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

FORM 10-Q

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

For the quarterly period ended October 28, 2005
Commission file number: 00111421

DOLLAR GENERAL CORPORATION
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TENNESSEE 61-0502302
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Indicate by check mark whether the Registrant: hél filed all reports required to be filed by $acttl3 or 15
(d) of the Securities Exchange Act of 1934 durihg preceding 12 months (or for such shorter petiad the
Registrant was required to file such reports), @)dchas been subject to such filing requirementgte past 90 day

Yes [X] No[ ]

Indicate by check mark whether the Registrant ia@elerated filer (as defined in Rule 12lwf the Exchanc
Act). Yes [X] No [ ]

Indicate by check mark whether the Registrant shell company (as defined in Rule 12wf the Exchang
Act). Yes[ ] No [X]

The number of shares of common stock outstandingawember 18, 2005 was 316,629,101.




PART I—FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

DOLLAR GENERAL CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands)

October 28, January 28,
2005 2005
ASSETS (Unaudited)
Current assets:
Cash and cash equivalents $ 92,769 $ 232,830
Short-term investments 1,417 42,925
Merchandise inventories 1,574,567 1,376,537
Deferred income taxes 14,348 24,908
Prepaid expenses and other current assets 61,549 53,702
Total current assets 1,744,65C 1,730,902
Net property and equipment 1,155,281 1,080,838
Other assets, net 30,850 29,264
Total assets $ 2,930,781 $ 2,841,004
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:
Current portion of long-term obligations $ 8,864 $ 12,860
Accounts payable 521,087 409,327
Accrued expenses and other 372,537 333,889
Income taxes payable 7,452 69,616
Total current liabilities 909,940 825,692
Long-term obligations 344,436 258,462
Deferred income taxes 62,118 72,385
Shareholders’ equity:
Preferred stock - -
Common stock 158,437 164,086
Additional paid-in capital 451,180 421,600
Retained earnings 1,011,01¢ 1,102,457
Accumulated other comprehensive loss (839) (973)
1,619,797 1,687,17C
Other shareholders’ equity (5,510 (2,705
Total shareholders’ equity 1,614,287 1,684,465
Total liabilities and shareholders’ equity $ 2,930,781 $ 2,841,004

See notes to condensed consolidated financialrstatts.




DOLLAR GENERAL CORPORATION AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF INCOME

(Unaudited)
(In thousands except per share amounts)

For the 13 weeks ended

For the 39 weeks ended

October 28, October 29, October 28, October 29,
2005 2004 2005 2004

Net sales $ 2,057,888 $ 1,879,187 $ 6,101,733 $ 5,463,389
Cost of goods sold 1,478,872 1,325,202 4,367,838 3,860,174
Gross profit 579,016 553,985 1,733,895 1,603,215
Selling, general and administrative 477,404 440,029 1,404,292 1,266,583
Operating profit 101,612 113,956 329,603 336,632
Interest income (1,670 (1,324 (6,442 (4,730;
Interest expense 5,321 7,688 18,633 21,577
Income before income taxes 97,961 107,592 317,412 319,785
Income taxes 33,536 36,466 112,529 109,488
Net income $ 64,425 $ 71,126 $ 204,883 $ 210,297
Earnings per share:

Basic $ 0.20 $ 0.22 $ 0.63 $ 0.64

Diluted $ 0.20 $ 0.22 $ 0.63 $ 0.63
Weighted-average common shares

outstanding:

Basic 319,520 327,844 323,855 329,917

Diluted 321,443 330,313 326,334 332,623
Dividends per share $ 0.045 $ 0.040 $ 0.130 $ 0.120

See notes to condensed consolidated financialnstates.




(Unaudited)
(In thousands)

DOLLAR GENERAL CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

For the 39 weeks ended

October 28, October 29,
2005 2004
Cash flows from operating activities:
Net income $ 204,883 $ 210,297
Adjustments to reconcile net income to net caskigea by
operating activities:
Depreciation and amortization 137,817 122,882
Deferred income taxes 293 27,132
Tax benefit from stock option exercises 4,009 5,615
Change in operating assets and liabilities:
Merchandise inventories (198,030 (401,433
Prepaid expenses and other current assets (7,847, (3,725
Accounts payable 103,896 96,876
Accrued expenses and other 39,593 39,987
Income taxes payable (62,245 (24,082
Other 12,348 (11,332
Net cash provided by operating activities 234,717 62,217
Cash flows from investing activities:
Purchases of property and equipment (216,849 (219,177
Purchases of short-term investments (30,250 (152,425
Sales of short-term investments 73,175 219,651
Proceeds from sales of property and equipment 1,085 154
Net cash used in investing activities (172,839 (151,797
Cash flows from financing activities:
Issuance of long-term borrowings 14,495 -
Borrowings under revolving credit facility 148,600 109,100
Repayments of borrowings under revolving creditlifsc (73,600 (44,600
Repayments of long-term obligations (10,832 (12,311
Payment of cash dividends (41,999 (39,564
Proceeds from exercise of stock options 22,041 21,125
Repurchases of common stock (260,707 (198,362
Other financing activities 63 (613)
Net cash used in financing activities (201,939 (165,225
Net decrease in cash and cash equivalents (140,061 (254,805
Cash and cash equivalents, beginning of period 232,830 345,899
Cash and cash equivalents, end of period $ 92,769 $ 91,094
Supplemental schedule of noncash investing andding activities:
Investments awaiting settlement, included in Acdeyrayable $ 12,129 $ -
Purchases of property and equipment awaiting psitg$or payment,
included in Accounts payable $ 8,656 $ 4,817
Purchases of property and equipment under cap#skl obligations $ 3,283 $ 1,690

See notes to condensed consolidated financialns&tes.






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

1. Basis of presentation and accounting policies
Basis of presentation

The accompanying unaudited condensed consolidataddal statements of Dollar General Corporatiod
its subsidiaries (the “Companytiave been prepared in accordance with accountingiples generally accepted in
United States of America (“GAAP”jor interim financial information and are presente@daccordance with tl
requirements of Form 10-Q and Rule 10-01 of Reguia®-X. Such financial statements consequently do mdtide
all of the disclosures normally required by GAAPtlbose normally made in the Compasmynnual Report on For
10-K. Accordingly, the reader of this Quarterlyg®et on Form 10-Q should refer to the Companihnual Report ¢
Form 10-K for the year ended January 28, 2005dditeonal information.

The accompanying condensed consolidated finantaé&ments have been prepared in accordance wi
Company’s customary accounting practices and hatebeen audited. In managementpinion, all adjustmer
(which are of a normal recurring nature) necessarya fair presentation of the consolidated finahgosition an
results of operations for the 13-week andwak periods ended October 28, 2005 and Octobe2@®} have bes
made.

Certain prior amounts have been reclassified tdoaconto the current period presentation. Ongoistineate
of inventory shrinkage and initial markups and ndaskns are included in the interim cost of goodsl siallculatior
Because the Comparsybusiness is moderately seasonal, the resuliati&rm periods are not necessarily indica
of the results to be expected for the entire year.

Change in accounting estimate

The Companys merchandise inventories are stated at the loweosi or market with cost determined us
the retail last-in, first-out (“LIFO”) method. Uedthe Company’s retail inventory method (“RIMte calculation ¢
gross profit and the resulting valuation of invergs at cost are computed by applying a calculatest-toretail
inventory ratio to the retail value of sales. TEaluce the potential of distortions in the valuata@ninventory, th
Companys RIM calculation through the end of 2004 utilizHl departments in which fairly homogeneous clas$
merchandise inventories having similar gross marguere grouped. In 2005, in order to further mefits RIV
calculation, the Company expanded the number cdrtieents it utilizes for its gross margin calcwdatirom 10 to 2!
The Company estimates that this change resulted reduction of gross profit of approximately $1@8lion anc
$17.5 million, for the 13-week and 39-week periedded October 28, 2005, respectively.




Accounting pronouncements

In December 2004, the Financial Accounting StanslaBdard (“FASB”) issued Statement of Financ
Accounting Standards (“SFAS”) No. 123(R), “Shares&a Payment,Wwhich will require all companies to meas
compensation cost for all sharased payments (including employee stock option&iavalue. This new stand:
will generally be effective for public companies laer than their first fiscal year that beginseaffune 15, 200
Companies can adopt the new standard in one ofweys: (i) the modified prospective application, vitnich ¢
company would recognize sharased employee compensation cost from the begirofitige fiscal period in whic
the recognition provisions are first applied athé fair-valuebased accounting method had been used to accaouail
employee awards granted, modified, or settled #fieeffective date and to any awards that werduligtvested as (
the effective date; or (ii) the modified retrospeetapplication, in which a company would recogneaploye:
compensation cost for periods presented prior ¢odthoption of SFAS No. 123(R) in accordance with dhigina
provisions of SFAS No. 123 “Accounting for Stockg€ga Compensation,pursuant to which an entity wol
recognize employee compensation cost in the amauntently reported in the pro forma disclosuresvpted ir
accordance with SFAS No. 123.

The Company currently expects to adopt SFAS No(RpP8uring the first quarter of 2006 using the niiedl
prospective application, and expects to incur imaetal Selling, general and administrative expeassociated wit
the adoption of approximately $8 million to $16 lioih in 2006. See Note 5 below for disclosure af gro form:
effects of stock option grants as determined ugiegnethodology prescribed under SFAS No. 123.

