a materiagéetfion the
Company’s financial statements as a whole. HowéNgiation involves an element of uncertainty. et
developments could cause these actions or claitnawe a material adverse effect on the Companyanfiial
statements as a whole.

7. Income taxes

The effective income tax rates for the 13-weekquriended November 3, 2006 and October 28, 2005 wer
20.9%, a benefit, and 34.2%, respectively. Thenme tax benefit related to the 13-week period edimeember 3,
2006 pretax loss was reduced by additional expesiaed to an increase in a deferred tax valuatimwance
resulting from revised estimates regarding the Camgis ability to utilize certain state income taedit carry
forwards prior to their expiration. In additiohgteffective tax rate for 2005 was favorably impddby discrete
benefits related to an internal corporate restrimguand a reduction in income tax reserves (duemally to the
expiration of the statute of limitations) that didt reoccur in 2006.

The effective income tax rates for the 39-weekqusiended November 3, 2006 and October 28, 2005 wer
38.6% and 35.5%, respectively. The increase il88heeek effective income tax rate is principahe result of a
2006 tax law change that reduced previously recbddderred tax assets related to the Company’satipas in the
state of Texas, the non-recurrence in 2006 of ltsneflized in 2005 related to an internal corporastructuring, a
2006 increase in a deferred tax valuation allowaheeto revised estimates regarding the Comparmylisyao utilize
certain state income tax credit carry forwards mpiectheir
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expiration, and a 2005 reduction in income taxme=e(due principally to the expiration of the statof limitations)
that did not reoccur in 2006.

8. Insurance settlement

During the 13-week and 39-week periods ended Noee®pb2006, the Company received proceeds of $7.9
million and $13.0 million, respectively, principgallor business interruption insurance coveragdedl|to Hurricane
Katrina, which is reflected in results of operatidar these periods as a reduction of SG&A experndas amount
received during the most recent 13-week periodessgted the final settlement of the claim.

9. Repurchases of common stock

On November 28, 2006, the Board of Directors aliledrthe Company to invest up to $500 million in a
common stock repurchase program. The authorizéisocheduled to expire on December 31, 2008.

On September 30, 2005, the Board of Directors aizbd a repurchase program for up to 10 milliorrebaf
the Company’s outstanding common stock, which whsduled to expire on September 30, 2006. The Coynpa
completed the purchases under this share repureliéserization in the first quarter of fiscal 20@&iring the 39-
week period ended November 3, 2006, the Compargshpsed approximately 4.5 million shares at a cb$76.9
million.

10. Segment reporting

The Company manages its business on the basieakportable segment. As of November 3, 2006 fahe®
Company’s operations were located within the UnB¢ates, with the exception of a Hong Kong subsjdlidie assets
and revenues of which are not material. The follmndata is presented in accordance with SFAS Nb, 13
“Disclosures about Segments of an Enterprise amaté&kinformation.”

13 Weeks Ended 39 Weeks Ended

November 3, October 28, November 3, October 28,

(In thousands) 2006 2005 2006 2005

Classes of similar products:

Highly consumable $1,523,398 $ 1,405,413 $ 4,482,687 $ 4,078,515
Seasonal 306,758 269,695 970,655 862,534
Home products 212,587 211,609 638,422 638,493
Basic clothing 170,653 171,171 524,072 522,191
Net sales $ 2,213,396 $ 2,057,888 $ 6,615,836 $ 6,101,733
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11. Guarantor subsidiaries

Except for the Company’s not-for-profit subsidiattye assets and revenues of which are not matelialf the
Company’s subsidiaries (the “Guarantors”) haveyfalhd unconditionally guaranteed on a joint ancesaasis the
Company’s obligations under its outstanding 8 5(8%ecured notes due June 15, 2010. Each of thea@uoes is a
direct or indirect wholly-owned subsidiary of ther@pany.

The following consolidating schedules present casdd financial information on a combined basis.
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(In thousands) As of November 3, 2006

DOLLAR
GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL
BALANCE SHEET:
ASSETS
Current assets:
Cash and cash equivalents $ 220 $ 90,694 $ - $ 90,914
Short-term investments - 29,400 - 29,400
Merchandise inventories - 1,676,057 - 1,676,057
Income taxes receivable 1,031 - (2,031 -
Deferred income taxes 9,597 40,030 - 49,627
Prepaid expenses and other
current assets 133,467 677,237 (738,711 71,993
Total current assets 144,315 2,513,418 (739,742 1,917,991
Property and equipment, at cost 208,598 2,202,156 - 2,410,754
Less accumulated depreciation and
amortization 107,937 1,055,927 - 1,163,864
Net property and equipment 100,661 1,146,22¢S - 1,246,890
Other assets, net 2,582,782 35,990 (2,577,350 41,422
Total assets $ 2,827,758 $ 3,695,637 $ (3,317,092 $ 3,206,303
LIABILITIES AND
SHAREHOLDERS'’ EQUITY
Current liabilities:
Current portion of long-term
obligations $ - $ 8,473 $ - $ 8,473
Accounts payable 657,321 597,768 (737,646 517,443
Accrued expenses and other 30,712 377,114 (1,065 406,761
Income taxes payable - 16,857 (1,031 15,826
Total current liabilities 688,033 1,000,212 (739,742 948,503
Long-term obligations 432,131 1,529,572 (1,466,364 495,339
Deferred income taxes 4,653 54,867 - 59,520
Shareholders’ equity:
Preferred stock - - - -
Common stock 156,024 23,853 (23,853 156,024
Additional paid-in capital 477,687 673,611 (673,611 477,687
Retained earnings 1,069,472 413,522 (413,522 1,069,472
Accumulated other
comprehensive loss (659) - - (659)
Other shareholders’ equity 417 - - 417
Total shareholders’ equity 1,702,941 1,110,986 (1,110,986 1,702,941
Total liabilities and shareholders’
equity $ 2,827,758 $ 3,695,637 $ (3,317,092 $ 3,206,303
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(In thousands) As of February 3, 2006

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

For the 13 weeks ended
November 3, 2006

DOLLAR GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF OPERATIONS:
Net sales $ 35,861 $ 2,213,396 $ (35,861, $ 2,213,396
Cost of goods sold - 1,686,949 - 1,686,949
Gross profit 35,861 526,447 (35,861 526,447
Selling, general and administrative 32,613 526,356 (35,861 523,108
Operating profit 3,248 91 - 3,339
Interest income (22,895 (319) 22,329 (885)
Interest expense 8,764 24,469 (22,329 10,904
Income (loss) before income taxes 17,379 (24,059 - (6,680)
Income taxes 6,383 (7,778, - (1,395)
Equity in subsidiaries’ earnings, net of
taxes (16,281 - 16,281 -

Net income (loss) $ (5,285 $ (16,281 $ 16,281 $ (5,285)

(In thousands)

For the 13 weeks ended
October 28, 2005

DOLLAR GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF OPERATIONS:
Net sales $ 35,990 $ 2,057,888 $ (35,990 $ 2,057,888
Cost of goods sold - 1,478,872 - 1,478,872
Gross profit 35,990 579,016 (35,990 579,016
Selling, general and administrative 32,767 480,627 (35,990 477,404
Operating profit 3,223 98,389 - 101,612
Interest income (1,263, (407) - (1,670)
Interest expense 5,137 184 - 5,321
Income (loss) before income taxes (651) 98,612 - 97,961
Income taxes (231) 33,767 - 33,536
Equity in subsidiaries’ earnings, net of
taxes 64,845 - (64,845 -

Net income $ 64,425 $ 64,845 $ (64,845 $ 64,425

(In thousands)

For the 39 weeks ended
November 3, 2006

DOLLAR GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF OPERATIONS:
Net sales $ 110,738 $ 6,615,836 $ (110,738 $ 6,615,836
Cost of goods sold - 4,893,581 - 4,893,581
Gross profit 110,738 1,722,255 (110,738 1,722,255
Selling, general and administrative 99,829 1,567,963 (110,738 1,557,054
Operating profit 10,909 154,292 - 165,201
Interest income (68,524 (3,122 66,854 (4,792)
Interest expense 19,739 74,139 (66,854 27,024
Income before income taxes 59,694 83,275 - 142,969
Income taxes 21,970 33,146 - 55,116
Equity in subsidiaries’ earnings, net of
taxes 50,129 - (50,129 -
Net income $ 87,853 $ 50,129 $ (50,129 $ 87,853
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(In thousands)

For the 39 weeks ended
October 28, 2005

DOLLAR GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF OPERATIONS:
Net sales $ 125,571 $ 6,101,733 $ (125,571 $ 6,101,733
Cost of goods sold - 4,367,838 - 4,367,838
Gross profit 125,571 1,733,895 (125,571 1,733,895
Selling, general and administrative 108,107 1,421,756 (125,571 1,404,292
Operating profit 17,464 312,139 - 329,603
Interest income (5,209; (1,233 - (6,442)
Interest expense 15,267 3,366 - 18,633
Income before income taxes 7,406 310,006 - 317,412
Income taxes 2,705 109,824 - 112,529
Equity in subsidiaries’ earnings, net of
taxes 200,182 - (200,182 -
Net income $ 204,883 $ 200,182 $ (200,182 $ 204,883
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(In thousands)

For the 39 weeks ended
November 3, 2006

DOLLAR GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF CASH FLOWS:
Cash flows from operating activities:
Net income $ 87,853 $ 50,129 $ (50,129 $ 87,853
Adjustments to reconcile net income to
net cash provided by (used in)
operating activities:
Depreciation and amortization 15,943 132,968 - 148,911
Deferred income taxes 406 (46,234 - (45,828
Tax benefit from stock option
exercises (1,898; - - (1,898)
Equity in subsidiaries’ earnings, net (50,129 - 50,129 -
Noncash inventory adjustments and
asset impairments - 79,213 - 79,213
Change in operating assets and
liabilities:
Merchandise inventories - (272,876 - (272,876
Prepaid expenses and other
current assets 667 (5,520 - (4,853)
Accounts payable (5,941, 24,621 - 18,680
Accrued expenses and other 4,864 28,891 - 33,755
Income taxes 699 (26,761, - (26,062
Other 5,041 (2,176, - 2,865
Net cash provided by (used in) operating
activities 57,505 (37,745 - 19,760
Cash flows from investing activities:
Purchases of property and equipment (12,374 (208,669 - (221,043
Purchases of short-term investments (6,000; (4,476 - (10,476,
Sales of short-term investments 6,000 4,550 - 10,550
Purchases of long-term investments - (21,515 - (21,515,
Insurance proceeds related to property
and equipment - 1,807 - 1,807
Proceeds from sale of property and
equipment 138 1,186 - 1,324
Net cash used in investing activities (12,236, (227,117 - (239,353
Cash flows from financing activities:
Borrowings under revolving credit
facility 1,767,450 - - 1,767,450
Repayments of borrowings under
revolving credit facility (1,535,150 - - (1,535,150
Repayments of long-term obligations, net 235 (11,652 - (11,417
Payment of cash dividends (46,864 - - (46,864
Proceeds from exercise of stock options 13,889 - - 13,889
Repurchases of common stock (79,947 - - (79,947
Changes in intercompany note balances,
net (277,009 277,009 - -
Tax benefit from stock option exercises 1,898 - - 1,898
Other financing activities 39 - - 39
Net cash provided by (used in) financing
activities (155,459 265,357 - 109,898
Net increase (decrease) in cash and cash
equivalents (110,190 495 - (109,695
Cash and cash equivalents, beginning of
period 110,410 90,199 - 200,609
Cash and cash equivalents, end of period$ 220 $ 90,694 $ - $ 90,914
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(In thousands)

