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INTRODUCTION
General

This report contains references to years 2006, 220%4, 2003, 2002, and 2001, which representlfigas ending or ended February 2, 2007, Febr8g2906, January 28, 2005, January
30, 2004, January 31, 2003, and February 1, 2@8pectively. All of the discussion and analysithis report should be read with, and is qualifieds entirety by, the Consolidated Financial
Statements and the notes thereto.

Forward Looking Statements/Risk Factors

Except for specific historical information, manytbe discussions in this report andhe documents incorporated by reference in®ryport may express or imply projections of reesnol
expenditures, plans and objectives for future djmrs, growth or initiatives, expected future ecomoperformance, or the expected outcome or impBpending or threatened litigation. These
similar statements regarding events or results lwbigllar General Corporation (the “Company” or “BwolGeneral”) expects will or may occur in the figtare forward-looking statements
concerning matters that involve risks, uncertaméied other factors which may cause the actuabpeance of the Company to differ materially frorndk expressed or implied by these statem
All forward-looking information should be evaludtin the context of these risks, uncertainties @hér factors. The words “believe,” “anticipateprbject,” “plan,” “expect,” “estimate,”
“objective,” “forecast,” “goal,” “intend,” “will likely result,” or “will continue” and similar exprei®ns generally identify forward-looking statemefitse Company believes the assumptions
underlying these forwarlboking statements are reasonable; however, attyecissumptions could be inaccurate, and theredoteal results may differ materially from thosejpcted in or implie(
by the forward-looking statements. Factors arikbsribat may result in actual results differing fréms forward-looking information include, but amet limited to, those listed in Part I, Item 1A
below, all of which are incorporated herein by refee, as well as other factors discussed throughsudocument, including, without limitation, tfectors described under “Critical Accounting
Policies and Estimates” in Part Il, Item 7 belowfoom time to time, in the Company’s filings withe SEC, press releases and other communications.

Readers are cautioned not to place undue reliamctonvard-looking statements made in this documgnte the statements speak only as of the doclswzte. The Company has no
obligation, and does not intend, to publicly updateevise any of these forward-looking statemémt®flect events or circumstances occurring after date of this document or to reflect the
occurrence of unanticipated events. Readers avesad, however, to consult any further disclostihesCompany may make on related subjects in itardeats filed with or furnished to the SEC
in its other public disclosures.




PART |
ITEM 1. BUSINESS
General

The Company is a leading discount retailer of quajeneral merchandise at everyday low prices.odigin conveniently located stores, the Company ®fidfiocused assortment of basic
consumable merchandise including health and beadsy packaged food and refrigerated products, fideaming supplies, housewares, stationery, sebgooéds, basic clothing and domestics.
Dollar General stores serve primarily low-, middied fixed-income families.

The Company was founded in 1939 as J.L. TurneiSamd Wholesale. The Company opened its first detlare in 1955, when the Company was first incoatenl as a Kentucky
corporation under the name J.L. Turner & Son, lihe Company changed its name to Dollar Genergb@ation in 1968 and reincorporated as a Tennessperation in 1998. As of March 3,
2006, the Company operated 8,019 stores in 3satienarily in the southern, southwestern, midessand eastern United States.

Overall Business Strategy

Dollar General’'s mission statement is “Serving @teTo carry out this mission, the Company hasettiyed a business strategy of providing its custemth a focused assortment of
fairly priced, consumable merchandise in a convenpsmall-store format.

Our Customers The Company serves the basic consumable needstaimers primarily in the low and middle-inconmadkets and those on fixed incomes. According toM€sens 200*
Homescan® data, in 2005 approximately 48% of then@any’s customers earned less than $30,000 peapeaapproximately 26% earned less than $20,009gzer The Company’s
merchandising and operating strategies are priyndeisigned to meet the need for basic consumabtiupts of the consumers in these lower income group

Our Stores The traditional Dollar General store has, orrage, approximately 6,800 square feet of selliracemnd generally serves customers who live withénmiles of the store. Of
the Company’s 8,019 stores operating as of Mar@®936, approximately 4,580 serve communities withytations of 20,000 or less. The Company beli¢hasits target customers prefer the
convenience of a small, neighborhood store. Tha2my believes that Dollar General’s convenientalisit store format will continue to attract custosnend provide the Company with a
competitive advantage.

In 2003, the Company began testing a Dollar Gendeaket concept. Dollar General Markets are latban the average Dollar General store and camgng other items, an expanded
assortment of grocery products and perishable itewdviarch 3, 2006, the Company’s 8,019 totalesancluded 44 Dollar General Market stores witlaagrage of 17,400 square feet of selling
space. The Company plans to open at least 303®#aeral Market stores in 2006.




Our Merchandise The Company is committed to offering a focusssbatment of quality, consumable merchandise inmaber of core categories, such as health and bealgypackaged
food and refrigerated products, home cleaning sepphousewares, stationery, seasonal goods, dladiing and domestics. This focused merchandisertment allows customers to shop at
Dollar General stores for their everyday houseneldds. In 2005, the average customer purchasgéa3.

Our Prices. The Company distributes quality, consumable mandise at everyday low prices. Its strategy afva¢ost operating structure and a focused assottaienerchandise allows
the Company to offer quality merchandise at contipetprices. As part of this strategy, the Compamphasizes even-dollar prices on many of its itémghe typical Dollar General store, the
majority of the products are priced at $10 or les#) approximately 30% of the products priced hio$ less.

Our Cost Controls The Company emphasizes aggressive managemignbeerhead cost structure. Additionally, the Campseeks to locate stores in neighborhoods wietealrand
operating costs are relatively low. The Compangrafits to control operating costs by implementing technology where feasible. Examples of this egwin recent years include the
implementation of “EZstore”, the Company’s initisidesigned to improve inventory flow from disttilmm centers to consumers; other improvementsedmpany’s supply chain and
warehousing systems; an automatic inventory regienént system at the store level; and the impleatientof a new merchandise planning system designedsist the Compars/merchants wit
their purchasing and store allocation decisions.

Growth Strategy

The Company has experienced a rapid rate of exgansrecent years, increasing its number of stiyoes 5,000 as of February 2, 2001, to 8,019 adafch 3, 2006. In addition to growth
from new store openings, the Company recorded saare-sales increases of 2.0% and 3.2% in 2002004, respectively. Same-store sales calculafmr®005 and prior include only those
stores that were open both at the end of that goemal at the beginning of the preceding fiscal yleased on the comparable calendar weeks in tbeywar. As further described below in Part Il,
Item 7, 2005 was a 53-week accounting period w20ig4 was a 52-week accounting period. Accordinthlg,same store sales percentage for 2005 discabsed excludes sales from the'83
week as there was no comparable week in 2004.ditiawn, the Company has revised its method formeiteing the stores that are included in its pupligdleased same-store sales calculations
beginning in 2006. Management will continue to segrow the Company’s business and believes tfigfuture growth will come from a combination @w store openings, infrastructure
investments and merchandising initiatives, eadtississed more fully below.

New Store Growth Management believes that the Company’s convérsemall-store format is adaptable to small towmd meighborhoods throughout the country. The nitgjof the
Company’s stores are located in these small todefingd by the Company as communities with popertetiof 20,000 or less). In 2005, slightly overfloéithe Company’s new stores were opened
in small towns while the remainder were openeceeiith rural or in more densely populated arease Chmpany expects a similar mix of new store opgbetween small




towns and other areas in 2006. New store opemng806 will include the Company’s existing marke¢a as well as certain other geographic areasewhanagement believes the Company has
the potential to expand its store base. Openimgsia its existing market areas allows the Compartgke advantage of brand awareness and to maitsioperating efficiencies.

In 2005, 2004 and 2003, the Company opened 734aid@%73 new stores, and remodeled or relocate8Band 76 stores, respectively. The Company ctlyrplans to open
approximately 800 new Dollar General stores arldaat 30 new Dollar General Market stores in 2086me of the new Dollar General Markets may repéagsting traditional stores.

Infrastructure InvestmentsThe Company’s distribution network is an integramponent of the Company'’s efforts to reduce partation expenses and effectively support the Gomis
growth. In recent years, the Company has madéfis@gnt investments in its distribution network. A§March 3, 2006, the Company operated eightitligion centers (“DCs”), one of which
opened during 2005. The Company'’s ninth DC in Marladiana is expected to be completed and fullgrational in mid-2006. In addition, the Compangusrently in the planning stages for its
tenth DC. Also, in recent years, the Company xasrded its DCs in South Boston, Virginia and Arden®klahoma by completing the conversion of tH2€s from single to dual sortation
systems, which enables them to serve more stores.

The Company’s investments in technology in recestry are outlined below. In 2005, new systemstéweoperating statements, store labor schedudimgplier communications and
transportation and claims management were instdlieaddition, the Company enhanced its store syste sell Dollar General gift cards. In 2004, erchandising data warehouse was added, the
rollout of credit/debit and/or electronic benefdnsfer (“EBT”)capabilities was completed and an automatic invgnplenishment system was installed in all stolreaddition, a new stock ledc
and sales flash system were completed. Also, fitht time, store district managers were equippil personal computers to enable them to acca§smerchandising information. In 2003, the
Company implemented an improved warehouse manadesystem, a DC appointment scheduling system, andwentory reconciliation system, and completddcaition system improvements,
shortage analysis reporting, and improvements tmnaated DC replenishment systems.

Merchandising Initiatives The Company’s merchandising initiatives are giesil to promote same-store sales increases. Tieary continually evaluates the performance of its
merchandise mix and makes adjustments when appteprin recent years, the Company has increasedniphasis on the highly consumable category bingdigms in the food, paper, pet
products, household chemicals, and health and yedg categories. Also in recent years, the Comppagan offering perishable products, which incladelection of dairy products, luncheon
meats, frozen foods and ice cream. Other recéigtives include prepaid phone cards and branggduree!.

Beginning in the fourth quarter of 2003, and prradiy at the conclusion of the holiday selling ssgthe Company began taking endseison markdowns materially in excess of whatd
historically taken to appropriately value year-émeentory and to help dispose of certain holidagtestl items that had not sold in sufficient quaedit Prior to 2003, the




Company would have carried that inventory forwand would have attempted to adjust future invenfamchases to account for the carryover produc200¥ and 2005, the Company again
executed end-of-season markdowns throughout theageiadeemed appropriate. The Company contituaggressively identify, evaluate, merchandiseraatkdown aged inventory to minimize
seasonal inventory carried forward to the nex@figear.

Merchandise

Dollar General stores offer a focused assortmequafity merchandise in a number of core categofiee Company separates its merchandise into tleving four categories for reportir
purposes: highly consumable, seasonal, home predard basic clothing. The Company maintains apprabely 4,600 core stock-keeping units (“SKUs”) paare.

The percentage of total sales of each of the fategories tracked by the Company for the preceitiree years is as follows:

2005 2004 2003
Highly consumable 65.3% 63.C% 61.2%
Seasonal 15.7% 16.5% 16.£%
Home products 10.6% 11.5% 12.5%
Basic clothing 8.4% 9.0% 9.5%

Of the four categories, the seasonal category &jlgiaccounts for the highest gross profit rate eredhighly consumable category typically accodotshe lowest gross profit rate.

The Company purchases its merchandise from a védety of suppliers. Approximately 11% of the Comypa purchases in 2005 were from Procter and Gamikother supplier
accounted for more than 3% of the Company’s pueshas2005. The Company directly imported appratety 13% of its retail receipts in 2005.

Through 2005, the Company generally did not prieelty advertising circulars but instead advertigesupport new traditional store openings primauilth targeted circulars and in-store
signage. Advertising expenses were less than 184le§. In 2005, the Company initiated a marketimgram as the sponsor of a National Associatiorsfock Car Auto Racing (“NASCAR”)
Busch Series car. The Company participated iBtiseh Series racing season, which ran from Febitoakovember and served as the title sponsor obthikar General 300 NASCAR Busch
Series race at Lowe’s Motor Speedway in ConcordttiNGarolina.

Seasonality
The Companys business is modestly seasonal in nature. Thep&@oyrexpects to continue to experience seasor@létions, with a larger percentage of its netssalperating profit and n

income being realized in the fourth quarter. Inifwid, the Companys quarterly results can be affected by the timihgew store openings and store closings, the anmfusdles contributed by ne
and existing stores, as well as the timing of ¢ettalidays. The Company purchases substantial ataaf inventory in the third quarter and incurgh@r




shipping costs and higher payroll costs in antiigueof the increased sales activity during therfloguarter. In addition, the Company carries andise during its fourth quarter that it does not
carry during the rest of the year, such as gifi,geim-a-tree, certain baking items, and a broagdsortment of toys and candy.

The following table reflects the seasonality of s&les, operating profit, and net income by quaA#of the quarters reflected below are compris€d3 weeks with the exception of the
fourth quarter of the year ended February 3, 2@06ch was comprised of 14 weeks.

18t 2 nd 3 rd 4 th

Quarter Quarter Quarter Quarter
Year Ended February 3, 2006
Net sales 23.C% 24.1% 24.C% 28.8%
Operating profit 19.C% 21.5% 18.1% 41.3%
Net income 18.E% 21.€% 18.4% 41.5%
Year Ended January 28, 2005
Net sales 22.8% 24.C% 24.5% 28.7%
Operating profit 20.€% 19.4% 20.5% 39.6%
Net income 19.7% 20.7% 20.7% 38.8%
Year Ended January 30, 2004
Net sales 22.8% 24.C% 24.5% 28.6%
Operating profit 20.2% 20.C% 25.9% 33.8%
Net income 20.2% 20.C% 26.1% 33.7%

The Dollar General Store

The typical Dollar General store is operated byamager, an assistant manager and two or moreddatks. Approximately 52% of the Company'’s staaes located in strip shopping
centers, 46% are in freestanding buildings and 2%redowntown buildings. The Company generallg hat encountered difficulty locating suitable stsites in the past, and management does
not currently anticipate experiencing materialidiffty in finding suitable locations.

The Company’s recent store growth is summarizetiérfollowing table:

Stores at Net

Beginning Stores Stores Store Stores at
Year of Year Opened Closed Increase End of Year
2003 6,113 673 86 587 6,700
2004 6,700 722 102 620 7,320
2005 7,320 734 125(a) 609 7,929

(a) Includes 41 stores closed as a result of tameicddamage.




Employees

As of March 3, 2006, the Company employed approtetge64,500 full-time and part-time employees, unthg divisional and regional managers, districhagers, store managers, and DC
and administrative personnel, compared with appnately 63,200 employees on April 1, 2005. Managerhelieves the Company’s relationship with its éypes is generally good and the
Company is not a party to any collective bargairaggeements.

Competition

The Company operates in the discount retail medisarbusiness, which is highly competitive withpest to price, store location, merchandise quaisgortment and presentation, in-stock
consistency, and customer service. The Companyetas with discount stores and with many otheileesa including mass merchandise, grocery, drogvenience, variety and other specialty
stores. These other retail companies operatessimraany of the areas where the Company operatemany of them engage in extensive advertisingnaadeting efforts. The Company’s direct
competitors in the dollar store retail categorylude Family Dollar, Dollar Tree, Fred’'s and varidasal, independent operators. Competitors froheotetail categories include Wal-Mart and
Walgreens, among others. Certain of the Comparosispetitors have greater financial, distributiomrketing and other resources than the Company.

The dollar store category differentiates itselffirother forms of retailing by offering consistenlityv prices in a convenient, small-store formaheTTompany believes that its prices are
competitive due in part to its low cost operatitrgsture and the relatively limited assortment afdqucts offered. Historically, labor and marketaxpenses have been minimized by fewer price
points, relying on simple merchandise presentatiod, limited marketing efforts. The Company attesip locate primarily in second-tier locationsher in small towns or in the neighborhoods of
more densely populated areas where occupancy eegpansrelatively low. The Company maintains angfrpurchasing power position due to its leaderpbgition in the dollar store retail
category, which centers on a focused assortmemeothandise.

Trademarks

The Company, through its affiliate, Dollar Gendvldrchandising, Inc., has registered with the UnB¢ates Patent and Trademark Office the tradeni2okar General®, Dollar General
Market®, Clover Valley®, American Value®, DG Guatee® and the Dollar General price point desigran@bwith certain other trademarks. The Companygite to obtain registration of its
trademarks whenever possible and to pursue viglyrany infringement of those marks.

Available Information

The Company’s website addressvisw.dollargeneral.com The Company makes available through this addvesisout charge, its annual report on Form 10-Karerly reports on Form
10-Q, current reports on Form 8-K and amendmentisase reports filed or furnished pursuant to $ecti3(a) or 15(d) of the Exchange Act as soon @asoreably practicable after they are
electronically filed or furnished to the Securit@asd Exchange Commission (“SEC”).




ITEM 1A. RISK FACTORS

The Company encourages investors to carefully denshe risks described below and other informatimmtained in this document when considering aestment decision with respect to
Dollar General's securities. Additional risks armtartainties not presently known to managemertharmanagement currently deems immaterial, mayiaipair the Company’s business
operations. Any of the events discussed in thefastors below may occur. If one or more of thesenés do occur, business, results of operatiofimancial condition could be materially advers
affected. In that instance, the trading price ofi@d5eneral securities could decline, and investoight lose all or part of their investment.

The Company’s business is moderately seasonathéthighest portion of sales occurring during tharth quarter. Adverse events during the fourthregracould, therefore, materially
affect the Company’s financial statements as a @h®he Company realizes a significant portion ohigs sales and net income during the Christmaimgedeason in the fourth quarter. In
anticipation of this holiday, the Company purchaadsstantial amounts of seasonal inventory and hireny temporary employees. A seasonal merchaimdisetory imbalance could result if for
any reason the Compasynet sales during the Christmas selling seasoa tedall below seasonal norms. If such an imbzdamere to occur, more markdowns than anticipatgthtnive required t
minimize the imbalance. The Company’s profitabibityd operating results could be adversely affelsyednanticipated markdowns and by lower than gpaieid sales. Lower than anticipated sales
in the Christmas selling season would also negativepact the Company’s ability to leverage thereased labor costs.

Competition in the retail industry could limit ti@mpany’s growth opportunities and reduce its padiility . The Company operates in the discount retail heerdise business, which is
highly competitive. This competitive environmenbgects the Company to the risk of reduced proffitglbecause of the lower prices, and thus thedomargins, required to maintain the
Company’s competitive position. The Company corepetith discount stores and with many other resgilecluding mass merchandise, grocery, drug, eoince, variety and other specialty
stores. These other retail companies operatessimraany of the areas where the Company operdtes.Company’s direct competitors in the dollarstetail category include, without limitation,
Family Dollar, Dollar Tree, Fred’s, and variousahdndependent operators. Competitors from otéil categories include Wal-Mart and Walgreemspag others. Some of the Company’s
competitors utilize aggressive promotional actstiadvertising programs, and pricing discountstaedCompany’s results of operations could be ablgmaffected if the Company does not
respond effectively to these efforts.

The discount retail merchandise business is sulje®tcess capacity, and some of the Company’s etitofs are much larger and have substantiallytgreasources than the Company.
The competition for customers has intensifiedeicent years as larger competitors, such as Wal;Mave moved into, or increased their presencéCompany’s geographic markets. The
Company remains vulnerable to the marketing powdrhagh level of consumer recognition of these magtional discount chains and to the risk thas¢hehains or others could venture into the
“dollar store” industry in a significant way. Gealy, the Company expects an increase in compatiti




The Company'’s financial performance is highly séreito changes in overall economic conditions thal impact consumer spending and the Companyts obsloing business A
general slowdown in the United States economysimgipersonal debt levels may adversely affecsgiending of the Company’s consumers, which woldelyiresult in lower net sales than
expected on a quarterly or annual basis. Econoomditions affecting disposable consumer incomeh sts employment levels, business conditions,gnélenergy costs, inflation, interest rates,
and tax rates, could also adversely affect the Gmy’s business by reducing consumer spending @irngugonsumers to shift their spending to othedpets. The Company might be unable to
anticipate these buying patterns and implementagjate inventory strategies, which would adverssfgct its sales and gross profit performanceadadition, continued increases in fuel and
energy costs would increase the Company'’s traregiamtcosts and overall cost of doing businesscantt adversely affect the Company’s financialestants as a whole.

Natural disasters or unusually adverse weather d@ims could adversely affect the Company’s ne¢sahd supply chain efficiencdnusually adverse weather conditions, naturalstiésa
or similar disruptions, especially during the p&ikistmas selling season, but also at other tiemsd significantly reduce the Company’s net salesaddition, these disruptions could also
adversely affect the Company’s supply chain efficieand make it more difficult for the Company tatain sufficient quantities of merchandise fromsitgpliers.

Existing military efforts and the possibility of mend acts of terrorism could disrupt the Comparipfermation or distribution systems or increase oasts of doing businessSxisting U.S.
military efforts, as well as the involvement of tHaited States in other military engagements, sigaificant act of terrorism on U.S. soil or elsedy could have an adverse impact on the Comr
by, among other things, disrupting its informat@rdistribution systems; causing dramatic incre@sésel prices thereby increasing the costs ohddiusiness; or impeding the flow of imports or
domestic products to the Company.

The Company’s business is dependent on its atnlitptain attractive pricing and other terms frote vendors The Company believes that it has generally getations with its vendors
and that it is generally able to obtain attracfivieing and other terms from vendors. Howevehé €ompany fails to maintain good relations wighviendors, it may not be able to obtain attractive
pricing with the consequence that its net salgwaiit margins would be reduced. Also, prolongedepeated price increases of certain raw mates@ifd affect our vendors’ product costs and,
ultimately, the Company’s profitability. The Compg@&ability to pass on incremental pricing changesy be limited due to operational and competita&drs, which could negatively affect the
Company’s profitability and sales.

The efficient operation of the Company’s busingseavily dependent on its information systeiftse Company depends on a variety of informatemhmology systems for the efficient
functioning of its business. The Company reliegerain software vendors to maintain and peridlyiecgpgrade many of these systems so that theyoatinue to support the Company’s business.
The software programs supporting many of the Cayigasystems were licensed to the Company by indgget software developers. The inability of theeeelopers or the Company to continue
to maintain and upgrade these information systerdssaftware programs would disrupt or reduce tfieiefcy of the Company’s operations if it were bleato convert




to alternate systems in an efficient and timely nean In addition, costs and potential problemsiatetruptions associated with the implementatibnew or upgraded systems and technology or
with maintenance or adequate support of existisgesys could also disrupt or reduce the efficierfap@ Company’s operations. The Company also rékéesily on its information technology
staff. If the Company cannot meet its staffingdeim this area, the Company may not be able fill ftd technology initiatives while continuing forovide maintenance on existing systems.

The Company is dependent upon the smooth funagiaidiits distribution network, the capacity of REs, and the timely receipt of inventoryThe Company relies upon the ability to
replenish depleted inventory through deliverieg2dCs from vendors and from the DCs to its stdmgsarious means of transportation, including stepts by air, sea and truck. Labor shortag
the transportation industry could negatively affeahsportation costs. In addition, long-term disiens to the national and international transgmneinfrastructure that lead to delays or
interruptions of service would adversely affect @@mpany’s business. The Company also may faieudif in obtaining needed inventory from its vems because of interruptions in production,
adverse weather conditions, foreign trade restristior government regulations, or for other reasehg&h would adversely affect the Company’s salé®reover, if the Company were unable to
achieve functionality of new DCs in the time frameected, the Company’s ability to achieve the etgbgrowth could be inhibited.

Construction and expansion projects relating ta@bmpany’s DCs entail risks which could cause debayd cost overruns, such as: shortages of matestadrtages of skilled labor or work
stoppages; unforeseen construction, schedulingnesgng, environmental or geological problems; theainterference; fires or other casualty losaes; unanticipated cost increases. The
completion dates and ultimate costs of these pojEauld differ significantly from initial expectahs due to construction-related or other reasditee Company cannot guarantee that any project
will be completed on time or within established ets.

The Company’s success depends to a significanttexpen the abilities of its senior management teawh the performance of its employed@$e loss of services of key members of the
Company’s senior management team or of certairr &heemployees could negatively affect the Comfmhysiness. The risk of key employee turnovegrisifies as a greater number of public
corporations locate in the vicinity of the Companieadquarters. In addition, future performancedeibend upon the Company’s ability to attractireind motivate qualified employees to keep
pace with its expansion schedule. The inabilitddcso may limit the Company’s ability to effectiyglenetrate new market areas. Also, the Compatyresare decentralized and are managed
through a network of geographically dispersed mamamnt personnel. The inability of the Companyfteatively and efficiently operate its stores, inding the ability to control losses resulting
from inventory and cash shrinkage, may negativelydct the Company’s sales and/or operating margins.

If the Company cannot open new stores on scheitiigrowth will be impeded which would adversefgetfsales The Company growth is dependent on both increases in salesisting

stores and the ability to open new stores. Delayssdre openings could adversely affect the Comipdngure operations by slowing new store growthjck may in turn reduce its revenue growth.
The Company'’s ability to timely open new stored mexpand into additional
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market areas depends in part on the following factbe availability of attractive store locatiotise ability to negotiate favorable lease terms;ahility to hire and train new personnel, espécial
store managers; the ability to identify customanded in different geographic areas; general econeomnditions; and the availability of sufficientids for expansion. Many of these factors are
beyond the Company’s control. In addition, the Campmay not anticipate all of the challenges imgdsethe expansion of its operations and, as dtresay not meet its targets for opening new
stores or expanding profitably.

The inability to execute operating initiatives abulegatively affect the Company’s future operateggplts. The Company is involved in a significant numbkoperating initiatives that hay
the potential to be disruptive in the short terrthy are not implemented effectively. Ineffectiglementation or execution of some or all of thastiatives could also negatively impact the
Company’s operating results. Please referenceisicession of the initiatives in the “Results of @gt®ns — Executive Overview” section included artAl, Iltem 7 “Management’s Discussion and
Analysis of Financial Condition and Results of Gytiem” below.

The Company’s cost of doing business could incraaseresult of changes in federal, state or lgeglulations. Unanticipated changes in the federal or statermim wage or living wage
requirements or changes in other wage or workplegelations could adversely affect the Companyibtalio meet financial targets. In addition, cly@s in federal, state or local regulations
governing the sale of the Company’s products, pagily “over-the-counter” medications or healtlogcts, could increase the Company’s cost of dburginess and could adversely affect the
Company'’s sales results. Also, the Company’s iitghid comply with these regulatory changes imaelly fashion or to adequately execute a requiredlireould result in significant fines or
penalties that could affect the Company’s finansiatements as a whole.

Unanticipated increases in insurance costs or kgserience could negatively impact profitabilityrhe costs of some insurance (workers’ compemsatisurance, general liability
insurance, health insurance and property insuraarzg)oss experience have risen in recent yeaghdrithan expected increases in these costs arinfugance costs or unexpected escalations in
the Company’s loss rates could have an unanticps¢gative impact on the Company’s profitability.

The Company is subject to certain legal proceedthgsmay adversely affect its financial statemasts whole.The Company is involved in a number of legal peatirgs, which include,
for instance, consumer, employment, tort and ditigation. Certain of these lawsuits, if decidediersely to the Company or settled by the Compaay result in liability material to the
Company’s financial statements as a whole or magtieely impact the Company’s operating resultshiéinges to the operation of the business are egfjulPlease see Note 7 to the Consolidated
Financial Statements included in Part II, ltem Befor further details regarding certain of thgeading matters.

The Company may be unable to rely on liability mdéies given by foreign vendors which could adelgraffect its financial statements as a whdtee Company imports approximately
13% of its merchandise globally. Sources of suppéyy prove to be unreliable, or the quality of thebglly sourced products may vary from the Comparmexpectations. The
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Company’s ability to obtain indemnification frometimanufacturers of these products may be hindgréldebmanufacturers’ lack of understanding of ®duct liability laws, which may make it
more likely that the Company may have to resporalains or complaints from its customers as if@enpany were the manufacturer of the products. @frthiese circumstances could have a
material adverse effect on the Company’s businedsta financial statements as a whole.

The Company is subject to interest rate risk wigiwhld impact profitability The Company is subject to market risk from expeso changes in interest rates based on itsdingn
investing and cash management activities. Chamgiesarest rates could have an unanticipated negatipact on the Company’s profitability.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.

ITEM 2. PROPERTIES
As of March 3, 2006, the Company operated 8,018Irstbres located in 32 states as follows:

State Number of Stores State Number of Stores
Alabama 432 Missouri 305
Arizona 52 Nebraska 87
Arkansas 218 New Jersey 27
Colorado 2 New Mexico 33
Delaware 25 New York 222
Florida 43C North Carolina 449
Georgia 461 Ohio 429
lllinois 308 Oklahoma 266
Indiana 283 Pennsylvania 410
lowa 174 South Carolina 293
Kansas 14¢ South Dakota 1
Kentucky 279 Tennessee 389
Louisiana 306 Texas 992
Maryland 64 Virginia 255
Michigan 222 West Virginia 148
Mississippi 228 Wisconsin 80

Most of the Company'’s stores are located in leaserhises. Individual store leases vary as to teeins, rental provisions and expiration datese Miajority of the Company’s leases are
relatively low-cost, short-term leases (usuallyhwititial or primary terms of three to five yearf)en with multiple renewal options. The Comparsoathas stores subject to build-to-suit
arrangements with landlords, which typically caargrimary lease term of between 7 and 10 yearsmithiple renewal options. In recent years, aneasing percentage of the Company’s new
stores have been subject to build-to-suit arrangésnén 2006, the Company expects approximately 40%s new stores to be build-to-suit arrangements
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As of March 3, 2006, the Company operated eight,2€slescribed in the following table:

Year Approximate Square Approximate Number
Location Opened Footage of Stores Served
Scottsville, KY 1959 720,00( 902
Ardmore, OK 1994 1,310,00( 1,25€
South Boston, VA 1997 1,250,00( 1,014
Indianola, MS 1998 820,00( 911
Fulton, MO 1999 1,150,00( 1,16C
Alachua, FL 2000 980,00( 669
Zanesville, OH 2001 1,170,00( 1,354
Jonesville, SC 2005 1,120,00( 753

The Company owns the DCs located in Kentucky, BgrDhio and South Carolina and leases the othef@s. The Company is constructing a 1.1 milbooare-foot DC in Marion,
Indiana. The Company anticipates the facility Ww#l fully operational in mid-2006. The Company Esaadditional temporary warehouse space as negessarpport its distribution needs.