SFAS 123(R) also requires the benefits of tax deolus in excess of recognized compensation coste
reported as a financing cash flow, rather thanra®erating cash flow as required under curreetdture. Thi
requirement will reduce net operating cash flowd mecrease net financing cash flows in periodsratption. Whil
the Company cannot estimate what those amountdwiiih the future (because they depend on, amdrey tiings
when employees exercise stock options), the amob@imperating cash flows recognized in the accompe
condensed consolidated statement of cash flowsudoh excess tax deductions were $4.0 million fer 38weel
period ended October 28, 2005 and were $9.7 mifborll of fiscal 2004.

2. Comprehensive income

Comprehensive income consists of the followingliousands):

13 Weeks Ended 39 Weeks Ended
October 28, October 29, October 28, October 29,
2005 2004 2005 2004
Net income $ 64,425 $ 71,126 $ 204,883 $ 210,297
Reclassification of net loss on derivatives 44 45 134 152
Comprehensive income $ 64,469 $ 71,171 $ 205,017 $ 210,449




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

13 Weeks Ended October 28, 2005 13 Weeks Ended October 29, 2004

Net Per Share Net Per Share
Income Shares Amount Income Shares Amount
Basic earnings per share $4,425 319520 $ 0.20 $ 71,126 327,844 % 0.22
Effect of dilutive stock options 1,923 2,469

Diluted earnings per share  $ 64,425 321,443 $ 0.20 $ 71,126 330,313 $ 0.22

39 Weeks Ended October 28, 2005 39 Weeks Ended October 29, 2004

Net Per Share Net Per Share
Income Shares Amount Income Shares Amount
Basic earnings per share 04,883 323855 % 0.63 $ 210,297 329,917 % 0.64
Effect of dilutive stock options 2,479 2,706

Diluted earnings per share $ 204,883 326,334 $ 0.63 $ 210,297 332,623 $ 0.63

Basic earnings per share was computed by dividetgntome by the weighted average number of shaf
common stock outstanding during the period. Ddwarnings per share was determined based onlthialieffect o
stock options and other common stock equivalentgyube treasury stock method.

4, Commitments and contingencies
Legal proceedings

On March 14, 2002, a complaint was filed in the tediStates District Court for the Northern Distrad
Alabama (Edith Brown, on behalf of herself and others sinylasituated v. Dolgencorp. Inc., and Dollar Genk
Corporation, CV02-C-0673-W (‘Brown” )). Brownis a collective action against the Company on Heffaturren
and former salaried store managers claiming thegethndividuals were entitled to overtime pay andutd not hav
been classified as exempt employees under thd.&haor Standards Act (“FLSA”)Plaintiffs seek to recover overtil
pay, liquidated damages, declaratory relief anofiadtys’ fees.

On January 12, 2004, the court certified aninptlkass of plaintiffs consisting of all personsmayed by th
Company as store managers at any time since Mdrch999, who regularly worked more than 50 hoursyeek an
either: (1) customarily supervised less than tw@legees at one time; (2) lacked authority to hiredscharg
employees without supervisor approval; or (3) somest worked in nomranagerial positions at stores other thai

one he or she managed. The Company’s requespeabine certification decision on a discretionaagis to the 17
U.S. Circuit Court of Appeals was denied.

Notice was sent to prospective class members andedhdline for individuals to opt in to the lawsuas Ma
31, 2004. Approximately 5,000 individuals opted idlthough the Company has several pending motthas ma'
dispose of all or portions of the case, the




Company is unable at this time to predict whethethe extent to which any of these motions willsagecessful. .
trial date has not been set.

Three additional lawsuit;ina Depasquales v. Dollar General Coffgouthern District of Georgia, Savan
Division, CV 404-096, filed May 12, 2004iKaren Buckley v. Dollar General CorfSouthern District of Ohio, C-2-
04-484, filed June 8, 2004), asdheila Ann Hunsucker v. Dollar General Corp. et(#estern District of Oklahom
Civ-04-165-R, filed February 19, 2004), were fileskerting essentially the same claims a$Btloavn case, and we
subsequently consolidated in the Northern DistsfcAlabama where thBrown litigation is pending. The plaintiffs
the Depasqualesand theHunsuckerlawsuits have since dismissed their cases and aptedhe Brown case. Th
Buckleyplaintiff has represented to the Court an intenaltandon the federal FLSA claim in order to puraudas
action under Ohi® state law equivalent of the FLSA. The Companiebes that the consolidation will not exte
any of the deadlines in tlBrowncase.

On October 10, 2005, the Company was served withdaitional lawsuitMoldoon, et al. v. Dolgencorp, In
et al. (Western District of Louisiana, Lake Charles Digisi CV050852, filed May 19, 2005), filed as a puta
collective action in which five current or formeilosee managers claim to have been improperly ciassds exem
executive employees under the FLSA. Plaintiffkdaginctive relief, back wages, liquidated damaged attorneys’
fees. Although the Company has answeredvtbielooncomplaint, discovery has not yet begun. At thseti it is no
possible to predict whether the Court will pernfitstaction to proceed collectively or whether tlotican will be
consolidated with th&rownlitigation.

The Company believes that its store managers @ar&ave been properly classified as exempt employeds
the FLSA and that the actions described above ateappropriate for collective action treatment. eTGompan
intends to vigorously defend these actions. Howewe assurances can be given that the Company&#luccessf
in that defense on the merits or otherwise, andotf the resolution or resolutions could have #ene adverse effe
on the Company’s financial statements as a whole.

In addition to the matters described above, the fizo is involved in other legal actions and claarising ir
the ordinary course of business. The Company lediebased upon information currently availablet thech othe
litigation and claims, both individually and in theggregate, will be resolved without a materialeeffon th
Companys$ financial statements as a whole. However, litiga involves an element of uncertainty. Fu
developments could cause these actions or claimsat® a material adverse effect on the Compaifiylancia
statements as a whole.

5. Stock-based compensation

The Company accounts for stock option grants iroance with Accounting Principles Board Opinion.
25, “Accounting for Stock Issued to Employees” (‘B\No. 25”), and related interpretations. Under APB No.
compensation expense is generally not recognizegldms in which the exercise price of the stockams equals tr
market price of the underlying stock on the datgraht and the number of shares subject to execiseed. Had




compensation cost for the Company’s stbelsed compensation plans been determined basduk dairt value at tt
grant date for awards under these plans consigiéimtthe methodology prescribed under SFAS No. 1#3,incom
and earnings per share would have been equivaehétpro forma amounts indicated in the followiagle:

13 Weeks Ended

39 Weeks Ended

October 28, October 29, October 28, October 29,
(Amounts in thousands except per share data) 2005 2004 2005 2004
Net income - as reported $ 64,425 $ 71,126 $ 204,883 $ 210,297
Less pro forma effect of stock option grants,
net of tax 1,398 2,956 6,099 8,860
Net income - pro forma $ 63,027 $ 68,170 $ 198,784 $ 201,437
Earnings per share - as reported
Basic $ 0.20 $ 0.22 $ 0.63 $ 0.64
Diluted $ 0.20 $ 0.22 $ 0.63 $ 0.63
Earnings per share - pro forma
Basic $ 0.20 $ 0.21 $ 0.61 $ 0.61
Diluted $ 0.20 $ 0.21 $ 0.61 $ 0.61

The fair value of options granted during the 13 keeended October 28, 2005 and October 29, 2004b®/494
and $6.38 per share, respectively. The fair valueptions granted during the 39 weeks ended Octd8e2005 an
October 29, 2004 was $6.51 and $6.36 per shamectgely. The fair value of each stock option graas estimate
on the date of grant using the Black-Scholes ogtiazing model with the following assumptions:

13 Weeks Ended

39 Weeks Ended

October 28, October 29,  October 28, October 29,
2005 2004 2005 2004
Expected dividend yield 0.9% 0.9% 0.9% 0.9%
Expected stock price volatility 25.9% 35.5% 27.3% 35.5%
Weighted average risk-free interest rate 3.8% 3.6% 4.2% 3.5%
Expected life of options (years) 5.0 5.0 5.0 5.0

6. Income taxes

The effective income tax rates for the 13 weeksdrdctober 28, 2005 and October 29, 2004 were 34
33.9%, respectively, and for the 39 weeks endealigct28, 2005 and October 29, 2004 were 35.5% d2P&

respectively.

The fiscal 2005 periods have benefited primarilgnirthe reduction of the Compasyéstimated effecti
annual rate from 36.9% to 36.0% through the thudrter of 2005, due in part to a state investmenttedit resultin
from the Company investment in its Indiana distribution centerd &#om benefits resulting from an internal corpe
reorganization. Additionally, the fiscal 2005 pelsohave benefited from favorable reductions inatertontinger

income tax-related liabilities.

During fiscal 2004, the Company recorded a net ¢idn in certain contingent income tagtated liabilitie:
and the related interest accruals due to a changs probability assessment that the likelihoodceftain potenti:

income tax-related exposure items would




translate into actual future liabilities. Thoseustinents resulted in favorable impacts to the préar periods incomi
tax provision and interest expense. In additioa,@lmmpany recorded favorable adjustments in thoer paar period ¢
the result of the retroactive reinstatement ofasertederal jobs credits, and the filing of the Qamy’s income ta
returns and a related reconciliation of previousigorded tax accruals.

7. Repurchases of common stock

On September 30, 2005, the Board of Directors aizibed a repurchase program for up to 10 millionreba
the Companys outstanding common stock, which expires Septer@bef006. Purchases may be made in the
market or in privately negotiated transactions fitome to time subject to market conditions. Theechye of the sha
repurchase program is to enhance shareholder \atupurchasing shares at a price that produces wanretr
investment that is greater than the Company's obstapital. Additionally, share repurchases gemgralill be
undertaken only if such purchases result in anesiver impact on the Company's fully diluted earsiner shai
calculation. Pursuant to this authorization, afOatober 28, 2005, the Company had purchased appateiy 3.¢
million shares at a cost of $67.9 million, and lggroximately 6.4 million shares remaining.