For the 39 weeks ended
October 28, 2005

DOLLAR GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF CASH FLOWS:
Cash flows from operating activities:
Net income $ 204,883 $ 200,182 $ (200,182 204,883
Adjustments to reconcile net income to
net cash provided by operating
activities:
Depreciation and amortization 16,578 121,239 - 137,817
Deferred income taxes (1,931 2,224 - 293
Tax benefit from stock option
exercises 4,009 - - 4,009
Equity in subsidiaries’ earnings, net (200,182 - 200,182 -
Change in operating assets and
liabilities:
Merchandise inventories - (198,030 - (198,030
Prepaid expenses and other
current assets 1,909 (9,756, - (7,847,
Accounts payable (12,395 116,291 - 103,896
Accrued expenses and other (8,122 47,715 - 39,593
Income taxes (2,468 (59,777 - (62,245,
Other 4,426 7,922 - 12,348
Net cash provided by operating activities 6,707 228,010 - 234,717
Cash flows from investing activities:
Purchases of property and equipment (22,395 (194,454 - (216,849
Purchases of short-term investments (30,250 - - (30,250
Sales of short-term investments 72,675 500 - 73,175
Proceeds from sale of property and
equipment 45 1,040 - 1,085
Net cash provided by (used in) investing
activities 20,075 (192,914 - (172,839
Cash flows from financing activities:
Issuance of long-term borrowings - 14,495 - 14,495
Borrowings under revolving credit
facilities 148,600 - - 148,600
Repayments of borrowings under
revolving credit facilities (73,600 - - (73,600
Repayments of long-term obligations (4,169, (6,663 - (10,832
Payment of cash dividends (41,999 - - (41,999
Proceeds from exercise of stock options 22,041 - - 22,041
Repurchases of common stock (260,707 - - (260,707
Changes in intercompany note balances,
net 54,897 (54,897 - -
Other financing activities 63 - - 63
Net cash used in financing activities (154,874 (47,065 - (201,939
Net decrease in cash and cash equivalents (128,092 (11,969 - (140,061
Cash and cash equivalents, beginning of
period 127,170 105,660 - 232,830
Cash and cash equivalents, end of period$ (922) $ 93,691 $ - 92,769
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND
RESULTS OF OPERATIONS

Accounting Periods

We follow the concept of a 523 week fiscal year that ends on the Friday neame¥nuary 31. The text bel
contains references to years 2006 and 2005, wkjmtesent fiscal years ending or ended Februar§@ and
February 3, 2006, respectively. Fiscal 2006 wilbel®&2-week accounting period and fiscal 2005 wa3-aveek
accounting period, with the fourth quarterly perwkich ended February 3, 2006 consisting of 14 we€hkis
discussion and analysis is based on, should bewgadand is qualified in its entirety by, the Gtamsed Consolidate
Financial Statements and the related notes. Itsiisald be read in conjunction with and is quadifie its entirety by
the Forward-Looking Statements/Risk Factors discset forth in Part Il, Item 1A of this document.

Results of Operations

The nature of our business is moderately seasHristbrically, sales and net income in the fourtlager have
been higher than sales and net income achieveatim@f the first three quarters of the fiscal y&axpenses, and to a
greater extent operating income, vary by quartesuRs of a period shorter than a full year mayb®oindicative of
results expected for the entire year. Furthermbreseasonal nature of our business may affect aosgns between
periods.

Executive OverviewAs previously disclosed, our Board of Directonsl asnanagement team have been
considering strategic initiatives, particularly seorelated to our merchandising and real estattegtes.

With regard to merchandising, these deliberatianghncluded a review of our historic inventory ragemen
and “packaway” strategies, changes in recent ytedtsose practices and the potential impact orréupuofitability of
an acceleration of our transition away from som#hose practices. Under our traditional inventagpdsition
strategy, we have carried any remaining prior seaseentory forward and have attempted to adjustréuinventory
purchases to account for the carryover productirBégg in the fourth quarter of 2003, principallythe conclusion ¢
the holiday selling season, we began taking enseaton markdowns materially in excess of markddiatshad bee
taken historically to attempt to accelerate th@akstion of certain holiday-related items, as veslicertain other
seasonal, home and basic clothing items that hasiah as expected. Although these increased eiséagon
markdowns resulted in less packaway inventory gtltentinued to be a packaway component of our naediking
practices and a significant amount of merchandi® forior seasons remains in many stores.

In addition, over the last year we have made danit improvements to the policies, procedurescamirols
relating to our real estate practices. We havg fategrated the functions of site selection, leasewals, relocations,
remodels and store closings and have defined aplgmented additional criteria for decision-makinghose areas.
We continue to analyze our real estate performandeo look for ways to further refine and imprawe practices.
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In November 2006, our Board of Directors approvethagement’s recommendations for changes to our
merchandising and real estate strategies basedaupomprehensive analysis of the performance df ehour stores
and the impact of our packaway inventory model onability to effectively serve our customers. Weend to focus
on upgrading our existing store base and enhartbangtore experience for customers by closing stitva do not
meet our real estate criteria, decelerating our stewe growth rate through fiscal 2008, remodetingelocating a
number of stores to improve productivity, and etiating our packaway inventory management modehéyenhd of
fiscal 2007, allowing for newer and fresher merchs@. These initiatives are part of our ongoingmé$fto enhance
our customers’ shopping experience, and we expactthese actions will result in better disciplinedentory
management and a more productive store base. Sithgzgic actions include Board authorization pfaa to invest
up to $500 million over the next two years in arsh@purchase program and the naming of David k€ Be Presider
and Chief Operating Officer, effective Decembe2@d06. Mr. Beré has been a member of our Board €062 and
has remained on the Board.

In connection with the accelerated implementatibthis new inventory model and with the plannedstig of
approximately 400 stores by the end of fiscal 200 will incur higher markdowns on inventory (soofevhich will
be below cost) through the end of fiscal 2007 aquket to recognize pre-tax costs and charges abappately
$137.6 million, including $74.1 million related $tore closings and $63.5 million related to thekdawns below cos
for our move away from the packaway inventory mamagnt model. Of this total, approximately $79.2lionil is
reflected in our results of operations during tBenkeek and 3%eek periods ended November 3, 2006, as descrit
more detail below.

As a first step towards revitalizing our store hage plan to close approximately 400 stores dufistwal 2007.
These closings will be in addition to stores thaghihbe closed in the normal course of businesswilleontinue to
evaluate our store base for additional closing hates as part of our revitalization efforts.

As part of our new strategy, we currently expeaipgen a total of approximately 600 new storessodi 2006.
Going forward, we plan to open approximately 308 400 new stores in fiscal 2007 and 2008, respelgtiand to
relocate or remodel approximately 300 stores i edi¢hese years. We expect to return to a highter of store
openings thereatfter, beginning in fiscal 2009, wiverplan to open approximately 700 new stores alutate or
remodel 450 stores. We will continue to apply r@e criteria to new and existing stores and wdkidor other
enhancements to optimize our real estate strategyrbfitable growth.

We currently estimate the pre-tax exit costs aratgds related to our real estate plan to be appaiely
$74.1 million. Approximately $15.8 million of thesests and charges were recorded in the 13-weédpended
November 3, 2006, including $7.8 million of bel-cost inventory adjustments and $8.0 million relgtio impairment
of property and equipment, in the stores to beetlo$he remainder of these costs and chargesntiyrestimated at
approximately $58.3 million, are expected to berded primarily in fiscal 2007, but the amount anagng of these
costs and charges may vary materially dependingadous factors, including timing in the executimirthe plan, the
outcome of negotiations with landlords and/or
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potential sublease tenants, the accuracy of assumspised by management in developing these estsnaaid final
inventory levels.

Discontinuing our traditional inventory packawaymagement model is an attempt to better meet our
customers’ needs and to ensure an appealing, fmiesthandise selection. With few exceptions, we fdagliminate,
through end-oeason and other markdowns, existing seasonal, honthepparel packaway merchandise by the e
fiscal 2007. In addition, beginning in fiscal 200wk plan to sell virtually all current-year non-kepishable
merchandise by taking end-of-season markdownsyalipfor increased levels of newer, current-seasenchandise.
We believe this strategy change will enhance tipeagmance of our stores and will positively impacttomer
satisfaction as well as the store employeddity to manage stores, ultimately resulting igher sales, increased gr
profit, lower employee turnover, and decreasedntory shrink and damages. We also expect thatrtipsoved
inventory management will result in more approgrigér store inventory levels.

Based on our estimate of the sell-through of inegnbver this shortened timeframe, we expect tarinc
markdowns from retail at significantly higher lesébr the remainder of fiscal 2006 and through®@2than in
previous years, resulting in lower expected grasfitp Specifically, we expect the gross profitaab sales to be in ti
low 27 percent range in fiscal 2007. We anticizaiing off approximately $300 million (at cost) iofzentory, the
majority of which is 2006 receipts, including 20@aliday merchandise. We are targeting a grosstpaie to sales of
approximately 28 percent for fiscal 2008 and 2 et for fiscal 2009. We expect to increase olassanix of
merchandise categories with higher gross profés,aduch as home, apparel and seasonal merchaawlige,become
increasingly able to improve our merchandise assamts and stock our stores with more current irorgnt
Achievement of these gross profit targets is cg@irt upon this expected sales mix improvement dsaweffective
inventory management and reductions in inventorinkland damages.

In addition, based on these markdown estimate$iave recorded a below-cost inventory adjustme868t5
million (in addition to the $7.8 million relating inventory in stores to be closed as discussedeghio the 13-week
period ended November 3, 2006 to reflect the impé&this revised strategy. The estimated amoutii@below-cost
inventory adjustment is based on management’s gasums regarding the timing and adequacy of markdoand the
final adjustment may vary materially from the esttexdepending on various factors, including tinofighe execution
of the plan, retail market conditions and the aacurof assumptions used by management in develdpéasg
estimates. In addition to the costs above, we dxpédncur incremental store labor, advertising atiter costs in the
fourth quarter of 2006 and throughout fiscal 200fich will be expensed as incurred, to aid in tkecaition of this
plan.

The charges associated with the changes to outhansicsing and real estate strategies discussea diawe
significantly impacted our operating results. For L3week period ended November 3, 2006, we reportezt bbss 0
$5.3 million, or $0.02 per diluted share, comparedet income of $64.4 million, or $0.20 per dili&hare, for the 13-
week period ended October 28, 2005. For the 13-weekd ended November 3, 2006, we increased reven.6%
over the comparable prior year period, aided by sines and a same-store sales increase of 2.0%

28




based on comparable calendar weeks in the prior Feathe 39-week period ended November 3, 20@6;eported
net income of $87.9 million, or $0.28 per dilutddhse, compared to net income of $204.9 millior@63 per diluted
share, for the 39-week period ended October 28,.200r the 39-week period ended November 3, 20@6nareased
revenue by 8.4% over the comparable prior yeaodesgided by new stores and a same-store saleagenf 2.3%.
Readers should refer to the detailed discussi@mpefating results below for additional commentdioancial
performance in the current year periods as compaitbcthe prior year periods.