The Company’s executive offices are located in axpnately 302,000 square feet of leased space od@tsville, Tennessee.
ITEM 3. LEGAL PROCEEDINGS

The information contained in Note 7 to the Consatkd Financial Statements under the heading “LRgateedings” contained in Part 1l, Item 8 of thisrR 10-K is incorporated herein by
this reference.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
No matters were submitted to a vote of shareholdierisg the fourth quarter of 2005.

ITEM 4A. EXECUTIVE OFFICERS OF THE REGISTRANT

Information regarding the current executive offccef the Company is set forth below. The Compargrecutive officers serve at the pleasure of tbar@® of Directors and are elec
annually by the Board to serve until their successoe duly elected.

Name Age Position

David A. Perdue 56 Chairman and Chief Executiffécér

David M. Tehle 49 Executive Vice President & GHieancial Officer

Beryl J. Buley 44  Division President, MerchanadgsiMarketing & Supply Chain
Kathleen R. Guion 54 Division President, Storef@gions & Store Development
Susan S. Lanigan 43 Executive Vice President &e&a Counsel

Challis M. Lowe 60 Executive Vice President, HumResources

Stonie R. O'Briant 51 Executive Vice Presideritafgic Initiatives

Anita C. Elliott 41  Senior Vice President & Caniter

Wayne Gibson 47  Senior Vice President, Dollar éahMarket
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Mr. Perduejoined Dollar General on April 2, 2003 as Chief Exive Officer and as a member of the Board of 8ues. He was elected Chairman on June 2, 2008 frjoining Dollar
General, Mr. Perdue served as Chairman and Chieuifive Officer of Pillowtex Corporation, a produesd marketer of home textiles, from July 2002tigh March 27, 2003. Pillowtex filed for
bankruptcy in July 2003 after emerging from a poesibankruptcy in May 2002. Mr. Perdue was alst Rieebok International Ltd. from September 1998uly 2002 where he served as President
and Chief Executive Officer of the Reebok Brandh(izry 2001 to July 2002), Executive Vice Presid&hbpal Operating Units (October 1999 to Januay12@nd Senior Vice President, Global
Supply Chain (September 1998 to October 1999)r RyiReebok, Mr. Perdue was Senior Vice Presidehtaggar, Inc. (1994 to September 1998). He gaauktitional international expertise wh
based in Hong Kong with Sara Lee Corporation wiherserved as Senior Vice President of Operatiams 992 to 1994. Earlier in his career, he spentel2s in management consulting with
Kurt Salmon Associates, an international managemamsulting firm. Mr. Perdue serves as a direcfdkltiant Energy Corporation (since 2001).

Mr. Tehlejoined Dollar General in June 2004 as Executivee\Reesident and Chief Financial Officer. He serfveth 1997 to June 2004 as Executive Vice PresidedtChief Financial
Officer of Haggar Corporation, a manufacturing, keéing and retail corporation. From 1996 to 199¥was Vice President of Finance for a division béBtanley Works, one of the world’s
largest manufacturers of tools, and from 1993 @61 &e was Vice President and Chief Financial ©ffwf Hat Brands, Inc., a hat manufacturer. Eaitidris career, Mr. Tehle served in a variety of
financial-related roles at Ryder System, Inc. argak Instruments. Mr. Tehle serves as a directdaci in the Box, Inc. (since December 2004).

Mr. Buley joined Dollar General in December 2005 as Dividtwasident, Merchandising, Marketing and Supply &h@rior to joining the Company, he served fromiApBO5 through
November 2005 as Executive Vice President, Retaér&ions of Mervy's Department Store, a privately held company dpega265 department stores, where he was respenfsibstore
operations, supply chain (including 4 distributimenters), real estate, construction, visual memtisarg and interior planning, and loss preventferem September 2003 to March 2005, Mr. Buley
worked for Sears, Roebuck and Company, a multiitailer offering a wide array of merchandise egldted services. As Sears’ Executive Vice Presided General Manager of Retail Store
Operations, he was responsible for all store-basédlities. Prior to that, he had responsibility &distinct businesses operating in over 2,208tlons as Sears’ Senior Vice President and General
Merchandise Manager of the Specialty Retail Gréujor to joining Sears, Mr. Buley spent 15 yearsanous positions with Kohl’'s Corporation, whicheyates a chain of specialty department
stores. His last position was Executive Vice Prsidf Stores, responsible for store operationsr Ry that, he was Kohl's Senior Vice PresidenStdres from 1999 to 2001.

Ms. Guionjoined Dollar General in October 2003 as Executfiee President, Store Operations. She was namecliixe Vice President, Store Operations and Staee®pment in

February 2005, and was promoted to Division Presjdgtore Operations and Store Development, in Kpe 2005. From 2000 until joining Dollar GeneiMk. Guion served as President and
Chief Executive Officer of Duke and Long Distritngi Company, a convenience store chain operatowaotesale distributor of petroleum products. Ptiothat time, she

14




served as an operating partner for Devon Parti®&9¢2000), where she developed operating plansassidted in the identification of acquisition &gin the convenience store industry, and as
President and Chief Operating Officer of E-Z Se@egporation (1997-1998), an owner/operator of coiemce stores, mini-marts and gas marts. From 198997, Ms. Guion served as the Vice
President and General Manager of the largest divi€€hesapeake Division) of company-owned stor@skleven, Inc., a convenience store chain. Otbsitipns held by Ms. Guion during her
tenure at 7-Eleven include District Manager, Zorenlger, Operations Manager, and Division Managédvgst Division).

Ms. Laniganjoined Dollar General in July 2002 as Vice Presid&eneral Counsel and Corporate Secretary. Sh@masoted to Senior Vice President in October 2883 to Executive
Vice President in March 2005. Prior to joining RwoliGeneral, Ms. Lanigan served as Senior Vice &easi General Counsel and Secretary at Zale Cdrpora specialty retailer of fine jewelry,
headquartered in Irving, Texas. During her six gedith Zale, Ms. Lanigan held various positionsgJuding Associate General Counsel. Prior to tha, fseld legal positions with both Turner
Broadcasting System, Inc. and Troutman Sanderdifaw

Ms. Lowejoined Dollar General as Executive Vice Presiddéitioman Resources in September 2005. From 200004, Ms. Lowe was Executive Vice President of HuRasources,
Corporate Communications, and Public Affairs fodBySystem, Inc., a logistics and transportatiomises company. She was Executive Vice Presidehlunian Resources and Administration
Services, for Beneficial Management Corporationiné@rnational consumer finance company, from 11807999, and Executive Vice President of Human Ress and Communications for Hel
International, a commercial finance company, fr@83to 1997. She also served as Senior Vice Prasidldministrative Services, for Sanwa Businessd@i@orporation from 1985 to 1993. Prior
to joining Sanwa, she spent 13 years with Contaldhinois Leasing Corporation and Continental Bawhere her last position was Vice President aiwisibn Head. Ms. Lowe serves as a diret
of The South Financial Group (since 2006).

Mr. O’Briant joined Dollar General in 1991 as Divisional Merctiesse Manager. Mr. O’Briant was named General Mandise Manager in 1992, Vice President, Merchamglisi 1995,
Senior Vice President, Merchandising and MIS in8,Xxecutive Vice President in 2000, Executive VRgesident, Operations in February 2001, and Ekex\Mice President, Merchandising,
Marketing and Strategic Planning in August 2003.adsumed his current position as Executive VicsiBeat, Strategic Initiatives in December 2005.dBefoining Dollar General, Mr. O'Briant
spent 17 years with Fred’s, Inc., a discount retaiwhere he served in a number of executive managepositions, including Vice President, Hardlinéise President, Softlines, and Vice
President, Household Goods. He also owned his asimess, Briant Enterprises, Inc., from 1989 to 1991, spetiay in the service sector serving retail and elsale customers and the milita
Mr. O’Briant has announced his plans to retire fritven Company in 2006.

Ms. Elliott joined Dollar General as Senior Vice President@aodtroller in August 2005. Prior to joining Doll&eneral, she served as Vice President and Comtadl®ig Lots, Inc., a

closeout retailer, from May 2001 to August 2005e6eeing a staff of 140 at Big Lots, she was resiptfor accounting operations, financial repaytamd internal audit. Prior to serving at Big
Lots, she served as Vice President and Contraltedifney-Jungle Stores of
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America, Inc., a grocery retailer, from April 1988March 2001. At Jitneyungle, Ms. Elliott was responsible for the accmgnbperations and the internal and external firmeporting functions
Prior to serving at Jitney-Jungle, she practicdalipaccounting for 12 years, 6 of which were wiinst & Young, LLP.

Mr. Gibsonjoined Dollar General as Senior Vice President olfl@ General Market in November 2005. Prior tjog Dollar General, he assembled and led tearimsvetment bankers
and private equity fund managers in several mideskausiness acquisition efforts from 2004 to Noven#905. He also served as Senior Vice PresideBtaifal Logistics (2000-2003) and Vice
President of Logistics (1998-2000) for The Home @emc., a home improvement retailer. He foundéas@n Associates, a management consulting firrh98v and served there until 1998. Prior
to that, he served in various positions at Rite @atporation from 1994 to 1997, including Senioc&/President of Logistics. He also served retadsra management consulting principal (1993-
1994) and management consultant (1984-1993) atitfee& Touche.

PART Il
ITEM 5. MARKET FOR REGISTRANT 'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND IS SUER PURCHASES OF EQUITY SECURITIES

The Company’s common stock is traded on the Nevkatock Exchange under the symbol “DG.” The follogvtable sets forth the range of the high anddales prices of the Company’s
common stock during each quarter in 2005 and 2884eported in the consolidated transaction regpaystem, together with dividends.

First Second Third Fourth
2005 Quarter Quarter Quarter Quarter
High $ 228C $ 225C $ 20.3¢ $ 19.84
Low $ 19.8¢ $ 193t $ 17.7% $ 1647
Dividends $ .04C $ .045 $ .045 $ .045
First Second Third Fourth
2004 Quarter Quarter Quarter Quarter
High $ 23.1¢ $ 20.6C $ 2094 $ 21.2¢
Low $ 18.07 $ 16.91 $ 17.6¢ $ 19.04
Dividends $ .04C $ .040 $ .040 $ .040

The Company’s stock price at the close of the ntaskeMarch 14, 2006, was $17.45.
There were approximately 12,112 shareholders afrdeof the Company’s common stock as of March D862 The Company has paid cash dividends on itsrmmrstock since 1975. The

Board of Directors regularly reviews the Compargilgdend plans to ensure that they are consistéhttive Company’s earnings performance, finanaaldition, need for capital and other
relevant factors.
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The following table contains information regardimgrchases of the Company’s common stock made dthinguarter ended February 3, 2006 by or on belfigife Company or any
“affiliated purchaser,” as defined by Rule 10b-)&nof the Securities Exchange Act of 1934:

Maximum
Total Number Number of Shares
of Shares Purchased as that May Yet Be
Total Number Average Part of Publicly Purchased Under
of Shares Price Paid Announced Plans or the Plans or
Period Purchased (a) per Share Programs (b) Programs (b)
10/29/05-11/30/05 649 $ 18.6€ - 6,413,60(
12/01/05-12/31/05 1,930,43! $ 19.11 1,930,40( 4,483,20(
01/01/06-02/03/06 403 $ 17.3C - 4,483,20(
Total 1,931,48 $ 19.11 1,930,40( 4,483,20(

(a) Includes 1,087 shares purchased in open miakesactions in satisfaction of the Company’sgsiions
under certain employee benefit plans.

(b) On September 30, 2005, the Company annouheedt$ Board of Directors had approved a share
repurchase program of up to 10 million shares. ddide authorization, purchases may be made ioghe market
or in privately negotiated transactions from tirneite subject to market conditions. This repuseha
authorization expires on September 30, 2006.

17




ITEM 6. SELECTED FINANCIAL DATA

The following table sets forth selected consoliddieancial information for each of the five mostent fiscal years. This information should belr@aconjunction with the Consolidated
Financial Statements and the notes thereto, indlud®@art Il, Item 8 of this report, Managementisdéussion and Analysis of Financial Condition areb&ts of Operations, included in Part Il, Item
7 of this report, and the Forward-Looking StaterfRisk Factors disclosure contained in the Introiduicand in Part |, Item 1A of this report.

(In thousands, except per share and operating data)

February 3, January 28, January 30, January 31, February 1,
2006 (a) 2005 2004 2003 2002

SUMMARY OF OPERATIONS:
Net sales $ 8582237 $ 7660927 $ 6871992 $ 6,100,404 $ 5,322,895
Gross profit $ 2,464,824 $ 2,263,192 $ 2,018,128 $ 1,724,266 $ 1,509,412
Penalty expense and litigation

settlement (proceeds) $ - % - $ 10,000 $ (29541 $ -
Income before income taxes $ 544642 $ 534,757 $ 476,523 $ 410,337  $ 322,174
Net income $ 350,155 $ 344,190 $ 299,002 $ 262351 $ 203,874
Net income as a % of sales 4.1% 4.5% 4.4% 4.3% 3.8%
PER SHARE RESULTS:
Basic earnings per share $ 1.09 $ 1.04 % 089 $ 079 $ 0.61
Diluted earnings per share $ 108 $ 104 $ 089 $ 078 $ 0.61
Cash dividends per share of

common stock $ 0175 $ 0160 $ 0140 $ 0128 $ 0.128
Weighted average diluted shares 324,133 332,068 337,636 335,050 335,017
FINANCIAL POSITION:
Total assets $ 2,992,187 $ 2,841,004 $ 2,621,117 $ 2,303,619 $ 2,526,481
Long-term obligations $ 269,962 $ 258,462 $ 265337 $ 330,337 $ 339,470
Shareholders’ equity $ 1,720,795 $ 1,684,465 $ 1,554,29¢ $ 1,267,445 $ 1,023,69C
Return on average assets (b) 12.1% 12.7% 12.3% 10.9% 8.6%
Return on average equity (b) 20.9% 22.1% 21.4% 23.2% 22.2%
OPERATING DATA:
Retail stores at end of period 7,929 7,320 6,700 6,113 5,540
Year-end selling square feet 54,753,00C 50,015,00C 45,354,00C 41,201,00C 37,421,00C
Highly consumable sales 65.3% 63.0% 61.2% 60.2% 58.0%
Seasonal sales 15.7% 16.5% 16.8% 16.3% 16.7%
Home products sales 10.6% 11.5% 12.5% 13.3% 14.4%
Basic clothing sales 8.4% 9.0% 9.5% 10.2% 10.9%

(a) The fiscal year ended February 3, 2006 is compa$éd weeks
(b) Average assets or equity, as applicable, is cakedilasing the fiscal ye-end balance and the four preced
fiscal quarter-end balances.
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ITEM 7. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS
General

Accounting Periods The following text contains references to ye2086, 2005, 2004 and 2003, which represent fiseatgyending or ended February 2, 2007, Febru&908, January 2!
2005, and January 30, 2004, respectively. Fiscal 806 will be, and each of 2004 and 2003 wa2-a&ek accounting period, while fiscal 2005 was8aMgek accounting period, which affects
the comparability of certain amounts in the Cortaled Financial Statements and financial ratioséen 2005 and the other fiscal years reflectedmef@e Company’s fiscal year ends on the
Friday closest to January 31. This discussion aadlyais should be read with, and is qualified sneintirety by, the Consolidated Financial Statesiant the notes thereto. It also should be read in
conjunction with the Forward-Looking StatementskRsictors disclosure set forth in the Introductom in Item |, Part 1A of this report.

Purpose of DiscussionWe intend for this discussion to provide the eradith information that will assist in understamgliour Company and the critical economic factoas #ffect our
Company. In addition, we hope to help the readeetstand our financial statements, the changesrtain key items in those financial statements fy@ar to year, and the primary factors that
accounted for those changes, as well as how cextaiounting principles affect our financial statetse

Executive Overview

Dollar General Corporation (“Dollar General” or t@ompany”) is the largest dollar store discounailer of consumable basics in the United Statéth awer 8,000 stores. We are
committed to serving the needs of low-, middle- &ireld-income customers. However, the Company sgitdity private label and national brand produbts appeal to a wide range of customers.
Our merchandise is priced at competitive everydaygrices that do not change frequently as a re$ytomotional activity. We believe many of owstomers shop at Dollar General because
trust us to consistently stock quality merchandislew prices. We also believe convenience, owthibty to complete a shopping trip in a limiteshaunt of time, is critical to many of our
customers and is a key factor that differentiatefram large-box retailers.

We operate in the highly competitive retail indysiVe face strong sales competition from otheriletathat sell general merchandise and food. Bezatf Dollar General’s low-price
strategy, we must strive to keep our operatingscastiow as possible. This effort affects all exggsn but is particularly critical as we competerégail site locations and for qualified talent to
manage and operate our stores. The fact that nfamyr stores are located in towns that many regileay find too small to support their business ehddowever, has allowed Dollar General to
continue to increase its store count faster thast matailers.

Management of the Company continues to focus oringajood investment decisions for the long-termnghoand profitability of the Company. In order tetter support sales efforts in our
stores and to enable the Company to continuepid growth, the Company has
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attempted to strengthen the senior leadership te@mthe last several years. In 2005, changes mate to the organization structure in order todase synergies between store operations an
store development and among merchandising, magkatid the supply chain. Executives were addedgpat our efforts in human resources, real essabee operations, supply chain and the
Dollar General Market concept. Going forward, tr@any expects these new leaders to have a poasitpact on the overall performance and profitapitif the Company.

Along with other retail companies, we are impadigdh number of factors including, but not limited ¢ost of product, consumer debt levels, econ@miditions, customer preferences,
unemployment, labor costs, inflation, fuel pricesather patterns, insurance costs and acciderst cost

Key ltems in Fiscal 200®espite a difficult economic environment for oustamers in 2005, the Company successfully impleatentany of the important operating initiatives metl in
last year's Form 10-K, while also increasing saled earnings per share. The following are sonteeomore significant accomplishments during theyea

Total sales increased by 12.0 percent, includitessduring the 53rd week, and same-store salesased by 2.0 percent;

We opened 734 new stores, including 29 Dollar Garidarket stores;

We implemente(“EZstor¢’, the Compan’s initiative designed to improve inventory flow finadistribution centers to consumers as well as avpother areas of store operatic
including labor scheduling, hiring and training grdduct presentation, in 3,825 stores as of yrdr-e

We completed construction of and opened the Conipaighth DC in South Carolina and began constonatif a ninth DC in Indiana to increase overaltritisition capacity and to
decrease stem miles between the DCs and the stores;

We increased annual inventory turns to 4.2 time20id5, including the 58 week, from 4.0 times in 2004 and reduced inveniewvgls on a per-store basis by 1% as of year enel. T
Company has executed end-of-season markdownslavgast two years to minimize seasonal inventomyechforward to the following year. The Companydeaubstantial progress on
this initiative in 2005 and continues to aggredyiv@entify, evaluate, merchandise and markdowrdageentory;

We introduced Dollar General gift cards before @gistmas holiday season;

We introduced Fish-Price® branded childre’s apparel and Bobbie Bro® apparel for women in our store

We developed and installed new systems to provithamced store operating statements, supplier comeations and transportation and claims manageraeol

We generated sufficient cash flow to allow the Campto repurchase approximately 15 million shaféss@ommon stock for $297.6 million and to incseaur per share dividend to
shareholders by over 9%.

The Company believes its 2005 sales (particulariyore discretionary, higher gross profit categgngere negatively impacted by the effect on ifdgl low- to middleincome customer
high gasoline and heating fuel prices as well ghdni interest rates and increasing
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consumer debt levels. The Company’s gross prdfitwas negatively impacted for the year by seviacibrs as further discussed in “Results of Openati below, but was most notably affected by
the decrease, as a percentage of sales, in sai@hef gross profit merchandise categories anddnigansportation fuel costs.

In 2005, Hurricanes Katrina and Rita made landfedhe Gulf Coast, impacting our operations, owstomers, and our employees. At the peak, apprdglynas0 stores were temporarily
closed due to Hurricane Katrina and 330 stores vegnporarily closed due to Hurricane Rita. The @any ultimately closed 41 stores as a result ohtireicanes, and suffered the total destruc
of inventory in 29 of those stores due to Hurrickia¢rina and 3 of those stores due to Hurricana. Significant losses of inventory and fixed assetshe form of store fixtures and leasehold
improvements, were caused by the hurricanes. Tibeses were offset by insurance proceeds receiwedgdthe year. In addition, the Company expect®tord additional insurance proceeds in
excess of the cost of the asset losses in theefuBignificant business interruption was experidrigring the hurricanes. The Company did not recamg business interruption insurance proceeds
during the year, and will not record any such pealseuntil the business interruption claims are sulbglly settled.

Company Performance Measuré&anagement uses a number of metrics, includingetimdicated on the table included in “Results oe@pions” below, to assess its performance. The
following are the more frequently discussed metrics

Earnings per shar“EP<") growth is an indicator of the increased returnsegeted for the Compa’s shareholders. EPS of $1.08 in 2005 reflectdd@rase of 3.8 percent over EPS
$1.04 reported in 2004.

Total net sales growth indicates, among other #itite success of the Company’s selection of neke scations and merchandising strategies. Tetiasales increased 12.0% in 2005,
including the impact of the 59 week.

Same-store sales growth indicates whether our merchanyigrategies, store execution and customer semiexisting stores have been successful in géngriacreased sales. Se-
store sales increased 2.0 percent in 2005, witingar same-store sales in the first half of the tean the latter half. Sales were negatively inipador the year by the economic factors
discussed above. However, the latter half of thee yeas increasingly impacted by promotional effoftsompetitors. Same-store sales in 2004 increbgéd2 percent.

Operating margin rate (operating profit dividedr®t sales), which is an indicator of the Comy’s success in leveraging its fixed costs and magatgrvariable costs, declined to ¢
percent in 2005 versus 7.3 percent in 2004. Thewsicomponents impacting this metric are fullicdissed in “Results of Operations” below.

Free cash flow (the sum of net cash flows from atdeg activities, net cash flows from investingigties and net cash flows from financing activijexcluding share repurchases
changes in debt other than required payments)oAgh this measure is a non-GAAP measure, the Coynpelieves it is useful as an indicator of the ddmiv generating capacity of the
Company’s operations. It is also a useful metriartalyze in conjunction with net income to detemnivhether there is any significant non-cash compbitethe Company’s net income.
The Company
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generated free cash flow of $250.9 million in 2@@8&pared to $96.2 million in 2004, as calculateldwainder “Non-GAAP disclosures.”

Inventory turns (cost of goods sold for the yeaid#id by average inventory balances, at cost, mmedsat the end of the latest five fiscal quartesg)n indicator of how well the Compa
is managing the largest asset on its balance dheentory turns were 4.2 times in 2005, includihg 53 week, compared to 4.0 times in 2004.

Return on average assets (net income for the yeided by average total assets, measured at thefehe latest five fiscal quarters), is an oveiradlicator of the Compang’effectivenes
in deploying its resources. Return on assets wasggcent in 2005 and 12.7 percent in 2004.

While the Company is particularly pleased with iftn@rovement in inventory management and free cashdeneration, we did not achieve our overallringé financial goals set out at the
beginning of the year. This shortfall was partialyesult of non-controllable economic and othetdes that impacted our customers. As a resulh@®fQompany’s inability to achieve its financial
targets, executives and administrative employegsdi earn a bonus under the Company’s “Teamstmmalls program. The Company has identified the fiotig opportunities aimed at improving
financial performance in 2006.

Key Items for Fiscal 2006For 2006, the Company has established the follgwniorities and initiatives aimed at continuing Bompany’s growth and improving its operating findncial
performance while remaining focused on servinguistomers:

Improvement in sales performance of same-storesiawdstores through new merchandise additions,dugaf in-store presentation, and heightened promaitienergy aimed at
increasing customer traffic and average custornketi The Company plans to strengthen its “treaburg” offering and to execute a variety of new keging, promotional and/or
advertising strategies. The Company will also impeat a new store floor plan in all new stores, emspting improved merchandising adjacencies, operatiefficiencies and customer
service, and will continue efforts referred to Bsdject Gold Standard” begun in 2005 to improvesthepability and financial performance of existstgres;

Further development of the Dollar General Marketospt;

Continued investment in EZstore, further reducitgeslabor and related costs, with the goal of deimm the rollout by the end of 2006;

Increased efforts to control inventory shrink ie stores, which remains above acceptable levelpascentage of sale

Opening a minimum of 800 new traditional Dollar @eai stores, while continuing to pursue furtherggaphical expansion, with increased emphasis erssiection, approval process
and lowering rent as a percentage of sales in melhegisting stores; and

Continued investment in the Company’s infrastrugtimcluding increasing global sourcing, furtheveleping our information technology capabilitiesdaopening the Company’s ninth
distribution center thereby expanding distributoapacity.
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The Company can provide no assurance that it wilccessful in executing these initiatives, nortbe Company guarantee that the successful impieien of these initiatives will rest
in superior financial performance.
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Results of Operations

The following discussion of the Companyfinancial performance is based on the ConsolilBieancial Statements set forth herein. The falhgmable contains results of operations dati
the 2005, 2004 and 2003 fiscal years, and therdatld percentage variances among those years.

2005 vs. 2004 2004 vs. 2003

(amounts in millions, excluding per $ % $ %
share amounts) 2005 (a) 2004 2003 change change change change
Net sales by category:
Highly consumable $5,606.! $4,825. $4,206¢ $781l.¢ 16.2% $618. 14.7%
% of net sales 65.33% 62.98% 61.22%
Seasonal 1,348.¢ 1,264.C 1,156.1 84.8 6.7 107.¢ 9.3
% of net sales 15.72% 16.50% 16.82%
Home products 907.€ 879.5 860.¢ 284 3.2 18.€ 2.2
% of net sales 10.58% 11.48% 12.53%
Basic clothing 719.2 692.4 648.1 26.8 3.9 443 6.8
% of net sales 8.38% 9.04% 9.43%
Net sales $8,582.: $7,660.¢ $6,872.0  $921.7 12.0% $788.¢ 11.5%
Cost of goods sold 6,117. 5,397.7 4,853.¢ 719.7 133 543¢ 11.2
% of net sales 71.28% 70.46% 70.63%
Gross profit 2,464.¢ 2,263.2 2,018.1 201.€ 89 2451 121
% of net sales 28.72% 29.54% 29.37%
Selling, general and administrative

expenses 1,903.C 1,706.2 1,500.1 196.7 11.5 206.1 13.7
% of net sales 22.17% 22.27% 21.83%
Penalty expense - - 10.0 - - (10.0) (100.0)
% of net sales - - 0.15%
Operating profit 561.¢ 557.C 508.C 49 09 49.C 9.6
% of net sales 6.55% 7.27% 7.39%
Interest income (9.0) (6.6) (4.1) (2.4) 36.9 (25) 602
% of net sales (0.10)% (0.09)% (0.06)%
Interest expense 26.2 28.8 35.6 (2.6) (8.9) (6.8) (19.1)
% of net sales 0.31% 0.38% 0.52%
Income before income taxes 544.€ 534.¢ 476.5 99 18 58.2 12.2
% of net sales 6.35% 6.98% 6.93%
Income taxes 194.5 190.€ 177.5 39 21 13.C 7.3
% of net sales 2.27% 2.49% 2.58%
Net income $350.2 $344.2 $299.( $6.C 1.7 $452z 151
% of net sales 4.08% 4.49% 4.35%
Diluted earnings per share $1.0¢ $1.0¢ $0.8¢ $0.0¢ 3.8% $0.1f  16.9%
Weighted average diluted shares 324.1 332.1 337.€ (7.9) (2.9 (5.6) (1.6

(a) The fiscal year ended February 3, 2006 is compii$é&d weeks.
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Net Sales Increases in 2005 net sales resulted primawiyfopening additional stores, including 609 net seores in 2005, and a same-store sales incré@s@% for 2005 compared to
2004. Same-store sales calculations for 2005 aod ipclude only those stores that were open botheaend of that period and at the beginning effifeceding fiscal year. Same-store sales
increases are calculated based on the compardbtelaaweeks in the prior year. Accordingly, taeng store sales percentage for 2005 discussed aRokeles sales from the BByeek as there
was no comparable week in 2004. The increase ie-stane sales accounted for $144.2 million of tiwedase in sales. Stores opened since the begioh2004, as well as the $162.9 million

impact of the 539 week of sales in fiscal year 2005 for all storesentbe primary contributors to the remaining $7#iillion sales increase during 2005. The incréasmme-store sales is
primarily attributable to an increase in averaggt@mer purchase.