On November 30, 2004, the Board of Directors auledra repurchase program for up to 10 million ehar
the Companys outstanding common stock in the open market griirately negotiated transactions from time toe
subject to market conditions. The objective o thinare repurchase program was consistent witBapeember 20(
repurchase program as described above. Duringl 3804, approximately 0.5 million shares were repase
pursuant to this authorization. During the fir& Beeks of fiscal 2005, the Company purchased appetely 9.
million shares at a total cost of $192.9 millidmerteby completing this authorization.

8. Segment reporting

The Company manages its business on the basisafeportable segment. As of October 28, 2005fdle
Companys operations were located within the United Stateify the exception of an immaterial Hong K
subsidiary that began operations in fiscal 2004e Tdllowing data is presented in accordance witASMo. 131
“Disclosures about Segments of an Enterprise atat&Elnformation.”

13 Weeks Ended 39 Weeks Ended

October 28, October 29, October 28, October 29,

(In thousands) 2005 2004 2005 2004

Classes of similar products:

Highly consumable $1,405,413 $ 1,251,106 $ 4,078,515 $ 3,532,824
Seasonal 269,695 258,835 862,534 810,166
Home products 211,609 203,227 638,493 626,153
Basic clothing 171,171 166,019 522,191 494,246
Net sales $ 2,057,888 $ 1,879,187 $ 6,101,733 $ 5,463,389




9. Guarantor subsidiaries

All of the Company’s subsidiaries, except for itd-for-profit subsidiary the assets and revenues of wére
not material (the “Guarantors”), have fully and anditionally guaranteed on a joint and severaldtds Company’
obligations under certain outstanding debt oblaai Each of the Guarantors is a direct or intlivéeolly ownec
subsidiary of the Company.

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

As of October 28, 2005

DOLLAR GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL
BALANCE SHEET:
ASSETS
Current assets:
Cash and cash equivalents $ (922) $ 93,691 - $ 92,769
Short-term investments - 1,417 - 1,417
Merchandise inventories - 1,574,567 - 1,574,567
Deferred income taxes 11,397 2,951 - 14,348
Prepaid expenses and other current
assets 62,248 545,367 (546,066 61,549
Total current assets 72,723 2,217,993 (546,066 1,744,650
Property and equipment, at cost 206,381 1,932,706 - 2,139,087
Less accumulated depreciation and
amortization 94,480 889,326 - 983,806
Net property and equipment 111,901 1,043,380 - 1,155,281
Other assets, net 2,213,304 24,806 (2,207,260 30,850
Total assets $ 2,397,928 $ 3,286,179 (2,753,326 $ 2,930,781
LIABILITIES AND
SHAREHOLDERS'’ EQUITY
Current liabilities:
Current portion of long-term
obligations $ (38) $ 8,902 - $ 8,864
Accounts payable 520,518 544,217 (543,648 521,087
Accrued expenses and other 29,549 342,988 - 372,537
Income taxes payable - 9,870 (2,418 7,452
Total current liabilities 550,029 905,977 (546,066 909,940
Long-term obligations 228,746 1,391,823 (1,276,133 344,436
Deferred income taxes 4,866 57,252 - 62,118
Shareholders’ equity:
Preferred stock - - - -
Common stock 158,437 23,853 (23,853 158,437
Additional paid-in capital 451,180 672,311 (672,311 451,180
Retained earnings 1,011,019 234,963 (234,963 1,011,019
Accumulated other comprehensive
loss (839) - - (839)
1,619,797 931,127 (931,127 1,619,797
Other shareholders’ equity (5,510; - - (5,510)
Total shareholders’ equity 1,614,287 931,127 (931,127 1,614,287
Total liabilities and shareholders’ equity $ 2,397,928 $ 3,286,179 (2,753,326 $ 2,930,781
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(In thousands) 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 1,740,029 (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 $ - $ 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)
1,687,170 2,211,382 (2,211,382 1,687,170
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 13 weeks ended

(In thousands) October 28, 2005
DOLLAR GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL

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

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

For the 13 weeks ended

(In thousands) October 29, 2004
DOLLAR GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL

STATEMENTS OF INCOME:
Net sales $ 40,639 $ 1,879,187 $ (40,639 $ 1,879,187
Cost of goods sold - 1,325,202 - 1,325,202
Gross profit 40,639 553,985 (40,639 553,985
Selling, general and administrative 33,716 446,952 (40,639 440,029
Operating profit 6,923 107,033 - 113,956
Interest income (212) (1,112 - (1,324)
Interest expense 4,220 3,468 - 7,688
Income before income taxes 2,915 104,677 - 107,592
Income taxes 841 35,625 - 36,466
Equity in subsidiaries’ earnings, net of

taxes 69,052 - (69,052 -
Net income $ 71,126 $ 69,052 $ (69,052 $ 71,126

For the 39 weeks ended

(In thousands) October 28, 2005
DOLLAR GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL

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

taxes 200,182 - (200,182 -

Net income $ 204,883 $ 200,182 $ (200,182 $ 204,883
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(In thousands)

For the 39 weeks ended
October 29, 2004

DOLLAR GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF INCOME:
Net sales $ 130,368 $ 5,463,389 $ (130,368 $ 5,463,389
Cost of goods sold - 3,860,174 - 3,860,174
Gross profit 130,368 1,603,215 (130,368 1,603,215
Selling, general and administrative 108,590 1,288,361 (130,368 1,266,583
Operating profit 21,778 314,854 - 336,632
Interest income (1,649; (3,081, - (4,730)
Interest expense 13,333 8,244 - 21,577
Income before income taxes 10,094 309,691 - 319,785
Income taxes 3,914 105,574 - 109,488
Equity in subsidiaries’ earnings, net of
taxes 204,117 - (204,117 -
Net income $ 210,297 $ 204,117 $ (204,117 $ 210,297
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(In thousands)

For the 39 weeks ended
October 28, 2005

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

For the 39 weeks ended
October 29, 2004

DOLLAR GENERAL GUARANTOR CONSOLIDATED
CORPORATION SUBSIDIARIES ELIMINATIONS TOTAL
STATEMENTS OF CASH FLOWS:
Cash flows from operating activities:
Net income $ 210,297 $ 204,117 $ (204,117 210,297
Adjustments to reconcile net income to
net cash provided by operating
activities:
Depreciation and amortization 13,868 109,014 - 122,882
Deferred income taxes 3,707 23,425 - 27,132
Tax benefit from stock option
exercises 5,615 - - 5,615
Equity in subsidiaries’ earnings, net (204,117 - 204,117 -
Change in operating assets and
liabilities:
Merchandise inventories - (401,433 - (401,433
Prepaid expenses and other
current assets (4,899; 1,174 - (3,725)
Accounts payable (923) 97,799 - 96,876
Accrued expenses and other (3,082 43,069 - 39,987
Income taxes 8,963 (33,045 - (24,082,
Other (5,311 (6,021 - (11,332
Net cash provided by operating activities 24,118 38,099 - 62,217
Cash flows from investing activities:
Purchases of property and equipment (14,964 (204,213 - (219,177
Purchases of short-term investments (151,925 (500) - (152,425
Sales of short-term investments 219,150 501 - 219,651
Proceeds from sale of property and
equipment 3 151 - 154
Net cash provided by (used in) investing
activities 52,264 (204,061 - (151,797
Cash flows from financing activities:
Borrowings under revolving credit
facility 109,100 - - 109,100
Repayments of borrowings under
revolving credit facility (44,600 - - (44,600
Repayments of long-term obligations (5,664, (6,647, - (12,311]
Payment of cash dividends (39,564 - - (39,564
Proceeds from exercise of stock options 21,125 - - 21,125
Repurchases of common stock (198,362 - - (198,362
Changes in intercompany note balances,
net (201,969 201,969 - -
Other financing activities (613) - - (613)
Net cash provided by (used in) financing
activities (360,547 195,322 - (165,225
Net increase (decrease) in cash and cash
equivalents (284,165 29,360 - (254,805
Cash and cash equivalents, beginning of
period 285,007 60,892 - 345,899
Cash and cash equivalents, end of period$ 842 $ 90,252 $ - 91,094
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ITEM 2. MANAGEMENT’'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND
RESULTS OF OPERATIONS

Forward-Looking Statements/Risk Factors

Except for specific historical information, many tfe discussions in this report and in the docus
incorporated by reference into this report may egpror imply projections of revenues or expendsupans an
objectives for future operations, growth or initias, expected future economic performance, oegpected outcon
or impact of pending or threatened litigation. Tdesd similar statements regarding events or mesultich th
Company expects will or may occur in the future fargvardiooking statements concerning matters that invalsies
uncertainties and other factors which may causeadtheal performance of the Company to differ matlrifrom thos:
expressed or implied by these statements. All &oddooking information should be evaluated in the eahbf thes
risks, uncertainties and other factors. The worbsliéve,” “anticipate,” “project,” “plan,” “expect,“estimate,
“objective,” “forecast,” “goal,” “intend,” “will likely result,” or “will continue”and similar expressions gener
identify forward-looking statements. The Companylidwes the assumptions underlying these forwaaoting
statements are reasonable; however, any of thenasisuns could be inaccurate, and therefore, acasallts may diffe
materially from those projected in the forwdodking statements. Factors and risks that mayltre@s actual resul
differing from such forwardeoking information include, but are not limited toose listed below, as well as oi
factors discussed throughout this document, inolidwithout limitation the factors described undeCritical
Accounting Policies and Estimates” or, from timetitae, in the Company’ filings with the SEC, press releases
other communications.