In addition to the strategic initiatives outlindoloae, we have made progress in implementing mariyeof
important operating initiatives outlined in our Aral Report on Form 10-K for the 2005 fiscal yeafd®ws:

« We have continued to focus on improvement in saégformance of same-stores and new stores, ingutim
distribution of several advertising circulars. Thesculars have proven effective in driving saed
improving our recent trend in customer traffic, amel plan to continue to utilize this tool duringyher traffic
retail promotional periods such as holidays. We asve added new merchandise items and implemettiec
merchandising initiatives, which contributed to aaproved sales performance in our third fiscalrtpra
particularly in the highly consumable and seasomaichandise categories.

« We completed our implementation of the EZstorequigluring the third quarter of 2006, which is desd to
reduce store labor and related costs.

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

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

« We have continued to invest in our information teabgy systems with particular emphasis on the
development of various projects designed to supgmartmerchandising efforts, including zone pricinwgrket
segmentation, forecasting and merchandise planning.

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

The table below contains results of operations ftatthe 13-week and 39-week periods ended Nove®per
2006 and October 28, 2005, and the dollar and ptage variances among those periods:
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(amounts in millions,__ 13 Weeks Ended 2006 vs. 2005 39 Weeks Ended 2006 vs. 2005

excluding per share  Nov. 3, Oct. 28, Amount % Nov. 3, Oct. 28, Amount %
amounts) 2006 2005 change change 2006 2005 change change

Net sales by categor
Highly consumable$ 1,523.4 $ 1,4054$ 118.C 8.4% $ 44827 $ 4,0785 $ 404.2 9.9%

% of net sales 68.83% 68.29% 67.76% 66.84%
Seasonal 306.8 269.7 37.1 13.7 970.7 862.5 108.1 125
% of net sales 13.86% 13.11% 14.67% 14.14%
Home products 212.6 211.6 1.0 05 638.4 638.5 (0.2) -
% of net sales 9.60% 10.28% 9.65% 10.46%
Basic clothing 170.7 171.2 (0.5) (0.3) 524.1 522.2 1.9 0.4
% of net sales 7.71% 8.32% 7.92% 8.56%
Net sales $2,2134 $ 2,0579 $ 1555 7.6% $ 6,6158 $ 6,101.7 $ 514.1 8.4%
Cost of goods sold 1,686.9 1,478.9 208.1 14.1 4,893.6 4,367.8 525.7 12.C
% of net sales 76.22% 71.86% 73.97% 71.58%
Gross profit 526.4 579.0 (52.6) (9.1) 1,722.3 1,733.9 (11.6) (0.7)
% of net sales 23.78% 28.14% 26.03% 28.42%
Selling, general and
administrative 523.1 477.4 457 9.6 1,557.1 1,404.3 152.8 10.¢
% of net sales 23.63% 23.20% 23.54% 23.01%
Operating profit 3.3 101.6 (98.3) (96.7) 165.2 329.6 (164.4, (49.9)
% of net sales 0.15% 4.94% 2.50% 5.40%
Interest income (0.9 .7) 0.8 (47.0) (4.8) (6.4) 1.7 (25.6)
% of net sales (0.04)% (0.08)% (0.07)% (0.11)%
Interest expense 10.9 5.3 5.6 104.€ 27.0 18.6 8.4 45.C
% of net sales 0.49% 0.26% 0.41% 0.31%
Income (loss) before
income taxes (6.7) 98.0 (104.6 - 143.0 317.4 (174.4, (55.0)
% of net sales (0.30)% 4.76% 2.16% 5.20%
Income taxes (1.4 33.5 (34.9) - 55.1 1125 (57.4) (51.0)
% of net sales (0.06)% 1.63% 0.83% 1.84%
Net income (loss) $ B3 $ 644 $ (69.7) -% $ 879 $ 2049 $(117.00 (57.1)%
% of net sales (0.24)% 3.13% 1.33% 3.36%

Diluted earnings per

share $ (002) $ 020 $ (0.22) -% $ 028 $ 063 $ (0.35) (55.6)%
Weighted average
diluted shares 312.0 321.4 9.4) (2.9 313.6 326.3 (12.7) (3.9)

13 WEEKS ENDED NOVEMBER 3, 2006 AND OCTOBER 28, 209

Net Sales We monitor our sales internally by the followifayr major categories: highly consumable,
seasonal, home products and basic clothing. THdyhagpnsumable category has a lower gross prdttfeaan the
other three categories and has grown significantbr the past several years. This shift is, in,{he result of our
strategic efforts to broaden our consumable prodiietings and add more recognizable national sandrder to
attract customers. However, we believe the increasensumables, as a percent of total sales,lba$eaen affected
by changes in customers’ needs and by economisymess such as higher gasoline prices, which residted in
reductions in the percentages of total sales ohouare and basic clothing categories. As noted alvothee Executive
Overview, we expect the move away from our packawvegntory strategy to have a positive impact desan our
non-consumable merchandise categories. Becauke ohpact of sales mix on gross profit, we contilyua
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review our merchandise mix and strive to adjustien appropriate. Maintaining an appropriate salesamong the
four categories is an integral part of achieving gnass profit and sales goals.

Beginning in fiscal 2006, we revised our methoddetermining the stores that are included in ounliply
released same-store sales calculations. This mattgdfor same-store sales calculations includesdtstores that
have been open at least 13 full fiscal months anthin open at the end of the reporting period.

The $155.5 million increase in net sales for the@03week period resulted primarily from opening additit
stores, including 430 net new stores since OctdBeR005, and a same-store sales increase of 2108ef 2006
period compared to the 2005 period. The increasarme-store sales accounted for approximately $88li6n of the
increase in sales while stores opened since thefethe third quarter of 2005 were the primary citmitor to the
remaining $115.9 million sales increase during2b@6 period.

By merchandise category, our sales increase iBQ0B6 period compared to the 2005 period was prlynari
attributable to increased sales in the highly corehle category, which increased by $118.0 millmr8.4% overall.
An increase in sales of seasonal merchandise ol $8illion, or 13.7%, also contributed to overalles growth. Sales
in the home products and basic clothing categeovase essentially the same as the prior year quakierbelieve that
our increased sales by merchandise category wppmded by recent additions to our product offesiagd increased
promotional activities, including the use of adigng circulars.

Gross Profit. The gross profit rate declined by 436 basis gamthe 2006 period as compared with the 2005
period, due primarily to the below-cost markdownsroventory totaling $71.2 million as discussedabm the
Executive Overview. Other factors included, buteveot limited to: lower sales (as a percentagetal sales) in our
home products and basic clothing categories, wipgsterally have higher average markups; an incieasarkdown
activity as a percentage of sales primarily assalt®f our enhanced promotional activities; a dase in the markups
on purchases during the period, primarily attribleéao purchases of highly consumable productdugieg nationally
branded products, which generally have lower averagrkups); and an increase in our shrink rate.

Selling, General and Administrative (“SG&A”) ExpensThe increase in SG&A expense as a percentage of
sales in the 2006 period as compared with the p@@5d reflects impairment charges on leaseholdowvgments and
store fixtures totaling $8.0 million related to thianned store closings in fiscal 2007 as discuabede in the
Executive Overview. Other factors included, buteveot limited to, increases in the following expeoategories:
store labor costs (increased 9.2%) due to increlabed necessary to implement our increased aduggtistore layol
changes and new store prototype initiatives, alogvar percentage of open field management positongpared to
the prior year period; store occupancy costs (amzd 10.7%) due primarily to higher average morntatyals
associated with our leased store locations; andrastmative labor costs (increased 30.1%) due prilgngo recent
additions to our executive team and the expendisgpak options. These increases were partiallyedfby proceeds
$7.9 million received during the period principalty business interruption
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insurance coverage related to Hurricane Katrin@s&lproceeds represented the final settlemenisofitim.

Interest Income The reduction in interest income in the 2006 geedompared to the 2005 period was due
primarily to the termination of notes receivablsuking from the acquisition of the South Boston,bich reduced
interest income by $0.9 million.

Interest ExpenseThe increase in interest expense in the 200@geompared to the 2005 period is due
primarily to an increase in borrowings under owoteing credit facility, and an increase in taxateld interest
expense, each of which increased interest expgn$8.8 million. The increase in taelated interest expense is du
part to reductions in interest expense in the prear period pertaining to the resolution of ceriacome tax related
contingencies. These increases were partially oiffge decline in interest expense of $1.1 milliesulting primarily
from the acquisition of, and the associated elitngmeof the financing obligation on, the South BosDC.

Income TaxesThe effective income tax rates for the 2006 2005 periods were 20.9%, a benefit, and 34.2%,
respectively. The income tax benefit related to20@6 pretax loss was reduced by additional experiated to an
increase in a deferred tax valuation allowanceltiegufrom revised estimates regarding our abiidyutilize certain
state income tax credit carry forwards prior tartegpiration. Excluding discrete items, the effeetincome tax rate
(a benefit) for the period would have been appraxety 35.0%. The effective income tax rate for 2@@6 lower tha
the 2006 effective rate (excluding discrete itesaa@ted above) principally due to the favorableaotimn the 2005
income tax rate for discrete benefits related tangarnal corporate restructuring and a reductioimcome tax reserv:
(due principally to the expiration of the statutdimitations) that did not reoccur in 2006.

In recent years, we have derived a significant fiefnem federal jobs credits for newly hired empées.
Federal laws that provided for a significant partaf these credits expired on December 31, 2008eRby, Congress
voted to reenact these credits on a retroactivis,basd although the President has not yet signetegislation, he is
expected to do so. With reenactment of the legsian its current form, we anticipate that our aalized effective
income tax rate for 2006, excluding discrete itewii,be approximately 36.4%. Should the Presiddrmdose not to
sign the legislation, we anticipate that our 20fiéative income tax rate will be approximately 3%.3

39 WEEKS ENDED NOVEMBER 3, 2006 AND OCTOBER 28, 208

Net Sales The increase in net sales of $514.1 million tesuprimarily from opening 430 net new stores since
October 28, 2005 and a same-store sales incre@s8%ffor the 2006 period compared to the 20050peiihe
increase in same-store sales accounted for $138i@nof the increase in sales while stores opesiade the end of
the third quarter of 2005 were the primary contidos to the remaining $378.8 million sales incrediseng the 2006
period.
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By merchandise category, our sales increase iBQ0B6 period compared to the 2005 period was priynari
attributable to a $404.2 million, or 9.9%, increasé¢he highly consumable category and a $108.Lanjlor 12.5%,
increase in the seasonal category. We believertbaased sales were supported by recent additiomgr product
offerings and increased promotional activities|udag the use of advertising circulars.