The Company has recently revised and publishedéthod for determining the stores that are includedle Company’s publicly released same-storessaéeulations. Beginning in fiscal
2006, the Company now provides same-store saleslatibns for those stores that have been operaat I3 full fiscal months and remain open at titea the reporting period. Using the revised
methodology, the same-store sales increase in ®88%.2%.

The Company monitors its sales internally by the fmajor categories noted in the table above. Téma@any’s merchandising mix in recent years haseshib faster-turning consumable
products versus seasonal, home products and djofhitis has been driven by customer wants and riegtle marketplace. As a result, over the pastetlyears the highly consumable category has
become a greater percentage of the Company’s bgatas mix while the percentages of the seasboate products and basic clothing categories hasiéneée. Accordingly, the Company’s sales
increase by merchandise category in 2005 compar2d@4 was primarily attributable to the highly samable category, which increased by $781.4 millwri6.2%. The Company believes that
future sales growth is dependent upon an increegeinumber of customer transactions as well asaease in the dollar value of the average tretima The Company continually reviews its
merchandise mix and strives to adjust it when deleneeessary as a part of its ongoing efforts ta@wvg overall sales and gross profit. These ongmrgws may result in a shift in the Company’s
merchandising strategy which could increase permtamarkdowns in the future.

The Company’s sales increase in 2004 comparedd 2&sulted primarily from opening additional sgrmcluding 620 net new stores in 2004, and a sstore sales increase of 3.2% for
2004 compared to 2003. The increase in same-sites accounted for $204.0 million of the increasssles while stores opened since the beginni2§@8 were the primary contributors to the
remaining $585.0 million sales increase during 200% Company'’s sales increase in 2004 was priynatiitibutable to the highly consumable categoryicl increased by $618.2 million, or
14.7%.

Gross Profit. The gross profit rate declined by 82 basis aimt2005 as compared with 2004 due to a numbferctdrs, including but not limited to: lower sal@s a percentage of total

sales) in the Company/'seasonal, home products and basic clothing a@¢sgwhich have higher than average markups; ene@se in markdowns as a percentage of sales fyimam result of th
Company’s initiative to reduce per-store inventdrigher transportation expenses
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primarily attributable to increased fuel costsjrarease in the Company’s shrink rate; and an esich$5.2 million reduction resulting from the empian of the number of departments utilized for
the gross profit calculation from 10 to 23, asHertdescribed below under “Critical Accounting Bigs and Estimates.” These factors were partidfgebby higher average mark-ups on the
Company’s beginning inventory in 2005 as comparid 2004. In 2005 and 2004, the Company experieimoeghtory shrinkage of 3.22% and 3.05%, respelstive

The gross profit rate increased 17 basis poingd0% as compared with 2003. Although the Compagngss profit rate was pressured by sales mix staftsore highly consumable items,
which typically carry lower gross profit rates, tBempany was able to more than offset this thrangreases in gross markups on all merchandise @asgn 2004. More specific factors include
higher initial markups on merchandise received during 2004 as compate@003, achieved primarily from the positivegatt of opportunistic purchasing, renegotiatingdpiet costs with sever
key suppliers, selective price increases, and ere@se in various performance-based vendor retatddyigher average mark-ups on the Company’s hegjrinventory in 2004 as compared to
2003, which represents the cumulative impact ofisignargin purchases over time. These componemioe$ profit, which positively impacted the Comyamesults, were partially offset by an
increase in transportation expenses as a perceoftagées, resulting primarily from higher fuel tos 2004 as compared to 2003; and a nonrecuiargable inventory adjustment in 2003 of $7.8
million, representing a change in the Company’srested provision for shrinkage.

Selling, General and Administrative (“SG&A") Expens The 10 basis point decrease in SG&A expensepascantage of sales in 2005 as compared with @84due to a number of
factors, including but not limited to the followirexpense categories that either declined or ineteless than the 12.0% increase in sales: emplogeative compensation expense (decreased
37.8%), based upon the Company’s fiscal 2005 fiimperformance; professional fees (decreased 32 @¥mnarily due to the reduction of consultinggeessociated with the EZstore project and
2004 fees associated with the Company’s initiab8aes-Oxley compliance effort; and employee hémdtiefits (decreased 10.0%), due in part to a dowhvevision in claim lag assumptions
based upon review and recommendation by the Con'ganyside actuary and decreased claims costpascantage of sales. Partially offsetting thesecatdns in SG&A were current year
increases in store occupancy costs (increased ).,7p8#harily due to rising average monthly ren@dsociated with the Company’s leased store locgiteomd store utilities costs (increased 22.7%)
primarily related to increased electricity and gapense.

The increase in SG&A expense as a percentagees 582004 as compared with 2003 was due to a nuaflfactors, including but not limited to increasa the following expense
categories that were in excess of the 11.5 pefgergase in sales: store occupancy costs (increlasdéb), primarily due to rising average monthlgteds associated with the Company’s leased
store locations; purchased services (increase@®4due primarily to fees associated with the insegl customer usage of debit cards; professioesi(fecreased 119.2%), primarily due to
consulting fees associated with both the Compa2@®} EZstore project and compliance with certagvisions of the Sarbanes-Oxley Act of 2002; aneirtary services (increased 88.2%), due to
both an increased number of physical inventoriesaahigher average cost per physical inventontidigroffsetting these increases was a
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reduction in accruals for employee bonus experdedifed 21.3%), primarily related to higher boeupense in 2003 resulting from the Company’s firmerformance during 2003.

Penalty Expense During 2003, the Company recorded a charge 0fbdillion relating to a civil penalty resultingoin its agreement in principle with the Securii@sl Exchange
Commission (“SEC”) staff to settle the mattersiagsout of a restatement of the Company’s finanstatements for fiscal years 2001 and prior.

Interest IncomeThe increase in interest income in 2005 compare@®@ga! is due primarily to higher interest earnedbort-term investments due to increased inteatss on short-term
borrowings. The increase in interest income in 2€@#pared to 2003 is due primarily to interest mean certain notes receivable purchased in Ma@ 28iating to the Company’s South Boston
DC, as further discussed below under Liquidity &agbital Resources.

Interest ExpenseThe decrease in interest expense in 2005 is phnatributable to a reduction in tax relatederest expense of $1.4 million, principally duehe teversal of interest
accruals pertaining to certain income tax relatttingencies that were resolved during 2005. Theedese in interest expense in 2004 compared to 28 primarily to capitalized interest of
$3.6 million related to the Company’s DC constroetand expansion projects in 2004 compared to®@l@n in 2003 and a reduction in amortizationdefbt issuance costs of $2.2 million due in
part to the amendment of the Company’s revolvirglitifacility in June 2004. The Company had vagataite debt of $14.5 million as of February 3, 200 remainder of the Company’s
outstanding indebtedness at February 3, 2006 &oflitg outstanding indebtedness at January 285 2@as fixed rate debt.

Income Taxes The effective income tax rates for 2005, 200d 2003 were 35.7%, 35.6% and 37.3%, respectively.

While the 2005 and 2004 rates were similar ovetfadl,rates contained offsetting differences. Nexurring factors causing the 2005 tax rate to esgevhen compared to the 2004 tax rate
include a reduction in federal jobs credits of apgmately $1.0 million, additional net foreign inoe tax expense of approximately $0.8 million antberease in the contingent income tax reserve
due to resolution of contingent liabilities thati3.6 million less than the decrease that occurr@®04. Non-recurring factors causing the 2005réde to decrease when compared to the 2004 tax
rate include the recognition of state tax creditagproximately $2.3 million related to the Compangonstruction of a DC in Indiana and a non-reiagrbenefit of approximately $2.6 million
related to an internal restructuring that was cetsgl during 2005. Excluding the non-recurring Bgthe 2005 effective tax rate would have beenamately 36.5%.

The 2004 rate was lower than the 2003 rate prigndrik to the reversal of certain contingent incaaxdiabilities of approximately $6.2 million in 2@, when the Company adjusted its tax

contingency reserve based upon the results of tate Bicome tax examinations. The tax rate in 2088 negatively impacted by the $10.0 million pgnekpense in 2003, as discussed above,
which was not deductible for income tax purposes.
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In 2005, the Company recognized a reduction ifeiieral income tax expense of approximately $418amifor federal jobs related tax credits. Ofstlmount, approximately $3.9 million
relates to the Work Opportunity Tax Credit (WOT@)e Welfare to Work Credit (WtW) and the Native Aisan Employment Credit. The federal law that pded for the WOTC and WtW credit
programs expired on December 31, 2005 for emploljized after that date. Credits can continue tedmaed in 2006 for eligible employees that werechprior to the December 31, 2005 date.
The federal law that provided for the Native Amarn Employment Credit expired for years beginniftgrddbecember 31, 2005 (the Compan2006 year) without regard to when the employes
hired. The Company currently anticipates that Cesg will renew these credit programs on a retioattasis; however, renewal cannot currently berass Should these credit programs not be
renewed, the Company currently anticipates a rémtuat its 2006 credits of approximately $3.1 noitii

Liquidity and Capital Resources

Current Financial Condition / Recent Developmerifairing the past three years, the Company hasgekean aggregate of approximately $1.46 billionash flows from operating
activities. During that period, the Company hasaexed the number of stores it operates by appra&lyna0% (over 1,800 stores) and has incurred aqmiately $713 million in capital
expenditures, primarily to support this growth. @turing this three-year period, the Company hageded approximately $537 million for repurchaddgsacommon stock and paid dividends of
approximately $156 million.

The Company'’s inventory balance represented apmabely 49% of its total assets as of February 862The Company'’s proficiency in managing its irteey balances can have a
significant impact on the Company’s cash flows froperations during a given fiscal year. For exampl®005, changes in inventory balances repredemtauch less significant use of cash ($97.9
million, as explained in more detail below), as pamed to changes in inventory balances in 20049#2illion use of cash).

As described in Note 7 to the Consolidated Findr&tiatements, the Company is involved in a numipégal actions and claims, some of which couldepgally result in material cash
payments. Adverse developments in those actionls eoaterially and adversely affect the Companigsitity. The Company also has certain incomertdated contingencies as more fully
described below under “Critical Accounting Policasl Estimates”. Estimates of these contingentiligls are included in the Company’s Consolidaféaancial Statements. However, future
negative developments could have a material adedfset on the Company’s liquidity. See Notes 4 @rtd the Consolidated Financial Statements.

On September 30, 2005, November 30, 2004 and Me8cR003, the Board of Directors authorized the Gany to repurchase up to 10 million, 10 million d#®million shares,
respectively, of its outstanding common stock. Ehesthorizations allow or allowed, as applicabbe durchases in the open market or in privatelyotiaged transactions from time to time, subject
to market conditions. The objective of the Comparsfiare repurchase initiative is to enhance shiatehwealue by purchasing shares at a price thatymes a return on investment that is greater
than the Company's cost of capital. Additionallyare repurchases generally are undertaken onlichf purchases result in an accretive impact oCthrapany's
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fully diluted earnings per share calculation. P95 authorization expires September 30, 2006.208&d and 2003 authorizations were completed poitheir expiration dates. During 2005, the
Company purchased approximately 15.0 million shptesuant to the 2005 and 2004 authorizationgatehcost of $297.6 million. During 2004, the Caany purchased approximately 11.0
million shares pursuant to the 2004 and 2003 aizihiions at a total cost of $209.3 million. Duri2@03, the Company purchased approximately 1.5anihares pursuant to the 2003 authorizi
at a total cost of $29.7 million. Share repurchase005 increased diluted earnings per share pyoapmately $0.01.

The following table summarizes the Company’s sigaift contractual obligations as of February 3,200 thousands):

Payments Due by Period

Contractual obligations (a) Total <1lyr 1-3yrs 3-5yrs >5yrs
Long-term debt $ 214,47 $ - $ - $ 199,97¢ $ 14,49t
Capital lease obligations 22,02¢ 7,862 7,992 1,14¢ 5,02€
Financing obligations 89,58¢ 2,031 5,13€ 4,684 77,73¢
Inventory purchase obligatiol 85,14¢ 85,14¢ - - -
Interest (b) 169,46¢ 25,93¢ 49,89¢ 39,772 53,86€
Operating leases 1,368,84! 281,61t 424,22¢ 269,46¢ 393,54.
Total contractual cash

obligations $ 1,949,54¢ $ 402,58¢ $ 487,24t $ 515,04¢ $ 544,66«

(@) The Company has s-insurance liabilities of $154.7 million that aretmeflected in the table above due
the absence of scheduled maturities.

(b) Represents obligations for interest payments og-term debt, capital lease and financing obligation
Excludes interest on $14.5 million of variable rimteg-term debt issued in 2005 which interest, on a
annualized basis, would have equaled approxim&tk million in 2005.

In fiscal year 2005, the Company’s South Carolinagd wholly owned captive insurance subsidiary)é)sRiver Insurance Company (“ARIC”), had cash amdh equivalents and
investments balances held pursuant to South Carmdigulatory requirements to maintain 30% of ARII@ibility for insurance losses in the form of @ént specified types of assets and as such,
these investments are not available for generglarate purposes. At February 3, 2006, these cabkbash equivalents and investments balances tdid@d million.

The Company has a $250 million revolving crediilfgc(the “Credit Facility”), which expires in J@n2009. As of February 3, 2006, the Company hadutstanding borrowings or standby
letters of credit outstanding under the Credit RgciOutstanding standby letters of credit redtioe borrowing capacity of the Credit Facility. TGeedit Facility contains certain financial covers
The Company was in compliance with all these fi@rzovenants at February 3, 2006. See Note 5¢@tinsolidated Financial Statements for furthecugision of the Credit Facility.

The Company has $200 million (principal amountB&/8% unsecured notes due June 15, 2010. Thibtiedieess was incurred to assist in funding the Gmyip growth. Interest on the
notes is payable semi-annually on June 15 and Dieeebb of each year. The Company may seek, fnora to time, to retire the notes through cash pwehan the open market, in privately
negotiated transactions or otherwise. Such repeeshaf any, will depend on
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prevailing market conditions, the Company’s ligtydiequirements, contractual restrictions and othetors. The amounts involved may be material.

In July 2005, as an inducement for the Companlkecs Marion, Indiana as the site for constructiba new DC, the Economic Development Board of Bladpproved a tax increment
financing in the amount of $14.5 million, which megs February 1, 2035. Pursuant to this finanginggeeds from the issuance of certain revenue beedsloaned to the Company in connection
with the construction of this DC. The variable net&t rate on this loan is based on the weekly reatiaig of the bonds, which are supported by a beitér of credit, and ranged from 3.52% to
4.60% in 2005.

Significant terms of the Company’s outstanding de#ligations could have an effect on the Compaabitity to incur additional debt financing. Thee@it Facility contains financial
covenants, which include limits on certain debtash flow ratios, a fixed charge coverage test,mamimum allowable consolidated net worth. Thedir€acility also places certain specified
limitations on secured and unsecured debt. Thep@ogis outstanding notes discussed above placairteftecified limitations on secured debt and ptgtain limitations on the Company’s
ability to execute sale-leaseback transactions.ddrapany has generated significant cash flows ftsmperations during recent years. The Companypleatt borrowings under the Credit Facility
of $100.3 million during 2005 and $73.1 million thg 2004, all of which were repaid prior to Febsuar 2006 and January 28, 2005, respectively, addnio borrowings outstanding under the
Credit Facility at any time during 2003. Therefdtee Company does not believe that any existingdimns on itsability to incur additional indebtedness will haavenaterial impact on its liquidit
Notes 5 and 7 to the Consolidated Financial Statésreontain additional disclosures related to thenfan''s debt and financing obligations.

At February 3, 2006 and January 28, 2005, the Cagnpad commercial letter of credit facilities tatgl $195.0 million and $215.0 million, respectivedf which $85.1 million and $98.8
million, respectively, were outstanding for the diimg of imported merchandise purchases.

During 2005, the Company incurred significant lessaused by Hurricane Katrina, primarily inventang fixed assets, in the form of store fixtures adehold improvements. The
Company has received insurance proceeds of $8li@mlue to these losses, and has utilized a podfdhese proceeds to replace lost assets. The&uvnexpects to receive additional insurance
proceeds, due in part to significant businessiinfgion experienced during the hurricanes. The Gomgglid not recover any business interruption pedseduring 2005, and will not record any s
proceeds until the business interruption claimssatestantially settled. Losses related to invensmeyincluded in cash flows provided by operatiativities while losses related to fixed assets are
included in cash flows used in investing activitiEee insurance proceeds approximated the amouos®és recorded by the Company, resulting in niernahimpact on reported 2005 net income.

The Company believes that its existing cash bal(®200.6 million at February 3, 2006), cash fldwsn operations ($555.5 million generated in 2068, Credit Facility ($250 million
available at February 3, 2006) and its anticipategoing access to the capital markets, if
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necessary, will provide sufficient financing to rhdee Company’s currently foreseeable liquidity @agital resource needs.

Cash flows provided by operating activitie€€ash flows from operating activities for 200%mgmared to 2004 increased by $164.0 million. Thetmigmificant component of the increase in
cash flows from operating activities in the 2005iq@# as compared to the 2004 period was the chaingegentory balances. Seasonal inventory levetseased by 10% in 2005 as compared to a
22% increase in 2004, home products inventory fewereased by 2% in 2005 as compared to a 16%aserin 2004, while basic clothing inventory lewddslined by 5% in 2005 as compared to a
21% increase in 2004. Total merchandise inventatése end of 2005 were $1.47 billion comparefi138 billion at the end of 2004, a 7.1 percentaase overall, but a 1% decrease on a per
basis, reflecting the Comparsyfocus on lowering its per store inventory leviisconnection with this effort, the Company hampteted an initiative of identifying specific measidise in its store
that it intends to sell via promotional discoutstistomers. Some of these items have alreadyrbagted down and some may require additional markdaw future periods. The future rate of
sales of this merchandise will be a key determioétite rate of future markdowns.

Cash flows from operating activities for 2004 comgubto 2003 declined by $122.6 million. The mogh#icant component of the change in cash flowsifiaperating activities was an
increase in inventory levels in 2004. Total mercafis@ inventories at the end of 2004 were $1.3®hiltompared to $1.16 billion at the end of 20039gercent increase, or a 9 percent increase on
a per store basis, with the remainder primarililaitable to growth in the number of stores. Thgdat portion of the increase in inventories resbiftom the Company’s focus on improving in-
stock levels of core merchandise at the stores. iNgiatives, including the expansion of the peaBle food program and the addition of certain egearel items, magazines and Hispanic food
items also contributed to the inventory increaseaddition, due to an early Easter in 2005, thenBany received more seasonal merchandise for Spoiag before the end of fiscal 2004. Cash
flows in 2004 increased by $45.3 million over 208ted to changes in income taxes payable, priyrduie to a large payment of federal income tare2002 that was made in 2003. Cash flows
in the 2004 period were positively impacted byraréase in net income of $45.2 million driven byioved operating results (as more fully discussea under “Results of Operations”).

Cash flows used in investing activitieSash flows used in investing activities of $26ehillion in 2005 were primarily related to capigatpenditures. Significant components of the
Company’s purchases of property and equipment @5 26cluded the following approximate amounts: $hition for distribution and transportation-reldteapital expenditures; $96 million for
new stores; $47 million related to the EZstore grj$18 million for certain fixtures in existingpses; and $15 million for various systems-relatagital projects. During 2005, the Company
opened 734 new stores and relocated or remodelstbB%. Distribution and transportation expendgun 2005 included costs associated with the oaetgtn of the Company’s new DCs in South
Carolina and Indiana.

Net sales of short-term investments in 2005 of $34illion primarily reflect the Company’s investntesttivities in tax-exempt auction market secusitiurchases of long-term investments
are related to the Company’s captive insuranceidiaig.
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Cash flows used in investing activities of $259ifliam in 2004 were also primarily related to capiexpenditures. Significant components of the Camyfs purchases of property and
equipment in 2004 included the following approxieamounts: $101 million for distribution and traogption-related capital expenditures; $82 millfonnew stores; $26 million for certain
fixtures in existing stores; $26 million for variaystemselated capital projects; and $23 million for casl@ existing stores, which allow the stores toceefrigerated products. During 2004,
Company opened 722 new stores and relocated odedet80 stores. Distribution and transportatigueexditures in 2004 included costs associated Wwétconstruction of the Company’s new DC
in South Carolina as well as costs associated tvilexpansion of the Ardmore, Oklahoma and Soustdp Virginia DCs.

Net sales of short-term investments in 2004 of 23illion primarily reflect the Company’s investntesttivities in tax-exempt auction market secusitie

Cash flows used in investing activities totaled &2Z5million in 2003. The Company's purchases oprty and equipment in 2003 included the followamgroximate amounts: $63 million
for new, relocated and remodeled stores; $22 millar systems-related capital projects; and $2%anifor distribution and transportation-relategital expenditures. During 2003, the Company
opened 673 new stores and relocated or remodelstbis. Systems-related projects in 2003 inclaggntoximately $6 million for point-of-sale and dhte technology and $3 million related to

debit/credit/EBT technology. Distribution and trpostation expenditures in 2003 included approxiye$49 million at the Ardmore, Oklahoma and Souts®n, Virginia DCs primarily related to
the ongoing expansion of those facilities.

Net purchases of short-term investments in 20086@f2 million primarily reflect the Company’s inte®ent activities in tax-exempt auction market sigs.

During 2003, the Company purchased two securedipsamy notes totaling $49.6 million which represeebt issued by a third party entity from which @@mpany leases its DC in South
Boston, Virginia. See Note 7 to the Company’s @tidated Financial Statements.

Capital expenditures during 2006 are projectecetafproximately $375 million. The Company antitgsafunding its 2006 capital requirements with déslvs from operations and the
Credit Facility, if necessary. Significant compotgeof the 2006 capital plan include the completibronstruction of the new DC in Indiana and ap&éted costs related to the Company’s planned
tenth DC; leasehold improvements and fixtures apdpenent for approximately 800 new stores, whiatiuides 30 new Dollar General Market stores; theinogad rollout of the Company’s

EZstore project; and additional investments in tetbgy and systems. The Company plans to undetteez expenditures in order to improve its inftadtire and provide support for its
anticipated growth.

Cash flows used in financing activitie<Cash flows used in financing activities were &32million in 2005. The Company repurchased apiprately 15.0 million shares of its common

stock at a total cost of $297.6 million, paid cdshidends of $56.2 million, or $0.175 per sharejtsroutstanding common stock, and expended $14lidmrto reduce its outstanding capital lease
and financing obligations. Also in 2005, the Compeeceived proceeds of $14.5 million from the ismenof a tax increment financing in conjunctionhtite
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construction of its new DC in Indiana. During 20€@# Company repurchased approximately 11.0 miioares of its common stock at a total cost of $6@8llion, paid cash dividends of $52.7
million, or $0.16 per share, on its outstanding nwn stock and expended $16.4 million to reducetitstanding capital lease and financing obligati@nhging 2003, the Company repurchased
approximately 1.5 million shares of its common ktata total cost of $29.7 million, paid cash dends of $46.9 million, or $0.14 per share, on itsstanding common stock, and expended $15.9
million to reduce its outstanding capital lease findncing obligations. These uses of cash wergaligroffset by proceeds from the exercise of ktoptions during 2005, 2004 and 2003 of $29.4
million, $34.1 million and $49.5 million, respeatly. The majority of the remaining borrowings aegayments were a result of activity associated daily cash needs of the Company.

Critical Accounting Policies and Estimates

The preparation of financial statements in accardamth GAAP requires management to make estinmtdsassumptions that affect reported amounts datbdedisclosures. In addition to
the estimates presented below, there are othes itéthin the Company’s financial statements thgtine estimation, but are not deemed critical dsmed below. The Company believes these
estimates are reasonable and appropriate. Howiéaetual experience differs from the assumptiomd ather considerations used, the resulting chacgelsl have a material effect on the financial
statements taken as a whole.

Management believes the following policies andneatées are critical because they involve signifigadgments, assumptions, and estimates. Managdmsermtiscussed the development and
selection of its critical accounting estimates wiite Audit Committee of the Company’s Board of Biees and the Audit Committee has reviewed thelasees presented below relating to them.

Merchandise Inventoried/erchandise inventories are stated at the lowepsf or market with cost determined using the Ir&si-in, first-out (“LIFO”) method. Under the @gpanys retail
inventory method (“RIM”), the calculation of gropsofit and the resulting valuation of inventorigsast are computed by applying a calculated apsétail inventory ratio to the retail value of
sales. The RIM is an averaging method that has tdely used in the retail industry due to itsqbieality. Also, it is recognized that the usetloé RIM will result in valuing inventories at the
lower of cost or market if markdowns are curremdligen as a reduction of the retail value of inveeto

Inherent in the RIM calculation are certain sigrafit management judgments and estimates incluaingng others, initial markups, markdowns, and &age, which significantly impact
the gross profit calculation as well as the endivgntory valuation at cost. These significantraates, coupled with the fact that the RIM is arragimg process, can, under certain circumstances,
produce distorted cost figures. Factors that ead to distortion in the calculation of the invegtbalance include:

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

33




« applying the RIM to transactions over a periodimiet that include different rates of gross profifcls as those relating to seasonal merchan
« inaccurate estimates of inventory shrinkage betwieemlate of the last physical inventory at a storé the financial statement date;
« inaccurate estimates of lower of cost or markeO”) and/or LIFO reserves.

To reduce the potential of such distortions inwhkiation of inventory, the Company’s RIM calcutatithrough the end of 2004 utilized 10 departmantghich fairly homogenous classes
of merchandise inventories having similar grossiprates were grouped. In 2005, in order to fartrefine its RIM calculation, the Company expanttelnumber of departments it utilizes for its
gross profit calculation from 10 to 23. The impatthis change on the Company’s Consolidated Statewf Income for 2005 was an estimated reductf@rass profit and a corresponding
decrease to inventory, at cost, of $5.2 milliorhétfactors that reduce potential distortion ineltide use of historical experience in estimatirgstrink provision (see discussion below) and the
utilization of an independent statistician to assishe LIFO sampling process and index formulatialso, on an ongoing basis, the Company reviavdsevaluates the salability of its inventory
records LCM reserves, if necessary.

The Company calculates its shrink provision basedatual physical inventory results during thedlgmeriod and an accrual for estimated shrink aoogisubsequent to a physical invent
through the end of the fiscal reporting period.sTédcrual is calculated as a percentage of sates aletermined by dividing the book{pdwysical inventory adjustments recorded duringptteious
twelve months by the related sales for the samiegéor each store. Beginning in 2003, in an efforimprove this estimate, the Company began apglgtore-specific shrink rates to store-specific
sales generated subsequent to a given store’sgahysventory. Prior to 2003, the Company applietdedghtedaverage shrink rate to all Company sales genesatiesequent to physical inventor
During 2005, in an attempt to further refine itsisk accrual, the Company changed from a storetsivenk accrual to a store- and department-lefigh& accrual. To the extent that subsequent
physical inventories yield different results thaistestimated accrual, the Company’s effectivenghrate for a given reporting period will includeetimpact of adjusting the estimated results to the
actual results. Although the Company performs ptajsnventories in all of its stores on an annwdis, the same stores do not necessarily get abimtee same reporting periods from year to
year, which could impact comparability in a giveporting period.

During 2003, the Company implemented an item-l@eepetual inventory system. This system providebaformation regarding the type of inventoratlhe Company owns and

improves the Company’s ability to estimate its skiprovision as discussed above. The utilizatiothisfimproved information in the Company’s RIM aalation resulted in a non-recurring
inventory adjustment of approximately $7.8 milliavhich favorably impacted gross profit in the thipdarter of 2003.
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Property and EquipmentProperty and equipment are recorded at cost. Bimep@ny groups its assets into relatively homogesetasses and generally provides for depreciatioa o
straight-line basis over the estimated averageuliif of each asset class, except for leasehnfttéovements, which are amortized over the shoftdreoapplicable lease term or the estimated
useful life of the asset. The valuation and classion of these assets and the assignment of ludegiueciable lives involves significant judgmeaisl the use of estimates. Property and equipment
are reviewed for impairment periodically and whesreavents or changes in circumstances indicatehbatarrying value of an asset may not be rectlera

Insurance Reservesihe Company retains a significant portion of tis& for its workers’ compensation, employee healfurance, general liability, property loss andbautbile coverage.
These costs are significant primarily due to tligdeemployee base and number of stores. Provisiensiade to this insurance liability on an undisted basis based on actual claim data and
estimates of incurred but not reported claims dgped by an independent actuary utilizing historataim trends. If future claim trends deviate fromgent historical patterns, the Company may be
required to record additional expenses or expegthections, which could be material to the Compafutsre financial results.

Contingent Liabilities — Income Taxe$he Company is subject to routine income taxtautiat occur periodically in the normal coursdo$iness. The Company estimates its contingent
income tax liabilities based on its assessmentatigble income tax-related exposures and the pat&il settlement of those exposures translatinggictual future liabilities. The contingent
liabilities are estimated based on both historéealit experiences with various state and fedexathgeauthorities and the Company’s interpretatibnwrent income tax-related trends. If the
Company’s income tax contingent liability estimapesve to be inaccurate, the resulting adjustmeoi#d be material to the Company’s future finanoéslults.