Readers are cautioned not to place undue reliamcéowvarddooking statements made in this document, :
the statements speak only as of the documéiate. The Company has no obligation, and doesmtend, to publicl
update or revise any of these forwdodking statements to reflect events or circumsaraccurring after the date
this document or to reflect the occurrence of urtgpdited events. Readers are advised, howevecpitsult an
further disclosures the Company may make on relsidects in its documents filed with or furnishedhe SEC or |
its other public disclosures.

The Company business is moderately seasonal with the high&sion of sales occurring during the fou
guarter. Adverse events during the fourth quarteuld, therefore, affect the Compasyfinancial statements as
whole. The Company realizes a significant portion ofniét sales and net income during the Christmasgedeasol
In anticipation of this holiday, the Company puasas substantial amounts of seasonal inventoryhaed man
temporary employees. If for any reason the Comzangt sales during the Christmas selling seasoe todall belov
seasonal norms, a seasonal merchandise inventdoglancte could result. If such an imbalance weredour
markdowns might be required to minimize this imbaka The Compang’profitability and operating results could
adversely affected by unanticipated markdowns antess than anticipated sales. Less than anticpsaes in th
Christmas selling season would also negatively ehifee Company’s ability to leverage the incredséar costs.
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Competition in the retail industry could limit tl@mpany’s growth opportunities and reduce its padsfility .
The Company operates in the discount retail memisa business, which is highly competitive. Todsnpetitive
environment subjects the Company to the risk oficed profitability because of the lower prices, #mas the lowe
margins, required to maintain the Compangbmpetitive position. The Company competes @iticount stores al
with many other retailers, including mass merchsedgrocery, drug, convenience, variety and otpecialty store:
These other retail companies operate stores iry oftihe areas where the Company operates. They@uayis direc
competitors in the dollar store retail categorylude, without limitation, Family Dollar, Dollar Teg Freds, anc
various local, independent operators. Competifian® other retail categories include, without liatibn, CVS, Rit
Aid, Walgreens, Eckerd, Waltart and Kmart. The discount retail merchandissiress is subject to excess cap:
and some of the Comparsytompetitors are much larger and have substangedlater resources than the Comp
The competition for customers has intensifiedeoent years as larger competitors, such asMéat; have move
into the Company geographic markets. The Company remains vulfeetalthe marketing power and high leve
consumer recognition of these major national dist@hains and to the risk that these chains orrstbeuld ventur
into the “dollar store” industry in a significanty. Generally, the Company expects an increasempetition.

The Company financial performance is sensitive to changeeviarall economic conditions that may img
consumer spending and the Company’s costs of dnismgess A general slowdown in the United States econor
rising personal debt levels may adversely affeetdgpending of the Comparsytonsumers, which would likely res
in lower net sales than expected on a quarterlgnoiual basis. Economic conditions affecting digptes consum:
income, such as employment levels, business conditifuel and energy costs, inflation, interestsaaind tax rate
could also adversely affect the Companlgusiness by reducing consumer spending or caasmgumers to shift the
spending to other products. The Company might babile to anticipate these buying patterns and emgh
appropriate inventory strategies, which would adebraffect its sales and margin performance.dtlteon, continue
increases in fuel and energy costs also would aserdhe Compang’transportation costs and overall cost of d
business and could adversely affect the Compames£ial statements as a whole.

Adverse weather conditions could adversely imphet Companys financial performance and operatio
Adverse weather conditions, natural disastersimileg disruptions, especially during the peak Gtmas sellin
season, but also at other times, could signifigaretiuce the Comparg/net sales. In addition, such disruptions ¢
also adversely affect the Compasysupply chain efficiency and make it more diffictdr the Company to obte
sufficient quantities of merchandise from its sugsl.

Existing military efforts and the possibility of ma@nd acts of terrorism could adversely impact @ampany.
Existing U.S. military efforts, as well as the atwement of the United States in other military aggments, or
significant act of terrorism on U.S. soil or els@s, could have an adverse impact on the Compangrbgng othe
things, disrupting its information or distributi@ystems; causing dramatic increases in fuel ptioeeby increasir
the costs of doing business; or impeding the flownports or domestic products to the Company.
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The Company business is dependent on its ability to obtairaetive pricing and other terms from its venc
and on the timely receipt of inventaryThe Company believes that it has generally getations with its vendors a
that it is generally able to obtain attractive pricand other terms from vendors. However, if tr@mpany fails t
maintain good relations with its vendors, it may be able to obtain attractive pricing with the seguence that its r
sales or profit margins would be reduced. The Camgpmay also face difficulty in obtaining neededentory fron
its vendors because of interruptions in productiatverse weather conditions or for other reasorms¢chwwoulc
adversely affect the Compamsybusiness. Also, prolonged or repeated priceeasgs of certain raw materials cc
affect our vendors’ product costs and, ultimatéig, Company’s profitability.

The efficient operation of the Company’s busines$i@avily dependent on its information systenihe
Company depends on a variety of information teabgwlsystems for the efficient functioning of itssmess. Th
Company relies on certain software vendors to raairdnd periodically upgrade many of these systeonthat the
can continue to support the Company’s busines® sbftware programs supporting many of the Comasystem
were licensed to the Company by independent sodétwawelopers. The inability of these developertherCompan
to continue to maintain and upgrade these infolwnasiystems and software programs would disrupeduce th
efficiency of the Companyg’ operations if it were unable to convert to aléensystems in an efficient and tir
manner. In addition, costs and potential problemd interruptions associated with the implementatd new o
upgraded systems and technology or with maintenan@sequate support of existing systems could disapt o
reduce the efficiency of the Company’s operations.

The Company is dependent upon the smooth funogiafiits distribution network and upon the capaatyits
distribution centers (“DCs”). The Company relies upon the ability to replenispleled inventory through deliver
to its DCs from vendors and from the DCs to itgestdoy various means of transportation, includinigreents by ai
sea and truck. Labor shortages in the truckingstrgiicould negatively impact transportation cobtsaddition, long-
term disruptions to the national and internatiomahsportation infrastructure that lead to delaysneerruptions ¢
service would adversely affect the Companyusiness. Moreover, if the Company were unableathiev:
functionality of new DCs in the time frame expectdte Company ability to achieve the expected growth coul
inhibited.

Construction and expansion projects relating toGbenpanys DCs entail risks which could cause delays
cost overruns, such as: shortages of materialstagies of skilled labor or work stoppages; unfoeeseonstructiol
scheduling, engineering, environmental or geoldgcablems; weather interference; fires or othesuedty losses; al
unanticipated cost increases. The completion datdsultimate costs of these projects could difgnificantly fron
initial expectations due to constructioglated or other reasons. The Company cannot giggrdhat any project w
be completed on time or within established budgets.

The Company success depends to a significant extent upoaldifiges of its senior management team anc
performance of its employe. The loss of services of key members of the Cowgasenior management team o
certain other key employees could negatively imphet Companys business. In addition, future performance
depend upon the

19




Companys ability to attract, retain and motivate qualifiechployees to keep pace with its expansion schedbl
inability to do so may limit the Company’s ability effectively penetrate new market areas.

If the Company cannot open new stores on scheisilgrowth will be impeded which would adverselfiea
sales. Delays in store openings could adversely affeetCompanys future operations by slowing new store gro
which may in turn reduce its revenue growth. Tlem@anys ability to timely open new stores and to expantd
additional states will depend in part on the follegvfactors: the availability of attractive stoweétions; the ability 1
negotiate favorable lease terms; the ability t@ land train new personnel, especially store masagiee ability t
identify customer demand in different geographiaar general economic conditions; and the avaihaloif sufficien
funds for expansion. Many of these factors are bdythhe Companyg control. In addition, the Company may
anticipate all of the challenges imposed by theaegpn of its operations and, as a result, maymest its targets f
opening new stores or expanding profitably.

The inability to execute operating initiatives abulegatively impact the Company’s operating resulie
Company is involved in a significant number of Ggng initiatives in 2005 that have the potentabe disruptive i
the short term if they are not implemented effeadiiv Ineffective implementation or execution ofremor all of thes
initiatives could negatively impact the Compangperating results. Please reference the discussithe initiatives i
the “Results of Operations — Executive Overviewctsm below.

The Companyg cost of doing business could increase as a resulthanges in federal, state or lo
regulations. Unanticipated changes in the federal or stat@rmim wage or living wage requirements or chang
other wage or workplace regulations could adversslgact the Companyg’ ability to meet financial targets.
addition, changes in federal, state or local reguia governing the sale of the Company’s prodyssticularly “over-
the-counter” medications or health products, canddease the Compars/tost of doing business and could adve
impact the Company’s sales results. Also, the Cayiiganability to comply with such regulatory changes timely
fashion could result in significant fines or peredtthat could impact the Company’s financial steets as a whole.

Unanticipated increases in insurance costs or egserience could negatively impact profitabilityrhe cost
of some insurance (worker€ompensation insurance, general liability insuraroealth insurance and prope
insurance) and loss experience have risen in regeats. Higher than expected increases in thests cosothe
insurance costs or unexpected escalations in tngp&@oys loss rates could have an unanticipated negatipadt ol
the Company'’s profitability.