Gross Profit. The gross profit rate declined by 239 basis gamthe 2006 period as compared with the 2005
period, due primarily to the below-cost markdownsroventory totaling $71.2 million as discussedabm the
Executive Overview. Other factors included, buteveot limited to: a decrease in the markups ont@ases during tf
period, primarily attributable to purchases of ygtonsumable products (including nationally brashgeoducts,
which generally have lower average markups); aresse in markdown activity as a percentage of alesarily as a
result of our enhanced promotional activities; los@les (as a percentage of total sales) in ouelmeducts and
basic clothing categories, which have higher awveragrkups; an increase in our shrink rate; anddnighnsportation
expenses primarily attributable to increased fosts These factors were partially offset by highesrage markups
on our beginning inventory in the 2006 period aspared with the 2005 period. The increased avarag&up on
beginning inventory represents the cumulative imp&ventory purchases with higher gross praites over time.

In the 2006 period our shrink, expressed in relalilars as a percentage of sales, was 3.38% coohpare
3.20% in the 2005 period.

SG&A ExpenseThe increase in SG&A expense as a percentagaed s the 2006 period as compared with
the 2005 period reflects impairment charges orelealsl improvements and store fixtures totaling $8illion related
to the planned closings of approximately 400 stordscal 2007 as discussed above in the Exec@werview. Othe
factors included, but were not limited to, increasethe following expense categories: advertisiogts (increased
148.9%) due to the distribution of several advarng<irculars in the current year period; storeupancy costs
(increased 12.1%) primarily due to higher averagatimy rentals associated with our leased storatioos; and
administrative labor costs (increased 28.2%) prilndue to recent additions to our executive teant the expensing
of stock options. These increases were partiafsevby proceeds of $13.0 million received during turrent year
period principally for business interruption insuca coverage related to Hurricane Katrina.

Interest Income The reduction in interest income in the 2006 geedompared to the 2005 period was due
primarily to the termination of notes receivablsuking from the acquisition of the South Boston,Idich reduced
interest income by $1.3 million.

Interest ExpenseThe increase in interest expense in the 200@gpe&ompared to the 2005 period is due
primarily to an increase in borrowings under owoteing credit facility, which increased interesipense by $5.7
million, and an increase in tax-related interegtemse, which increased interest expense by $4libmiThe increase
in tax-related interest expense is due in parétiuctions in interest expense in the prior yeaioggrertaining to the
resolution of certain income tax related contingesicThese increases were partially offset by &rdem
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interest expense of $1.4 million resulting primafiom the acquisition of, and the associated elation of the
financing obligation on, the South Boston DC.

Income TaxesThe effective income tax rate for the 2006 pemnas 38.6% compared to 35.5% in the 2005
period. The increase in the effective income td& ima result of a tax law change in the 20060gktthat reduced
previously recorded deferred tax assets relatedit@perations in the state of Texas, the non-reage in the 2006
period of benefits realized in the 2005 periodteglgo an internal corporate restructuring, anaase in a deferred tax
valuation allowance in the 2006 period due to rwisstimates regarding our ability to utilize certtate income tax
credit carry forwards prior to their expiration,daa reduction in income tax reserves in the 200mgdgdue
principally to the expiration of the statute of itations) that did not reoccur in the 2006 period.

Adoption of Accounting Standard

Prior to February 4, 2006, we accounted for shaset payments using the intrinsic-value-based ratoqg
method prescribed by Accounting Principles Boardahi@p No. 25, “Accounting for Stock Issued to
Employees” (“APB 25”). Because stock options weranged at an exercise price equal to the markeeval the
underlying common stock on the date of grant, eygBacompensation cost related to stock optionsrgiyevas not
reflected in our results of operations prior to dag@ption of Statement of Financial Accounting 8tads (“SFAS”)
No. 123(R)“Share-Based PaymenfThe Compensation Committee of our Board of Dirextook action to acceler:
the vesting, effective February 3, 2006, of mostwf outstanding stock options granted prior tauday 24, 2006. Th
Compensation Committee took this action primalygduce non-cash compensation expense to be egcorduture
periods under the provisions of SFAS 123(R). Howetlee Committee also believed this decision beeefi
employees.

Effective February 4, 2006, we adopted SFAS 128@R)g the modified—prospective-transition method an
began recognizing compensation expense for ouedbased payments based on the fair value of thedawa the
grant date. For the 13-week period ended Novemh20(5, the adoption of the fair value method oASA23(R)
resulted in additional share-based compensatioaresgp(a component of SG&A expense) and a corresmpnd
increase in net loss before income taxes of $0l8mjian increase in net loss of $0.6 million, ardincrease in basic
and diluted loss per share of less than $0.01tHeo89-week period ended November 3, 2006, thetamtopf the fair
value method of SFAS 123(R) resulted in additishare-based compensation expense and a correspoaduction
in income before income taxes of $2.8 million, duetion in net income of $1.8 million, and a redluctin basic and
diluted earnings per share of approximately $0.01.

We estimate the fair value of stock options usheBlack-Scholes-Merton option pricing model fdragdtion
grants. We estimate the expected term using a ciatimu based on an assumption that outstandingroptvill be
exercised approximately halfway through their cactinal term, taking into consideration such facewgrant date,
expiration date, weighted-average time-to-vesyaatxercises and post-vesting cancellations. Weiledie volatility
assumptions using actual historical changes imarket value of the stock and implied
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volatility based upon traded options, weighted dgud/e believe that this methodology provides best indicator of
future volatility.

Accounting Pronouncements

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

FIN 48 requires that changes in tax positions @edin a company’s financial statements prior toatioption
of this interpretation be recorded as an adjustrieetite opening balance of retained earnings fptriod of
adoption. FIN 48 will generally be effective forlgic companies for the first fiscal year beginnafter December 15,
2006. We anticipate adopting the provisions of thisrpretation during the first quarter of fis@807. No
determination has yet been made regarding the ralateof the potential impact of this interpretati on our
consolidated financial position or results of opierss.

In September 2006 the FASB issued SFAS 157, “Faiu®/ Measurements.” SFAS 157 provides guidance for
using fair value to measure assets and liabiliiée standard also requires expanded informationtahe extent to
which companies measure assets and liabilitiesiatélue, the information used to measure faiu@abnd the effect
of fair value measurements on earnings. The stdrajgplies whenever other standards require (oripeassets or
liabilities to be measured at fair value. The staddloes not expand the use of fair value in amy ciecumstances.
SFAS 157 is effective for financial statements égbktor fiscal years beginning after November 18 72@&nd interim
periods within those fiscal years. No determinahas yet been made regarding the materiality opttential impact
of SFAS 157 on our financial statements.

In September 2006 the FASB issued SFAS 158, “Engpi\Accounting for Defined Benefit Pension and
Other Postretirement Plans,” which will require gamies to recognize the overfunded or underfuntsdssof a
defined benefit postretirement plan (other thanudtiemployer plan) as an asset or liability instatement of financi:
position and to recognize changes in that fundeiisin the year in which the changes occur thraaghprehensive
income. This Statement also requires a companyetsare the funded status of a plan as of the dateyear-end
statement of financial position, with limited extieps. A company with publicly traded equity setes is required t
initially recognize the funded status of a defibethefit postretirement plan and to provide the iregudisclosures as
of the end of the fiscal year ending after Deceni®2006. The requirement to measure plan assdtbenefit
obligations as of the date of the company’s figear-end statement of financial position is effecfior fiscal years
ending after December 15, 2008. No final deternmathas yet been made regarding
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the potential impact of SFAS 158 on our financtateaments, however, because we currently have upmesnental
executive retirement plan with one executive pgréict, any impact is expected to be minimal.

Liquidity and Capital Resources

Current Financial Condition / Recent Developmems$ November 3, 2006, we had total debt (includime
current portion of long-term obligations) of $508xlion and $90.9 million of cash and cash equeva$, compared
with total debt of $278.7 million and $200.6 mili@f cash and cash equivalents at February 3, 2D06net debt
position increased during the first 39 weeks of@80e primarily to purchases of inventory, propentg equipment,
and repurchases of common stock, all as furthesritbesl below.

Our inventory balance represented approximately b2&tur total assets as of November 3, 2006. Our
proficiency in managing our inventory balances lksane a significant impact on our cash flows froneragions durin
a given period or fiscal year. In addition, invagtpurchases can be somewhat seasonal in natateasuhe purcha:
of warm-weather or Christmas-related merchandmseeritory purchases during the 39-week period eide@mber
3, 2006 were impacted by fiscal 2006 store laybiainges and increased purchases for our 2006 aingrtiampaign
to ensure adequate quantities of promotional mexika, as described in more detail below. Inventonys,
calculated on a rolling annualized basis usingrizaa from each quarter, were 4.1 times for theodegnded
November 3, 2006 (a -week period) compared to 4.0 times for the peended October 28, 2005.

As described in Note 6 to the Condensed Consolidaitgancial Statements, we are involved in a nurober
legal actions and claims, some of which could pdéy result in material cash payments. Adverseefi@oments in
those actions could materially and adversely affectiquidity. We also have certain income ta&kated contingencie
as more fully described below under “Critical Acating Policies and Estimates.” Estimates of thes#ingent
liabilities are included in our Condensed Consdéda-inancial Statements when determined to begttelkand
estimable. However, future negative developmentddceave a material adverse effect on our liquidity

On November 28, 2006, our Board of Directors augearthe investment of up to $500 million in a coamm
stock repurchase program. The authorization iscadbd to expire on December 31, 2008.

On September 30, 2005, our Board of Directors ai#éd a repurchase program for up to 10 milliorreb®f
our outstanding common stock, which was schedwaekpire on September 30, 2006. We completed thigram in
the first quarter of fiscal 2006.

In June 2006, we amended our existing revolvingitfacility. The amended credit facility has a nmaum
commitment of $400 million (subject to increas&&®0 million upon our mutual agreement with thedkens) and
expires in June 2011. In addition to revolving Ieame amended credit facility includes a $15 wmnillswingline loan
sub-limit and a $75 million
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letter of credit sub-facility. Outstanding swingditoans and letters of credit reduce the borrowsggacity under the
amended credit facility.

At November 3, 2006, we had total outstanding beimgs under the amended credit facility of $232iBiom,
which were comprised entirely of revolving loang.tlhat date, we had no letters of credit outstagdinder the
amended credit facility. At November 3, 2006, weev@ compliance with all financial covenants camea in the
amended credit facility. In December 2006, we amdritie revolving credit facility to lower the fixetharge coverag
financial covenant for future periods through fis2@08 to take into account the impact that thedtives discussed
above in the Executive Overview related to mercksang and real estate strategies may have on tizeinahose
periods.

We anticipate that at any given time through ABriR007 our total outstanding borrowings underaimended
credit facility will not exceed $150 million. We wently intend to use amounts borrowed under theratted credit
facility primarily to finance our working capitabeds and capital expenditures. The amount of bangsaunder the
amended credit facility may fluctuate materiallgrtocularly given the seasonality of our busineegpending on
various factors, including the time of year, ouethi¢o acquire merchandise inventory, our decisiarepay
outstanding borrowings under the amended crediitfachanges to our merchandising plans andatiites, changes
to our capital expenditure plans and the occurrencgher events or transactions that may requinelihg through the
amended credit facility.