Contingent Liabilities - Legal Matter§he Company is subject to legal, regulatory an@mophnoceedings and claims. Reserves, if any, dableshed for these claims and proceedings based
upon the probability and estimability of losses &méhirly present, in conjunction with the disalioss of these matters in the Company’s financakstents and SEC filings, management’s view of
the Company’s exposure. The Company reviews outstgrelaims and proceedings with external coursaksess probability and estimates of loss. Tassessments are egaluated each quari
or as new information becomes available to detezmihether a reserve should be established or itaisging reserve should be adjusted. The actusilafaesolving a claim or proceeding
ultimately may be substantially different than #meount of the recorded reserve. In addition, beeéus not permissible under GAAP to establiditigation reserve until the loss is both probable
and estimable, in some cases there may be ingiffitime to establish a reserve prior to the adhairrence of the loss (upon verdict and judgnagntial, for example, or in the case of a quickly
negotiated settlement). See Note 7 to the Condelidgéinancial Statements.

Lease Accounting-he majority of the Company’s stores are subjeshiart-term leases (usually with initial or primaeyms of three to five years) with multiple renéwptions when
available. The Company also has stores subjdmiitd-to-suit arrangements with landlords, whichitally carry a primary lease term of between 7 d@gears with multiple renewal
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options. Approximately half of the Company'’s stones'e provisions for contingent rentals based upparcentage of defined sales volume. The Compmognizes contingent rental expense
when the achievement of specified sales targetsargidered probable. Rent expense is recognizedtbe term of the lease. The Company recordshmuimi rental expense on a straight-line basis
over the base, non-cancelable lease term commeanitige date that the Company takes physical psissesf the property from the landlord, which nolijincludes a period prior to store
opening to make necessary leasehold improvemedtmatall store fixtures. When a lease contaipsegletermined fixed escalation of the minimum rére,Company recognizes the related rent
expense on a straight-line basis and records ffexatice between the recognized rental expenséhanaimounts payable under the lease as deferredTea Company also receives tenant
allowances, which are recorded in deferred incentant and are amortized as a reduction to rergresgpover the term of the lease. Any differendéevéen the calculated expense and the amounts
actually paid are reflected as a liability. Improments of leased properties are amortized overttbees of the life of the applicable lease ternthar estimated useful life of the asset.

Impairment of Long-Lived AsseWhen indicators of impairment are present, the Comevaluates the carrying value of long-lived ss®her than goodwill, in relation to the opergti
performance and future undiscounted cash flowh@appraised values of the underlying assets.CBmepany may adjust the net book value of the upiherlassets based upon such cash flow
analysis compared to the book value and may alssider appraised values. Assets to be disposateatdjusted to the fair value less the cost {dfdebs than the book value. The Company also
records impairment charges to reduce the carryahgevof certain of its stores’ assets as deemeeksary due to negative sales trends and cash flows.

Effects of Inflation
The Company believes that inflation and/or deflatiad a minimal impact on its overall operationsrp2005, 2004 and 2003.
Accounting Pronouncements

In December 2004, the Financial Accounting Starsl&wolard (“FASB”) issued Statement of Financial Ageting Standards (“SFAS”) No. 123(R), “Share-BaBegment,” which will
require an entity to measure compensation costlfehare-based payments (including grants of epaglstock options) at fair value. The Company adibpt SFAS No. 123(R) during the first
quarter of 2006 and expects to apply the standsirdjuhe modified prospective method, which requaempensation expense to be recorded for new addied awards and also for unvested
portions of previously issued and outstanding aaaftie Company expects to incur incremental Selljiegeral and administrative expense associatédthétadoption of approximately $5 milli
in 2006, dependent upon the number of grants asidrilated fair market values. See Note 1 toQbesolidated Financial Statements for disclosurth@fpro forma effects of stock option grant
determined using the methodology prescribed unB&SSNo. 123.

SFAS 123(R) also requires the benefits of tax diolug in excess of recognized compensation costfperted as a financing cash flow, rather thamasperating cash flow as
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required under current literature. This requiremveifitreduce net operating cash flows and increstdinancing cash flows in periods after adoptihile the Company cannot estimate what tr
amounts will be in the future (because they dememamong other things, when employees exercis sfations), the amounts of operating cash flowsgaized in the accompanying
Consolidated Statements of Cash Flows for suchssxzex deductions were $6.5 million, $9.7 milliord&14.6 million for 2005, 2004 and 2003, resp&tyiv

On January 24, 2006, the Compensation Committeen(ff@ittee”) of the Company’s Board of Directors apmd the acceleration of vesting for 6.4 milliortleé Company’s outstanding
stock options awarded prior to August 2, 2005. Haiseleration was effective on February 3, 2006tig was not accelerated for stock options heltheyCEO and stock options granted in 2005
to the officers of the Company at the level of Exae Vice President or higher. In addition, pansuto that Committee action, the vesting of atstanding options granted on or after August 2,
2005 but prior to January 24, 2006, other thanootigranted during that time period to the officgfrthe Company at the level of Executive Vice Rfest or higher, accelerated effective as of the
date that is six months after the applicable gdait¢. Certain options granted on January 24, g9@6rtain newly hired officers below the levelofecutive Vice President were granted with a six-
month vesting period. The decision to acceletae/esting of stock options was made primarilyetduce non-cash compensation expense that woulddegverecorded in future periods following
the adoption of SFAS No. 123(R) in the first quadgfiscal year 2006. This action is expecteénable the Company to eliminate approximately $2Bom of expense, before income taxes, over
the four year period during which the stock optiarmild have vested, subject to the impact of agiditi adjustments related to the forfeiture of derséock options. The Company also believes
this decision benefits employees. In connectiah wie acceleration and in accordance with theipians of APB 25, the Company recorded compensatkpense of $0.9 million, before income
taxes, during 2005.

In March 2005, the FASB issued FASB Interpretadé@n “Accounting for Conditional Asset Retirementli@ations” (“FIN 47”), which is effective no later than the end of fispahrs endin
after December 15, 2005. This Interpretation diesithat the term conditional asset retirementaliion as used in FASB Statement No. 143, “Accogntor Asset Retirement Obligations,” refers
to a legal obligation to perform an asset retirenaetivity in which the timing and (or) method @ftdement are conditional on a future event thay oramay not be within the control of the entity.
The obligation to perform the asset retiremenvagtis unconditional even though uncertainty éxiabout the timing and (or) method of settlemérttus, the timing and (or) method of settlement
may be conditional on a future event. Accordingly,entity is required to recognize a liability the fair value of a conditional asset retiremesiigation if the fair value of the liability can be
reasonably estimated. The fair value of a ligbfiitr the conditional asset retirement obligatibwd be recognized when incurred—generally up@usition, construction, or development and
(or) through the normal operation of the assetcadainty about the timing and (or) method of setiént of a conditional asset retirement obligasibould be factored into the measurement of the
liability when sufficient information exists. @ement 143 acknowledges that in some cases, isufficformation may not be available to reasonasiymate the fair value of an asset retirement
obligation. This Interpretation also clarifies wheem entity would have sufficient information to seaably estimate the fair value of an asset reérgrobligation. The Company adopted the
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provisions of FIN 47 during the fourth quarter @03, and this adoption did not have a material thpa the Company’s Consolidated Financial Statésn@s a whole.

Non-GAAP disclosures

The Company has included in this document free flashgenerated in 2005 and 2004. Free cash floaviieeasure not derived in accordance with geneaattgpted accounting principles
(“GAAP”). The Company believes that this informatiis useful to investors as an indicator of thendbmv generating capacity of the Company’s operai It is also a useful metric to analyze in
conjunction with net income to determine whetheréhs any significant non-cash component to the@my’s net income. This information should notbasidered a substitute for any measures
derived in accordance with GAAP. Management maythisenformation to better understand the Compsuyiderlying operating results. A reconciliatiortttd Company’s calculation of free cash
flow to the most comparable measure derived intazowe with GAAP is set forth below.

For the years ended

February 3, January 28, January 30,
(In thousands) 2006 2005 2004
(53 weeks (52 weeks (52 weeks
Net increase (decrease) in cash and cash equivgint (32,221 (113,069 214,115
Less issuance of long-term borrowings (14,495 - -
Plus repurchases of common stock 297,602 209,295 29,687
Free cash flow $ 250,886 $ 96,226 $ 243,802

(a) Equal to the sum of net cash flows from operatiotiviies, net cash flows from investing activitiaad ne
cash flows from financing activities.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

Financial Risk Management

The Company is exposed to market risk primarilyrfradverse changes in interest rates. To minimizk ssk, the Company may periodically use finahicistruments, including
derivatives. As a matter of policy, the Compangsioot buy or sell financial instruments for spativé or trading purposes and all financial instemtrtransactions must be authorized and exe
pursuant to approval by the Board of Directorsl fiincial instrument positions taken by the Compare used to reduce risk by hedging an underlgsznomic exposure. Because of high
correlation between the financial instrument areduithderlying exposure being hedged, fluctuatiorteénvalue of the financial instruments are gemerdfset by reciprocal changes in the value of
the underlying economic exposure. The financisfriments used by the Company are straightforwestiiments with liquid markets.

The Company has cash flow exposure relating t@bbiinterest rates associated with its revolving bf credit and tax increment financing, and rpasiodically seek to manage this risk
through the use of interest rate derivatives. fimary interest rate exposure on variable
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rate obligations is based on the London Interbafikréd Rate (“LIBOR”). The Company was not padyahy interest rate derivatives in 2005 or 2004.

At February 3, 2006 and January 28, 2005, thev&dire of the Company’s debt, excluding capital éealsligations, was approximately $281.0 million $2¥5.9 million, respectively (net of
the fair value of a note receivable on the Soutkt8m, Virginia DC of approximately $49.5 millioncd$50.0 million, respectively, as further discusselNote 7 to the Consolidated Financial
Statements), based upon the estimated market whthe debt at those dates. Such fair value exakttk carrying values of the debt at Februar0862and January 28, 2005 by approximately
$24.2 million and $32.7 million, respectively.

Based upon the Company’s variable rate borrowinglée a 1% adverse change in interest rates waud tesulted in a priex reduction of earnings and cash flows on an alired basis ¢
approximately $0.1 million in 2005 and less thari$@illion in 2004. In 2003, the Company had n¢standing variable rate borrowings. Based uporCtmpany’s outstanding indebtedness at
February 3, 2006 and January 28, 2005, a 1% rexfuictiinterest rates would have resulted in angiase in the fair value of the Company’s fixed dibt of approximately $12.2 million and $14.2
million, respectively.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
Report of Independent Registered Public Accountingirm

To the Board of Directors and Shareholders of
Dollar General Corporation
Goodlettsville, Tennessee

We have audited the accompanying consolidated balsineets of Dollar General Corporation and sulsédi as of February 3, 2006 and January 28, 20@bthe related consolidated
statements of income, shareholders’ equity, antd ftaws for each of the three years in the periodesl February 3, 2006. These financial statenaetthe responsibility of the Company’s
management. Our responsibility is to express amia@pon these financial statements based on aditsau

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamBaUnited States). Those standards requireatbgtlan and perform the audit to
obtain reasonable assurance about whether thecfalatatements are free of material misstatemantaudit includes examining, on a test basis, @vig supporting the amounts and disclosures in
the financial statements. An audit also includeseasing the accounting principles used and signifiestimates made by management, as well asaéiwaluhe overall financial statement
presentation. We believe that our audits providesaonable basis for our opinion.

In our opinion, the financial statements refereaove present fairly, in all material respedts, donsolidated financial position of Dollar Geh&arporation and subsidiaries as of
February 3, 2006 and January 28, 2005, and theotidated results of their operations and their
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cash flows for each of the three years in the pegitded February 3, 2006, in conformity with U.€nerally accepted accounting principles.

We also have audited, in accordance with the stasdz the Public Company Accounting Oversight Bio@nited States), the effectiveness of Dollar Gah€orporation and subsidiaries’
internal control over financial reporting as of Fedry 3, 2006, based on criteria established ierhatl Control — Integrated Framework issued byGhemittee of Sponsoring Organizations of the
Treadway Commission and our report dated Marct2@66 expressed an unqualified opinion thereon.

/sl Ernsty&ung LLP

Nashville, Tennesse
March 16, 2006
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CONSOLIDATED BALANCE SHEETS
(In thousands except per share amounts)

February 3, January 28,
2006 2005
ASSETS
Current assets:
Cash and cash equivalents $ 200,609 $ 232,830
Short-term investments 8,850 42,925
Merchandise inventories 1,474,414 1,376,537
Deferred income taxes 11,912 24,908
Prepaid expenses and other current assets 67,140 53,702
Total current assets 1,762,928 1,730,902
Net property and equipment 1,192,172 1,080,83¢€
Other assets, net 37,090 29,264
Total assets $ 2,992,187 $ 2,841,004
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:
Current portion of long-term obligations $ 8,785 $ 12,860
Accounts payable 508,386 409,327
Accrued expenses and other 372,920 333,889
Income taxes payable 43,706 69,616
Total current liabilities 933,797 825,692
Long-term obligations 269,962 258,462
Deferred income taxes 67,633 72,385
Commitments and contingencies
Shareholders’ equity:
Series B junior participating preferred stock, estiat

value $0.50 per share; Shares authorized:

10,000; Issued: None - -
Common stock, par value $0.50 per share;

Shares authorized: 500,000; Issued:

2005-315,679; 2004-328,172 157,840 164,086
Additional paid-in capital 462,383 421,600
Retained earnings 1,106,165 1,102,457
Accumulated other comprehensive loss (794) (973)
Other shareholders’ equity (4,799 (2,705
Total shareholders’ equity 1,720,795 1,684,465

Total liabilities and shareholders’ equity $ 2,992,187 $ 2,841,004

The accompanying notes are an integral part ofdhesolidated financial statements.
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CONSOLIDATED STATEMENTS OF INCOME
(In thousands except per share amounts)

For the years ended

February 3, January 28, January 30,
2006 2005 2004
(53 weeks) (52 weeks) (52 weeks)
Net sales $ 8,582,237 $ 7,660,927 $ 6,871,992
Cost of goods sold 6,117,413 5,397,735 4,853,863
Gross profit 2,464,824 2,263,192 2,018,12¢
Selling, general and administrative 1,902,957 1,706,216 1,500,103
Penalty expense - - 10,000
Operating profit 561,867 556,976 508,026
Interest income (9,001, (6,575, (4,103
Interest expense 26,226 28,794 35,606
Income before income taxes 544,642 534,757 476,523
Income taxes 194,487 190,567 177,521
Net income $ 350,155 $ 344,190 $ 299,002
Earnings per share:
Basic $ 1.09 $ 1.04 $ 0.89
Diluted $ 1.08 $ 1.04 $ 0.89
Weighted average shares:
Basic 321,835 329,376 334,697
Diluted 324,133 332,068 337,636

The accompanying notes are an integral part ofchesolidated financial statements.

42




CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY
(In thousands except per share amounts)
Accumulated

Common Additional Other Other
Stock  Common  Paid-in Retained  Comprehensive Shareholders’
Shares Stock Capital Earnings Loss Equity Total

Balances, January 31, 2003 333,340 $166,670 $313,269 $ 791597 $ (1,34¢ $ (2,742 $1,267,44%
Comprehensive income:

Net income - - - 299,002 - - 299,002

R ification of net loss on derivati - - - - 188 - 188
Comprehensive income 299,190
Cash dividends, $0.14 per common share = N N (46,883, N - (46,883
Issuance of common stock under stock

incentive plans 4,240 2,120 47,365 - - - 49,485
Tax benefit from stock option exercises - - 14,565 - - - 14,565
Repurchases of common stock (1,519) (759) - (28,928, - - (29,687
Purchase of common stock by employee

deferred compensation trust, net (11 shares) - - (157) - - 3 (154)
Issuance of restricted stock 129 64 1,904 - - (1,968) -
Amortization of unearned compensation on

restricted stock - - - - - 354 354
Other equity transactions - - (16) - - - (16)
Balances, January 30, 2004 336,190 $168,095 $376,930 $1,014,78¢8 $ (1,161 $ (4,353 $1,554,29¢
Comprehensive income:

Net income - - - 344,190 - - 344,190

) of net loss on derivati - - - - 188 - 188

Comprehensive income 344,378
Cash dividends, $0.16 per common share = N N (52,682, N - (52,682
Issuance of common stock under stock

incentive plans 2,875 1,437 32,691 - - - 34,128
Tax benefit from stock option exercises - - 9,657 - - - 9,657
Repurchases of common stock (11,020, (5,510} - (203,785 - - (209,295
Purchase of common stock by employee

deferred compensation trust, net (25 shares) - - (92) - - 377) (469)
Issuance of restricted stock and restricted stock

units, net 128 64 2,398 - - (2,462) -
Amortization of unearned compensation on

restricted stock and restricted stock units - - - - - 1,779 1,779
Deferred compensation obligation - - - - - 2,708 2,708
Other equity transactions (1) - 16 (54) - - (38)
Balances, January 28, 2005 328,172 $164,086 $421,600 $1,102,457 $ 973 8 (2,705 $1,684,465
Comprehensive income:

Net income - - - 350,155 - - 350,155

R ification of net loss on derivati - - - - 179 - 9
Comprehensive income 350,334
Cash dividends, $0.175 per common share N N N (56,183, N - (56,183
Issuance of common stock under stock

incentive plans 2,249 1,125 28,280 - - - 29,405
Tax benefit from stock option exercises - - 6,457 - - - 6,457
Repurchases of common stock (14,977, (7,489) - (290,113 - - (297,602
Sales of common stock by employee deferred

compensation trust, net (42 shares) - - 95 - - 788 883
Issuance of restricted stock and restricted stock

units, net 249 125 5,151 N N (5.276) N
Amortization of unearned compensation on

restricted stock and restricted stock units - - - - - 2,394 2,394
Acceleration of vesting of stock options (see

Note 9) N N 938 N N N 938
Other equity transactions (14) ) (138) (151) - - (296)
Balances, February 3, 2006 315,679 $157,840 $462,383 $1,106,165 $ (794 $ (4,799 $1,720,795

The accompanying notes are an integral part ofatresolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

For the years ended

February 3, January 28, January 30,
2006 2005 2004
(53 weeks (52 weeks (52 weeks

Cash flows from operating activities:
Net income $ 350,155 $ 344,190 $ 299,002
Adjustments to reconcile net income to net cashigeal

by operating activities:

Depreciation and amortization 186,824 164,478 154,457
Deferred income taxes 8,244 25,751 18,611
Tax benefit from stock option exercises 6,457 9,657 14,565
Change in operating assets and liabilities:
Merchandise inventories (97,877 (219,396 (34,110
Prepaid expenses and other current assets (13,438 (3,666, (16,304
Accounts payable 87,230 22,258 33,265
Accrued expenses and other 40,376 35,048 60,523
Income taxes (26,017 23,793 (21,464
Other 13,531 (10,598 5,520
Net cash provided by operating activities 555,485 391,515 514,065
Cash flows from investing activities:
Purchases of property and equipment (284,112 (288,294 (140,139
Purchases of short-term investments (132,775 (221,700 (201,950
Sales of short-term investments 166,850 247,501 134,725
Purchase of promissory notes - - (49,582
Purchases of long-term investments (16,995 - -
Insurance proceeds related to property and equipmen 1,210 - -
Proceeds from sale of property and equipment 1,419 3,324 269
Net cash used in investing activities (264,403 (259,169 (256,677
Cash flows from financing activities:
Borrowings under revolving credit facility 232,200 195,000 -
Repayments of borrowings under revolving creditlifgc (232,200 (195,000 -
Issuance of long-term obligations 14,495 - -
Repayments of long-term obligations (14,310 (16,417 (15,907
Payment of cash dividends (56,183 (52,682 (46,883
Proceeds from exercise of stock options 29,405 34,128 49,485
Repurchases of common stock (297,602 (209,295 (29,687
Other financing activities 892 (1,149 (281)
Net cash used in financing activities (323,303 (245,415 (43,273
Net increase (decrease) in cash and cash equisalent (32,221 (113,069 214,115
Cash and cash equivalents, beginning of year 232,830 345,899 131,784
Cash and cash equivalents, end of year $ 200,609 $ 232,830 $ 345,899

Supplemental cash flow information:

Cash paid during year for:
Interest $ 25,747 $ 26,748 $ 31,256
Income taxes $ 205,802 $ 133,100 $ 165,248
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Supplemental schedule of noncash investing andding

activities:
Purchases of property and equipment awaiting psings

for payment, included in Accounts payable $ 24,750 $ 12,921 $
Purchases of property and equipment under capiakl

obligations $ 7,197 $ 5,722 $

The accompanying notes are an integral part ofdhesolidated financial statements.

9,643
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. Basis of presentation and accounting policie
Basis of presentation

These notes contain references to the years 2006, 2004 and 2003, which represent fiscal yeadingror ended February 2, 2007, February 3, 20@@yakry 28, 2005 and January 30,
2004, respectively. Fiscal year 2006 will be, aadheof 2004 and 2003 was, a 52-week accountinggerhile 2005 was a 53-week accounting period. Companys fiscal year ends on the Fric
closest to January 31. The consolidated finanta@ments include all subsidiaries of the Compargept for its not-for-profit subsidiary the assatsl revenues of which are not material.
Intercompany transactions have been eliminated.

The Company leases four of its distribution cenfdPs”) from lessors, which meet the definitionaWVariable Interest Entity (“VIE”) as described BASB Interpretation No. 46,
“Consolidation of Variable Interest Entities” (“FI&6"), as revised. Two of these DCs have been decbas financing obligations whereby the propenty @quipment, along with the related lease
obligations, are reflected in the consolidated medasheets. The other two DCs, excluding the euerip, have been recorded as operating leasesaondacce with SFAS No. 98, “Accounting for
Leases.” The Company is not the primary benefjoidithese VIEs and, accordingly, has not incluthese entities in its consolidated financial staets.

Business description

The Company sells general merchandise on a retsis hrough 7,929 stores (as of February 3, 2@@&}ed primarily in the southern, southwesterrdweistern and eastern United States.
The Company has DCs in Scottsville, Kentucky; Aodes Oklahoma; South Boston, Virginia; Indianolas$ssippi; Fulton, Missouri; Alachua, Florida; Zawille, Ohio; and Jonesville, South
Carolina. The Company also has a DC under congiruim Marion, Indiana.

The Company purchases its merchandise from a védety of suppliers. Approximately 11% of the Comypa purchases in 2005 were made from Procter ardie. No other supplier
accounted for more than 3% of the Company’s pueshas2005.

Cash and cash equivalents

Cash and cash equivalents include highly liquicstinents with insignificant interest rate risk anidinal maturities of three months or less wherchased. Such investments primarily
consist of money market funds, certificates of dépand commercial paper. The carrying amounte@se items are a reasonable estimate of thewdhie due to the short maturity of these
investments.

Payments due from banks for third-party credit cdebit card and electronic benefit transactio®B(™) classified as cash and cash equivalentsadtapproximately $7.8 million and $4.8
million at February 3, 2006 and January 28, 2085pectively.
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The Companys cash management system provides for daily invargttof available balances and the funding of ontlitey checks when presented for payment. Outsigrialit unpresente
checks totaling approximately $124.2 million and.$B million at February 3, 2006 and January 2852@espectively, have been included in Accounjmble in the consolidated balance sheets.
Upon presentation for payment, these checks adeflithrough available cash balances or the Conparigting credit facility.

The Company has certain cash and cash equivalalatsdes that are subject to restrictions and aravailable for general corporate purposes, abdudescribed below under “Investments
in debt and equity securities.”

Investments in debt and equity securities

The Company accounts for its investment in debtraatketable equity securities in accordance wigteBtent of Financial Accounting Standards (“SFAS6) 115, ‘Accounting for Certai
Investments in Debt and Equity Securities,” andadingly, classifies them as held-to-maturity, ¢édalie-for-sale, or trading. Debt securities categml as held-to-maturity are stated at amortized
cost. Debt and equity securities categorized agahte-for-sale are stated at fair value, with anyealized gains and losses, net of deferred iedaxes, reported as a component of Accumulated
other comprehensive loss. Trading securities @uilgnmutual funds held pursuant to deferred conspéion and supplemental retirement plans, as fudiseussed in Note 8) are stated at fair
value, with changes in fair value recorded in inecas a component of Selling, general and admitiigré SG&A”) expense.

In general, the Company invests excess cash ineskaated, highly liquid investments such as mameyket funds, certificates of deposit, and comna¢aper. Depending on the type of
securities purchased (debt versus equity) as wehe@ Company'’s intentions with respect to the miésale of such securities before their statedunity dates, such securities have been classified
as held-to-maturity or available-for-sale. Givle short maturities of such investments (excepttfose securities described in further detail bglohe carrying amounts approximate the fair
values of such securities.

Beginning in fiscal year 2003, the Company begaesting in auction rate securities, which are destruments having longer-dated (in some casesy iyears) legal maturities, but with
interest rates that are generally reset every 28a$S under an auction system. Because auctierseaurities are frequently re-priced, they trahé market like short-term investments. As
available-for-sale securities, these investmergscarried at fair value, which approximates cogégithat the average duration of such securitigblhethe Company is less than 40 days. Despite
the liquid nature of these investments, the Compmatggorizes them as short-term investments insteeash and cash equivalents due to the underlging maturities of such securities.

However, they have been classified as currentsiasethey are generally available to support t@gny’s current operations.

In fiscal year 2005, the Company’s South Caroliaadal wholly owned captive insurance subsidiaryJésRiver Insurance Company (“ARIC”), had investrigeim U.S. Government
securities, short and long-term corporate obligegj@nd asset backed obligations. These investrasntseld pursuant to South Carolina regulatoryireqnents to maintain 30%
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of ARIC's liability for insurance losses in the forof certain specified types of assets and as $hebe investments are not available for generplocate purposes. At February 3, 2006, these
investments included the following amounts reflddtethe Company’s consolidated balance sheet: @aditash equivalents of $17.6 million, short-temaestments of $8.9 million and long-term
investments included in other assets of $16.9 onilli

The Company’s investment in the secured promissotgs issued by the third-party entity from whible Company leases its DC in South Boston, Virgiasadiscussed in Note 7, has been
classified as a held-to-maturity security. Histaficost information pertaining to investments intwal funds by participants in the Company’s supgetal retirement and compensation deferral
plans classified as trading securities is not tgadiailable to the Company.

On February 3, 2006 and January 28, 2005, heldatioHity, available-for-sale and trading securitessisted of the following (in thousands):

Gross Unrealized

Estimated
February 3, 2006 Cost Gains Losses Fair Value
Held-to-maturity securities
Bank and corporate debt $ 59,19¢ $ - $ 55 $ 59,141
U.S. Government securities 7,59C - 12 7,57¢
Asset-backed securities 3,847 5 6 3,84€
Other debt securities 47,151 2,31¢ - 49,47C
117,78¢ 2,324 73 120,03t
Available-for-sale securities
Equity securities 16,30C - - 16,30C
Trading securities
Equity securities 14,87 - - 14,87
Total debt and equity securities $ 148,957 $ 2,324 $ 73 $ 151,20¢
Gross Unrealized
Estimated
January 28, 2005 Cost Gains Losses Fair Value
Held-to-maturity securities
Bank and corporate debt $ 4542 $ - $ - $ 4542
Other debt securities 48,17¢ 1,80¢ - 49,9817
93,601 1,80¢€ - 95,40¢
Available-for-sale securities
Equity securities 38,61¢ - - 38,61¢
Other debt securities 42,42¢ - - 42,42¢
81,042 - - 81,042
Trading securities
Equity securities 11,932 - - 11,932
Total debt and equity securities $ 186,57¢ $ 1,80€ $ - $ 188,38¢
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On February 3, 2006 and January 28, 2005, thesstiments were included in the following accounthaconsolidated balance sheets (in thousands):

Held-to- Available-
Maturity for-Sale Trading
February 3, 2006 Securities Securities Securities
Cash and cash equivalents $ 44,87( $ 16,30C $ -
Short-term investments 8,85( - -
Prepaid expenses and other current assets - - 14,51¢
Other assets, net 16,91¢ - 358
Current portion of long-term obligations
(see Note 5) 1,10¢ - -
Long-term obligations (see Note 5) 46,04: - -
$ 117,78« $ 16,30C $ 14,87
January 28, 2005
Cash and cash equivalents $ 44,92: $ 38,61¢ $ -
Short-term investments 500 42,42 -
Prepaid expenses and other current assets - - 11,93
Current portion of long-term obligations
(see Note 5) 1,04¢ - -
Long-term obligations (see Note 5) 47,131 - -
$ 93,601 $ 81,04t $ 11,932

The contractual maturities of held-to-maturity avéilable-for-sale securities as of February 36208re as follows (in thousands):

Held-to-Maturity

Securities Available-for-Sale Securities
Cost Fair Value Cost Fair Value
Less than one year $ 53,63¢ $ 53,62¢ $ - $ -
One to three years 13,92¢ 13,871 - -
Greater than three years 50,217 52,532 - -
Equity securities - - 16,30C 16,30C
$ 117,78¢  $120,03¢ $ 16,30C $  16,30C

For the years ended February 3, 2006, Januaryd®®, 2nd January 30, 2004, gross realized gainoasds on the sales of available-for-sale seearitiere not material. The cost of
securities sold is based upon the specific ideatiion method.

Merchandise inventories
Inventories are stated at the lower of cost or eiankth cost determined using the retail last-irstfout (“LIFO”) method. The excess of currenttoger LIFO cost was approximately $5.8
million at February 3, 2006 and $6.3 million atJary 28, 2005. Current cost is determined usingetul first-in, first-out method. LIFO reservdscreased $0.5 million and $0.2 million in 2005

and 2004, respectively, and increased $0.7 miliid2003. Costs directly associated with warehaysind distribution are capitalized into inventory.