The Company is subject to interest rate riskhe Company is subject to market risk from exgpego change

in interest rates based on its financing, invesiing cash management activities. Changes in intextes could hay
an unanticipated negative impact on the Comparnystability.
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Accounting Periods

The Company follows the concept of a 52week fiscal year that ends on the Friday nedacedanuary 3.
The following text contains references to years®80d 2004, which represent fiscal years endingndied Februa
3, 2006 and January 28, 2005, respectively. FBoa@b will be a 53-week accounting period and fi2€®4 was a 52-
week accounting period.

Results of Operations

The following discussion of the Compansyfinancial performance is based on, should be va#td and i
gualified in its entirety by, the Condensed Cortatied Financial Statements set forth herein. Tdueira of th
Companys business is moderately seasonal. Historicadligssand net income in the fourth quarter have Ibégmre
than sales and net income achieved in each ofiitstetliree quarters of the fiscal year. Expenses, to a great
extent operating income, vary by quarter. Resfits period shorter than a full year may not bacative of result
expected for the entire year. Furthermore, thes@®d nature of the Compasybusiness may affect comparis
between periods.

Executive Overviewror the 13week period ended October 28, 2005, the Companynkaithcome of $64
million, or $0.20 per diluted share, compared tbineome of $71.1 million, or $0.22 per diluted shafor the 13-
week period ended October 29, 2004. In summaryCtrapany increased revenue by 9.5%, aided by newssand
samestores sales increase of 1.4%. The gross proét datlined compared to the prior year period duemoon
other factors, (i) the continued shift in saleshighly consumable categories, which typically héaser gross prof
rates, and (ii) higher transportation costs, pritpatue to rising fuel costs. Operating expensedided, as a rate
sales, compared to the prior year period for remsmutlined below. See detailed discussions belawatiditiona
comments on financial performance in the currear yeriods as compared with the prior year periods.

During the 13week period ended October 28, 2005, HurricanesiégtrRita and Wilma impacted |
Company in the form of store closings prior to alwling the hurricanedandfalls, as well as after the storms du
power outages and damages sustained. At the pedélkeo$torms, approximately 350 stores were closesl tc
Hurricane Katrina and 330 stores were closed duBHuwicane Rita. For the period ended October Z®)52 the
Company has excluded from its sastere sales calculation described below a tot&8Ba$tores, which are likely to
closed for an extended period of time.

The most significant stormelated Company losses were related to merchanohsatories, furniture ar
fixtures, which were primarily offset by insurangeceeds during the Meek period ended October 28, 2005.
Company anticipates recording additional insurggroeeeds upon receipt, including amounts to oftsstes related
business interruption. For the 13-week andvg@k periods ended October 28, 2005, the net ingfatte hurricane
was not material to the Company’s financial positiequidity, or results of operations.
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Despite the continued difficult economic environtnéor its customers, the Company has made condits
progress in implementing many of the important eapeg initiatives outlined in its Annual Report &orm 10K for
the fiscal year ended January 28, 2005. That pssgreludes the following for the 3®eek period ended October

2005:

Opened 605 new stores, including 23 new Dollar Gandarket stores, while remaining on pace for
2005 new store goal of 730;

Implemented the EZstore project, which is desigtednprove inventory flow and other areas of s
operations, in over 3,600 stores, while remainingace to execute this strategy in 50% of storethé&en:
of 2005;

Reduced inventory levels on a ptore basis by approximately 6% as compared tcettteof the thir
guarter of 2004,

Continued testing of Dollar General Market formatsjuding testing in new geographic areas;
Continued focus on hiring practices and increaargpuntability among Company employees;
Commenced operations of an eighth distribution eenear Jonesville, South Carolina in accordandh
the anticipated time frame;

Commenced construction of a ninth distribution eemy Marion, Indiana with a planned opening in &
and

Completed the cooler rollout initiative.

While the Company provides no assurance that Itegitinue to be successful in executing theseainres
nor does it guarantee that their successful impheatien will result in superior financial perforn@a manageme
continues to believe that they are appropriatéaiies for the long-term success of the business.

The following table contains results of operatidasa for the 13-week and 3@eek periods ending October
2005 and October 29, 2004, and the dollar and ptage variances among those periods:
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(amounts in millions, 13 Weeks Ended 2005 vs. 2004 39 Weeks Ended 2005 vs. 2004

excluding per share October 28, October 29, Amount % October 28, October 29, Amount %
amounts) 2005 2004 change change 2005 2004 change change
Net sales by category:
Highly consumable $ 14054 % 12511 $ 1543 123% $ 4,0785 $ 35328 $ 5457 15.4%
% of net sales 68.29% 66.58% 66.84% 64.66%
Seasonal 269.7 258.8 109 4.2 862.5 810.2 52.4 6.5
% of net sales 13.11% 13.77% 14.14% 14.83%
Home products 211.6 203.2 84 4.1 638.5 626.2 12.3 2.0
% of net sales 10.28% 10.81% 10.46% 11.46%
Basic clothing 171.2 166.0 5.2 3.1 522.2 494.2 27.9 5.7
% of net sales 8.32% 8.83% 8.56% 9.05%
Net sales $ 20579 $ 18792 $ 1787 95% $ 61017 $ 54634 $ 6383 11.7 %
Cost of goods sold 1,478.9 1,325.2 153.7 11.6 4,367.8 3,860.2 507.7 13.2
% of net sales 71.86% 70.52% 71.58% 70.66%
Gross profit 579.0 554.0 25.0 45 1,733.9 1,603.2 130.7 8.2
% of net sales 28.14% 29.48% 28.42% 29.34%
Selling, general and
administrative 477.4 440.0 374 85 1,404.3 1,266.6 137.7 10.9
% of net sales 23.20% 23.42% 23.01% 23.18%
Operating profit 101.6 114.0 (12.3) (10.8) 329.6 336.6 (7.0) (2.2)
% of net sales 4.94% 6.06% 5.40% 6.16%
Interest income 2.7) (1.3) (0.3) 26.1 (6.4) 4.7) 1.7) 36.2
% of net sales (0.08)% (0.07)% (0.11)% (0.09)%
Interest expense 5.3 7.7 (2.4) (30.8) 18.6 21.6 (2.9) (13.6)
% of net sales 0.26% 0.41% 0.31% 0.39%
Income before income taxes 98.0 107.6 (9.6) (9.0) 317.4 319.8 (2.4) (0.7)
% of net sales 4.76% 5.73% 5.20% 5.85%
Income taxes 335 36.5 (2.9) (8.0 112.5 109.5 3.0 2.8
% of net sales 1.63% 1.94% 1.84% 2.00%
Net income $ 644 $ 711 $ 6.7) 94)% $ 2049 % 2103 $ (5.4) (2.6)%
% of net sales 3.13% 3.78% 3.36% 3.85%
Diluted earnings per share $ 020 3 022 $ (0.02) 9.1)% $ 063 $ 063 $ - - %
Weighted average diluted
shares 321.4 330.3 8.9 (2.7 326.3 332.6 (6.3) (1.9)

13 WEEKS ENDED OCTOBER 28, 2005 AND OCTOBER 29, 260

Net Sales The increase in net sales of $178.7 million ltesiyprimarily from opening 564 net new stores €
October 29, 2004, and a same-store sales incréaksd% for the 2005 period compared to the 2004oper Same-
store sales calculations for a given period inclodly those stores that were open both at the étltabperiod and
the beginning of the preceding fiscal year. Thmaase in samstore sales accounted for $24.4 million of theeas
in sales while stores opened since the beginnirP04# were the primary contributors to the remajr$a54.3 millior
sales increase during the 2005 period.

The Company monitors its sales internally by ther fimajor categories noted in the table above. Mxbrne
Company’s merchandising mix in recent years haigeshto fasterturning consumable products. A significant fa
in the Companys merchandising strategy has been the rollout ofec® which allows the stores to sell refriger.
products. As a result of the cooler rollout anbeotfactors, the highly consumable category hasrheca great
percentage of the Compasybverall sales mix while the home products, seslsand basic clothing categor
percentages of total sales have declined. Accglylithe Companys sales increase in the 2005 period compar
the 2004 period was primarily attributable to thghly consumable category, which increased by . Bdillion, ol
12.3%. The Company continually reviews its merclsa mix and adjusts it when necessary as a pai$ ohgoing
efforts to improve overall sales and gross profihese ongoing reviews may result in a shift in @ampanys



merchandising strategy, which could increase peemiamarkdowns in the future.
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Gross Profit. The gross profit rate declined by 134 basis fsaimthe 2005 period as compared with the :
period due to a number of factors, including but Inoited to: lower sales, as a percentage of tetdés, in th
Companys seasonal, home products and basic clothing aasgavhich have higher than average markup:
increase in markdowns as a percentage of saleaplynas a result of the Company’s initiative taluee perstore
inventory; higher distribution and transportatiorpenses primarily attributable to increased fuestgoand a
estimated $10.8 million reduction resulting frone texpansion of the number of departments utilizedtlie gros
profit calculation from 10 to 23, as further debed below under “Critical Accounting Policies anstiBhates. Thest
factors were partially offset by higher average kagrs on the Company’ beginning inventory and invent
purchases in the 2005 period as compared with@Bé period.