We have $200 million (principal amount) of 8 5/8¥#sacured notes due June 15, 2010. This indebtedsss
incurred to assist in funding our growth. Inter@stthe notes is payable semi-annually on June d®&cember 15 of
each year. We may seek, from time to time, toedhlie notes through cash purchases on the opertmarkrivately
negotiated transactions or otherwise. These repased) if any, will depend on prevailing market gbads, our
liquidity requirements, contractual restrictionslanther factors. The amounts involved may be melteri

Terms of our outstanding debt obligations couldtliour ability to incur additional debt financinghe
amended credit facility contains financial covesamthich include limits on certain debt to cashwfli@tios, a fixed
charge coverage test, and minimum allowable cotatd net worth ($1.4 billion at November 3, 20@)r
outstanding notes discussed above place certatifispgdimitations on secured debt and on our &btlb execute sale-
leaseback transactions. We do not believe thaeaisging limitations on our ability to incur additial indebtedness
will have a material impact on our liquidity.

At November 3, 2006 and February 3, 2006, we hadheercial letter of credit facilities totaling $200million
and $195.0 million, respectively, of which $72.0limn and $85.1 million, respectively, were outstamg for the
funding of imported merchandise purchases.

We believe that our existing cash balances, amtiegpcash flows from operations, the amended ciadlity
and our anticipated ongoing access to the capaaskets, if necessary, are sufficient to meet ouretuly foreseeable
liquidity and capital resource needs.
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Cash flows from operating activitie§ he decline in net income, as described in metaidabove, was a
significant contributor to the decline in cash flofwom operating activities. Cash inflows resultirgm changes in
accounts payable balances were significantly lesisa 2006 period as compared to the 2005 pergsdltng
primarily from the timing of merchandise purchaaesd related vendor rebates. The change in casls fimm
operating activities in the 2006 period as compaoetie 2005 period was also impacted by an inereasiventory
balances. The most significant change in invent@rgls occurred in the seasonal category, whicreased by 37% |
the 2006 period as compared to a 32% increaseifdA5 period.

Inventory balances at November 3, 2006 were impdayeseveral factors. Inventory purchases are sdratw
seasonal in nature and balances are typically a¢ar their peak at the end of our third fiscalrtgran anticipation of
the Christmas selling season. Primarily due tdbfie2 million of below cost markdowns discussedvabour
inventory balances have declined by $59.0 milliompared to the balances at the end of the secscal fjuarter of
2006. Our current year advertising campaigns prethptiditional purchases of inventory to ensure @ateqguantitie
in the stores. Although we believe the advertigimgulars aided sales, the sell-through of the mtional inventory
was initially below our expectations. We are malgimggress in our efforts to sell through the higthan anticipated
level of highly consumable promotional inventorychat the end of our 2006 second fiscal quarted,ary remaining
excess inventory is expected to be sold in the aboourse of business. Also, store layout chang@906 have adde
additional national brands to our merchandise offgr. Although we believe this new inventory geligriaelps to
broaden the appeal of our stores, we are contirtoimagalyze the impact of these new items on manitial
performance. We continually seek to eliminate loperforming items and to refine our product asserits. Finally,
seasonal inventory purchases have increased in&9)@6ted above, largely reflective of consumerpaese to
improved merchandise offerings. We are implemenpiraggesses to reduce current inventory levelsyaing the
merchandising initiatives outlined above in the &xese Overview) and to better align purchasesianentory
growth with our sales increases.

Cash flows from investing activitieSignificant components of our property and equptpurchases in the
2006 period included the following approximate amsu$60 million for distribution and transportaticelated capite
expenditures (primarily related to our new DC inrMa, Indiana); $49 million for the EZstore proje$#t5 million for
new stores; and $30 million for capital project&xisting stores. During the 2006 period, we opet@®inew stores.

Significant components of property and equipmemtipases in the 2005 period included the following
approximate amounts: $74 million for distributiomdetransportation-related capital expenditures;&iillon for new
stores; $40 million for the EZstore project; and $dillion for systems-related capital projects. iDgrthe 2005
period, we opened 605 new stores.

Net purchases of longgrm investments of $21.5 million during the 20@8ipd consist primarily of those me
by our captive insurance subsidiary. Net saledoftsterm investments increased net cash from tmgactivities by
$42.9 million in the 2005 period and primarily exfted our investment activities in tax-exempt aurctnarket
securities.
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Capital expenditures for the 2006 fiscal year aogegted to be in the range of $275 to $300 nilli/e
anticipate funding our 2006 capital requirementhwash flows from operations and the amended tciadlity, if
necessary.

Cash flows from financing activitieuring the 2006 and 2005 periods, we borrowe®®illion and $75.
million, respectively, net of repayments, under @wolving credit facility. We repurchased approately 4.5 million
shares of our common stock during the 2006 periedtatal cost of $79.9 million, and repurchasegrapimately
13.0 million shares of our common stock during2B65 period at a total cost of $260.7 million. Wadocash
dividends of $46.9 million and $42.0 million, or.$6 and $0.13 per share, respectively, on our and#g common
stock during the 2006 and 2005 periods. Theseafsessh were offset by stock option proceeds of$hdllion and
$22.0 million, respectively, during the 2006 an®2@eriods.

Critical Accounting Policies and Estimates

The preparation of financial statements in accacdamith GAAP requires management to make estinzatds
assumptions that affect reported amounts and cethselosures. In addition to the estimates presebelow, there a
other items within our financial statements thajuiee estimation, but are not deemed critical dsmdd below. We
believe these estimates are reasonable and apgisogtiowever, if actual experience differs from éissumptions and
other considerations used, the resulting changelsl tmve a material effect on the financial statetséaken as a
whole.

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

Merchandise InventoriesMerchandise inventories are stated at the loweost or market with cost
determined using the retail last-in, first-out (AQ") method. Under our retail inventory method (VR), the
calculation of gross profit and the resulting vailom of inventories at cost are computed by apgyarcalculated cost-
to-retail inventory ratio to the retail value ofess The RIM is an averaging method that has badalyused in the
retail industry due to its practicality. Also, & tecognized that the use of the RIM will resulv@&uing inventories at
the lower of cost or market if markdowns are cufietaken 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 calcite as well as tr
ending inventory valuation at cost. These signiftaastimates, coupled with the fact that the RIMnsaveraging
process, can, under certain circumstances, pratdisteted cost figures. Factors that can leadstodion in the
calculation of the inventory balance include:
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« applying the RIM to a group of products that is faatly uniform in terms of its cost and sellingqe
relationship and turnover;

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

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

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

To reduce the potential of such distortions invhakiation of inventory, we expanded the number of
departments we utilize for our gross profit caltiolafrom 10 to 23 in 2005. Other factors that reglpotential
distortion include the use of historical experiemtestimating the shrink provision (see discus$ielow) and the
utilization of an independent statistician to assithe LIFO sampling process and index formulatids part of this
process we also perform an inventory-aging anafgsidetermining obsolete inventory. Our policytaswrite down
inventory to a lower of cost or market value bagedarious management assumptions including estinat
markdowns and sales required to liquidate such agyeshtory in future periods. Inventory is reviewad a quarterly
basis and adjusted as appropriate to reflect wiotens determined to be necessary. The estimatedrarabthe
below-cost inventory write-downs for the strategierchandising initiatives discussed above in theckive
Overview is based on management’'s assumptionsdiegathe timing and adequacy of markdowns anditred f
adjustment may vary materially from the estimateesteling on various factors, including timing of thescution of
the plan, retail market conditions and the accutd@ssumptions used by management in developeggthstimates.

Factors such as slower inventory turnover due &mghs in competitors’ tactics, consumer preferences
consumer spending and unseasonable weather patierasg other factors, could cause excess invengopyiring
greater than estimated markdowns to entice consparehases, resulting in an unfavorable impactwn o
consolidated financial statements. Sales shoriflalésto the above factors could cause reduced asesHrom vendo
and associated vendor allowances that would aadtri@ an unfavorable impact on our consolidatedricial
statements.

We calculate our shrink provision based on acthgkjzal inventory results during the fiscal perayg an
accrual for estimated shrink occurring subsequeatghysical inventory through the end of the fiseporting period
This accrual is calculated as a percentage of sakeach retail store, at a department level, snigtermined by
dividing the book-to-physical inventory adjustmerdgsorded during the previous twelve months byréhated sales
for the same period for each store. To the extaaitdubsequent physical inventories yield differestlts than this
estimated accrual, our effective shrink rate fgieen reporting period will include the impact afjasting the
estimated results to the actual results. Althouglperform physical inventories in virtually all o@ir stores on an
annual basis, the same stores do not
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necessarily get counted in the same reporting geflom year to year, which could impact compaighih a given
reporting period.

Property and EquipmentProperty and equipment are recorded at cost. MMggour assets into relatively
homogeneous classes and generally provide for diegicn on a straight-line basis over the estimatestage useful
life of each asset class, except for leaseholdargments, which are amortized over the shortenegpplicable leas
term or the estimated useful life of the asset. Vdeation and classification of these assets ha@dssignment of
useful depreciable lives involves significant judgrts and the use of estimates.

Impairment of Long-lived Asseldle review the carrying value of all long-lived ass®r impairment
whenever events or changes in circumstances imdilbat the carrying value of an asset may not beverable. In
accordance with SFAS 144, “Accounting for the Innpent or Disposal of Long-Lived Assets,” we revitw
impairment stores open more than two years for vbigrent cash flows from operations are negatmeairment
results when the carrying value of the assets ebsctie undiscounted future cash flows over thedlifthe lease. Our
estimate of undiscounted future cash flows ovetdhse term is based upon historical operationleo$tores and
estimates of future store profitability which enquamsses many factors that are subject to varialihity difficult to
predict. If a long-lived asset is found to be inmpdij the amount recognized for impairment is etuéhe difference
between the carrying value and the asskiir value. The fair value is estimated basedharily upon future cash flov
(discounted at our credit adjusted risk-free ratejther reasonable estimates of fair market value.

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

Contingent Liabilities — Income Taxe®/e are subject to routine income tax audits dkeatir periodically in
the normal course of business. We estimate ourrgmrit income tax liabilities based on our assessimieprobable
income tax-related exposures and the anticipatitiésent of those exposures translating into adtutate liabilities.
The contingent liabilities are estimated basedath bistorical audit experiences with various statd federal taxing
authorities and our interpretation of current ineotax-related trends. The adoption of FIN 48 indl2007 is
expected to have an impact on our estimates ofrggenit income tax liabilities. If our income taxntmgent liability
estimates prove to be inaccurate, the resultingsagients could be material to our future finan@sblts.

Contingent Liabilities - Legal MattersWe are subject to legal, regulatory and othecgedings and claims.
We establish reserves, if any, for these claimspaodeedings based upon the probability and estiityatf losses
and to fairly present, in conjunction with the
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disclosures of these matters in our financial stetgs and SEC filings, management’s view of ouiosype. We
review outstanding claims and proceedings withrestiecounsel to assess probability and estimatéssef We re-
evaluate these assessments each quarter or asideigaificant information becomes available tcedetine whether
a reserve should be established or if any exisgsgrve should be adjusted. The actual cost oviagaa claim or
proceeding ultimately may be substantially différgran the amount of the recorded reserve. In mxdibecause it is
not permissible under GAAP to establish a litigatieserve until the loss is both probable and edtle) in some cas
there may be insufficient time to establish a rese@rior to the actual incurrence of the loss (uperdict and
judgment at trial, for example, or in the case glieckly negotiated settlement). See Note 6 taGbedense:
Consolidated Financial Statements.