In 2005, the Company expanded the number of invgmtepartments it utilizes for its gross profitaahtion from 10 to 23. The impact of this changestimate on the Company’s
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consolidated 2005 results of operations was amastid reduction of gross profit and a correspondegyease to inventory, at cost, of $5.2 million.
Store pre-opening costs

Pre-opening costs related to new store openingshenconstruction periods are expensed as incurred.
Property and equipment

Property and equipment are recorded at cost. Timep@ny provides for depreciation and amortizatiorastraight-line basis over the following estindatiseful lives:

Land improvements 20
Buildings 39-40
Furniture, fixtures and equipment 3-10

Improvements of leased properties are amortized thieeshorter of the life of the applicable lea=ent or the estimated useful life of the asset.
Impairment of long-lived assets

When indicators of impairment are present, the Camgevaluates the carrying value of long-lived &sssher than goodwill, in relation to the opeargtperformance and future cash flows
or the appraised values of the underlying ass@&tse Company may adjust the net book value of titerying assets based upon such cash flow analgsipared to the book value and may also
consider appraised values. Assets to be dispdsae adjusted to the fair value less the coselidfdess than the book value. The Company réedrimpairment charges of approximately $0.5
million and $0.6 million in 2004 and 2003, respeely, and $4.7 million prior to 2003 to reduce tarying value of its Homerville, Georgia DC (whiafas sold in 2004). The Company also
recorded impairment charges of approximately $dlBomin 2005 and $0.2 million in each of 2004 a2@03 to reduce the carrying value of certain®btbres’ assets as deemed necessary due to
negative sales trends and cash flows at these@dasaiThese charges are included in SG&A expense.

Other assets

Other assets consist primarily of long-term invesiis, debt issuance costs which are amortizedtbedife of the related obligations, utility anccseity deposits, life insurance policies and
goodwill.

Vendor rebates

The Company records vendor rebates, primarily stingi of new store allowances, volume purchasetest@nd promotional allowances, when realized. r€bates are recorded as a
reduction to inventory purchases, at cost, whichtha effect of reducing cost of goods sold, asgiieed by Emerging Issues Task Force (“EITF”) ésblo. 02-16, “Accounting by a Customer
(including a Reseller) for Certain Consideratiorc&eed from a Vendor”.
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Rent expense

Rent expense is recognized over the term of theele@he Company records minimum rental expensestraight-line basis over the base, mancelable lease term commencing on the
that the Company takes physical possession ofrhgepty from the landlord, which normally includegeriod prior to store opening to make necessagehold improvements and install store
fixtures. When a lease contains a predetermined fescalation of the minimum rent, the Companyggaizes the related rent expense on a straighblse and records the difference between the
recognized rental expense and the amounts payabi the lease as deferred rent. The Companyedsives tenant allowances, which are recordeéfierced incentive rent and are amortized as
a reduction to rent expense over the term of tasde Any difference between the calculated expandehe amounts actually paid are reflected @bdity in Accrued expenses and other in the
consolidated balance sheets and totaled approxin%28.0 million and $18.0 million at February 05 and January 28, 2005, respectively.

The Company recognizes contingent rental expensa Wie achievement of specified sales targetsargidered probable, in accordance with EITF Issae98-9, “Accounting for
Contingent Rent.” The amount expensed but not asidf February 3, 2006 and January 28, 2005 wasxipgately $9.3 million and $8.6 million, respedly, and is included in Accrued expenses
and other in the consolidated balance sheets.NSts 3 and 7).

Insurance reserves

The Company retains a significant portion of riskifs workers' compensation, employee health, ggtiability, property and automobile claim exposs. Accordingly, provisions are
made for the Company's estimates of such riskduakies are utilized to determine the undiscoufiiate claim costs for the workers' compensati@megal liability, and health claim risks. To 1
extent that subsequent claim costs vary from tlestinates, future results of operations will beetid. Ashley River Insurance Company (or ARICdefined above), a South Carolina-based
wholly owned captive insurance subsidiary of thenpany, charges the operating subsidiary compamésipms to insure the retained workers' compensaitia non-property general liability
exposures. Pursuant to South Carolina insuranéations, ARIC has cash and cash equivalentsraresiment balances that are subject to restriciadsare not available for general corporate
purposes, as further described above under “Invassrin debt and equity securities.” ARIC curreimiyures no unrelated third-party risk. The Gre@amberland Insurance Company, formerly a
Vermont-based wholly owned captive insurance sudsicdf the Company, was liquidated in 2005.

Fair value of financial instruments

The carrying amounts reflected in the consolid@i@dnce sheets for cash, cash equivalents, shortiteestments, receivables and payables approgithatr respective fair values. At
February 3, 2006 and January 28, 2005, the fairevaf the Company’s debt, excluding capital ledslgations, was approximately $281.0 million and$® million, respectively (net of the fair
value of a note receivable on the South Bostorgikfiia DC of approximately $49.5 million and $50.@lion, respectively, as further discussed in Néje
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based upon the estimated market value of the dé¢bbse dates. Such fair value exceeded the carmalues of the debt at February 3, 2006 and Jgra8a 2005 by approximately $24.2 million
and $32.7 million, respectively. Fair values arsdshprimarily on quoted prices for those or simiitstruments. A discussion of the carrying valod air value of the Company’s derivative
financial instruments is included in the sectiotitlsd “Derivative financial instruments” below.

Derivative financial instruments

The Company accounts for derivative financial imstents in accordance with the provisions of SFAS M3, “Accounting for Derivative Instruments anddging Activities”, as amended
by SFAS Nos. 137, 138 and 149 and interpreted byemaus Financial Accounting Standards Board (“FASBSues. These statements require the Compargaogmize all derivative instruments
on the balance sheet at fair value, and contaiowmting rules for hedging instruments, which dependhe nature of the hedge relationship.

The Company has historically used derivative fi@nastruments primarily to reduce its exposuradverse fluctuations in interest rates and, taiemlesser extent, other market
exposures.

As a matter of policy, the Company does not bugadirfinancial instruments, including derivativés;, speculative or trading purposes and all finahicistrument transactions must be
authorized and executed pursuant to the approwakoBoard of Directors. All financial instrumerdgitions taken by the Company are used to redskeoysi hedging an underlying economic
exposure and are structured as straightforwarduimgnts with liquid markets. The Company primaeikecutes derivative transactions with major finahicistitutions.

The following table summarizes activity in Accunelé other comprehensive loss during 2005 relatettivative transactions used by the Company iorériods to hedge cash flow
exposures relating to certain debt transactionth@osands):

Before-Tax After-Tax

Amount Income Tax Amount

Accumulated net losses as of January 28,2005 $ (1,539, $ 566 $ (973)
Net losses reclassified from Other comprehensise lo

into earnings 286 (107) 179

Accumulated net losses as of February 3,2006 $ (1,253 $ 459 $ (794)

The balance remaining in Accumulated other compreive loss at February 3, 2006 relates solely terded losses realized in June 2000 on the setileofean interest rate derivative that
was designated and effective as a cash flow hefitpe €ompanys forecasted issuance of its $200 million of fixate notes in June 2000 (see Note 5). This amoilittevreclassified into earnini
as an adjustment to the effective interest expendae fixed rate notes through their maturity datdune 2010. The Company estimates that it eilassify into earnings during the next twelve
months approximately $0.2 million of the net amotgworded in Other comprehensive loss as of Fepia2006.
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Stock-based compensation

The Company has a shareholder-approved stock imeguiin under which stock options, restricted lstoestricted stock units and other equity-basedrde/may be granted to officers,
directors and key employees. Prior to June 20@8ptan provided for automatic annual stock opgiants to non-employee directors pursuant to adiseretionary formula. Those stock options
vested one year after the grant date and gendrally a ten-year life.

Stock options currently are granted under this plathe market price on the grant date and haee-gear life subject to earlier termination upon dedibkability or cessation of employme
Stock options granted under this plan (other thase granted to directors pursuant to the autengadint provisions discussed above) generallynatably over a four-year period, with certain
exceptions as further described in Note 9. HowemeJanuary 24, 2006, the Compensation Committéeeo€ompany’s Board of Directors accelerated trsating of most of the Company’s
outstanding stock options as further describeddtend.

The Company accounts for stock option grants im@ance with Accounting Principles Board Opinion. 96, “Accounting for Stock Issued to EmployeesAPB No. 25”), and related
interpretations. Under APB No. 25, compensatioreesp is generally not recognized for plans in whiehexercise price of the stock options equalsrtaeket price of the underlying stock on the
date of grant and the number of shares subjecta@ise is fixed. Had compensation cost for the Gamy’s stocksased compensation plans been determined baséeé &airtvalue at the grant d¢
for awards under these plans consistent with thbodelogy prescribed under SFAS No. 123 (with comspéion expense amortized ratably over the appéoadsting periods), net income and
earnings per share would have been reduced tat¢hfena amounts indicated in the following table.

(Amounts in thousands except per share data) 2005 2004 2003
Net income — as reported $ 350,155 $ 344,190 $ 299,002
Less pro forma effect of stock-based compensatish ¢
net of taxes 32,621 10,724 7,867

Net income — pro forma $ 317,534 $ 333,466 $ 291,135
Earnings per share — as reported

Basic $ 1.09 $ 104 $ 089

Diluted $ 1.08 $ 1.04 $ 0.89
Earnings per share — pro forma

Basic $ 0.99 $ 1.01 $ 0.87

Diluted $ 0.98 $ 1.00 $ 086

The increase in the pro-forma stock-based compensabst in 2005 was the result of the acceleraioihe vesting of certain stock options as furtiscussed in Note 9. The decision to
accelerate the vesting of stock options was maideapity to reduce non-cash compensation expenseubald have been recorded in future periods foifmithe adoption of SFAS No. 123(R) in
the first quarter of fiscal year 2006.

As allowed by the stock incentive plans, the Conydeas historically extended the exercise periodfdstanding stock option grants to three yeans fitee date of cessation of employment
with the Company for former employees who meetadertearly retirement” criteria which may includeeir age and years of service, to the extent tet stock options
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were fully vested at the date their employment entéfowever, this practice does not extend the &ar-ynaximum contractual exercise term followingdaée of grant. Upon the adoption of SFAS
No. 123(R),“Share-Based Payment” discussed below, the Compdhlye required to record compensation costs ¢vemperiod through the date that such employeesatenger required to
provide service to earn the award (generally, its¢ date that the employee is eligible to retire).

The Company may periodically award restricted stmctestricted stock units to officers and othey kmployees under the stock incentive plan. Thagef the stock incentive plan limit
the total number of shares of restricted stockrastticted stock units eligible for issuance thader to a maximum of 4 million shares. Restrictgrtk awards consist of a fixed number of shares
of common stock that generally vest ratably ovesdhyears. Restricted stock units represent ¢ t receive one share of common stock for eadhupon vesting and generally vest ratably ¢
three years. In addition, the stock incentive plas amended in June 2003 to provide for the autormanual grant of 4,600 restricted stock uniteaeh non-employee director (6,000 restricted
stock units to any non-employee director servin@hairman) in lieu of the automatic annual stockarpgrants to directors discussed previously. ifiitel grant of these restricted stock units was
made in 2004. These units generally vest one aféar the grant date, subject to earlier vestingnugtirement or other circumstances describeddmtan, but no payout shall be made until the
individual has ceased to be a member of the Boarectors. Dividends or dividend equivalents tlas case may be, are paid or accrued on the gmaofficers and directors of restricted stock
and restricted stock units at the same rate tiiadatids are paid to shareholders generally.

The Company accounts for restricted stock grange@ordance with APB No. 25 and related interpi@iat Under APB No. 25, the Company calculatespmmsation expense as the
difference between the market price of the undeg\gtock on the date of grant and the purchase,pfiany, and recognizes such amount on a striighbasis over the period in which the
restricted stock award is earned by the recipi@ifie Company recognized compensation expensenglatiits restricted stock awards of approximagsyt million, $1.8 million and $0.4 million
2005, 2004 and 2003, respectively (see Note 9).

Revenue and gain recognition

The Company recognizes retail sales in its starédseaime the customer takes possession of medid@nAll sales are net of discounts and retumusexclude sales tax. The reserve for
retail merchandise returns is based on the Compamior experience. The Company records gain cgetioies when realized.

The Company began gift card sales in the thirdtguaf 2005. The Company recognizes gift cardssedgenue at the time of redemption. The liabflitythe gift cards is established for 1
cash value at the time of purchase. The liabibitydutstanding gift cards is recorded in Accruepemses and other.
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Advertising costs

Advertising costs are expensed as incurred and $&5€ million, $7.9 million and $5.4 million in 26, 2004 and 2003, respectively. These costs pifjmralated to targeted circulars
supporting new stores and in-store signage. Adtitly, beginning in 2005, the Company expandechisketing and advertising efforts with the sponsipref a National Association for Stock Car
Auto Racing (“NASCAR”) team.

Capitalized interest

To assure that interest costs properly reflect timy portion relating to current operations, iegtron borrowed funds during the construction opprty and equipment is capitalized.
Interest costs capitalized were approximately $3I8on, $3.6 million and $0.2 million in 2005, 2@ and 2003, respectively.

Income taxes

The Company reports income taxes in accordanceS#H#S No. 109, “Accounting for Income Taxes.” Un&AS No. 109, the asset and liability methodsiscufor computing future
income tax consequences of events that have beegneed in the Company’s consolidated financialeshents or income tax returns. Deferred incomexpense or benefit is the net change
during the year in the Company’s deferred incomeassets and liabilities.

Management estimates

The preparation of financial statements and reldisclosures in conformity with accounting prineéiplgenerally accepted in the United States reqoisgsgement to make estimates and
assumptions that affect the reported amounts efsis®d liabilities and disclosure of contingersie#s and liabilities at the date of the consoliddireancial statements and the reported amounts of
revenues and expenses during the reporting periadsial results could differ from those estimates.

Accounting pronouncements

In December 2004, the Financial Accounting Starsl&wolard (“FASB”) issued Statement of Financial Aaeting Standards (“SFAS”) No. 123(R), “Share-BaBegment,” which will
require an entity to measure compensation costlfehare-based payments (including grants of epaglstock options) at fair value. The Company adlbpt SFAS No. 123(R) during the first
quarter of 2006 and expects to apply the standsirdjuhe modified prospective method, which reqizempensation expense to be recorded for new addied awards and also for unvested
portions of previously issued and outstanding aaaftie Company expects to incur incremental SG&peese associated with the adoption of approxim&elsillion in 2006, dependent upon
the number of grants and their related fair mavishtes. See Stock-based compensation above fioslise of the pro forma effects of stock optioargs as determined using the methodology
prescribed under SFAS No. 123.

SFAS No. 123(R) also requires the benefits of edudtions in excess of recognized compensationbeostported as a financing cash flow, rather #san operating cash flow as
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required under current literature. This requiremveifitreduce net operating cash flows and increstdinancing cash flows in periods after adoptihile the Company cannot estimate what tr
amounts will be in the future (because they dememamong other things, when employees exercisé sfations), the amounts of operating cash flowsgaized in the accompanying consolidi
statements of cash flows for such excess tax dieshscivere $6.5 million, $9.7 million and $14.6 naifi for 2005, 2004 and 2003, respectively.

On January 24, 2006, the Compensation Committeen(ff@ittee”) of the Company’s Board of Directors apmd the acceleration of vesting for 6.4 milliortleé Company’s outstanding
stock options awarded prior to August 2, 2005. \iésting acceleration was effective February 3, 20@8ting was not accelerated for stock optiond bglthe CEO and stock options granted in
2005 to the officers of the Company at the leveExécutive Vice President or higher. In additiparsuant to that Committee action, the vestinglafutstanding options granted on or after Aug
2, 2005 but prior to January 24, 2006, other thations granted during that time period to the @fficof the Company at the level of Executive VicesRlent or higher, accelerated effective as of
the date that is six months after the applicabdegdate. Certain options granted on January @ fo certain newly hired officers below the lesEExecutive Vice President were granted with a
six-month vesting period. The decision to accétetlae vesting of stock options was made primaoileduce non-cash compensation expense that veaumkelbeen recorded in future periods
following the adoption of SFAS No. 123(R) in thesfiquarter of fiscal year 2006. This action ipeoted to enable the Company to eliminate appraeiyn&28 million of expense, before income
taxes, over the four year period during which tleels options would have vested, subject to the thpaadditional adjustments related to the fodstof certain stock options. The Company also
believes this decision benefits employees. In eotion with the acceleration and in accordance thighprovisions of APB 25, the Company recorded pemsation expense of $0.9 million, before
income taxes, during 2005.

In March 2005, the FASB issued FASB Interpretadd@n “Accounting for Conditional Asset Retirementli@ations” (“FIN 47”), which is effective no later than the end of fispahrs endin
after December 15, 2005. This Interpretation diesithat the term conditional asset retirementaliion as used in FASB Statement No. 143, “Accogntor Asset Retirement Obligations”, refers
to a legal obligation to perform an asset retirenaetivity in which the timing and (or) method @ftdement are conditional on a future event thay oramay not be within the control of the entity.
The obligation to perform the asset retiremenvagtis unconditional even though uncertainty éxiabout the timing and (or) method of settlemérttus, the timing and (or) method of settlement
may be conditional on a future event. Accordingly,entity is required to recognize a liability the fair value of a conditional asset retiremesiigation if the fair value of the liability can be
reasonably estimated. The fair value of a ligbfiitr the conditional asset retirement obligatibwd be recognized when incurred—generally up@usition, construction, or development and
(or) through the normal operation of the assetcadainty about the timing and (or) method of setiént of a conditional asset retirement obligasibould be factored into the measurement of the
liability when sufficient information exists. @ement 143 acknowledges that in some cases, isufficformation may not be available to reasonasiymate the fair value of an asset retirement
obligation. This Interpretation also clarifies wheem entity would have sufficient information to seaably estimate the fair value of an asset reérgrobligation. The Company adopted the
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provisions of FIN 47 during the fourth quarter @08, and such adoption did not have a material @inpa the Company’s consolidated financial statémas a whole.

Reclassifications

2.

Certain reclassifications of the 2004 and 2003 art®bave been made to conform to the 2005 pregmmtat

Property and equipment

Property and equipment is recorded at cost and suined as follows:

(In thousands) 2005 2004
Land and land improvements $ 147,039 $ 145,194
Buildings 381,460 333,667
Leasehold improvements 209,701 191,103
Furniture, fixtures and equipment 1,437,324 1,196,094
Construction in progress 46,016 74,277
2,221,54C 1,940,335
Less accumulated depreciation and amortization 1,029,36€ 859,497
Net property and equipment $1,192,172 $1,080,838

Depreciation expense related to property and eqeipmvas approximately $186.1 million, $163.1 milliand $150.9 million in 2005, 2004 and 2003, respely. Amortization of capital
lease assets is included in depreciation expense.

3. Accrued expenses and othe

Accrued expenses and other consist of the following

(In thousands) 2005 2004
Compensation and benefits $ 53,784 $ 60,635
Insurance 154,693 130,506
Taxes (other than taxes on income) 58,967 45,005
Other 105,476 97,743
$ 372,920 $ 333,889

Other accrued expenses primarily include liabgitier deferred rent, freight expense, contingent expense, interest, electricity, and common aramtenance charges.
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4. Income taxes
The provision (benefit) for income taxes consistthe following:

(In thousands) 2005 2004 2003
Current:
Federal $ 175,344 $ 155,497 $ 145,072
Foreign 1,205 1,169 -
State 9,694 8,150 13,838
186,243 164,816 158,910
Deferred:
Federal 8,479 21,515 17,224
Foreign 17 21 -
State (252) 4,215 1,387
8,244 25,751 18,611
$ 194,487 $ 190,567 $ 177,521

A reconciliation between actual income taxes andwarts computed by applying the federal statutoty t@income before income taxes is summarizedlbsifs:

(Dollars in thousands) 2005 2004 2003
U.S. federal statutory rate
on earnings before

income taxes $190,625 35.0% $ 187,165 35.0% $166,783 35.0%
State income taxes, net of

federal income tax benefit 6,223 11 8,168 15 10,773 23
Jobs credits, net of federal

income taxes (4,503  (0.8) (5,544 (1.0 (3,817, (0.8)
Decrease in valuation

allowances (88) (0.0 (106)  (0.0) (582) (0.1)
Non-deductible penalty - - - - 3,500 0.7
Other 2,230 0.4 884 0.1 864 0.2

$194,487 35.7% $ 190,567 35.6 % $ 177,521 37.3%

While the 2005 and 2004 rates were similar ovetfadl,rates contained offsetting differences. Necurring factors causing the 2005 tax rate to eeevhen compared to the 2004 tax rate
include a reduction in federal jobs credits of apgmately $1.0 million, additional net foreign inoe tax expense of approximately $0.8 million antberease in the contingent income tax reserve
due to resolution of contingent liabilities tha®i3.6 million less than the decrease that occurr@®04. Non-recurring factors causing the 2005réde to decrease when compared to the 2004 tax
rate include the recognition of state tax creditapproximately $2.3 million related to the Companyonstruction of a distribution center in Indizarad a non-recurring benefit of approximately
$2.6 million related to an internal restructurih@ttwas completed during 2005.
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The 2004 rate was lower than the 2003 rate prigndrik to the reversal of certain contingent incaaxdiabilities of approximately $6.2 million in 2@, when the Company adjusted its tax
contingency reserve based upon the results of tate ;icome tax examinations. The tax rate in 2088 negatively impacted by the $10.0 million pgnekpense in 2003, related to the restatel
of the Company’s 2001 and earlier financial statetsievhich was not deductible for income tax pugsos

Deferred taxes reflect the effects of temporarfedéinces between carrying amounts of assets ditities for financial reporting purposes and timecaints used for income tax purposes.
Significant components of the Company’s deferredassets and liabilities are as follows:

(In thousands) 2005 2004
Deferred tax assets:
Deferred compensation expense $ 15,166 $ 17,310
Accrued expenses and other 3,916 4,006
Accrued rent 7,137 4,883
Accrued insurance 9,240 25,950
Deferred gain on sale/leasebacks 2,465 2,624
Other 3,712 3,755
State tax net operating loss carryforwards, néedéral tax 7,416 9,180
State tax credit carryforwards, net of federal tax 4,711 1,982
53,763 69,690
Less valuation allowances (2,038 (2,126,
Total deferred tax assets 51,725 67,564
Deferred tax liabilities:
Property and equipment (74,609 (82,807
Inventories (32,301 (31,635
Other (536) (599)
Total deferred tax liabilities (107,446 (115,041
Net deferred tax liabilities $ (55,721 $ (47477

Net deferred tax liabilities are reflected sepdyate the consolidated balance sheets as currentamcurrent deferred income taxes. The followatge summarizes net deferred income tax
liabilities from the consolidated balance sheets:

(In thousands) 2005 2004

Current deferred income tax assets, net $ 11,912 $ 24,908
Noncurrent deferred income tax liabilities, net (67,633 (72,385
Net deferred tax liabilities $ (55,721 $ (47,477

State net operating loss carryforwards as of Fepr8ia2006, totaled approximately $186 million amitl expire beginning in 2006 through 2023. Then@imny also has state credit
carryforwards of approximately $7.3 million thativéixpire beginning in 2006 through 2016.

The valuation allowance, as of 2005, has been geavprincipally for certain state tax credit caoryfards. In 2005, after an internal restructuredfyaluation allowances related to state
operating loss carryforwards were removed resultirggreduction in the valuation allowance of apgrately $1.1 million. This decrease was offseldglitions to the valuation allowance applied
to certain state tax credit carryforwards of apprately $0.9 million due to

59




the same internal restructuring. The remainingighan the valuation allowance, an increase of @pprately $0.1 million, related primarily to charsgie state tax credits that were unrelated to the
2005 internal restructuring.

Approximately $1.0 million of the 2003 valuationatance reduction was due to certain state taxcla@nges during the year which caused the futugretion of certain state tax credit
carryforwards to be considered more likely thantoaiccur, thereby resulting in the reduction eféuation allowance created in an earlier yeare @thange in the valuation allowance, including
the changes noted above, was a decrease of $8idnp0.1 million and $0.6 million in 2005, 200&nd 2003, respectively. Based upon expected firiomme and available tax planning
strategies, management believes that it is moedylithan not that the results of operations witigte sufficient taxable income to realize theedefl tax assets after giving consideration to the
valuation allowance.

The Company estimates its contingent income taodili@s based on its assessment of probable indemeelated exposures and the anticipated settienfehose exposures translating into
actual future liabilities. As of February 3, 200&laJanuary 28, 2005, the Company’s accrual foretestingent liabilities, included in Income tayes/able in the consolidated balance sheets, was
approximately $13.4 million and $13.5 million, resfively, and the related accrued interest incllidesiccrued expenses and other in the consolidastahce sheets was approximately $6.2
million and $6.9 million respectively.

As of February 3, 2006 and January 28, 2005, thrap2oly had additional exposure in the amount of #8l8n and $3.0 million, respectively, relateddontingent income tax liabilities
that had a reasonable possibility of being recaghis a loss in a future period. These additiamadunts relate principally to income tax audits the Company does not consider it probable t
loss has yet been incurred related to these itempprtion of these liabilities has been recorded.

5. Current and long-term obligations

Current and long-term obligations consist of théfeing:

(In thousands) February 3, 2006 January 28, 2005
8 5/8% Notes due June 15, 2010, net of discouil 89 and $232
at February 3, 2006 and January 28, 2005, respégtiv $ 199,789 $ 199,768
Tax increment financing due February 1, 2035 14,495 -
Capital lease obligations (see Note 7) 22,028 28,178
Financing obligations (see Note 7) 42,435 43,376
278,747 271,322
Less: current portion (8,785, (12,860
Long-term portion $ 269,962 $ 258,462

The Company'’s existing revolving credit facilithé “Credit Facility”) has a current maximum commetmt of $250 million and expires in June 2009. Thedit Facility contains provisions
that would allow the maximum commitment to be imsed to up to $400 million upon mutual agreemeth@iCompany and its lenders. The Credit Faciityrisecured. The Company pays intt
on funds borrowed under the Credit Facility atsdtet are subject to
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change based upon the ratio of the Company’s ddbBtTDA (as defined in the Credit Facility). TEB®mpany has two interest rate options, base rdielws usually equal to prime rate) or
LIBOR. Under the Credit Facility, the facility feean range from 12.5 to 37.5 basis points; thmatawn margin under the LIBOR option can rangerf LIBOR plus 87.5 to 212.5 basis points;
and the all-in drawn margin under the base rat®om@an range from the base rate plus 12.5 to I6@s& points. During 2005 and 2004, the Companypleaét borrowings of $100.3 million and
$73.1 million, respectively, under the Credit FagilThe Credit Facility contains financial covemsnwhich include limits on certain debt to casiwflratios, a fixed charge coverage test, and
minimum allowable consolidated net worth ($1.56idnil at February 3, 2006). As of February 3, 2G66,Company was in compliance with all of theseeo@nts. As of February 3, 2006, the
Company had no outstanding borrowings or standitgrieof credit outstanding under the Credit Facili

In July 2005, as an inducement for the Compankecs Marion, Indiana as the site for constructiba new DC, the Economic Development Board of Bladpproved a tax increment
financing in the amount of $14.5 million. The piijmal amounts on this financing are due to be regaithg fiscal years 2015 to 2035. Pursuant tofthencing, proceeds from the issuance of
certain revenue bonds were loaned to the Compacgrinection with the construction of this DC. Maeiable interest rate on this loan is based enitbekly remarketing of the bonds, which are
supported by a bank letter of credit, and rangechf8.52% to 4.60% in 2005.

At February 3, 2006 and January 28, 2005, the Cagnpad commercial letter of credit facilities tatgl $195.0 million and $215.0, respectively, of eh$85.1 million and $98.8 million,
respectively, were outstanding for the fundingmported merchandise purchases.

In 2000, the Company issued $200 million princig@ount of 8 5/8% Notes due June 2010 (the “Notd3i® Notes require semi-annual interest paymenisrie and December of each
year through June 15, 2010, at which time the eh@ance becomes due and payable. The Notesrcoattain restrictive covenants. At January Z8)2 the Company was in compliance witt
such covenants.

6. Earnings per share

The amounts reflected below are in thousands exmphare data.

2005
Net Weighted Average Per Share
Income Shares Amount
Basic earnings per share $ 350,15¢ 321,83t $ 1.09
Effect of dilutive stock options, restricted
stock and restricted stock units 2,29¢
Diluted earnings per share $ 350,15t 324,13t $ 1.08
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2004

Net Weighted Average Per Share
Income Shares Amount
Basic earnings per share $ 344,19( 329,37¢ $ 104
Effect of dilutive stock options, restricted stock
and restricted stock units 2,692
Diluted earnings per share $ 344,19( 332,06¢ $ 1.04
2003
Net Weighted Average Per Share
Income Shares Amount
Basic earnings per share $ 299,00: 334,697 $ 089
Effect of dilutive stock options, restricted stock
and restricted stock units 2,93¢
Diluted earnings per share $ 299,00 337,63¢ $ 0.89

Basic earnings per share was computed by dividaigncome by the weighted average number of sliiresmmon stock outstanding during the year. Biuéarnings per share was
determined based on the dilutive effect of stocoms using the treasury stock method.

Options to purchase shares of common stock that atstanding at the end of the respective fiseat,ybut were not included in the computation bftdd earnings per share because the
options’ exercise prices were greater than theameemarket price of the common shares, were 7l®mil7.3 million and 5.1 million in 2005, 2004 a@603, respectively.