Selling, General and Administrative (“SG&A”) Expens The decrease in SG&A expense as a percent:
sales in the 2005 period as compared with the p@dibd was due to a number of factors, includingrmi limited tc
the following expense categories that increased than the 9.5 percent increase in sales: emplaysntive
compensation expense (decreased 57.6%) based p@otnpany’s year-tdate fiscal 2005 financial performan
and a reduction in professional fees (decreasetP@2primarily due to the reduction of consultinggein the 20C
period associated with the EZstore project, and fie¢he 2004 period associated with the Compainytial Sarbanes-
Oxley compliance efforts. In addition, during th&op year period the Company incurred certain espsrthat did ni
recur in the current year period including a $4.@ion charge for increased sales and use tax aterand a $3
million charge related to the expiration of a leé®ge and subsequent purchase of, the Compaaiyplane. Partial
offsetting these reductions in SG&A were currendryperiod increases in store occupancy costs @serk 18.8%
primarily due to rising average monthly rentalsoassted with the Company’leased store locations, and hig
utilities costs (increased 21.4%) primarily relatedncreased electricity expense.

Interest Expense The decrease in interest expense in the 2006doesr primarily attributable to reductions
interest accruals pertaining to income tax relamutingencies that were resolved during the 200 ge

Income Taxes.The effective income tax rate for the 2005 penas 34.2% compared to 33.9% in the z
period. The rate for the 2005 period is lower tlia@ Companys estimated annual effective rate of approximi
36.0% primarily due to favorable reductions in agrtcontingent income taselated liabilities. The tax rate in 1
2004 period was favorably impacted by the Octol@42retroactive reinstatement of certain federas joredits and
favorable adjustment to the Compas2003 income tax liability upon the filing of 2903 tax return in October 20(

39 WEEKS ENDED OCTOBER 28, 2005 AND OCTOBER 29, 20D
Net Sales The increase in net sales of $638.3 million ltesiuprimarily from opening 564 net new stores €

October 29, 2004, and a samstere sales increase of 3.4% for the 2005 periodpemed to the 2004 period. 1
increase in same-store sales accounted for $174.8
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million of the increase in sales while stores opkesi@ce the beginning of 2004 were the primary @ouators to th
remaining $463.5 million sales increase during2@5 period.

The Companys sales increase for the 2005 period was primatihjbutable to the highly consumable catec
which increased by $545.7 million, or 15.4%, cotsiswith the factors outlined above.

Gross Profit. The gross profit rate declined by 92 basis ointthe 2005 period as compared with the
period due to a number of factors, including but Imited to: lower sales, as a percentage of tetdées, in th
Companys seasonal, home products and basic clothing aasgavhich have higher than average markup:
increase in markdowns as a percentage of saleaplynas a result of the Company’s initiative taluee perstore
inventory; higher transportation expenses primaaiiributable to increased fuel costs; an estim&ed.5 millior
reduction resulting from the expansion of the nundelepartments utilized for the gross profit cgdtion from 10 t
23, as further described below under “Critical Aacting Policies and Estimatesdnd higher shrink as discus
below. These factors were partially offset by highgerage mark-ups on the Companyeginning inventory al
inventory purchases in the 2005 period as compartdthe 2004 period.

In the 2005 period the Compasyshrink, expressed in retail dollars as a pergent# sales, was 3.2(
compared to 3.11% in the 2004 period.

Selling, General and Administrative (“SG&A”) Expens The decrease in SG&A expense as a percenti
sales in the 2005 period as compared with the p@dibd was due to a number of factors, includingrmi limited tc
the following expense categories that increasesl iesn the 11.7 percent increase in sales: sabaged salary cos
(increased 10.3%) reflecting the Company’s austtainment efforts including the EZstore projesdeéscussed aboy
health benefits (decreased 8.7%) primarily dueetreased claims and a downward revision in clagralsumptior
based upon review and recommendation by the Con'gpanyside actuary, resulting in a reduction of @@mpanys
estimate of incurred but not reported health claimneduction in professional fees (decreased 3ppiharily due t
the reduction of consulting fees in the 2005 pesaesociated with the EZstore project and Sarb@ndsy complianc
efforts as discussed above. These items were Ipadféset by store occupancy costs (increased%9.primarily dut
to rising average monthly rentals associated with Companys leased store locations; and higher utilities s
(increased 18.7%) primarily related to increasedtekity expense.

Interest Expense The decline in interest expense in the 20050decbmpared to the 2004 period is primze
due to a decrease in income talkated interest of $1.3 million principally due ttee reversal in the 2005 perioc
interest accruals related to certain income tasticgant liabilities that were favorably resolvedtie 2005 period, ai
a decline of $0.7 million due to a reduction of didsuance cost amortization resulting from the raoin@ent of th
Company’s revolving credit facility in June 2004.

Income TaxesThe effective income tax rate for the 2005 penaas 35.5% compared to 34.2% in the z

period. The 2005 rate is less than the Commaagtimated annual effective tax rate of approxetyad6.0% primaril
due to the reduction in 2005 of certain income tax
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related contingent liabilities. The 2004 rate wk® ampacted, to a greater extent, by a similaucédn in continger
income tax related liabilities.

Liquidity and Capital Resources

Current Financial Condition / Recent Developmentat October 28, 2005, the Company had total lterg-
debt (including the current portion) of $353.3 ioitl and $92.8 million of cash and cash equivalerdspared wit
total longterm debt of $271.3 million and $232.8 million adsth and cash equivalents at January 28, 2005
increase in longerm debt and reduction in cash and cash equivalduting the first thirty nine weeks of 200t
primarily attributable to repurchases by the Conypahits common stock and property and equipmemthmse:
partially offset by cash flows provided by opergtiactivities and net sales of shtetm investments, all as furt
described below.

The Companys inventory balance represented approximately 5#%s dotal assets as of October 28, 2
The Company’s ability to effectively manage itgentory balances can have a significant impacthenGompanys
cash flows from operations during a given periodiscal year. In addition, inventory purchases bansomewh:
seasonal in nature, such as the purchase of waathere or Christmaselated merchandise. Inventory tu
calculated on a rolling annualized basis using rii@a from each quarter, were 4.0 times for theodeende
October 28, 2005 compared to 3.9 times for theopeznded October 29, 2004.

As described in Note 4 to the Condensed Consotidkieancial Statements, the Company is involvead
number of legal actions and claims, some of whighld potentially result in a material cash settlatmeAdvers:
developments in these actions could materially aheersely affect the Compamyliquidity. The Company also t
certain income tax-related contingencies as moly fiescribed below underCritical Accounting Policies at
Estimates”. Estimates of these contingent liabgitare included in the CompasyCondensed Consolidated Finar
Statements. However, future negative developnamikl have a material adverse effect on the Conipdiayidity.

On September 30, 2005, the Board of Directors aizibd a repurchase program for up to 10 millionreba
the Companys outstanding common stock, which expires Septerf@@eP006. Purchases may be made in the
market or in privately negotiated transactions friime to time subject to market conditions. Thgeotive of the
share repurchase program is to enhance sharehatexr by purchasing shares at a price that prodaceturn o
investment that is greater than the Compsangost of capital. Additionally, share repurchageserally will b
undertaken only if such purchases result in anedizer impact on the Comparsyfully diluted earnings per shi
calculation. As of October 28, 2005, the Compang repurchased approximately 3.6 million sharesyansto thi
authorization.

On November 30, 2004, the Board of Directors auledra repurchase program for up to 10 million ehar
the Companys outstanding common stock in the open market grirrately negotiated transactions from time toe
subject to market conditions. The objective of share repurchase program was consistent with épee®ber 20C
repurchase program as described above. During #2804, approximately 0.5 million shares were repased
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pursuant to this authorization. During the fir& Beeks of fiscal 2005, the Company purchased appately 9.
million shares, thereby completing this authorizati

The Company has a $250 million revolving creditilfigc(the “Credit Facility”), which expires in June 20(
As of October 28, 2005, the Company had $75.0ianilbf outstanding borrowings under the Credit RgciAt
October 28, 2005 the Company was in compliance alithnancial covenants contained in the Creditifa.

The Company has $200 million (principal amount)8%/8% unsecured notes due June 15, 2010.
indebtedness was incurred to assist in fundingQbpany’s growth. Interest on the notes is payabhaiannually
on June 15 and December 15 of each year. The Ggmpay seek, from time to time, to retire its camsgting note
through cash purchases on the open market, pyvaegotiated transactions or otherwise. Such mdages, if an
will depend on prevailing market conditions, then@panys liquidity requirements, contractual restricticared othe
factors. The amounts involved may be material.

Terms of the Company’s outstanding debt obligatimmgd limit the Company ability to incur additional de
financing. The Credit Facility contains financ@advenants which include certain debt to cash flatos, a fixe
charge coverage test, and minimum allowable cotat@d net worth. The Credit Facility also placedain specifie
limitations on secured and unsecured debt. Thepaagt outstanding notes discussed above place cepaifigc
limitations on secured debt and place certain dtidhs on the Company’s ability to execute dabsebac
transactions. The Company has generated signifeash flows from its operations during recent gearherefore
the Company does not believe that any existingtditioins on its ability to incur additional indebteds will have
material impact on its liquidity.

At October 28, 2005 and January 28, 2005, the Cagnp@d commercial letter of credit facilities totg
$195.0 million and $215.0 million, respectively, which $51.4 million and $98.8 million, respectiyelwere
outstanding for the funding of imported merchangisechases.

In July 2005, as an inducement for the Companyelecs Marion, Indiana as the site for constructbm nev
DC, the Economic Development Board of Marion apprba tax increment financing in the amount of $idifion.
Pursuant to this financing, proceeds from the isseaof certain revenue bonds were loaned to thep@awnir
connection with the construction of the DC durihg L3-week period ended October 28, 2005.

The Company believes that its existing cash baBncash flows from operations, the Credit Faciityd it
anticipated ongoing access to the capital marKetgcessary, will provide sufficient financing neeet the Company’
currently foreseeable liquidity and capital reseuneeds.