Lease Accounting and Excess Faciliti@he majority of our stores are subject to shemrtleases (usually
with initial or primary terms of 3 to 5 years) withultiple renewal options when available. We alagehstores subject
to build-tosuit arrangements with landlords, which typicallyry a primary lease term of between 7 and 10 yedbe
multiple renewal options. Approximately half of atores have provisions for contingent rentals thagp®n a
percentage of defined sales volume. We recogniagngent rental expense when the achievement aifgga sales
targets is considered probable. We recognize rgyerese over the term of the lease. We record mimimantal
expense on a straight-line basis over the basecawocelable lease term commencing on the datevihéke physical
possession of the property from the landlord, wimehmally includes a period prior to store opertimgnake
necessary leasehold improvements and install iduees. When a lease contains a predeterminestifescalation of
the minimum rent, we recognize the related reneagp on a straight-line basis and record the dififgg between the
recognized rental expense and the amounts payabtés the lease as deferred rent. We also receramt@llowances
which we record in deferred incentive rent and dmp@as a reduction to rent expense over the téimedease. We
reflect as a liability any difference between théalated expense and the amounts actually pajgtavements of
leased properties are amortized over the shortigredife of the applicable lease term or the eated useful life of th
asset.

For store closures where a lease obligation siidite, we record the estimated future liabilityasated with
the rental obligation on the date the store iserdlda accordance with SFAS 146, “Accounting for S@sssociated
with Exit or Disposal Activities.” Based on an oa#tranalysis of store performance and expectedigemanagement
periodically evaluates the need to close underpaifg stores. Reserves are established at the gioahdsure for the
present value of any remaining operating leaseyabtins, net of estimated sublease income, arfteatdmmunicatio
date for severance and other exit costs, as pbeschy SFAS 146. Key assumptions in calculatingéserve include
the timeframe expected to terminate lease agreesimestimates related to the sublease potentidbséd locations,
and estimation of other related exit costs. If aktuming and potential termination costs or reatiian of sublease
income differ from our estimates, the resultingeregss could vary from recorded amounts. Resenegearewed
periodically and adjusted, when necessary.

Share-Based Payment®ur share-based stock option awards are valuesh @amdividual grant basis using the
Black-Scholes-Merton closed form option pricing rabd he application of
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this valuation model involves assumptions thatjadgmental and highly sensitive in the valuatiorstaick options,
which affects compensation expense related to thigsens. These assumptions include the term tigabdptions are
expected to be outstanding, an estimate of thailylaf our stock price, applicable interest ratend the dividend
yield of our stock. Other factors involving judgntethat affect the expensing of share-based paymecitide
estimated forfeiture rates of share-based awards.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

There have been no material changes to the digel@selating to this item from those set forth um &nnual
Report on Form 10-K for the fiscal year ended Fahbyr3, 2006.

ITEM 4. CONTROLS AND PROCEDURES

(@) Disclosure Controls and Procedure$Ve maintain disclosure controls and procedurasdhre designed
to ensure that information required to be disclasdtie reports that we file or submit under theBities Exchange
Act of 1934, as amended (the “Exchange Act”), ®rded, processed, summarized and reported whhitirhe
periods specified in the Securities and Exchangar@igsion’s rules and forms, and that this inforomis
accumulated and communicated to our managemehiding our Chief Executive Officer and Chief Fingaic
Officer, as appropriate, to allow timely decisioagarding required disclosure. Our managementezhaut an
evaluation, under the supervision and with theiggstion of our Chief Executive Officer and Chlghancial Officer
of the effectiveness of our disclosure controls pratedures, as that term is defined in Exchangdréite 13a-15(e),
as of November 3, 2006. Based on this evaluatienChief Executive Officer and the Chief Finan€dficer each
concluded that our disclosure controls and proesiurere effective as of November 3, 2006.

(b) Changes in Internal Control Over Financial RepoginThere have been no changes in our internal
control over financial reporting (as defined in Bange Act Rule 13a-15(f)) identified in connectmith the
evaluation of our internal control over financiaporting as required by Exchange Act Rule 13a-1t@)occurred
during the quarter ended November 3, 2006 that hwaterially affected, or are reasonably likely taterially affect,
our internal control over financial reporting.

PART II—OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

The information contained in Note 6 to the ConddrSensolidated Financial Statements under the hgadi
“Legal proceedings” contained in Part |, Item ltloé Form 10-Q is incorporated herein by this refee.
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ITEM 1A. RISK FACTORS
Forward-Looking Statements / Risk Factors

Certain of the discussions in this report and endbcuments incorporated by reference into thisrtapay
express or imply projections of revenues or exgenes; plans and objectives for future operatignswth or
initiatives (such as expectations regarding cefpéanned real estate and merchandising strategioperational
changes and the related timing, charges and ciista¢éss and anticipated results and benefits, xXpeaed number of
new store openings, relocations and remodels in eifiscal 2006, 2007, 2008 and 2009, our gros§itmate
expectations for fiscal 2007, 2008 and 2009, thpeeted sale of inventory and our plans with resfmeptoduct
assortment and inventory levels, and other poteniteatives and plans referred to in the “Resutperations —
Executive Overview” section in Part |, Item 2 abpwexpected future economic performance; the exgeatitcome or
impact of pending or threatened litigation; oun@pated effective tax rate; or the anticipatecelswof borrowings
under our amended credit facility and the expeassof those funds. These and similar statemeg#sdmg events (
results which we expect will or may occur in theufe are forward-looking statements concerning ensithat involve
risks, uncertainties and other factors that mageauwr actual results to differ materially fromgbgrojected or
implied by these statements. Readers should eeadlidforward-looking information in the context thiese risks,
uncertainties and other factors. In addition, tleeds “believe,” “anticipate,” “project,” “plan,” “gpect,” “estimate,”
“objective,” “forecast,” “goal,” “intend,” “will likely result,” or “will continue” and similar exprei®ns generally
identify forward-looking statements.

We believe the assumptions underlying our forwaxking statements are reasonable; however, arheof t
assumptions could be inaccurate, and thereforealetsults may differ materially from those theg projected.
Factors and risks that may cause actual resuttgfew from this forward-looking information inclg but are not
limited to, those listed below, as well as othetdes discussed throughout this document, includiithout
limitation, the factors described under “Criticad@unting Policies and Estimates” in Part I, lte@b®ve or, from
time to time, in our SEC filings, press releases @mer communications. These factors and risksadadentify all
risks that we face because our business operatarnd also be affected by additional factors thmatreot presently
known to us or that we currently consider to be atemnal to our operations. If any of these ideatfor unidentified
risk factors occur, our business, results of opanator financial condition could be materially adsely affected, the
trading price of our securities could decline, angstors might lose all or part of their investmen

There have been no material changes to the ris@riaset forth in Part I, Item 1A of our Annual Rejpon
Form 10-K for the fiscal year ended February 3,&@&3% modified by the disclosure contained in Raltem 1A of
our Quarterly Reports on Form 10-Q for the fisazuders ended May 5, 2006 and August 4, 2006.

We caution readers not to place undue relianceoowdrd-ooking statements made in this document, sinc
statements speak only as of the document’s datéawéeno obligation, and do not intend, to publighdate or revise
any of these forward-looking statements to reflect
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events or circumstances occurring after the datéhisfdocument or to reflect the occurrence of uitgpated events.
We advise readers, however, to consult any fudisriosures we may make on related subjects iddbements we
file with or furnish to the SEC or in our other pigldisclosures

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

Our profitability is affected by the mix of merckige that we sellIn recent years, the percentage of our sales
of highly consumable products to total sales hasegsed, and the percentage of our sales of séalsomee products
and basic clothing merchandise to total sales basedsed. The highly consumable category typieai&punts for the
lowest gross profit rate. Our gross profit rateldalecrease if the percentage of highly consumatadducts we sell
continues to increase or if customers shift theangling to items with lower gross profit rates.

Our financial performance is highly sensitive t@obes in overall economic conditions that may impac
consumer spending and our costs of doing busindggeneral slowdown in the United States econonmysing
personal debt levels may adversely affect the spgraf our consumers, which would likely resuliawer net sales
than expected on a quarterly or annual basis. Enanoonditions affecting disposable consumer incosneh as
employment levels, business conditions, fuel aretgyncosts, inflation, interest rates, and taxs;ateuld also
adversely affect our business by reducing conswmending, causing consumers to reduce or conselidatnumber
of shopping trips they make or causing consumessitd their spending to other products. We mighulnable to
anticipate these buying patterns and implementoggate inventory strategies, which would adversdfgct our sale
and gross profit performance. In addition, contthirereases in fuel and energy costs would increase
transportation costs and overall cost of doingrmess and could adversely affect our financial statés as a whole.

The inability to execute strategic and operatinigjatives or to achieve an acceptable return onséno
investments could negatively affect our future apeg and financial resultsWe are involved in a significant number
of strategic and operating initiatives that hawe pbtential to be disruptive in the short termhéyt are not
implemented effectively. Ineffective implementationexecution of some or all of these initiativesiid also
materially negatively impact our future financiekults. If we are unsuccessful in achieving an@edde return on
investment, it could have a material adverse effeabur business and results of operations. Pledseence the
discussion of the initiatives in the “Results ofeédgtions — Executive Overview” section in Partém 2 above.

Because our business is moderately seasonal, methighest portion of sales occurring during thertb
quarter, adverse events during the fourth quartarld materially affect our
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financial statements as a whc. We realize a significant portion of our net saled net income during the Christmas
selling season in the fourth quarter. In anticipatf this holiday, we purchase substantial amoohsgasonal
inventory and hire many temporary employees. A@easnerchandise inventory imbalance could resdtriany
reason our net sales during the Christmas seléaga were to fall below seasonal norms. If sudmaalance were
to occur, more markdowns than anticipated mightelo@ired to minimize the imbalance. Our profitapiind
operating results could be adversely affected @antiaipated markdowns and by lower than anticipatdds. Lower
than anticipated sales in the Christmas selling@eavould also negatively impact our ability todeage the increased
labor costs.

Competition in the retail industry could limit ogrowth opportunities and reduce our profitabilityVe operat
in the discount retail merchandise business, wisi¢tighly competitive. We compete for customersyahandise, real
estate, locations and employees. This competitivee@ment subjects us to various risks, includimgrisk that we
will be unable to continue our store and sales gnothe risk that we will be unable to provide attive merchandise
to our customers at attractive prices that allowousaintain our profitability, and the risk of kezed profitability
because of the lower prices, and thus the lowessgpoofit rates, required to maintain our competifposition. We
compete with discount stores and with many othi@ilegs, including mass merchandise, grocery, dragyenience,
variety and other specialty stores. These othail ®mpanies operate stores in many of the aréasawve operate.
Our direct competitors in the dollar store retailegjory include, without limitation, Family Dolldbollar Tree, Fred,
and various local, independent operators. Compstitom other retail categories include Wal-Martl Adalgreens,
among others. Some of our competitors utilize agglve promotional activities, advertising prograars] pricing
discounts and our results of operations could eraely affected if we do not respond effectivelyhese efforts.