7. Commitments and contingencie:

As of February 3, 2006, the Company was committetet capital and operating lease agreements aaddimg obligations for most of its retail storemyif of its DCs, and certain of its
furniture, fixtures and equipment. The majoritytleé Company’s stores are subject to short-terseleéusually with initial or primary terms of threefive years) with multiple renewal options
when available. The Company also has stores dubjéwild-to-suit arrangements with landlords, evhtypically carry a primary lease term of betw&eand 10 years with multiple renewal
options. Approximately half of the stores have [Bmns for contingent rentals based upon a pergentdefined sales volume. Certain leases congatnictive covenants. As of February 3, 2!
the Company is not aware of any material violatiohsuch covenants.

In January 1999 and April 1997, the Company saldiCs located in Ardmore, Oklahoma and South Boafaginia, respectively, for 100% cash considemati Concurrent with the sale
transactions, the Company leased the propertidsfbaperiods of 23 and 25 years, respectivelye fansactions have been recorded as financingatigins rather than sales as a result of, among
other things, the lessor’s ability to put the pntigs back to the Company under certain circumstsind he property and equipment, along with theteel lease obligations, associated with these
transactions are recorded in the consolidated balaheets.

In May 2003, the Company purchased two secured issamy notes (the “DC Notesfilom Principal Life Insurance Company totaling $tnillion. The DC Notes represent debt issued
third party entity from which the Company lease<DC in South Boston, Virginia. The DC Notes armbeaccounted for as “held to maturity” debt setesiin accordance with
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the provisions of SFAS No. 115. However, by adqggithe DC Notes, the Company is holding the destriments pertaining to its lease financing oliigaand, because a legal right of offset
exists, has reflected the acquired DC Notes aduction of its outstanding financing obligationsticonsolidated financial statements in accordamith the provisions of FASB Interpretation No.
39, “Offsetting of Amounts Related to Certain Cacts — An Interpretation of APB Opinion No. 10 &RISB Statement No. 105.” There was no gain or tesegnized as a result of this
transaction.

Future minimum payments as of February 3, 2006¢&pital leases, financing obligations and opegdeiases are as follows:

Capital Financing Operating
(In thousands) Leases Obligations Leases
2006 $ 9,293 $ 9,283 $ 281,615
2007 5,895 9,564 235,959
2008 3,552 9,510 188,266
2009 1,302 8,915 149,196
2010 599 8,915 120,270
Thereafter 7,635 128,992 393,542
Total minimum payments 28,276 175,179 $ 1,368,848
Less: imputed interest (6,248 (85,593
Present value of net minimum lease
payments 22,028 89,586
Less: purchased promissory notes - (47,151
22,028 42,435
Less: current portion, net (7,862 (923)
Long-term portion $ 14,166 $ 41,512

Capital leases were discounted at an effectiveanteate of approximately 7.9% at February 3, 20Di6e gross amount of property and equipment dscbunder capital leases and
financing obligations at February 3, 2006 and Jan8, 2005, was $150.2 million and $183.8 millioespectively. Accumulated depreciation on prgpartd equipment under capital leases and
financing obligations at February 3, 2006 and Jan8, 2005, was $70.5 million and $94.5 millioespectively.

Rent expense under all operating leases was asvioll

(In thousands) 2005 2004 2003

Minimum rentals $295,061 $253,364 $ 217,704

Contingent rentals 17,245 15,417 14,302
$312,306 $268,781 $ 232,006

Legal proceedings
On March 14, 2002, a complaint was filed in theteldiStates District Court for the Northern Dista€tAlabama Edith Brown, on behalf of herself and others sinyiaituated v.

Dolgencorp. Inc., and Dollar General Corporati, CV02-C-0673-W (Brown” )). Brownis a collective action against the Company on Helfadurrent and former salaried store managers
claiming that these individuals were entitled t@dime pay and should not have been classified
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as exempt employees under the Fair Labor Standatd$FLSA”). Plaintiffs seek to recover overtinpay, liquidated damages, declaratory relief anutiadlys’ fees.

On January 12, 2004, the court certified an optass of plaintiffs consisting of all persons enygld by the Company as store managers at any time March 14, 1999, who regularly
worked more than 50 hours per week and eithercy&jomarily supervised less than two employeesatime; (2) lacked authority to hire or dischaegeployees without supervisor approval; or

(3) sometimes worked in non-managerial positiorst@res other than the one he or she managedCaimpany’s request to appeal the certification decien a discretionary basis to thelu.s.
Circuit Court of Appeals was denied.

Notice was sent to prospective class members andehdline for individuals to opt in to the lawsu#s May 31, 2004. Approximately 5,000 individuagged in. Although the Company
has several pending motions that may dispose of @brtions of the case, the Company is unabikisitime to predict whether or the extent to whacly of these motions will be successful. A
date has not been set.

Three additional lawsuitgjina Depasquales v. Dollar General Coffouthern District of Georgia, Savannah Divisiol, 4D4-096, filed May 12, 2004)Karen Buckley v. Dollar General
Corp. (Southern District of Ohio, C-2-04-484, filed Juse2004), ancsheila Ann Hunsucker v. Dollar General Corp. et(@estern District of Oklahoma, Civ-04-165-R, filEdbruary 19, 2004),
were filed asserting essentially the same clainte@Browncase, and were subsequently consolidated in théh&torDistrict of Alabama where tfsrownlitigation is pending. The plaintiffs in the
Depasqualeand theHunsuckelawsuits have since dismissed their cases and aptetheBrowncase. Th&uckleyplaintiff has represented to the Court an intergliandon the federal FLSA
claim in order to pursue a class action under Glstate law equivalent of the FLSA.

On October 10, 2005, the Company was served witidditional lawsuitMoldoon, et al. v. Dolgencorp, Inc., et @Vestern District of Louisiana, Lake Charles Diwisi CV05-0852, filed
May 19, 2005), filed as a putative collective actio which five current or former store manageesrolto have been improperly classified as exemetetive employees under the FLSA. Plaint
seek injunctive relief, back wages, liquidated dgezaand attorneys’ fees. Although the Companyahawered th&loldooncomplaint, discovery has not yet begun. At thiseti it is not possible
to predict whether the Court will permit this actito proceed collectively or whether the action b consolidated with thBrown litigation.

The Company believes that its store managers arbare been properly classified as exempt emplayedsr the FLSA and that the actions describedebo not appropriate for
collective action treatment. The Company intemdgigorously defend these actions. However, narasees can be given that the Company will be ssfakin that defense on the merits or
otherwise, and, if it is not, the resolution oralesions could have a material adverse effect enGbmpany'’s financial statements as a whole.

On February 9, 2006, a complaint was filed in thetéd States District Court for the Western DigtaENew York (Tammy Brickey, Becky Norman, Rose Rochow, Sandysw@dl
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and Melinda Sappington v. Dolgencorp, Inc. and Boeneral Corporation Case 6:06-cv-06084-DGL Brickey”). The Brickeyplaintiffs seek to proceed collectively under theSA and as a
class under New York and Ohio wage and hour s&tutebehalf of, among others, individuals employgdhe Company as Assistant Store Managers whmdtabe owed wages (including
overtime wages) under those statutes. As of Maé¢l2006, the Company had not yet been served wéBrickeyComplaint. At this time, it is not possible to giet whether the court will permit
this action to proceed collectively or as a cladswever, the Company believes that this actiamisappropriate for either collective or class tmgent, and believes that its wage and hour policies
and practices comply with both federal and state lalthough the Company plans to vigorously defémd action if it is served, no assurances cagiven that the Company will be successful in
its defense on the merits or otherwise, and,i# iitot, the resolution of this action could haveaterial adverse effect on the Company’s finarstiziements as a whole.

On March 7, 2006, a complaint was filed in the EdiStates District Court for the Northern Disto€tAlabama Janet Calvert v. Dolgencorp, IncCase 2:06-cv-00465-VEH)Calvert") ,
in which the plaintiff, a former Store Managergegléd that she was paid less than male Store Manhgeause of her sex, in violation of the Equal Rety("EPA") and Title VII of the Civil Rights
Act of 1964, as amended ("Title VII"). On MarchZD06, theCalvertcomplaint was amended to include seven additiolaa{iffs, who also allege to have been paid lbssitmales because of tt
sex, and to add allegations of sex discriminatiopromotional opportunities and undefined terms @omtitions of employment. In addition to allegas of intentional sex discrimination, the
amendedCalvertcomplaint also alleges that the Company's emploympelicies and practices have a disparate impaétimales. The amend&hlvertcomplaint seeks to proceed collectively
under the EPA and as a class under Title VII.

As of March 16, 2006, the Company had not yet lssewed with either the original or amendealvertcomplaint. At this time, it is not possible to gie whether the Court will permit this
action to proceed collectively or as a class. Hmuethe Company believes that this case is notogypiate for either collective or class treatmeamiil believes that its policies and practices comply
with the EPA and Title VII. Although the Compamyénds to vigorously defend this action if it isve&l, no assurances can be given that the Compiliyeveuccessful in its defense on the merits
or otherwise, and if it is not, the resolution leistaction could have a material adverse effe¢cherCompany's financial statements as a whole.

In addition to the matters described above, the @ is involved in other legal actions and claarising in the ordinary course of business. The gamy believes, based upon informa
currently available, that such other litigation ataims, both individually and in the aggregatd) bé resolved without a material effect on the @amy’s financial statements as a whole. Howe
litigation involves an element of uncertainty. et developments could cause these actions or<kaitnave a material adverse effect on the Compdmancial statements as a whole.

8. Benefit plans

The Dollar General Corporation 401(k) Savings aetirBment Plan became effective on January 1, 1838ances in two earlier plans were transferréal this plan. The plan covers
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all employees subject to certain eligibility reguirents. The plan is subject to the Employee Reérg and Income Security Act (“ERISA”).

Participants were or are currently permitted, gdie@ble, to contribute between 1% and 25% of taeitual salary, up to a maximum of $12,000 in aideryear 2003, a maximum of
$13,000 in calendar year 2004 and a maximum of0BD4in calendar year 2005. Employees who are ay@58 were permitted to contribute an additiona0@@ in catch-up contributions during
calendar year 2005. The Company currently matcimgsoyee contributions, including catch-up contribos, at a rate of 100% of employee contributiamsto 5% of annual salary, after an
employee has been employed for one year and haslett a minimum of 1,000 hours of service.

A participant’s right to claim a distribution ofshor her account balance is dependent on ERISAeinés and Internal Revenue Service regulationisad&ive employees are fully vested in
all contributions to the plan. During 2005, 2004 2903, the Company expensed approximately $518&mit54.9 million and $2.7 million, respectivefpr matching contributions.

The Company also has a supplemental retirementgpldrcompensation deferral plan for a select gofupanagement and highly compensated employees.sdplemental retirement p
is a noncontributory defined contribution plan wéthnual Company contributions ranging from 2% t&615f base pay plus bonus depending upon age pars pé service and job grade. Under the
compensation deferral plan, participants may defeto 65% of base pay and up to 100% of bonus pdyttee Company matches base pay deferrals at afra@9% of base pay deferral, up to 5%
of annual salary, with annual salary offset byaheunt of match-eligible salary in the 401(k) pl&ffective January 1, 2003, the Company amendegl#reto clarify certain provisions and to
mirror certain 401(k) plan employer contributiorpisions that became effective on January 1, 2B€@8ctive November 1, 2004, the plan document wasraded to modify eligibility, comply wit
pending federal legislation, and enhance investroffatings. Effective January 1, 2005, the plars\wmended to clarify certain provisions, to furtbemply with federal legislation and to permit
former employees the ability to transfer stock arts for a limited period of time. An employee ni@ydesignated for participation in one or bothhef plans, according to the eligibility
requirements of the plans. All participants ar8%0vested in their compensation deferral plan attsouSupplemental retirement plan accounts gdpermdt at the earlier of the participant’'s
attainment of age 50 or the participant’s beingliteel with 10 or more “years of service” or upomiemation of employment due to death or “total aedmanent disability” or upon a “change in
control,” all as defined in the plan. The Compamurred compensation expense for these plansprbapnately $0.6 million in both 2005 and 2004 &@d5 million in 2003.

The supplemental retirement plan and compensagerml plan assets are invested at the optioheoparticipant in either an account that mirroesglerformance of a fund or funds sele
by the Compensation Committee of the Company’s @o&Directors or its delegate (the “Mutual Fundstion”), or in an account which mirrors the perfamae of the Company’s common stock
(the “Common Stock Option”). Pursuant to a prawisin the November 1, 2004 amendment that wastafée¢anuary 1, 2005, investments in the CommonrkS@ption cannot be subsequently
diversified and investments in the Mutual Fundsi@ptannot be subsequently
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transferred into the Common Stock Option. EffezfNovember 1, 2005, certain former employees whe wexeiving distributions from the plan were gielimited opportunity until January 31,
2006, to transfer assets out of the Common Stodlo@p

In accordance with a participant’s election, aipgrant's compensation deferral plan and suppleaieatirement plan account balances will be paidaish by (a) lump sum, (b) monthly
installments over a 5, 10 or 15-year period or(cpmbination of lump sum and installments. Theedamount will be payable at the time designagethb plan upon the participant’s termination
of employment or retirement, except that partictpanay elect to receive an in-service lump sunridigion of vested amounts credited to the compiamsaeferral account, provided that the date
of distribution is a date that is no sooner thae fjears after the end of the year in which amoaresdeferred. In addition, a participant who isarployee may request to receive an “unforeseeable
emergency hardship” in-service lump sum distributié vested amounts credited to his compensatiteridé account. Effective January 1, 2005 for aefparticipants, account balances deemed to
be invested in the Mutual Funds Option are payabteash and account balances deemed to be inviestieel Common Stock Option are payable in shar&otir General common stock and cash
in lieu of fractional shares. Prior to JanuargQ05, all account balances were payable in cash.

Asset balances in the Mutual Funds Option aredt@téair market value, which is based on quotetkatgrices, and are included in Prepaid expensg®ther current assets. In accord:
with EITF 97-14 “Accounting for Deferred CompensatiArrangements Where Amounts Earned Are HeldRalbi Trust and Invested,” the Company'’s stocleé®rded at historical cost and
included in Other shareholders’ equity. The defdrcompensation liability related to the Compamglstor active plan participants was reclassifiegtiareholders’ equity and subsequent changes
to the fair value of the obligation will not be cgmized, in accordance with the provisions of ESIF=14. The deferred compensation liability rela@the Mutual Funds Option is recorded at the
fair value of the investments held in the trust aniticluded in Accrued expenses and other in @msalidated balance sheets.

During 2003, the Company established two suppleahextecutive retirement plans, each with one exeeyarticipant. During 2004, one of these plans teaminated in connection with
the termination of that participant’s employmeiibhe Company accounts for the remaining plan in mtawe with SFAS No. 87, “Employers’ Accounting Rensions”, as amended by SFAS No.
132, “Employers’ Disclosures about Pensions an&OBtostretirement Benefits”, and supplemented ByYSSNo. 130, “Reporting Comprehensive Income”, bag hot included additional
disclosures due to the plan’s immateriality to ¢besolidated financial statements as a whole. ciffe January 25, 2006, the Board approved thatersient of the remaining plan to clarify certain
provisions, comply with pending federal legislateomd establish a grantor trust to hold certaintageeconnection with the plan. The grantor tqustvides for assets to be placed in the trust @m
actual or potential change in control (as defimethe grantor trust). The assets of the grantst @ire subject to the claims of the Company’sitoed

Non-employee directors may defer all or a partrof iees normally paid by the Company to them purst@a voluntary nonqualified compensation defgstan. The compensation eligible
for deferral includes the annual retainer, meeéind other fees, as well as
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any per diem compensation for special assignmeatsed by a director for his or her service toGbenpany’s Board of Directors or one of its comneitte The compensation deferred is credited to
a liability account, which is then invested at tption of the director, in either the Mutual Fur@gtion or the Common Stock Option. In accordanitk e director’s election, the deferred
compensation will be paid in a lump sum or in mbnthstallments over a 5, 10 or 15-year perioda@ombination of both, at the time designated leyptlan upon a director’s resignation or
termination from the Board. However, a director meguest to receive an “unforeseeable emergendghi@® in-service lump sum distribution of amouatsdited to his account in accordance
with the terms of the directors’ deferral plan.| d¢ferred compensation will be immediately due pagable upon a “change in control” (as definethindirectors’ deferral plan) of the Company.
Effective January 1, 2005, account balances de¢oled invested in the Mutual Funds Option are pkyabcash and account balances deemed to be @éaviesthe Common Stock Option are
payable in shares of Dollar General common stockcash in lieu of fractional shares. Prior to Jawu, 2005, all account balances were payablash.c

9. Stock-based compensatiol

The Company has a shareholdgproved stock incentive plan under which restiistiock, restricted stock units (which represeatripht to receive one share of common stock fohemit
upon vesting), stock options and other equity-baseards may be granted to officers, directors ayddmployees.

All stock options granted in 2005, 2004 and 2008aurthe terms of the Company’s stock incentive plare non-qualified stock options issued at a peipeal to the fair market value of the
Company’s common stock on the date of grant. Naaified options granted under these plans haveaiqn dates no later than 10 years followingdiage of grant.

Under the plan, stock option grants are made tatka@yagement employees including officers, as vgetither employees, as determined by the Compensatmmittee of the Board of
Directors. The number of options granted is diyeatked to the employes’job classification. Beginning in 2002, vesting\psions for options granted under the plan chdrfgem a combinatio
of Company performance-based vesting and time-basstthg to time-based vesting only. All optionarged in 2005, 2004 and 2003 under the plan wegenally scheduled to vest ratably over a
four-year period, except for a grant made to th©Q@E2003, two-thirds of which vested after oneryead one-third of which vested after two years.

On February 3, 2006, the vesting of all outstandiptions granted prior to August 2, 2005, othentbptions previously granted to the CEO and othan bptions granted in 2005 to the
officers of the Company at the level of Executivied/President or higher, accelerated pursuantiamaary 24, 2006 action of the Compensation Coraendf the Company’s Board of Directors. In
addition, pursuant to that Compensation Committtiem, the vesting of all outstanding options geahon or after August 2, 2005 but prior to Jan2ary2006, other than options granted during
that time period to the officers of the Companshatlevel of Executive Vice President or highecederated effective as of the date that is six imoafter the applicable grant date. Certain options
granted on January 24, 2006 to certain newly toféders below the level of Executive Vice Presitierere granted with a six-month vesting period. The
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decision to accelerate stock options resulted 052bmpensation expense of $0.9 million, beforerime taxes, and was made primarily to reduce noh-masmpensation expense to be recorded in
future periods under the provisions of SFAS No.(R)3to be adopted by the Company during 2006.flihee expense eliminated as a result of the detis accelerate the vesting of options is
approximately $28 million, or $17 million net ofdome taxes, over the four year period during whiehstock options would have vested, subject tartipact of additional adjustments related to
certain stock option forfeitures. The Company &lstieves this decision benefits employees.

Under the plan, restricted stock and restrictedkstmits may be granted to employees, includingei§, as determined by the Compensation Commnuftéee Board of Directors. In
addition, the plan provides for the automatic ahiguant of 4,600 restricted stock units to each-eomployee director. In 2005, 2004 and 2003, then@any awarded a total of 273,600, 166,300
and 50,000 shares of restricted stock and reddritteck units to certain plan participants at weddhaverage fair values of $21.14, $19.26 and $19e8 share, respectively. The difference bety
the market price of the underlying stock on theeddtgrant and the purchase price, which was sagratfor all restricted stock and restricted stook awards in 2005, 2004 and 2003, was recorded
as unearned compensation expense, which is a ceampohOther shareholders’ equity, and is beingrémexd to expense on a straight-line basis overdkgiction period. The restricted stock and
restricted stock units granted to employees in 20084 and 2003 under the plan generally vest andrbe payable ratably over a three-year perioc r&stricted stock units granted to outside
directors generally vest one year after the grate dubject to acceleration of vesting upon retnenor other circumstances set forth in the plahno payout shall be made until the individual has
ceased to be a member of the Board of Directorsdetthe stock incentive plan, recipients of red stock are entitled to receive cash dividemdsta vote their respective shares, but are
prohibited from selling or transferring restrictgltares prior to vesting. Recipients of restrictietk units are entitled to accrue dividend eqeints on the units but are not entitled to votd,ael
transfer the shares underlying the units priordthlvesting and payout. The maximum number ofeshaf restricted stock or restricted stock unigilele for issuance under the terms of this plan
has been capped at 4,000,000. At February 3, Z)8860,841 shares of restricted stock or restristedk units were available for grant under thepla

During 2003, the Company also granted stock optiomisrestricted stock in transactions that weremade under the stock incentive plan. The Compamyded 78,865 shares of restricted
stock as a material inducement to employment t6E®© at a fair value of $12.68 per share. Theestifice between the market price of the underlyiocksand the purchase price on the date of
grant, which was set as zero for this restrictedksaward, was recorded as unearned compensapems, and is being amortized to expense on glstiiiie basis over the restriction period of
five years. The CEO is entitled to receive casfideinds and to vote these shares, but is prohifited selling or transferring shares prior to vegti Also during the first quarter of 2003, the
Company awarded the CEO, as a material inducernamployment, an option to purchase 500,000 slaras exercise price of $12.68 per share. The mgiEmerally vests at a rate of 166,666
shares on the second anniversary of the granteahat®33,334 shares on the third anniversary ofthet date, subject to accelerated vesting as gedvin the CEO’s Employment Agreement or in
the plan. The option will terminate no later tHahyears from the grant date
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Pro forma information regarding net income and ie@sper share, as disclosed in Note 1, has beemaeed as if the Company had accounted for itsleyee stock-based compensation
plans under the fair value method of SFAS No. T2 fair value of options granted during 2005, 2884 2003 was $6.33, $6.36 and $5.45, respectiVhly fair value of each stock option grant
was estimated on the date of grant using the B&ateles option pricing model with the following asgptions:

2005 2004 2003
Expected dividend yield 0.9% 0.9% 0.9%
Expected stock price volatility 27.1% 35.5% 36.9%
Weighted average risk-free interest rate 4.2% 3.5% 2.7%
Expected life of options (years) 5.0 5.0 3.7

A summary of the balances and activity for alllef Company’s stock option awards for the last tfissal years is presented below:

Options Weighted Average
Issued Exercise Price
Balance, January 31, 2003 26,916,571 $15.73
Granted 4,705,586 18.39
Exercised (4,240,438 11.68
Canceled (2,450,429 17.76
Balance, January 30, 2004 24,931,29C 16.75
Granted 2,250,90C 18.88
Exercised (2,874,828 11.87
Canceled (1,758,030 18.97
Balance, January 28, 2005 22,549,332 17.42
Granted 2,364,20C 21.72
Exercised (2,248,951 13.07
Canceled (2,406,257 19.23
Balance, February 3, 2006 20,258,324 $18.19

The following table summarizes information abolisédck options outstanding at February 3, 2006:

Options Outstanding Options Exercisable
Weighted Average  Weighted
Range of Number Remaining Average Number Weighted Average

Exercise Prices Outstanding  Contractual Life  Exercise Price Exercisable Exercise Price
$ 6.29 - $12.68 1,914,57¢ 4.4 $11.1: 1,581,24! $10.7¢

12.88 - $18.55 7,001,55 5.0 15.9C 6,800,55' 15.8¢

18.74 - $23.90 11,342,18: 6.1 20.8C 10,998,58 20.7¢
$ 6.29 - $23.90 20,258,32. 5.6 $18.1¢ 19,380,39 $18.2¢

At February 3, 2006, there were approximately 7illian shares available for grant under the Compsstock incentive plan. At January 28, 2005 aalidry 30, 2004, respectively, there
were approximately 13.8 million and 15.0 millioreesisable options outstanding.
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10.  Capital stock

The Company has a Shareholder Rights Plan (the™Pliled with the Securities and Exchange Commoissunder which Series B Junior Participating Bnefd Stock Purchase Rights (the
“Rights”) were issued for each outstanding shareoofimon stock. The Rights were attached to allmomstock outstanding as of March 10, 2000, anbbeikttached to all additional shares of
common stock issued prior to the Plan’s expiratinrFebruary 28, 2010, or such earlier terminatioapplicable. The Rights entitle the holders tmghase from the Company one dnexdredth o
a share (a “Unit") of Series B Junior Participatiigferred Stock (the “Preferred Stock”), no pdueaat a purchase price of $100 per Unit, sulieetdjustment. Initially, the Rights will attaah t
all certificates representing shares of outstandergmon stock, and no separate Rights Certifioaiide distributed. The Rights will become exsatle upon the occurrence of a triggering event
as defined in the Plan. The triggering events galyeinclude any unsolicited attempt to acquire entiran 15 percent of the Company's outstanding ammstock. The practical operation of the
Plan, if triggered, allows a holder of rights: {@jacquire $200 of the Company's common stock a@mamge for the $100 purchase price in the eveahafcquisition of the Company in which the
Company is the surviving entity; and (b) in thervef an acquisition of the Company in which thenany is not the surviving entity, to acquire $20@he surviving entity's securities in
exchange for the $100 purchase price.

On September 30, 2005, November 30, 2004 and Me8cR003, the Board of Directors authorized the Gany to repurchase up to 10 million, 10 million dr&dmillion shares,
respectively, of its outstanding common stock. Ehesthorizations allow or allowed, as applicabbe durchases in the open market or in privatelyotiaged transactions from time to time, subject
to market conditions. The objective of the Comparsfiare repurchase initiative is to enhance shiatehwealue by purchasing shares at a price thatywes a return on investment that is greater
than the Company's cost of capital. Additionallyar® repurchases generally are undertaken onlichif purchases result in an accretive impact oi€tvapany's fully diluted earnings per share
calculation. The 2005 authorization expires Sepem30, 2006. The 2004 and 2003 authorizations w@mgpleted prior to their expiration dates. Dur@ip)5, the Company purchased
approximately 5.5 million shares pursuant to theS28uthorization at a total cost of $104.7 milliand approximately 9.5 million shares pursuanh&2004 authorization at a total cost of $192.9
million. During 2004, the Company purchased apprately 0.5 million shares pursuant to the 2004 @nightion at a total cost of $10.9 million and appmately 10.5 million shares pursuant to
the 2003 authorization at a total cost of $198 Miani During 2003, the Company purchased approxéfyal.5 million shares pursuant to the 2003 atation at a total cost of $29.7 million.
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11.  Segment reporting

The Company manages its business on the basieotportable segment. See Note 1 for a brief gegur of the Company’s business. As of Februar@®e6, all of the Company’s
operations were located within the United Statdh wie exception of an immaterial Hong Kong sulasigformed to assist in the process of importingate merchandise that began operations in
early 2004. The following data is presented inbadance with SFAS No. 131, “Disclosures about Sedsef an Enterprise and Related Information.”

(In thousands) 2005 2004 2003
Classes of similar products:
Highly consumable $ 5,606,46¢ $  4,825,05: $ 4,206,87¢
Seasonal 1,348,76¢ 1,263,99: 1,156,11«
Home products 907,82¢ 879,47¢ 860,861
Basic clothing 719,17¢ 692,40¢ 648,13
Net sales $ 8,582,23 $ 7,660,92° $ 6,871,99:

12.  Quarterly financial data (unaudited)

The following is selected unaudited quarterly ficiahdata for the fiscal years ended February 862ihd January 28, 2005. With the exception ofdheth quarter of 2005, which was a
14-week accounting period, each quarter listedvb@las a 13-week accounting period. The sum ofdhe duarters for any given year may not equal ainetels due to rounding. Amounts are in
thousands except per share data.

Quarter First Second Third Fourth
2005:

Net sales $ 1,977,82 $ 2,066,01 $ 2,057,88 2,480,50-
Gross profit 563,34¢ 591,53( 579,01¢ 730,92¢
Operating profit 106,921 121,07( 101,61% 232,26¢
Net income 64,90( 75,55¢ 64,42t 145,27:
Basic earnings per share 0.20 0.23 0.2C 0.46
Diluted earnings per share 0.20 0.23 0.2C 0.46
2004:

Net sales $ 1,747,95¢ $ 1,836,24 $ 1,879,18 2,197,53!
Gross profit 512,25( 536,98( 553,98t 659,971
Operating profit 114,55( 108,12¢ 113,95¢ 220,34«
Net income 67,84¢ 71,322 71,12¢ 133,89t
Basic earnings per share 0.20 0.22 0.22 0.41
Diluted earnings per share 0.20 0.22 0.22 0.41

In 2005, the Company expanded the number of depatsnit utilizes for its gross profit calculatioiin 10 to 23. The estimated impact of this change areduction of the Company’s net
income and related per share amounts above of§ilidn ($0.01 per diluted share), $2.2 million (8@ per diluted share) and $6.8 million ($0.02 g¢likrted share) in the first, second and third
quarters of 2005, respectively, and a $7.7 mil®®.02 per diluted share) increase in the Compdioyigh quarter 2005 net income and related pereshmounts. The second quarter 2004 net
income and related per share amounts above inelfiadorable income tax adjustment of approxima$ély2 million ($0.02 per diluted share) which resdlfrom net reductions in certain conting
income tax liabilities.
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13.  Guarantor subsidiaries

All of the Company’s subsidiaries, except for itd-for-profit subsidiary for which the assets ardanues are not material (the “Guarantors”), haifg &nd unconditionally guaranteed on a
joint and several basis the Comp’s obligations under certain outstanding debt ailans. Each of the Guarantors is a direct or@adiwholly owned subsidiary of the Company.