Cash flows provided by operating activitiesThe most significant component of the increasedsh flow

from operating activities in the 2005 period as paned to the 2004 period was the change in inveitalances. Tt
most significant change in inventory levels
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occurred in the seasonal and basic clothing caegydeasonal inventory levels increased by 32%a&r2005 peric
as compared to a 60% increase in the 2004 peribile Wwasic clothing inventory levels increased By & the 200
period as compared to a 36% increase in the 20fddodnventory management is a continuing focahpéor the
Company. In connection with this effort, the Compémas completed an initiative of identifying speciinerchandis
in its stores that it wants to sell through viampational sales to customers. Some of these iterme Abieady bee
marked down and some may require additional markdowm future periods. The future rate of sales tog
merchandise will be a key determinant of the réteitore markdowns.

Cash flows used in investing activitiesSignificant components of the Compashyroperty and equipme
purchases of $216.8 million in the 2005 period udeld the following approximate amounts: $74 millitor
distribution and transportatiaelated capital expenditures; $70 million for netorss; $40 million for the EZstc
project; and $11 million for systemmetated capital projects. During the 2005 peribe, Company opened 605 r
stores. Distribution and transportation propertd aguipment purchases in the 2005 period includgscassociate
with the construction of the Company’s DCs in Matitndiana and near Jonesville, South Carolina.

Significant components of property and equipmemtipases of $219.2 million in the 2004 period inelddhe
following approximate amounts: $73 million for dibution and transportatiorelated capital expenditures; ¢
million for new stores; $22 million for coolers ilew and existing stores, which allow the storesaiwy refrigerate
products; $17 million for certain fixtures in exigj stores and $14 million for systemedated capital projects. Duri
the 2004 period, the Company opened 639 new st@estribution and transportation expenditureshie 2004 peric
include costs associated with the expansion ofAttanore, Oklahoma and South Boston, Virginia DCsnadl as
costs associated with the construction of the CaowygeDC near Jonesville, South Carolina.

Net sales of shotierm investments increased net cash from invesitiyities by $42.9 million and $67
million in the 2005 and 2004 periods, respectivalyd primarily reflect the Company’s investmentiatés in tax-
exempt auction market securities.

Capital expenditures for the 2005 fiscal year arejegted to be approximately $33G5D million. The
Company anticipates funding its 2005 capital rezments with cash flows from operations and borrg&iander th
Credit Facility.

Cash flows used in financing activities The Company repurchased approximately 13.0 oniliand 10.
million shares of its common stock at a total afs$260.7 million, and $198.4 million, respectivetiuring the 200
and 2004 periods. The Company paid cash divideh@420 million and $39.6 million, or $0.13 and $B.per shar
respectively, on its outstanding common stock dutime 2005 and 2004 periods. These uses of cash pegtially
offset by borrowings under the Credit Facility, nétepayments, of $75.0 million and $64.5 millisespectively, ar
stock option proceeds of $22.0 million and $21.lliom, respectively, during the 2005 and 2004 pdsio
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Critical Accounting Policies and Estimates

The preparation of financial statements in accatdamith GAAP requires management to make estineate
assumptions that affect reported amounts and celiiselosures. Management considers an accounstngade to b
critical if:

it requires assumptions to be made that were waineat the time the estimate was made; and
« changes in the estimate or different estimatesdbakd have been selected could have a materiettedi
the Company’s results of operations or financialditon.

Management discussed the development and selecfiots critical accounting estimates with the Al
Committee of the Company’Board of Directors and the Audit Committee revedwhe disclosures presented be
relating to them.

In addition to the estimates presented below, theeeother items within the Compansyfinancial statemer
that require estimation but are not deemed critaldefined above. The Company believes these assnmar
reasonable and appropriate. However, if actual mapee differs from the assumptions and other c@rstions use
the resulting changes could have a material effieche financial statements taken as a whole.

Merchandise InventoriesMerchandise inventories are statat the lower of cost or market with ¢
determined using the retail last-in, first-out (AQ”) method. Under the Company’s retail inventorgthod (“RIM”),
the calculation of gross profit and the resultiraguation of inventories at cost are computed bylyapg a calculate
cost-toretail inventory ratio to the retail value of saléeBhe RIM is an averaging method that has beerlwidsed ii
the retail industry due to its practicality. Alsbis recognized that the use of the RIM will riésn valuing inventorie
at the lower of cost or market if markdowns arestakimely as a reduction of the retail value ofeintories.

Inherent in the RIM calculation are certain sigrafit management judgments and estimates includmgng
others, initial markups, markdowns, and shrinkaggch significantly impact the gross profit calciide as well as tr
ending inventory valuation at cost. These significastimates, coupled with the fact that the RIMaims averagin
process, can, under certain circumstances, prodisterted cost figures. Factors that can leadistodion in the
calculation of the inventory balance include:

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

« applying the RIM to transactions over a periodiofet that include different rates of gross profiicls a:
those relating to seasonal merchandise;

« inaccurate estimates of inventory shrinkage betwkerdate of the last physical inventory at a storé th
financial statement date; and
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« inaccurate estimates of lower of cost or markeCL”) and/or LIFO reserves.

To reduce the potential of such distortions in taduation of inventory, the Comparsy’RIM calculatiol
through the end of 2004 utilized 10 departmentsvinch fairly homogeneous classes of merchandisenitorie:
having similar gross margins were grouped. In 2005%rder to further refine its RIM calculatiorhet Compan
expanded the number of departments it utilizestéogross margin calculation from 10 to 23. The @any estimate
that this change resulted in a reduction of grosfitpof approximately $10.8 million and $17.5 nokh, respectively
for the 13-week and 39-week periods ended OctoBef@05. The impact of this change on the Commaaynue
consolidated financial statements is not curreedgected to be material, although a given quadatdcbe impacte
based on the mix of sales in the quarter. Othetofadhat reduce potential distortion include tlse wf historice
experience in estimating the shrink provision @seussion below) and the utilization of an indegeat statistician 1
assist in the LIFO sampling process and index ftéatran. Also, on an ongoing basis, the Companyeawsi an
evaluates the salability of its inventory and relsotCM reserves, if necessary.

The Company calculates its shrink provision basedaual physical inventory results during thedigoerioc
and an accrual for estimated shrink occurring syisiet to a physical inventory through the end effthcal reportin
period. This accrual is calculated as a percentgales and is determined by dividing the booltgsical inventor
adjustments recorded during the previous twelvethmhy the related sales for the same period foin store. To tr
extent that subsequent physical inventories yi@férent results than this estimated accrual, toenfanys effective
shrink rate for a given reporting period will indiithe impact of adjusting the estimated resulthéoactual resuli
Although the Company performs physical inventonreall of its stores annually, the same storesatonecessarily g
counted in the same reporting periods from yegetr, which could impact comparability in a giveporting period.

Property and EquipmentProperty and equipment are recorded at cost. Tdrapany groups its assets i
relatively homogeneous classes and generally pesvidr depreciation on a straighte basis over the estima
average useful life of each asset class, excepeésehold improvements, which are amortized dvershorter of tr
applicable lease term or the estimated usefuldifthe asset. The valuation and classificationhese assets and
assignment of useful depreciable lives involvesificant judgments and the use of estimates. Ptp@erd equipmel
are reviewed for impairment periodically and whesregvents or changes in circumstances indicatethieatarryini
value of an asset may not be recoverable.

Self-Insurance Liability.The Company retains a significant portion of tis& for its workers’compensatiol
employee health insurance, general liability, propdoss and automobile coverage. These costs igrefisant
primarily due to the large employee base and nurobstores. Provisions are made to this insuraratslity on ar
undiscounted basis based on actual claim data sinmages of incurred but not reported claims dgwedbby a
independent actuary utilizing historical claim wenlf future claim trends deviate from recentdrisial patterns, tr
Company may be required to record additional exger®m expense reductions, which could be mateoiaht¢
Company’s future financial results.
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Contingent Liabilities — Income TaxesThe Company is subject to routine income tax tsuthat occt
periodically in the normal course of business. Twenpany estimates its contingent income tax liddibased on |
assessment of probable income tabated exposures and the anticipated settlemetfitose exposures translating |
actual future liabilities. The contingent liabiis are estimated based on both historical audéresqres with variot
state and federal taxing authorities and the Coryipaimterpretation of current income taalated trends. If tt
Companys income tax contingent liability estimates prowdé inaccurate, the resulting adjustments coulchbieria
to the Company’s results of operations.