The discount retail merchandise business is sutgeztcess capacity, and some of our competit@ snarich
larger and have substantially greater resourcesweado. The competition for customers has intetih recent
years as larger competitors, such as Watft, have moved into, or increased their presémoeur geographic marke
We remain vulnerable to the marketing power anth kegel of consumer recognition of these majorarat! discount
chains and to the risk that these chains or ottmrkl venture into the “dollar store” industry irsignificant way.
Generally, we expect an increase in competition.

Our financial performance could be adversely a#dat our merchandising, marketing and advertising
programs are not as effective as management aategpor if the cost of those efforts materiallyesats
management’s estimate§Ve periodically undertake new programs and redixisting programs to increase our net
sales and customer base. In addition, we havemssigdvertising programs to support the executia@uorecent
merchandising and real estate decisions discuadexieicutive Overview above. We may be materiallyeasely
impacted if any of these merchandising, marketmg) advertising programs fail to attract additiooaétomers into
our stores or if the merchandising programs we @mgnt are not as effective as planned. We havericially
engaged in limited advertising and marketing effoaind in 2005 advertising expenses were lessli¥aof sales. As
part of our initiatives to improve net sales, weyreaecute a variety of new marketing, promotiomal/ar advertising
strategies. If these initiatives are not effectiv@roducing sufficient additional sales, or if thast of these
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programs exceeds management’s estimates, our faig@ecformance could be adversely affected.

Natural disasters, pandemic outbreaks, unusuallyeaske weather conditions or boycotts could advgratkec
our net sales or financial condition and supply ichefficiency. Unusually adverse weather conditions, natural
disasters, pandemic outbreaks, boycotts or simifauptions, especially during the peak Christnedng) season, but
also at other times, could significantly reduce oeir sales or adversely affect our financial cooditThese types of
events could also result in physical damage toosmeore of our properties, the temporary or permanksure of on
or more stores or distribution centers or the terapgolack of an adequate work force in a marketaddition, these
disruptions could also adversely affect our sumplgin efficiency and make it more difficult for tesobtain sufficient
guantities of merchandise from our suppliers.

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

Our business is dependent on our ability to ob#dtractive pricing and other terms from our vendo&e
believe that we have generally good relations withvendors and that we are generally able to olatéractive
pricing and other terms from vendors. However,effail to maintain good relations with our vendave, may not be
able to obtain attractive pricing with the consateethat our net sales or profit margins woulddzkiced. Also,
prolonged or repeated price increases of certammmaterials could affect our vendors’ product castd, ultimately,
our profitability. Our ability to pass on incremahpricing changes may be limited due to operatiand competitive
factors, which could negatively affect our profitdap and sales.

We are dependent upon the smooth functioning oflistnibution network, the capacity of our DCs, ahd
timely receipt of inventoryWe rely upon the ability to replenish depletedeintory through deliveries to our DCs
from vendors and from the DCs to our stores byousrimeans of transportation, including shipmentaihysea and
truck. Labor shortages in the transportation ingusbuld negatively affect transportation costsadilition, long-term
disruptions to the national and international tpamgation infrastructure that lead to delays oefiniptions of service
would adversely affect our business. We also meg €hfficulty in obtaining needed inventory fromraxendors
because of interruptions in production, adversetheaconditions, outbreaks of pandemics, foreigderrestrictions
or government regulations, geo-political eventdhsag civil unrest in a country in which our supgdiare located, or
for other reasons, which would adversely affectsales. Moreover, if we were unable to achievetionality of new
DCs in the time frame expected, our ability to agkithe expected growth could be inhibited.
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Our success depends to a significant extent upmabilities of our senior management team and the
performance of our employe. The loss of services of key members of our sem@nagement team or of certain o
key employees could negatively affect our busin€ks.risk of key employee turnover intensifies @seater number
of public corporations locate in the vicinity ofrdueadquarters. In addition, future performancé adapend upon our
ability to attract, retain and motivate qualifietigloyees to keep pace with our expansion sched@bkeinability to do
so may limit our ability to effectively penetratewa market areas. Also, our stores are decentratimdcare managed
through a network of geographically dispersed manmsnt personnel. Our inability to effectively arfficeently
operate our stores and distribution centers, inctuthe ability to control losses resulting fronvemtory and cash
shrinkage, may negatively impact our sales andderating margins.

Our planned future growth will be impeded, whichudoadversely affect sales, if we cannot open rneres
on schedule, or if we close a number of storesithataterially in excess of anticipated leve@ur growth is
dependent on both increases in sales in existorgstnd the ability to open new stores. Our ghitittimely open
new stores and to expand into additional marketsadepends in part on the following factors: thailatility of
attractive store locations; the ability to negaitdvorable lease terms; the ability to hire aathtnew personnel,
especially store managers; the ability to identiigtomer demand in different geographic areas;rgeaeonomic
conditions; and the availability of sufficient fustbr expansion. Many of these factors are beyamaontrol. In
addition, we may not anticipate all of the challesgmposed by the expansion of our operationsasd,result, may
not meet our targets for opening new stores orrmekipg profitably.

The efficient operation of our business is headgpendent on our information systemWde depend on a
variety of information technology systems for tifieceent functioning of our business. We rely onteén software
vendors to maintain and periodically upgrade mdrth@se systems so that they can continue to suippobusiness.
The software programs supporting many of our systeere licensed to us by independent software dpees. The
inability of these developers or us to continuenintain and upgrade these information systemsaftaare
programs would disrupt or reduce the efficiencypwf operations if we were unable to convert toralie systems in
an efficient and timely manner. In addition, caatsl potential problems and interruptions associaiddthe
implementation of new or upgraded systems and tdogg or with maintenance or adequate support istieg
systems could also disrupt or reduce the efficieafayur operations. We also rely heavily on ouoimfation
technology staff. If we cannot meet our staffingain this area, we may not be able to fulfill rehnology
initiatives while continuing to provide maintenaraeexisting systems.

Our cost of doing business could increase as altresghanges in federal, state or local regulason
Unanticipated changes in the federal or state mimnwvage or living wage requirements or changesherovage or
workplace regulations could adversely affect oulitstio meet financial targets. In addition, chasgn federal, state
or local regulations governing the sale of our picid, particularly “over-the-counter” medicationshealth products,
could increase our cost of doing business and caaNérsely affect our sales results. Also, ourilitgthto comply with
these regulatory changes in a timely fashion @adequately
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execute a required recall could result in signifidanes or penalties that could affect our fin@hstatements as a
whole.

Increases in insurance costs or loss experienc&laoegatively impact profitability The costs of some
insurance (workers’ compensation insurance, getiakality insurance, health insurance and propersurance) and
loss experience have risen in recent years. Higjfaer expected increases in these costs or oth@amse costs or
unexpected escalations in our loss rates could dawmanticipated negative impact on our profitghiln addition, tc
mitigate the increases in property insurance premitesulting from increased hurricane activityanent years, we
substantially increased the deductibles under oypgrty insurance policies. Although we continuen@intain
property insurance for catastrophic events, weetistively self-insured for losses up to the antafrour
deductibles. If we experience a greater numbenesd losses than we anticipate, our profitabiliyld be adversely
impacted.

We are subject to certain legal proceedings thay mdversely affect our financial statements as alehWe
are involved in a number of legal proceedings, Winclude, for instance, consumer, employment,dod other
litigation. Certain of these lawsuits, if decidetiarsely to us or settled, may result in liabihtyterial to our financial
statements as a whole or may negatively impacbparating results if changes to the operation obmisiness are
required. Please see Note 6 to the Condensed Giatsol Financial Statements included in Part mlieabove for
further details regarding certain of these pendagters.

We may be unable to rely on liability indemnitiégeg by foreign vendors which could adversely afbec
financial statements as a wh«. We import approximately 13% of our merchandis#bglly. Sources of supply may
prove to be unreliable, or the quality of the glibbaourced products may vary from our expectatidésr ability to
obtain sufficient indemnification from the manufa@rs of these products may be hindered by the faatuers’ lack
of understanding of U.S. product liability or othaws, which may make it more likely that we mayrégquired to
respond to claims or complaints from customer$ a® iwere the manufacturer of the products. Antheke
circumstances could have a material adverse affeour business and financial statements as a whole

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

Our profitability could decline if we substantiakyceed our anticipated borrowings under our amenaedit
facility . The amount of borrowings under our amended cfadility may fluctuate materially, particularly\gn the
seasonality of our business, depending on variact®ffs, including the time of year, our need touregmerchandise
inventory, changes to our merchandising plans amidtives, changes to our capital expenditure pkamd the
occurrence of other events or transactions thatnegyire funding through the amended credit facilitthese
borrowings under our amended credit facility exceedanticipated levels, our interest expense wodcease beyor
our expectations and a decrease in our profitalmbuld result.
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ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

The following table contains information regardmpgrchases of our common stock made during the euart
ended November 3, 2006 by or on behalf of the Cawppa any “affiliated purchaser,” as defined by &Db-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 Programs
08/05/06-08/31/06 1,323 $13.34 - -
09/01/06-09/30/06 896 12.76 - -
10/01/06-11/03/06 523 13.99 - -
Total 2,742 $13.28 - -

() Includes 1,419 shares purchased in open migetactions in satisfaction of our obligations emckrtain employee benefit plans and
1,323 shares accepted in lieu of cash to pay erapltax liabilities upon lapse of restrictions ostrieted stock.

ITEM 5. OTHER INFORMATION

On December 8, 2006, we entered into a First Amemdno Second Amended and Restated Revolving Credi
Agreement with SunTrust Bank, as issuing bank aimdigistrative agent, Bank of America, N.A. and Kaghk
National Association, as -syndication agents, Regions Bank and U.S. BanioNalt Association, as co-
documentation agents, the lenders from time to paréies thereto and the Dollar General subsidiahat guarantee
our obligations thereunder. The First Amendmentraded our revolving credit facility to, among otlleings, lower
the fixed charge coverage test for future periddsugh fiscal 2008. The fixed charge coverage(tzdtulated as the
ratio of Consolidated EBITR to the sum of Consdkdiinterest Expense and Consolidated Rent Exp&ask)
previously required us to maintain a minimum rati@.0 to 1.0 throughout the term of the facilithis covenant has
been amended, and we must now maintain the follpwimimum ratios: 1.3 to 1.0 for the fourth quadé&2006 and
each quarter of 2007; 1.5 to 1.0 for the first aadond quarters of 2008; 1.75 to 1.0 for the taird fourth quarters of
2008; and back to 2.0 to 1.0 thereafter. For furihirmation regarding the revolving credit fatyilisee Note 5 to the
Condensed Consolidated Financial Statements artdliipgdity and Capital Resources” section of Maeagent’'s
Discussion and Analysis above.