The following consolidating schedules present cosdd financial information on a combined basisl&amounts are in thousands.
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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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As of January 28, 2005

DOLLAR GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL
BALANCE SHEET:
ASSETS
Current assets:
Cash and cash equivalents 127,170 $ 105,660 $ - $ 232,830
Short-term investments 42,425 500 - 42,925
Merchandise inventories - 1,376,537 - 1,376,537
Deferred income taxes 10,024 14,884 - 24,908
Prepaid expenses and other current
assets 23,305 1,740,028 (1,709,632 53,702
Total current assets 202,924 3,237,610 (1,709,632 1,730,902
Property and equipment, at cost 184,618 1,755,717 - 1,940,335
Less accumulated depreciation
and amortization 78,661 780,836 - 859,497
Net property and equipment 105,957 974,881 - 1,080,838
Other assets, net 3,376,578 58,373 (3,405,687 29,264
Total assets 3,685,459 $ 4,270,864 $ (5,115,319 $ 2,841,004
LIABILITIES AND
SHAREHOLDERS’ EQUITY
Current liabilities:
Current portion of long-term
obligations 4,399 $ 8,461 $ N $ 12,860
Accounts payable 1,763,024 355,904 (1,709,601 409,327
Accrued expenses and other 37,378 296,511 - 333,889
Income taxes payable - 69,647 (31) 69,616
Total current liabilities 1,804,801 730,523 (1,709,632 825,692
Long-term obligations 190,769 1,261,998 (1,194,305 258,462
Deferred income taxes 5,424 66,961 - 72,385
Shareholders’ equity:
Preferred stock - - - -
Common stock 164,086 23,853 (23,853, 164,086
Additional paid-in capital 421,600 1,243,468 (1,243,468 421,600
Retained earnings 1,102,457 944,061 (944,061 1,102,457
Accumulated other comprehensive
loss (973) - - (973)
Other shareholders’ equity (2,705) - - (2,705)
Total shareholders’ equity 1,684,465 2,211,382 (2,211,382 1,684,465
Total liabilities and shareholders’
equity 3,685,459 $ 4,270,864 $ (5,115,319 $ 2,841,004
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For the year ended February 3, 2006

DOLLAR GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF INCOME:
Net sales 162,805 $ 8,582,237 $ (162,805 $ 8,582,237
Cost of goods sold - 6,117,413 - 6,117,413
Gross profit 162,805 2,464,824 (162,805 2,464,824
Selling, general and administrative 139,879 1,925,883 (162,805 1,902,957
Operating profit 22,926 538,941 - 561,867
Interest income (31,677, (509) 23,185 (9,001)
Interest expense 20,208 29,203 (23,185 26,226
Income before income taxes 34,395 510,247 - 544,642
Income taxes 12,852 181,635 - 194,487
Equity in subsidiaries’ earnings, net of
taxes 328,612 B (328,612 B
Net income 350,155 $ 328,612 $ (328,612 $ 350,155

For the year ended January 28, 2005

DOLLAR GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF INCOME:
Net sales 171,369 $ 7,660,927 $ (171,369 $ 7,660,927
Cost of goods sold - 5,397,735 - 5,397,735
Gross profit 171,369 2,263,192 (171,369 2,263,192
Selling, general and 138,111 1,739,474 (171,369 1,706,216
Operating profit 33,258 523,718 - 556,976
Interest income (6,182) (393) - (6,575)
Interest expense 21,435 7,359 - 28,794
Income before income taxes 18,005 516,752 - 534,757
Income taxes 7,667 182,900 - 190,567
Equity in subsidiaries’ earnings, net of
taxes 333,852 - (333,852 -

Net income 344,190 $ 333,852 $ (333,852 $ 344,190

76




For the year ended January 30, 2004

DOLLAR GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF INCOME:
Net sales $ 169,467 $ 6,871,992 $ (169,467 $ 6,871,992
Cost of goods sold - 4,853,863 - 4,853,863
Gross profit 169,467 2,018,129 (169,467 2,018,129
Selling, general and administrative 132,445 1,537,125 (169,467 1,500,103
Penalty expense 10,000 - - 10,000
Operating profit 27,022 481,004 - 508,026
Interest income (3,720) (383) - (4,103;
Interest expense 25,336 10,270 - 35,606
Income before income taxes 5,406 471,117 - 476,523
Income taxes 6,560 170,961 - 177,521
Equity in subsidiariestarnings, net ¢
taxes 300,156 - (300,156 -
Net income $ 299,002 $ 300,156 $ (300,156 $ 299,002
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For the year ended February 3, 2006

DOLLAR
GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF CASH FLOWS:
Cash flows from operating activities:
Net income $ 350,155 $ 328,612 $ (328,612) $ 350,155
Adjustments to reconcile net income to
net cash provided by operating
activities:
Depreciation and amortization 20,046 166,778 N 186,824
Deferred income taxes (750) 8,994 - 8,244
Tax benefit from stock option
exercises 6,457 - - 6,457
Equity in subsidiaries’ earnings,
net (328,612 - 328,612 -
Change in operating assets and
liabilities:
Merchandise inventories - (97,877, - (97,877,
Prepaid expenses and other
current assets (4,112) (9.326) - (13,438,
Accounts payable (26,052, 113,282 - 87,230
Accrued expenses and
other (12,210, 52,586 - 40,376
Income taxes 13 (26,030, - (26,017,
Other 5,817 7,714 - 13,531
Net cash provided by operating
activities 10,752 544,733 - 555,485
Cash flows from investing activities:
Purchases of property and equipment (18,089, (266,023 - (284,112
Purchases of short-term investments (123,925 (8,850) N (132,775
Sales of short-term investments 166,350 500 - 166,850
Purchases of long-term investments - (16,995, (16,995,
Insurance proceeds related to property
and equipment - 1,210 - 1,210
Proceeds from sale of property and
equipment 100 1,319 - 1,419
Net cash provided by (used in)
investing activities 24,436 (288,839 - (264,403
Cash flows from financing activities:
Borrowings under revolving credit
facility 232,200 - - 232,200
Repayments of borrowings under
revolving credit facility (232,200, N N (232,200
Issuance of long-term obligations - 14,495 - 14,495
Rep 1ts of long-term obligati (4,969) (9,341) - (14,310,
Payment of cash dividends (56,183, - - (56,183
Proceeds from exercise of stock
options 29,405 N N 29,405
Repurchases of common stock (297,602 - - (297,602
Changes in intercompany note
balances, net 276,509 (276,509 - -
Other financing activities 892 - - 892
Net cash used in financing activities (51,948, (271,355 - (323,303
Net decrease in cash and cash
equivalents (16,760, (15,461 - (32,221
Cash and cash equivalents, beginning
of year 127,170 105,660 B 232,830
Cash and cash equivalents, end of year$ 110,410 $ 90,199 - $ 200,609
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For the year ended January 28, 2005

DOLLAR
GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL

STATEMENTS OF CASH FLOWS:
Cash flows from operating activities:
Net income $ 344,190 $ 333,852 $  (333,852) $ 344,190

Adjustments to reconcile net income to
net cash provided by operating

activities:
Depreciation and amortization 17,181 147,297 N 164,478
Deferred income taxes 5,516 20,235 - 25,751
Tax benefit from stock option
exercises 9,657 - - 9,657
Equity in subsidiaries’ earnings,
net (333,852) - 333,852 -
Change in operating assets and
liabilities:
Merchandise inventories - (219,396) N (219,396)
Prepaid expenses and other
current assets 652 (4,318) - (3,666)
Accounts payable 10,665 11,593 N 22,258
Accrued expenses and other (8,351) 43,399 - 35,048
Income taxes 4,751 19,042 - 23,793
Other (1,347) (9,251) - (10,598)
Net cash provided by operating
activities 49,062 342,453 - 391,515

Cash flows from investing activities:

Purchases of property and equipment (20,443) (267,851) N (288,294)
Purchases of short-term investments (220,200) (1,500) - (221,700)
Sales of short-term investments 245,000 2,501 - 247,501
Proceeds from sale of property and

equipment 3 3,321 - 3,324
Net cash provided by (used in) investing

activities 4,360 (263,529) - (259,169)

Cash flows from financing activities:
Borrowings under revolving credit

facility 195,000 N N 195,000
Repayments of borrowings under

revolving credit facility (195,000) - - (195,000)
Repayments of long-term obligations (7,847) (8,570) - (16,417)
Payment of cash dividends (52,682) - - (52,682)
Proceeds from exercise of stock options 34,128 - - 34,128
Repurchases of common stock (209,295) - - (209,295)
Changes in intercompany note balances,

net 25,586 (25,586) - -
Other financing activities (1,149) - - (1,149)
Net cash used in financing activities (211,259) (34,156) - (245,415)

Net increase (decrease) in cash and cash

equivalents (157,837) 44,768 - (113,069)
Cash and cash equivalents, beginning of

year 285,007 60,892 B 345,899
Cash and cash equivalents, end of year $ 127,170 $ 105,660 - $ 232,830
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For the year ended January 30, 2004

DOLLAR
GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF CASH FLOWS:
Cash flows from operating activities:
Net income $ 299,002 $ 300,156 $ (300,156 $ 299,002
Adjustments to reconcile net income to
net cash provided by (used in)
operating activities:
Depreciation and amortization 19,961 134,496 - 154,457
Deferred income taxes (2,102, 20,713 N 18,611
Tax benefit from stock option
exercises 14,565 - - 14,565
Equity in subsidiaries’ earnings,
net (300,156 - 300,156 N
Change in operating assets and
liabilities:
Merchandise inventories - (34,110, - (34,110,
Prepaid expenses and other
current assets (7,323, (8,981) - (16,304;
Accounts payable (50,489 83,754 - 33,265
Accrued expenses and other 15,752 44,771 - 60,523
Income taxes 4,079 (25,543, - (21,464,
Other 1,964 3,556 - 5,520
Net cash provided by (used in) operating
activities (4,747, 518,812 - 514,065
Cash flows from investing activities:
Purchases of property and equipment (15,526 (124,613 N (140,139
Purchases of short-term investments (199,950 (2,000) - (201,950
Sales of short-term investments 132,725 2,000 - 134,725
Purchase of promissory notes (49,582 - - (49,582,
Proceeds from sale of property and
equipment 39 230 - 269
Contribution of capital (10) - 10 -
Net cash used in investing activities (132,304 (124,383 10 (256,677
Cash flows from financing activities:
Repay 1ts of long-term ¢ (7,753, (8,154) - (15,907;
Payment of cash dividends (46,883 - - (46,883,
Proceeds from exercise of stock options 49,485 - - 49,485
Repurchases of common stock (29,687 - - (29,687,
Issuance of common stock, net - 10 (10) -
Changes in intercompany note balances,
net 384,378 (384,378 N N
Other financing activities (281) - - (281)
Net cash provided by (used in) financing
activities 349,259 (392,522 (10) (43,273,
Net increase in cash and cash equivalents 212,208 1,907 - 214,115
Cash and cash equivalents, beginning of
year 72,799 58,985 . 131,784
Cash and cash equivalents, end of year $ 285,007 $ 60,892 $ - $ 345,899
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL DISCLOSURE
Not Applicable.

ITEM 9A. CONTROLS AND PROCEDURES

(a) Disclosure Controls and Procedure$he Company maintains disclosure controls andguiores that are designed to ensure that informegiating to the Company and its
consolidated subsidiaries required to be disclas¢ide Company’s periodic filings under the SedesitExchange Act of 1934 is recorded, processednsrized and reported in a timely manner in
accordance with the requirements of the Exchandeahkd that such information is accumulated androanicated to management, including the CompanylisfGxecutive Officer and Chief
Financial Officer, as appropriate, to allow timelgcisions regarding required disclosure. The Comparried out an evaluation, under the supervisioth with the participation of management,
including the Chief Executive Officer and the Chiéfiancial Officer, of the effectiveness of theidasand operation of these disclosure controlsmodedures, as such term is defined in Exchange
Act Rule 13a-15(e), as of February 3, 2006. Basethis evaluation, the Chief Executive Officer ahd Chief Financial Officer each concluded that@uwenpany’s disclosure controls and
procedures were effective as of February 3, 2006.

(b) Managemer's Annual Report on Internal Control Over Finandporting. The management of Dollar General prepared andporsible for the consolidated financial statem
and all related financial information containedhis document. This responsibility includes esthiig and maintaining effective internal controépfinancial reporting as defined in Rule 13a-15
(f) under the Securities Exchange Act of 1934. Teenpany’s internal control over financial reportisglesigned to provide reasonable assurance iagdte reliability of financial reporting and
the preparation of financial statements for extiepoaposes in accordance with accounting princigkserally accepted in the United States of America

To comply with the requirements of Section 404hef Sarbanes—Oxley Act of 2002, management desimeémplemented a structured and comprehensivesiagat process to evaluate
its internal control over financial reporting. Tagsessment of the effectiveness of the Compantgmial control over financial reporting was basadnteria established iimternal Control—
Integrated Frameworissued by the Committee of Sponsoring Organizatidrise Treadway Commission. Because of its inhdieritations, a system of internal control overdncial reporting
can provide only reasonable assurance and mayen¢qt or detect misstatements. Management regutarhitors its internal control over financial repieg, and actions are taken to correct any
deficiencies as they are identified. Based onsgeasment, management has concluded that the Cgmpaarnal control over financial reporting ifetive as of February 3, 2006.

Management's assessment of the effectivenesseohaltcontrol over financial reporting as of Feloyu@, 2006, has been audited by Ernst & Young Lthe,independent registered public
accounting firm who also audited the Company's alidated financial statements. Ernst & Young'ssigtBon report on management's assessment of t@&y's internal control over financial
reporting is contained below.

81




(c) Attestation Report of Independent Registered Putdimounting Firm on Internal Control Over Financi@keporting.

Report of Independent Registered Public Accounting-irm
on Internal Control Over Financial Reporting

To the Board of Directors and Shareholders of
Dollar General Corporation
Goodlettsville, Tennessee

We have audited management's assessment, includleel accompanying Management's Annual Report temrial Control Over Financial Reporting, that Doleneral Corporation and
subsidiaries maintained effective internal contnegr financial reporting as of February 3, 2006duhon criteria established in Internal Contrahtegrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commisg&iun COSO criteria). Dollar General Corporatiomanagement is responsible for maintaining effedtiternal control over financial
reporting and for its assessment of the effectigemd internal control over financial reporting.r@esponsibility is to express an opinion on managg's assessment and an opinion on the
effectiveness of the Company's internal controkrdwencial reporting based on our audit.

We conducted our audit in accordance with the statsdof the Public Company Accounting Oversighti@d@nited States). Those standards require thailareand perform the audit to
obtain reasonable assurance about whether efféntammal control over financial reporting was ntained in all material respects. Our audit includbthining an understanding of internal control
over financial reporting, evaluating managemeassessment, testing and evaluating the desigapardting effectiveness of internal control, aed@ming such other procedures as we consit
necessary in the circumstances. We believe thaawdit provides a reasonable basis for our opinion.

A company'’s internal control over financial repogiis a process designed to provide reasonablesassuregarding the reliability of financial repogt and the preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles. A corgfsaimternal control over financial reporting indes those policies and procedures that (1)
pertain to the maintenance of records that, inarealsle detail, accurately and fairly reflect trensactions and dispositions of the assets of thany; (2) provide reasonable assurance that
transactions are recorded as necessary to perapiégation of financial statements in accordanch génerally accepted accounting principles, antréeeipts and expenditures of the company are
being made only in accordance with authorizatidme@anagement and directors of the company; angdr(8)ide reasonable assurance regarding preventitmely detection of unauthorized
acquisition, use, or disposition of the compang&eés that could have a material effect on then€iizd statements.

Because of its inherent limitations, internal cohtver financial reporting may not prevent or détaisstatements. Also, projections of any evatuatf effectiveness to future
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periods are subject to the risk that controls megome inadequate because of changes in conditiotigat the degree of compliance with the policieprocedures may deteriorate.

In our opinion, management's assessment that D&#aeral Corporation and subsidiaries maintainet#de internal control over financial reporting af February 3, 2006, is fairly stated,
in all material respects, based on the COSO aitéfiso, in our opinion, Dollar General Corporatamd subsidiaries maintained, in all material respeeffective internal control over financial
reporting as of February 3, 2006, based on the CO8&ia.

We have also audited, in accordance with the stdsdz the Public Company Accounting Oversight Bo@/nited States), the consolidated balance slé@&@sllar General Corporation ai
subsidiaries as of February 3, 2006 and Januarg@, and the related consolidated statementgofrie, shareholders’ equity, and cash flows foh @di¢he three years in the period ended
February 3, 2006 and our report dated March 166 28@ressed an unqgualified opinion thereon.

/sl Ernst & Young LLF

Nashville, Tennesse
March 16, 2006
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(d) Changes in Internal Control Over Financial Repogin There have been no changes during the quardeddrebruary 3, 2006 in the Company’s internal robiover financial
reporting (as defined in Exchange Act Rule 13a)j}5iifat have materially affected, or are reasonfibljy to materially affect, the Company’s intefantrol over financial reporting.

ITEM9B.  OTHER INFORMATION
None.
PART Il
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

The Company makes available free of charge withénlvesting section of its Internet websitevatw.dollargeneral.comand in print to any shareholder who requestsCiiapany’s
Corporate Governance Principles, the charterseoftanding committees of the Board of Directors, thwe Code of Business Conduct and Ethics adoptdldebBoard and applicable to all Comp:
directors, officers and employees. Requests foilesapay be directed to Investor Relations, Dollan&al Corporation, 100 Mission Ridge, GoodlettsyilN 37072, or telephone (615) 855-4000.
The Company intends to disclose any amendmenkgt€ode of Business Conduct and Ethics, and anyewaibm a provision of that Code granted to thenpany’s Chief Executive Officer or
Chief Financial Officer, on the Company’s Intermgbsite promptly following the amendment or waiv&he Company may elect to disclose any such amentdar waiver in a report on Formks-
filed with the SEC either in addition to or in liefithe website disclosure. The information corgdion or connected to the Company’s Internet welsibot incorporated by reference into this
Form 10-K and should not be considered part ofdghisny other report that the Company files witfiusnishes to the SEC.

The information required by this Iltem 10 regardihg Company’s directors, director nominees, autitmittee financial experts, audit committee, armcpdures for shareholders to
recommend director nominees is contained undecadp&on “Proposal 1: Election of Directors—Who #re nominees this year,” “—What are the backgrowfdhis year's nominees,” “—Are
there any familial relationships between any ofribminees,” “—What are the standing committeesiefBoard” and “—Can shareholders nominate diregtatkin the Company’s definitive
Proxy Statement to be filed for its 2006 Annual hite of Shareholders to be held on May 31, 2006 {#006 Proxy Statement”), which information undech captions is incorporated herein by
reference. Information required by this ltem 10areling compliance with Section 16(a) of the SemsiExchange Act of 1934 is contained under thé@mapSection 16(a) Beneficial Ownership
Reporting Compliance” in the 2006 Proxy Statemehich information under such caption is incorpodaterein by reference. Information required by ttes 10 regarding the Company’s
executive officers is contained in Part |, Item df&his Form 10-K, which information under such tap is incorporated herein by reference.
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ITEM 11. EXECUTIVE COMPENSATION

The information required by this Item 11 regardéfigector and executive officer compensation is aorgd under the captions “Proposal 1: Election ioé@ors—How are directors
compensated” and “Executive Compensation” in tHg62Proxy Statement, which information under sugttioas is incorporated herein by reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED STOCKHOLDER MATTERS

(@) Equity Compensation Plan InformatiorThe information required by this Item 12 regardégliity compensation plan information is containeder the captio“Proposal 2
Amendments to the Dollar General Corporation 1888k Incentive Plan” in the 2006 Proxy Statemesiich information under such caption is incorpodaterein by reference.

(b) Other Information The information required by this ltem 12 regagdsecurity ownership of certain beneficial owrand the Company’s management is contained undeafitéeon
“Security Ownership” in the 2006 Proxy Statemerttjali information under such caption is incorpordtecein by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The information required by this Item 13 regardaegtain relationships and related transactionsigained under the caption “Transactions with M@nagnt and Others” in the 2006 Proxy
Statement, which information under such captidndsrporated herein by reference.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The information required by this Item 14 regardiegs paid to the Company’s principal accountanttaacgre-approval policies and procedures estaisly the Audit Committee of the
Company’s Board of Directors is contained underciéygtion “Fees Paid to Auditor” in the 2006 Proxgt€ment, which information under such captioméoiporated herein by reference.
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PART IV
ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(a) Report of Independent Registered Public ActiagrFirm

Consolidated Balance Sheets

Consolidated Statements of Income

Consolidated Statements of Shareholders’ Equity

Consolidated Statements of Cash Flows

Notes to Consolidated Financial Statements

All schedules for which provision is made fire tapplicable accounting regulations of
the SEC are not required under the related instmstare inapplicable or the
information is included in the Consolidated Finah@tatements and, therefore, have
been omitted.

Exhibits: See Exhibit Index immediately fallimg the signature pages hereto, which
Exhibit Index is incorporated by reference as lfyfset forth herein.

(b

-

(c

-

86




SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regigthas duly caused this report to be signedsoeihalf by the undersigned, thereunto
duly authorized.

DOLLAR GENERAL CORPORATION

Date: March 21, 2006 By:  /s/ David A. Perdue

David A. Perdue, Chairman and
Chief Executive Officer

We, the undersigned directors and officers of tegi&rant, hereby severally constitute David A deerand David M. Tehle, and each of them singly tawe and lawful attorneys with full
power to them and each of them to sign for us,iamdir names in the capacities indicated below,amyall amendments to this Annual Report on FobrK filed with the Securities and Exchan
Commission.

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed bélpthe following persons on behalf of the registrand in the capacities and on the
dates indicated.

Name Title Date

/s/ David A. Perdue Chairman and Chief Executive March 21, 2006
Officer (Principal Executive

DAVID A. PERDUE Officer)

/s/ David M. Tehle Executive Vice President and Chief March 21, 2006

Financial Officer (Principal

DAVID M. TEHLE Financial and Accounting Officer)

/s/ David L. Beré Director March 21, 2006
DAVID L. BERE
/s/ Dennis C. Bottorff Director March 21, 2006

DENNIS C. BOTTORFF
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/s/ Barbara L. Bowles

BARBARA L. BOWLES

/s/ James L. Clayton

JAMES L. CLAYTON

/s/ Reginald D. Dickson

REGINALD D. DICKSON

E. GORDON GEE

/s/ Barbara M. Knuckles

BARBARA M. KNUCKLES

/sl J. Neal Purcell

J. NEAL PURCELL

/s/ James D. Robbins

JAMES D. ROBBINS

/s/ David M. Wilds

DAVID M. WILDS

Director

Director

Director

Director

Director

Director

Director

Director

March 21, 2006

March 21, 2006

March 21, 2006

March 21, 2006

March 21, 2006

March 21, 2006

March 21, 2006
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3.1

3.2

4.1

4.2

4.3

4.4

4.5

4.6

4.7

4.8

EXHIBIT INDEX
Amended and Restated Charter (incorporated byemrderto the Compa’s Annual Report on Form -K for the fiscal year ended January 30, 2004, fitaich 16, 2004)
Bylaws (incorporated by reference to the Com|'s Quarterly Report on Form -Q for the quarter ended August 2, 2002, filed Au@®s 2002)
Sections 7, 8, 9, 10 and 12 of the Company'®ided and Restated Charter (included in Exhitijt 3.

Rights Agreement, dated as of February 290 20&ween Dollar General Corporation and Registnar Transfer Company (incorporated by referenteedCompany’s Current Report on
Form 8-K filed February 29, 2000).

Indenture, dated as of June 21, 2000, by and amotigr General Corporation, the guarantors nameceth, as guarantors, and Wachovia Bank, Natiosabgiation (formerly known &
First Union National Bank), as trustee (incorpoddty reference to the Company’s Registration Stateéran Form S-4 filed August 1, 2000).

First Supplemental Indenture, dated as of 282000, by and among Dollar General Corporatiee guarantors named therein, as guarantors, authdVia Bank, National Association
(formerly known as First Union National Bank), asstee (incorporated by reference to the Compafwytaial Report on Form 10-K for the year ended Jan84, 2003, filed March 19,
2003).

Second Supplemental Indenture, dated as ef 382001, by and among Dollar General Corporatlmguarantors named therein, as guarantorsMauothovia Bank, National Association
(formerly known as First Union National Bank), asstee (incorporated by reference to the Compafwytaial Report on Form 10-K for the year ended Jan84, 2003, filed March 19,
20083).

Third Supplemental Indenture, dated as of 202002, by and among Dollar General Corporatiee guarantors named therein, as guarantors, authdVia Bank, National Association
(formerly known as First Union National Bank), asstee (incorporated by reference to the Compafwytaial Report on Form 10-K for the year ended Jan84, 2003, filed March 19,
2003).

Fourth Supplemental Indenture, dated as of Decefiihe2002, by and among Dollar General Corporatioa guarantors named therein, as guarantors, authdVia Bank, Nation:
Assaociation (formerly known as First Union Natiolank), as trustee (incorporated by referencea@dtbmpany’s Annual Report on Form 10-K for the yeradled January 31, 2003, filed
March 19, 2003).

Fifth Supplemental Indenture, dated as of May 2832 by and among Dollar General Corporation, thergntors named therein, as guarantors, and WacBawvik, National Associatic
(f/k/a First Union National Bank), as trustee (irmarated by reference to the
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4.9

4.10

411

101

10.2

10.3

104

105

10.6

Company’s Quarterly Report on Form 10-Q for thertgreended August 1, 2003, filed August 29, 2003).

Sixth Supplemental Indenture, dated as of July2083, by and among Dollar General Corporationgtegrantors named therein, as guarantors, and WiacBawk, National Associatic
(f/k/a First Union National Bank), as trustee (irmarated by reference to the Company’s QuarterlydReon Form 10-Q for the quarter ended August0D32 filed August 29, 2003).

Seventh Supplemental Indenture, dated asagf28, 2005, by and among Dollar General Corpanatiee guarantors named therein, as guarantord/Vactiovia Bank, National Association
(formerly known as First Union National Bank), asstee (incorporated by reference to the CompaQuarterly Report on Form 10-Q for the quarter entlég 29, 2005, filed August 25,
2005).

Eighth Supplemental Indenture, dated as of July2R@5, by and among Dollar General Corporationgtierantors named therein, as guarantors, and WiacBank, National Associatic
(formerly known as First Union National Bank), asstee (incorporated by reference to the CompaQuarterly Report on Form 10-Q for the quarter endldg 29, 2005, filed August 25,
2005).

Amended and Restated Revolving Credit Agreemenméddas of June 30, 2004, by and among Dollar Ge@erporation, the lenders from time to time partieereto, Keybank Nation
Association, Bank of America, N.A., U.S. Bank Nai@b Association, AmSouth Bank and SunTrust Bankdiporated by reference to the Company’s Quarfelgort on Form 10-Q for the
quarter ended July 30, 2004, filed August 26, 2004)

First Amendment to Amended and Restated RevolvirgliCAgreement, dated as of December 16, 200Bnyamong Dollar General Corporation, the lendens time to time partie
thereto, SunTrust Bank, Keybank National AssosigtBank of America, N.A., U.S. Bank National Asistion, and AmSouth Bank.

Purchase and Sale Agreement, dated as o2B|&8003, by and between Dollar General CorporagiwhPrincipal Life Insurance Company (f/k/a PrratiMutual Life Insurance Company)
(incorporated by reference to the Company’s QuigriReport on Form 10-Q for the quarter ended Augy&003, filed August 29, 2003).

1989 Employee Stock Incentive Plan, as amendedrfiocated by reference to the Comg’s Proxy Statement for the June 13, 1989, AnnualkiMgef Stockholders).
1993 Employee Stock Incentive Plan (incorporatedebgrence to the Compe’s Proxy Statement for the June 7, 1993, Annual Mgetf Stockholders).

1995 Employee Stock Incentive Plan (incorfgatdy reference to the Company’s Proxy Statenwrihe June 5, 1995, Annual Meeting of Stockholders
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10.7

10.8

10.9

10.10

10.11

10.12

10.13

10.14

10.15

10.16

10.17

1995 Outside Directors Stock Option Plandiporated by reference to the Company’s Proxy Bteie for the June 5, 1995, Annual Meeting of Stodttérs).*

1998 Stock Incentive Plan, as amended and restffesttive June 2, 2003, and as further modifiedugh August 26, 2003 (tt1998 Stock Incentive PI”) (incorporated by reference
the Company’s Quarterly Report on Form 10-Q forgharter ended August 1, 2003, filed August 29,3200

Amendment to 1998 Stock Incentive Plan (ipocated by reference to the Company’s QuarterlyoRem Form 10-Q for the quarter ended July 29,52@i6ed August 25, 2005).*
Amendment No. 2 to 1998 Stock Incentive Plan

Form of Stock Option Grant Notice in connectionhagiption grants made pursuant to the Com’s 1998 Stock Incentive Plan (incorporated by refeeeo the Compar's Quarterly Repo
on Form 10-Q for the quarter ended July 29, 205 August 25, 2005).*

Form of Restricted Stock Award Agreement in conioectvith restricted stock grants made pursuaniiéoGompan’s 1998 Stock Incentive Plan (incorporated by refeego the Compar's
Quarterly Report on Form 10-Q for the quarter entldg 29, 2005, filed August 25, 2005).*

Form of Restricted Stock Unit Award Agreement imagection with restricted stock unit grants madeffiwers and employees pursuant to the Com’s 1998 Stock Incentive Pl
(incorporated by reference to the Company’s QuigriReport on Form 10-Q for the quarter ended J@ly2D05, filed August 25, 2005).*

Form of Restricted Stock Unit Award Agreement atetcEEon Forms in connection with restricted stociit grants made to outside directors pursuanteddbmpan’s 1998 Stock Incentiv
Plan (incorporated by reference to the Companyar@dy Report on Form 10-Q for the quarter endeg 29, 2005, filed August 25, 2005).*

Dollar General Corporation CDP/SERP Plan (as antbadd restated effective November 1, 2004) (incaea by reference to the Comp’s Quarterly Report on Form -Q for the
quarter ended October 29, 2004, filed Decembe®@4R*

First Amendment to the Dollar General CorporatidbRZSERP Plan (as amended and restated effectiverhlmer 1, 2004), executed on November 10, 2005rfdocated by reference to t
Company’s Quarterly Report on Form 10-Q for thertgreended October 28, 2005, filed November 225260

Dollar General Corporation Deferred Compensati@nPbr Nor-Employee Directors (as amended and restated eféeibvember 1, 2004) (incorporated by referendbédCompan’s
Quarterly Report on Form 10-Q for the quarter en@etbber 29, 2004, filed December 6, 2004).*

91




10.18

10.19

10.20

10.21

10.22

10.23

10.24

10.25

10.26

10.27

10.28

Dollar General Corporation Annual Incentive Plafigetive March 16, 2005, as approved by sharehsldarMay 24, 2005) (incorporated by reference éoGbmpan’s Quarterly Report o
Form 10-Q for the quarter ended July 29, 2005d fAeigust 25, 2005).*

Dollar General Corporation 2005 Store Support Gegnte Distribution Center Teamshare Bonus Progiacoporated by reference to the Comy’s Quarterly Report on Form -Q for the
quarter ended July 29, 2005, filed August 25, 2005)

Dollar General Corporation Supplemental Executiv@ability Insurance Program (incorporated by refeeeto Item 1.01 and Exhibit 99 to the Com(’s Current Report on Forn-K dated
December 7, 2004, filed December 8, 2004).*

Dollar General Corporation Supplemental Executiv&ability Insurance Program (F-2005) (incorporated by reference to the Com’s Annual Report on Form -K for the fiscal yea
ended January 28, 2005, filed April 12, 2005).*

Dollar General Corporation Supplemental Executiife lnsurance Program (including Form of ParticipatNotice) (incorporated by reference to the Cony's Quarterly Report on For
10-Q for the quarter ended October 28, 2005, fledember 22, 2005).*

Dollar General Corporation Domestic Relocation &ofor Officers (incorporated by reference to trenany’s Annual Report on Form -K for the fiscal year ended January 28, 2(
filed April 12, 2005).*

Summary of Outside Director Compensation (for porif fiscal 2005 prior to May 25, 2005) (incorp@e by reference to the Compi's Annual Report on Form -K for the fiscal yea
ended January 28, 2005, filed April 12, 2005).*

Summary of Outside Director Compensation (for porif fiscal 2005 on and after May 25, 2005) (ipmvated by reference to the Comp’s Quarterly Report on Form -Q for the quarte
ended July 29, 2005, filed August 25, 2005).*

Employment Agreement, effective as of April 2, 2068 and between Dollar General Corporation andidAv Perdue (incorporated by reference to the Camy’'s Quarterly Report o
Form 10-Q for the quarter ended May 2, 2003, fNéaly 29, 2003).*

Supplemental Executive Retirement Plan fawviA. Perdue (As Restated Effective January 052(incorporated by reference to the Company’s@urReport on Form 8-K dated and
filed January 25, 2006).*

Restricted Stock Agreement, dated April 2, 2003abgl between Dollar General Corporation and Daviéérdue (incorporated by reference to the Con’s Quarterly Report on Form -
Q for the quarter ended May 2, 2003, filed May 2803).*
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10.29

10.30

10.31

10.32

10.33

10.34

10.35

10.36

21

23

24

31

32

Nonqualified Stock Option Agreement, dateuil®2, 2003, by and between Dollar General Corporeand David A. Perdue (incorporated by refereioctne Company’s Quarterly Report
on Form 10-Q for the quarter ended May 2, 2008dfay 29, 2003).*

Employment Agreement, effective June 7, 2004, lij/lzatween Dollar General Corporation and David &¢imicorporated by reference to the Comy's Quarterly Report on Form -Q for
the quarter ended July 30, 2004, filed August 2®43.*

Employment Agreement, effective Decemb@0D5, by and between Dollar General CorporationBeryl Buley (incorporated by reference to the Camys Current Report on Form 8-K
dated November 21, 2005, filed November 28, 2005).*

Employment Agreement, effective March 1, 2004, bgt between Dollar General Corporation and Kathi@aion (incorporated by reference to the Com|'s Annual Report on Form -K
for the fiscal year ended January 28, 2005, filgdlAL2, 2005).*

Extension of Employment Agreement, dated el 7, 2006, by and between Dollar General Cafgam and Kathleen Guion (incorporated by referendbe Company’s Current Report
on Form 8-K dated February 7, 2006, filed Febrday2006).*

Employment Agreement, effective March 1, 2004, bg between Dollar General Corporation and Stoni€' Briant (incorporated by reference to the Comy's Quarterly Report on For
10-Q for the quarter ended April 30, 2004, filedyVex, 2004).*

Extension of Employment Agreement, dated FebruaB0®6, by and between Dollar General Corporatimh3tonie R. ¢ Briant (incorporated by reference to the Comy's Curren
Report on Form 8-K dated February 7, 2006, filedriary 13, 2006).*

Letter Agreement with Cal Turner, Jr., da@atober 14, 2005 (incorporated by reference tdbmpany’s Current Report on Form 8-K dated Octdlder2005, filed on October 18, 2005).
Subsidiaries of the Registrant.

Consent of Independent Registered Public Accouriing.

Power of Attorney (included as part of the signatoage)

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

Certifications of CEO and CFO under 18 U.SE50L

Management Contract or Compensatory
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FIRST AMENDMENT TO AMENDED AND RESTATED
REVOLVING CREDIT AGREEMENT

THIS FIRST AMENDMENT TO AMENDED AND RESTATED REVOLV ING CREDIT AGREEMENT (this “ Amendment’), is made and entered into as of December 16, 26/
and among DOLLAR GENERAL CORPORATION, a Tennessemparation (the ‘Borrower "), the several banks and other financial institns from time to time party hereto (collectivelyet*
Lenders”), SUNTRUST BANK, in its capacities as Issuing Bafthe “Issuing Bank”) and Administrative Agent (the Administrative Agent”) for the Lenders, KEYBANK NATIONAI
ASSOCIATION and BANK OF AMERICA, N.A., as Co-Synéitton Agents for the Lenders (th®yndication Agents”), and U.S. BANK NATIONAL ASSOCIATION and AMSOUTH BANKas
Co-Documentation Agents for the Lenders (tBe-Documentation Agents’).

WITNESSETH:

WHEREAS, the Borrower, the Lenders and the Admiatste Agent are parties to that certain Amendetl Rastated Revolving Credit Agreement, dated akioé 30, 2004 (as amenc
restated, supplemented or otherwise modified friome to time, the ‘Credit Agreement; capitalized terms used herein and not otherwismeigfshall have the meanings assigned to such te
the Credit Agreement), pursuant to which the Lesderve made certain financial accommodations aeita the Borrower;

WHEREAS, the Borrower has requested that the Lenalerend certain provisions of the Credit Agreenagntsubject to the terms and conditions hereofl . #melers are willing to do so;

NOW, THEREFORE, for good and valuable considerattbe sufficiency and receipt of all of which arekaowledged, the Borrower, the Lenders and the Adstrative Agent agree
follows:

1. Amendments.
(A) Section 1.1 of the Credit Agreement is herabnyended by adding the following new definitionshie appropriate alphabetical order:

“ DGI " shall mean Dollar General Investment, Inc., adlre corporation that is a direct wholly owned Sdilary of the Borrower, together with its successand permitted
assigns.

“ DGI Loans " shall mean, collectively, the intercompany loanade by DGI to certain Subsidiaries of the Borrowet to exceed an aggregate principal amount of
$325,000,000




(B) The definition of “Permitted EncumbrancesSection 1.1 of the Credit Agreement is hereby aradrzy:
1) inserting“and utility deposits made in the ordinary coursbusines” before the*;” at the end of clause (iii); ar
) adding the following new clause (vii) to the endréof:

“(vii) Liens arising in the ordinary course of basss for cash equivalents and investment secuiritidspository, investment and trust accountsuidiclg rights of sebff,
security interests and pledges;”

(C) The definition of “Permitted Investments” ie@ion 1.1 of the Credit Agreement is hereby amerinje
1) replacing clauses (v) and (vi) with the followingwn clause (v)

“(v) money market deposit accounts and money markatah funds or similar funds which have the highesing from a nationally recognized statisticating
organization; and”; and

) re-numbering clause (vii) to clause (v

(D) Section 7.2 of the Credit Agreement is herabended by

1) deleting clause (i) in the proviso of claufelfereof;
) deleting the“.” at the end of clause (f) thereof and adding the*;”; and
3) adding the following new clauses (g) and (h) toehd thereof

“(g) Liens in favor of DGI with respect to the DGbans; and
(h) Liens which secure obligations owing to anysees other than the Borrower or the Guarantorsmexceed $25,000,000 in the aggregate at any"time.
(E) Sections 2.3(x) and (y) and 2.5(a) are hesghgnded by replacing each occurrence of “12:00 'hatth “1:00 p.m.”
2. Conditions to Effectiveness of this Amendmer. Notwithstanding any other provision of this Amendrhand without affecting in any manner the rightshe Lenders hereund

it is understood and agreed that this Amendmernit sbabecome effective, and the Borrower shallédhaeo rights under this Amendment, until the Adntiaisve Agent shall have received
reimbursement or payment of its costs and expensaged in connection with this Amendment or thredit Agreement (including reasonable fees, chaagesdisbursements of




King & Spalding LLP, counsel to the Administratiégent), and (ii) executed counterparts to this Admeant from the Borrower, each of the GuarantorstaadRequired Lenders.

3. Representations and Warranties. To induce the Lenders and the Administrative Adergnter into this Amendment, each Loan Partyherepresents and warrants to the Ler
and the Agent that:

@) The execution, delivery and performance byhduman Party of this Amendment (i) are within slidan Partys power and authority; (i) have been duly autretiby all necessa
corporate and shareholder action; (iii) are natantravention of any provision of such Loan Partgertificate of incorporation or bylaws or otheganizational documents; (iv) do not violate
law or regulation, or any order or decree of anw&nomental Authority; (v) do not conflict with oesult in the breach or termination of, constitutgefault under or accelerate any performi
required by, any indenture, mortgage, deed of tlesse, agreement or other instrument to whiclh dw@n Party or any of its Subsidiaries is a partyy which such Loan Party or any s
Subsidiary or any of their respective propertyasifid; (vi) do not result in the creation or impisitof any Lien upon any of the property of suclahdParty or any of its Subsidiaries; and (vii
not require the consent or approval of any Govemalé\uthority or any other person;

(b) This Amendment has been duly executed and delivierethe benefit of or on behalf of each Loan Payl constitutes a legal, valid and binding obiaabf each Loan Part
enforceable against such Loan Party in accordaiitbeits terms except as the enforceability hereafyrbe limited by bankruptcy, insolvency, reorgatiea moratorium and other laws affect
creditors’ rights and remedies in general; and

(c) After giving effect to this Amendment, the repretsgions and warranties contained in the Credit Agrent and the other Loan Documents are true amdaton all material respec
and no Default or Event of Default has occurred iarmbntinuing as of the date hereof.

4. Reaffirmations and Acknowledgments.
Each Guarantor acknowledges and agrees to the tdrthis Amendment and jointly and severally rasfiand confirms the terms of the Guaranty Agreemvéhtrespect to the indebtedness no
hereafter outstanding under the Credit Agreemerarasnded hereby and all promissory notes issugetthder. Each Guarantor acknowledges that, nottaitdgng anything to the contre
contained herein or in any other document evidenainy indebtedness of the Borrower to the Lendeeny other obligation of the Borrower, or any ao now or hereafter taken by the Len
with respect to any obligation of the Borrower, @Gearanty Agreement (i) is and shall continue t@algimary obligation of the Guarantors, (ii) igdahall continue to be an absolute, unconditit
joint and several, continuing and irrevocable gograf payment, and (iii) is and shall continueb®in full force and effect in accordance withtésms. Nothing contained herein to the coni
shall release, discharge, modify, change or affexoriginal liability of the Guarantors under Bearanty Agreement.




5. Effect of Amendment. Except as set forth expressly herein, all teofmthe Credit Agreement, as amended hereby, andttiee Loan Documents shall be and remain in faitd
and effect and shall constitute the legal, validding and enforceable obligations of the Borrowethe Lenders and the Administrative Agent. Thkecetion, delivery and effectiveness of
Amendment shall not, except as expressly providedih, operate as a waiver of any right, powereanedy of the Lenders under the Credit Agreememtcanstitute a waiver of any provision
the Credit Agreement. This Amendment shall coutstia Loan Document for all purposes of the Cradieement.

6. Governing Law . This Amendment shall be governed by, and condtmieccordance with, the internal laws of the &tft Georgia and all applicable federal laws of thetec
States of America.

7. No Novation. This Amendment is not intended by the partiesépdnd shall not be construed to be, a novatiothe@fCredit Agreement or an accord and satisfadtioregarc
thereto.
8. Costs and Expense. The Borrower agrees to pay on demand all cagiseapenses of the Administrative Agent in conmectvith the preparation, execution and deliveryhid

Amendment, including, without limitation, the reasble fees and out-of-pocket expenses of outsidesa for the Administrative Agent with respectriéite.

9. Counterparts . This Amendment may be executed by one or morbeparties hereto in any number of separate cquantsy each of which shall be deemed an origindlaho!
which, taken together, shall be deemed to constitne and the same instrument. Delivery of anwgreccounterpart of this Amendment by facsimil@s$raission or by electronic mail in pdf fo
shall be as effective as delivery of a manuallycexed counterpart hereof.

10.  Binding Nature . This Amendment shall be binding upon and inurthéobenefit of the parties hereto, their respeaivecessors, successors-in-titles, and assigns.

11.  Entire Understanding . This Amendment sets forth the entire understandiniie parties with respect to the matters sehfberein, and shall supersede any prior negotiat®@
agreements, whether written or oral, with respeeteto.

[ Signature Pages To Follov




IN WITNESS WHEREOF, the parties hereto have catisisdAmendment to be duly executed by their respe@uthorized officers as of the day and yeat &itove written.
BORROWER:
DOLLAR GENERAL CORPORATION
By: /s/ Wade Smith

Name: Wade Smith
Title:  Treasurer

GUARANTORS:

DOLGENCORP, INC.
(a Kentucky corporation)

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

[SIGNATURE PAGE TO FIRST AMENDMENT TO AMENDED AND R ESTATED REVOLVING CREDIT AGREEMENT]




DOLGENCORP OF NEW YORK, INC.
(a Kentucky corporation)

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

DOLGENCORP OF TEXAS, INC.
(a Kentucky corporation)

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

DG LOGISTICS, LLC
(a Tennessee limited liability company)

By: DG Transportation, Inc., Sole Member
By: /s/ Wade Smith

Name: Wade Smith
Title: Treasurer

[SIGNATURE PAGE TO FIRST AMENDMENT TO AMENDED AND R ESTATED REVOLVING CREDIT AGREEMENT]




DOLLAR GENERAL INVESTMENT, INC.
(a Delaware corporation)

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

DGC PROPERTIES LLC
(a Delaware limited liability company)

By: Dolgencorp., Inc., Sole Member
By: /s/ Wade Smith

Name: Wade Smith
Title: Treasurer

DOLLAR GENERAL PARTNERS
(a Kentucky general partnership)

By: Dollar General Corporation, General Partner
By: /s/ Wade Smith

Name: Wade Smith
Title: Treasurer

By: Dollar General Merchandising, Inc.,
General Partner

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

[SIGNATURE PAGE TO FIRST AMENDMENT TO AMENDED AND R ESTATED REVOLVING CREDIT AGREEMENT]




DG PROMOTIONS, INC.
(a Tennessee corporation)

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

[SIGNATURE PAGE TO FIRST AMENDMENT TO AMENDED AND R ESTATED REVOLVING CREDIT AGREEMENT]




DGC PROPERTIES OF KENTUCKY LLC
(a Delaware limited liability company)

By: Dollar General Partners, a Kentucky
Partnership, Sole Member

By:Dollar General Corporation, General Part
By: /s/ Wade Smith

Name: Wade Smith
Title:  Treasurer

By:Dollar General Merchandising, Inc., General Par

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

DOLLAR GENERAL MERCHANDISING, INC.,

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

[SIGNATURE PAGE TO FIRST AMENDMENT TO AMENDED AND R ESTATED REVOLVING CREDIT AGREEMENT]




DG RETAIL, LLC
By:  Dollar General Corporation, its

Managing Member

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

[SIGNATURE PAGE TO FIRST AMENDMENT TO AMENDED AND R ESTATED REVOLVING CREDIT AGREEMENT]




LENDERS:

SUNTRUST BANK,
as Administrative Agent, as Issuing Bank, as
Swingline Lender, and as a Lender

By: /s/ Anson M. Lewis
Name: Anson M. Lewis
Title:  Vice President

BANK OF AMERICA, N.A,,
as Co-Syndication Agent and as a Lender

By: /s/ John Pocalyko
Name: John Pocalyko
Title:  Senior Vice President

AMSOUTH BANK, as Co-Documentation
Agent and as a Lender

By: /s/ Monty R. Trimble
Name: Monty R. Trimble
Title:  Senior Vice President

KEYBANK NATIONAL ASSOCIATION,
as Co-Syndication Agent and as a Lender

By: /s/ Marianne T. Meil
Name: Marianne T. Meil
Title:  Vice President

[SIGNATURE PAGE TO FIRST AMENDMENT TO AMENDED AND R ESTATED REVOLVING CREDIT AGREEMENT]




U.S. BANK NATIONAL ASSOCIATION,
as Co-Documentation Agent and as a Lender

By: /s/ Michael P. Dickman
Name: Michael P. Dickman
Title:  Vice President

HUNTINGTON NATIONAL BANK.,
as a Lender

By: /s/ Steven P. Clemens
Name: Steven P. Clemens
Title:  Vice President

FIFTH THIRD BANK, N.A.
(TENNESSEE), as a Lender

By: /s/ David J. Hicks
Name: David J. Hicks
Title:  Vice President

UNION PLANTERS BANK, N.A,,
as a Lender

By: /sl Carol S. Geraghty
Name: Carol S. Geraghty
Title:  Vice President

NATIONAL CITY BANK, as a Lender

By: /s/ Michael J. Durbin
Name: Michael J. Durbin
Title:  Senior Vice President

[SIGNATURE PAGE TO FIRST AMENDMENT TO AMENDED AND R ESTATED REVOLVING CREDIT AGREEMENT]




BRANCH BANKING & TRUST CO., as a
Lender

By: /s/ R. Andrew Beam
Name: R. Andrew Beam
Title:  Senior Vice President

LASALLE BANK NATIONAL
ASSOCIATION, as a Lender

By: /s/ Mark Mital
Name: Mark Mital
Title:  First Vice President

[SIGNATURE PAGE TO FIRST AMENDMENT TO AMENDED AND R ESTATED REVOLVING CREDIT AGREEMENT]



AMENDMENT NO. 2 TO
DOLLAR GENERAL CORPORATION
1998 STOCK INCENTIVE PLAN
(As Amended and Restated effective June 2, 2003,
as modified through August 26, 2003)

Section 9(ii) of the Dollar General Corporation 198 Stock Incentive Plan (the “Plan”) is amended, eéfctive as of January 25, 2006, to read in its enéty as follows:

(i) subject to the limitations set forth belowtims Section 9(a), the Board or the Committee dietgrmine in its sole discretion at any time pteoany Change in Control that the value
of all outstanding Stock Options, Stock AppreciatiRights, Restricted Stock, Restricted Units antsde Director Options, in each case to the extested, shall be cashed out on the basis
of the “Change in Control Price” as defined in 8#t9(d) as of the date such Change in Controlioh $otential Change in Control is determined teehaccurred or such other date as the

Board or Committee may determine prior to the CleangControl.



SUBSIDIARIES OF THE REGISTRANT

Jurisdiction of

Name of Entity Incorporation/Organization
DG Retail, LLC Tennessee
Dolgencorp, Inc. Kentucky
Dolgencorp of New York, Inc®) Kentucky
Dolgencorp of Texas, In(%) Kentucky
DG Transportation, Ind%) Tennessee
DG Logistics, LLC® Tennessee
DGC Properties, LL(®) Delaware
DG Promotions, Inc. [formerly known as Nations itl Tennessee
Company, Inc.]
Ashley River Insurance Company, Inc. South Casolin
Dollar General Investment, Inc. Delaware
Dollar General Merchandising, Inc. [formerly knowas Tennessee
Lonestar Administrative Services, Inc.]
DGC Holdings, LLC Delaware
Dollar General Global Sourcing Limite®) Hong Kong
Dollar General Literacy Foundati(® Tennessee
Dollar General Partne ©) Kentucky
DGC Properties of Kentucky, LL() Delaware

(1) A wholly-owned subsidiary of Dolgencorp, Ir

(2) Alimited liability company in which DG Transportan, Inc. is the sole member.

(3) A limited liability company in which Dolgencorp, ¢nis the sole member.

(4) Held 99.9% by Dollar General Corporation and 0.3®iGC Holdings, LLC

(5) A nonprofit, public benefit membership corporatiarwhich Dollar General Corporation is the sole rbem

(6) A general partnership in which the general partaeesDollar General Corporation and Dollar Genbtefchandising, Inc.
(7) Alimited liability company in which Dollar GenerRlartners is the sole member.



CONSENT OF INDEPENDENT REGISTERED
PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference inRlegistration Statements and related ProspectdsBsliar General Corporation listed below of oupoets dated March 16, 2006, with respect tc
consolidated financial statements of Dollar Gen€miporation, Dollar General Corporation managenseassessment of the effectiveness of internat@omter financial reporting, and the effectivenet
internal control over financial reporting of Doll@&eneral Corporation, included in this Annual ReégBorm 10-K) for the year ended February 3, 2006:

Form S-8, Registration No.
Form S-4, Registration No.

Form S-8, Registration No.

Plan).

Form S-8, Registration No.
Form S-8, Registration No.
Form S-8, Registration No.
Form S-8, Registration No.
Form S-8, Registration No.

Form S-8, Registration No.

Nashville, Tennessee
March 16, 2006

333-102653, and Form Begjistration No. 333-65789, each pertaining eoDiollar General Corporation 401(k) Savings andrBeient Plan.
333-42704, pertaininthwoffer to exchange up to $200,000,000 of 8 5EB&hange Notes due June 15, 2010 for any anditanding 8 5/8% Notes due June 15, 2010.

33B309, pertaining to the Dollar General Corporattupplemental Executive Retirement Plan and CongtiemsDeferral Plan (n/k/a Dollar General CorparatCDP/SER

333-120126, pertainmthe Dollar General Corporation CDP/SERP PlanRefitrred Compensation Plan for Non-Employee Dinexcto
333-09448, and Form Regjistration No. 333-105900, each pertaining éoRbllar General Corporation 1998 Stock IncentilenP

333-00141, pertaininthoDollar General Corporation 1995 Employee Stockntive Plan and the 1995 Stock Option PlarCfotside Directors.
33-51589, pertainingh®Dollar General Corporation 1993 Employee Stockntive Plan.

33-31827, pertaininghDollar General Corporation 1989 Employee Stockntive Plan.

333-113645, pertainmthe Dollar General Corporation Employment Agreenveith David A. Perdue.

/sl Ernst & Young LLP



CERTIFICATIONS

|, David A. Perdue, certify that:
1. | have reviewed this annual report on Form 16t®ollar General Corporation;

2. Based on my knowledge, this report does not corgainuntrue statement of a material fact or omittte a material fact necessary to make the seatisnmade, in light of the circumstances u
which such statements were made, not misleadiny ne&pect to the period covered by this report;

3. Based on my knowledge, the financial statementd,ather financial information included in this repdairly present in all material respects theaficial condition, results of operations and «
flows of the registrant as of, and for, the peripdssented in this report;

4, The registrant’s other certifying officer(s)dahare responsible for establishing and maintgrdisclosure controls and procedures (as defindgxithange Act Rules 13a-15(e) and 1i&{e)) an
internal control over financial reporting (as defihin Exchange Act Rules 13a-15(f) and 15d-15@))the registrant and have:

(a) Designed such disclosure controls and pro@sduar caused such disclosure controls and proesdare designed under our supervision, to erteatenaterial information relating to 1
registrant, including its consolidated subsidiarissnade known to us by others within those ergijtparticularly during the period in which thipoet is being prepared;

(b) Designed such internal control over financigborting, or caused such internal control oveatitial reporting to be designed under our supemijsio provide reasonable assure
regarding the reliability of financial reportingcthe preparation of financial statements for exaepurposes in accordance with generally accegptedunting principles;

(c) Evaluated the effectiveness of the registeautisclosure controls and procedures and presentéiis report our conclusions about the effectesn of the disclosure controls
procedures, as of the end of the period coverethibyreport based on such evaluation; and

(d) Disclosed in this report any change in thegsteagnt’s internal control over financial reportitlgat occurred during the registrant's most rediscil quarter (the registrastfourth fisca
quarter in the case of an annual report) that hetemally affected, or is reasonably likely to méBy affect, the registrant’s internal controlenfinancial reporting; and

5. The registrant’s other certifying officer(s)dahhave disclosed, based on our most recent etratuaf internal control over financial reporting, the registrans auditors and the audit committe¢
registrant’s board of directors (or persons perfagnthe equivalent functions):

(a) All significant deficiencies and material weakses in the design or operation of internal ebmiver financial reporting which are reasonabkely to adversely affect the registrant’
ability to record, process, summarize and reposrtial information; and




(b) Any fraud, whether or not material, that inved management or other employees who have ais@mifrole in the registrant’s internal control ofi@ancial reporting.

Date: March 21, 2006 /sl David A. Perdue

David A. Perdue
Chief Executive Officer

1, David M. Tehle, certify that:

1.

2.

| have reviewed this annual report on Form 10-Koflar General Corporation;

Based on my knowledge, this report does not corgainuntrue statement of a material fact or omittte a material fact necessary to make the seatisnmade, in light of the circumstances u
which such statements were made, not misleadinty ie&pect to the period covered by this report;

Based on my knowledge, the financial statementd,aher financial information included in this repdairly present in all material respects theaficial condition, results of operations and
flows of the registrant as of, and for, the peripdssented in this report;

The registrant’s other certifying officer(s)dahare responsible for establishing and maintgjrdisclosure controls and procedures (as defindgixthange Act Rules 13a-15(e) and 1%e)) an
internal control over financial reporting (as defihin Exchange Act Rules 13a-15(f) and 15d-15@))the registrant and have:

(a) Designed such disclosure controls and pro@sduar caused such disclosure controls and proesdare designed under our supervision, to erteatenaterial information relating to 1
registrant, including its consolidated subsidigrissnade known to us by others within those edijtparticularly during the period in which thipoet is being prepared;

(b) Designed such internal control over finanaigorting, or caused such internal control ovearitial reporting to be designed under our supa@misio provide reasonable assur:
regarding the reliability of financial reporting@the preparation of financial statements for exdepurposes in accordance with generally acceptedunting principles;

(c) Evaluated the effectiveness of the registsadisclosure controls and procedures and presentéus report our conclusions about the effectags of the disclosure controls i
procedures, as of the end of the period coverethiByeport based on such evaluation; and

(d) Disclosed in this report any change in thegsteagnt’s internal control over financial reportititat occurred during the registrant's most rediscil quarter (the registrastfourth fisca
quarter in the case of an annual report) that heterially affected, or is reasonably likely to nré&By affect, the registrant’s internal control@financial reporting; and




5. The registrant’s other certifying officer(s)dahhave disclosed, based on our most recent etratuaf internal control over financial reporting, the registrans auditors and the audit committe¢
registrant’s board of directors (or persons perfagnthe equivalent functions):

(a) All significant deficiencies and material weaksses in the design or operation of internal obmiver financial reporting which are reasonabkely to adversely affect the registrant’
ability to record, process, summarize and reposritial information; and

(b) Any fraud, whether or not material, that inved management or other employees who have ais@mifrole in the registrant’s internal control ofi@ancial reporting.

Date: March 21, 2006 /sl 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 $ckhbwledge the Annual Report on Form 10-K forfikeal year ended February 3, 2006 of Dollar Gdn@aaporation (the “Company’fjled with
the Securities and Exchange Commission on thetdatof fully complies with the requirements of smetl3(a) or 15(d) of the Securities Exchange Act@84 and that the information contai
in such report fairly presents, in all materialpests, the financial condition and results of opera of the Company.

/s/ David A. Perdue

Name: David A. Perdue

Title: Chief Executive Officer
Date: March 21, 2006

/s/ David M. Tehle

Name: David M. Tehle

Title: Chief Financial Officer
Date: March 21, 2006