ITEM 6. EXHIBITS

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

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

DOLLAR GENERAL CORPORATION

Date: December 12, 2006 By: /s/ David M. Tehle
David M. Tehle
Executive Vice President and Chief Financial Office
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EXHIBIT INDEX

4.1 First Amendment to Rights Agreement, datedusu@0, 2006, between Dollar General Corporatiahtae
Rights Agent (incorporated by reference to our Beegiion Statement on Form 8-A (Amendment No. [&jfi
September 1, 2006).

4.2 Ninth Supplemental Indenture, dated as of AugQ, 2006, by and among Dollar General Corpanatioe
guarantors named therein, as guarantors, and sk Bational Association (successor to WachoviakBan
National Association), as trustee.

10.1 Amended and Restated Employment Agreemdatteie as of September 18, 2006, by and betwediaDo
General Corporation and David A. Perdue (incorpaatdty reference to our Current Report on Form &tedl
September 18, 2006, filed September 19, 2006).

10.2 Restricted Stock Unit Award Agreement, effectas of September 18, 2006, by and between DGkseral
Corporation and David A. Perdue (incorporated ligremnce to our Current Report on Form 8-K dated
September 18, 2006, filed September 19, 2006).

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

32 Certifications of CEO and CFO under 18 U.S&0
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NINTH SUPPLEMENTAL INDENTURE

NINTH SUPPLEMENTAL INDENTURE (this “Supplemental denture”), dated as of August 30, 2C
among: Dollar General Corporation (the “Compang’y;orporation duly organized and existing underanes of the
State of Tennessee; Dolgencorp, Inc., a Kentuckygaration; Dolgencorp of Texas, Inc., a Kentuckypowation; DC
Logistics, LLC, a Tennessee limited liability comgaDollar General Partners, a Kentucky generalngaship; D(
Promotions, Inc. [formerly known as Nations Titl@r@pany, Inc.], a Tennessee corporation; Dolgenadrplew
York, Inc., a Kentucky corporation; DGC PropertieEC, a Delaware limited liability company; DGC Prties o
Kentucky, LLC, a Delaware limited liability companollar General Investment, Inc., a Delaware ceoaipon; Dolla
General Merchandising, Inc. [formerly known as Lstae Administrative Services, Inc.], a Tennesse@aation
Dollar General Global Sourcing Limited, a Hong Kacwyporation; DGC Holdings, LLC, a Delaware limiteability
company; Ashley River Insurance Company, Inc.patl$ Carolina corporation; DG Transportation, IrRcTennesst
corporation; and DG Retail, LLC, a Tennessee lichligbility company (collectively, the * Existingu@rantors); anc
South Boston Holdings, Inc., a Delaware corporat®anDollar, L.P., a California limited partnership; abablger
Remainder, LLC, a Delaware limited liability compyafthe “ Additional Guarantor$ and, together with the Existi
Guarantors, the “ Guarantofy; and U.S. Bank National Association (successor tochygia Bank, Nation
Association), a national banking association, astée (the “ Trusted.

WITNESSETH

WHEREAS, the Company and the Existing Guarantoxs lreeretofore executed and delivered to the Tr
an indenture (the “Indenture”jlated as of June 21, 2000, as amended by thainc&itat Supplemental Indentt
dated as of July 28, 2000, that certain Second [Boyntal Indenture dated as of June 18, 2001, cidhin Thir
Supplemental Indenture dated as of June 20, 26@2 certain Fourth Supplemental Indenture dateodf &ecembe
11, 2002, that certain Fifth Supplemental Indentdated as of May 23, 2003, that certain Sixth Sempinte
Indenture dated as of July 15, 2003, that certaveBth Supplemental Indenture dated as of May @35,2and th:
certain Eighth Supplemental Indenture dated asulyfJ7, 2005, providing for the issuance of an aggte princip:
amount of $200,000,000 of 8 5/8% Notes due Jun@dHE) (the “ Note$);

WHEREAS, Section 4.06 and Article X of the Indemrtprovide that under certain circumstances the Gony
may or must cause certain of its Subsidiaries tecete and deliver to the Trustee a supplement golridentur
pursuant to which such Subsidiaries shall uncoorltly guarantee all of the CompasyObligations under the No
pursuant to a Guarantee on the terms and condgetf®rth herein; and

WHEREAS, pursuant to Section 9.01 of the Indenttie, Trustee is authorized to execute and delis
Supplemental Indenture.




NOW THEREFORE, in consideration of the foregoingl dor other good and valuable consideration.
receipt of which is hereby acknowledged, the Corgp#tmee Additional Guarantor and the Trustee muyuadivenar
and agree for the equal and ratable benefit oHiblders of the Notes as follows:

1. Capitalized Terms Capitalized terms used herein without definitgbrall have the meanings assig
to them in the Indenture.

2. Agreement to GuaranteeEach of the Additional Guarantors hereby agrpastly and severally wit
all other Guarantors, to unconditionally guararttee Companys Obligations under the Notes and
Indenture on the terms and subject to the conditeet forth in Article X of the Indenture and tc
bound by all other applicable provisions of the dntlire and the Notes. Each of the Additi
Guarantors hereby agrees that its Guarantee sma#in in full force and effect notwithstanding
failure to endorse on each Note a notation of €eigrantee. This Guarantee is subject to releasnc
to the extent provided in Section 10.04 of the tiidee. This Guarantee shall remain in full foroel
effect irrespective of the release of the Guaraatey Guarantor other than the Additional Guaoes
making the Guarantee as provided in Section 10t @dedndenture.

3. No Recourse Against OthersNo past, present or future director, officer,ptogee, incorporatc
partner, member, shareholder or agent of any Gt@raas such, shall have any liability for .
obligations of the Company or any Guarantor untler Notes, any Guarantee, the Indenture ol
Supplemental Indenture or for any claim basedmnespect of, or by reason of, such obligationacl
Holder by accepting a Note waives and releasesuah liability. Such waiver and release form a
of the consideration for issuance of the Notestardsuarantees.

4. Governing Law This Supplemental Indenture shall be governedbg construed in accordance w
the laws of the State of New York.

5. Counterparts The parties may sign any number of copies &f Supplemental Indenture. Each sic
copy shall be an original, but all of them togethepresent the same agreement.

6. Effect of Headings The Section headings herein are for conveni@mtg and shall not affect t
construction hereof.

7. The Trustee The Trustee shall not be responsible in any mammatsoever for or in respect of
validity or sufficiency of this Supplemental Indarg or for or in respect of the correctness of
recitals of fact contained herein, all of whichitals are made solely by the Additional Guarantor.




IN WITNESS WHEREOF, the parties hereto have caubesl Supplemental Indenture to be duly executec
attested, all as of the date first above written.

SOUTH BOSTON HOLDINGS, INC.

By: /s/ Wade Smith
Name: Wade Smith
Title: Treasurer

SUN-DOLLAR, L.P.
By: South Boston Holdings, Inc., a general partner

By: /s/ Wade Smith
Name: Wade Smith
Title: Treasurer

DOLGEN REMAINDER, LLC
By: Sun-Dollar, L.P., its Managing Member
By: South Boston Holdings, Inc., a general partner

By: /s/ Wade Smith
Name: Wade Smith
Title: Treasurer

DOLLAR GENERAL CORPORATION

By: /s/ Wade Smith
Name: Wade Smith
Title: Treasurer

DOLGENCORP, INC.

By: /s/ Wade Smith
Name: Wade Smith
Title: Treasurer

DOLGENCORP OF TEXAS, INC.

By: /s/ Wade Smith
Name: Wade Smith
Title: Treasurer




DG LOGISTICS, LLC
By: DG Transportation, Inc., its Managing Member

By: /s/ Wade Smith
Name: Wade Smith
Title: Treasurer

DOLLAR GENERAL PARTNERS
By: Dollar General Corporation, a general partner

By: /s/ Wade Smith
Name: Wade Smith
Title: Treasurer

By: Dollar General Merchandising, Inc., a general martn

By: /s/ Wade Smith
Name: Wade Smith
Title: Treasurer

DG PROMOTIONS, INC.
F/k/a Nations Title Company, Inc.

By: /s/ Wade Smith
Name: Wade Smith
Title: Treasurer

DOLGENCORP OF NEW YORK, INC.

By: /s/ Wade Smith
Name: Wade Smith
Title: Treasurer

DGC PROPERTIES, LLC
By: Dolgencorp, Inc., its Managing Member

By: /s/ Wade Smith
Name: Wade Smith
Title: Treasurer




DGC PROPERTIES OF KENTUCKY, LLC
By: Dollar General Partners, its Managing Member
By: Dollar General Corporation, a general partner

By: /s/ Wade Smith
Name: Wade Smith
Title: Treasurer

By: Dollar General Merchandising, Inc., a general
partner

By: /s/ Wade Smith
Name: Wade Smith
Title: Treasurer

DOLLAR GENERAL INVESTMENT, INC.

By: /s/ Wade Smith
Name: Wade Smith
Title: Treasurer

DOLLAR GENERAL MERCHANDISING, INC.
F/k/a Lonestar Administrative Services, Inc.

By: /s/ Wade Smith
Name: Wade Smith
Title: Treasurer

DOLLAR GENERAL GLOBAL SOURCING
LIMITED

By: /s/ Wade Smith
Name: Wade Smith
Title:  Treasurer

DGC HOLDINGS, LLC
By: Dollar General Corporation, its Managing Membe

By: /s/ Wade Smith
Name: Wade Smith
Title: Treasurer




ASHLEY RIVER INSURANCE COMPANY, INC.

By: /s/ Wade Smith
Name: Wade Smith
Title:  Treasurer

DG TRANSPORTATION, INC.

By: /s/ Wade Smith
Name: Wade Smith
Title:  Treasurer

DG RETAIL, LLC
By: Dollar General Corporation, its Managing Membe

By: /s/ Wade Smith
Name: Wade Smith
Title:  Treasurer

U.S. BANK NATIONAL ASSOCIATION,
TRUSTEE

By: /s/ Donna L. Williams
Name: Donna L. Williams
Title:  Vice President




CERTIFICATIONS

I, David A. Perdue, certify that:

1.

2.

5.

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

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

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

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

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

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

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

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

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

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




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

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

Date: December 12, 2006 /s/ David A. Perdue

David A. Perdue
Chief Executive Officer

I, David M. Tehle, certify that:

1.

2.

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

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

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

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

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

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

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

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




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

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

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

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

Date: December 12, 2006 /s/ David M. Tehle

David M. Tehle
Chief Financial Officer




CERTIFICATIONS
Pursuant to 18 U.S.C. Section 1350

Each of the undersigned hereby certifies that$dkhowledge the Quarterly Report on FormQ@er the fiscal quart
ended November 3, 2006 of Dollar General Corponafihe “Company”)filed with the Securities and Exchat
Commission on the date hereof fully complies witle requirements of section 13(a) or 15(d) of theu8ges
Exchange Act of 1934 and that the information co@d in such report fairly presents, in all materespects, tr
financial condition and results of operations & @ompany.

/s/ David A. Perdue

Name: David A. Perdue
Title: Chief Executive Officer
Date: December 12, 2006

/s/ David M. Tehle

Name: David M. Tehle
Title: Chief Financial Officer
Date: December 12, 2006