Contingent Liabilities — Legal Matter§he Company is subject to legal, regulatory ane@mofroceedings ai
claims. Reserves, if any, are established for thkzsms and proceedings based upon the probahiiidyestimability ¢
losses and to fairly present, in conjunction witk tlisclosures of these matters in the Comafigancial statemer
and SEC filings, management’s view of the Compamgxposure. The Company reviews outstanding clant
proceedings internally and with external counselexsessary to assess probability of loss and éoaltiity to estimat
loss. These assessments areva@uated each quarter or as new information bes@wailable to determine whethe
reserve should be established or if any existirsggmee should be adjusted. The actual cost of riegpla claim o
proceeding ultimately may be substantially différdran the amount of the recorded reserve. Intatdibecause it
not permissible under GAAP to establish a litigatteserve until the loss is both probable and ediie) in some cas
there may be insufficient time to establish a rnesgorior to the actual incurrence of the loss (upendict ani
judgment at trial, for example, or in the case gliackly negotiated settlemen

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

The Company has no material changes to the digelsselating to this item that are set forth in ceport ol
Form 10-K for the fiscal year ended January 285200

ITEM 4. CONTROLS AND PROCEDURES

@) Disclosure Controls and ProceduresThe Company maintains disclosure controls aodeutures th
are designed to ensure that information relatingh®®s Company and its consolidated subsidiariesimedjLto bt
disclosed in the Company’s periodic filings undee Securities Exchange Act of 1934, as amended*&kehang
Act”), is recorded, processed, summarized and reportadimely manner in accordance with the requiremehtie
Exchange Act, and that such information is accutedland communicated to management, including trapganys
Chief Executive Officer and Chief Financial Officeas appropriate, to allow timely decisions regagdrequire:
disclosure. The Company carried out an evaluatioder the supervision and with the participatiormahagemer
including the Chief Executive Officer and the Chir@hancial Officer, of the effectiveness of theigasand operatic
of these disclosure controls and procedures, dsteum is defined in Exchange Act Rule 113&(e), as of October 2
2005. Based on this evaluation, the Chief Exeeu@ifficer and the Chief Financial Officer each daded that th
Company’s disclosure controls and procedures wiggetere as of October 28, 2005.
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(b) Changes in Internal Control Over Financial Repogin There have been no changes in the Company
internal control over financial reporting (as defihin Exchange Act Rule 13#(f)) identified in connection with tl
evaluation of the Company’s internal control ovieahcial reporting as required by Exchange Act Rila15(d) tha
occurred during the quarter ended October 28, 2085have materially affected, or are reasonakBlyito materiall
affect, the Company’s internal control over finaieceporting.

PART II—OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

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

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
The following table contains information regardipgrchases of the Compasytommon stock made dur

the quarter ended October 28, 2005 by or on beifidtie Company or any “affiliated purchaseas defined by Ru
10b-18(a)(3) of the Securities Exchange Act of 1934

Maximum
Total Number Number of Shares
of Shares Purchased as that May Yet Be
Total Number Average Part of Publicly Purchased Under
of Shares Price Paid Announced Plans or the Plans or
Period Purchased (a) per Share Programs (b) Programs (b)
07/30/05-08/31/05 1,043,992 $ 19.28 1,042,600 -
09/01/05-09/30/05 631 $ 1891 - 10,000,00C
10/01/05-10/28/05 3,586,949 $ 1892 3,586,400 6,413,600
Total 4,631,572 $ 19.00 4,629,000 6,413,600

(&) Includes 1,250 shares purchased in open madkasactions in satisfaction of the Compangbligations under certain emplo
benefit plans and 1,322 shares accepted in lieast to pay employee tax liabilities upon lapseesfrictions on restricted stock.

(b) On September 30, 2005, the Company annourzedts Board of Directors had approved a sharerokase program of up to
million shares. Under the authorization, purchasay be made in the open market or in privatelyotiated transactions from time to ti
subject to market conditions. That repurchaseaig#ition expires on September 30, 2006. In agiditon December 1, 2004, the Comg.
announced that its Board of Directors had appramedNovember 30, 2004 a share repurchase progranp @d@ 10 million shares. Tt

repurchase authorization was scheduled to expirBl@rember 30, 2005. However, the Company compléted2004 authorization in t
third quarter of 2005.

ITEM 6. EXHIBITS

See Exhibit Index immediately following the sign&page hereto, which Exhibit Index is incorporaby
reference as if fully set forth herein.
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the Registrant has duly causied¢por
to be signed on its behalf by the undersigned thceduly authorized, both on behalf of the Registrand in hi
capacity as principal financial and accountingaafiof the Registrant.

DOLLAR GENERAL CORPORATION
Date: November 22, 200 By: /s/ David M. Tehle

David M. Tehle
Executive Vice President and Chief Financial Office
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EXHIBIT INDEX

10.1 Letter Agreement with Cal Turner, Jr., da@ctober 14, 2005 (incorporated by reference toGhenpanys
Current Report on Form 8-K dated October 14, 20@bfded with the SEC on October 18, 2005).

10.2 Supplemental Executive Life Insurance Progfiaciuding Form of Participation Notice).

10.3 First Amendment to the Dollar General CorporatioDRISERP Plan (As Amended and Restated Effe
November 1, 2004), executed on November 10, 2005.

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

32 Certifications of CEO and CFO under 18 U.S.&0
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Summary of
Dollar General Corporation Supplemental Executive life Insurance Program

Dollar General Corporation (the "Company") has ldighed a Supplemental Executive Life InsurancegRmm for certai
officers. The program is available to all officessrving in the role of Vice President, Senior VReeesident, Executive Vi
President, President or Chief Executive Officerliffible Officers”). Under the program, the Company provides a deatbft
to each Eligible Officer equal to 2.5 times thegiflle Officer's annual base salary, reduced by the benefit anprawided unde
the Companys group life insurance program. Currently, theugrdife insurance benefit amount is $50,000 pes@er Th
Company may review and increase or decrease thargrabthe group life insurance benefit periodigall

The life insurance coverage offered through thepBupental Executive Life Insurance Program may tmviged through
variety of means, including individual (which mag lowned by the individual or by the Company) orugrgolicies witl
universal, whole or term insurance, or through paptout of the Compang’general assets, as determined by the Compatg
sole discretion. In addition, certain of these @ek may accumulate a cash value which may inutbadenefit of either ti
Company or the individual. Regardless of the metfuw providing the coverage, the Company will grap payments to cov
any required taxes on premiums or imputed income.

The form of participation notice letter is included the following page.




[Form of Participation Notice Letter]

[Executive Name]
[Executive Address]
[City, State Zip]

Dear Executive:

Welcome to Dollar General! You are eligible totpapate in Dollar General's Supplemental Executiife Insurance Program.
Under the program, the Company will provide a ddmghefit to you equal to 2.5 times your annual lsadery, reduced by the
benefit amount provided under the Company's grdaprisurance program (which the Company may ireges

decrease periodically).

The Company has chosen to provide the life inswaoverage offered through the Supplemental Exeelife Insurance
Program through the following means:

] individual universal policy (owned by [ ]dividual [ ] the Company)
] individual whole life policy (owned by [ hidividual [ ] the Company)
] individual term life policy (owned by [ ] olividual [ ] the Company)

] group universal policy

] group whole life policy

] group term life policy

] payment out of the Company's general assets

[r— p— p— p— p— p— —

If this policy accumulates a cash value, it williie to the benefit of [ ] the Company or [ étimdividual.

The Company from time to time and in its sole dition may elect to change the vehicle through wthihinsurance is offered,
to change the terms of the program or to end thgram at any time.

The Company will gross up payments to cover anyired taxes on premiums or imputed income.
Your beneficiary for the purposes of the SupplemleBkecutive Life Insurance Program will automdtiche the beneficiary
you select for the Company'’s group life insurangegpam. If you wish to name someone else as baagfifor Supplemental

Executive Life Insurance benefits, please contaeBenefits Department at 615-855-5440.

Please contact at if yoa hay questions regarding this benefit.

Sincerely,

FIRST AMENDMENT
TO THE
DOLLAR GENERAL CORPORATION
CDP/SERP PLAN
(As Amended and Restated Effective November 1, 2004

WHEREAS, effective as of November 1, 2004, Dollar GeneraipgOcation (“Company”)adopted the late
amendment and restatement of the Dollar GenergdCation CDP/SERP Plan (“Plan”);



WHEREAS, pursuant to Section 11.3 of the Plan, the Plan beapmended by due action of the Boar
Directors or the Compensation Committee of the Camgp

WHEREAS, the Compensation Committee of the Company has atddgertain Plan amendment rights tc
Benefits Administration Committee of the Company.

WHEREAS, the Benefits Administration Committee of the Comypdesires to amend the Plan to clarify
conform the Plars provisions relating to eligibility of CDP Parpeints to defer amounts under the Plan and to re
certain CDP Company Matching Credits.

NOW, THEREFORE, the Benefits Administration Committee of the Compdrereby amends the Plan
follows, effective January 1, 2005 or as otherveispressly provided herein, provided, however, ifhidlis amendmel
does not comply with Code Section 409A (includihg tncome Tax Regulations thereunder) in any marthe
provisions(s) not so complying shall not be effeetiunti amended to so comply (which amendment roe
retroactive to the extent permitted under Codei&edO09A (including the Income Tax Regulations éwerder)):

1.
Section 2.26 is deleted in its entirety and repladeby the following:

2.26 “Subsidiary ” shall mean each of the following business entiiesther organizations (whether or
incorporated):

0] Any corporation the majority of the outstandingimgtstock of which is owned, direc
or indirectly, by the Company, and

(i) Any trade or business (whether or not incorporatib@) majority of the outstandi
voting equity interests of which is owned, direatlyindirectly, by the Company.

2.
Paragraph (i) of Section 4.1(a) is deleted in itsvirety and replaced by the following:

(1) A CDP Participant may elect to defer from his BRsg otherwise payable to him dur
each payroll period after his Effective Date anyolehpercentage from 1% to 65% of his Base Pay.reNision to an
deferral election otherwise made as of January 1,
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2005 shall be permitted by reason of the Plan amentlwhich deletes the requirement to make the maxi pretax
elective deferral permitted under the Dollar Geh&warporation 401(k) Savings and Retirement Plaforigea Bas
Pay elective deferral may be made. The amountngfedective deferral made under this Section 4.5l be
credited to a CDP Participant’s Optional Deferratéunt; and

3.
A new Section 4.1(c) is added as follows:

(c) Effective January 1, 2005, a Participandiction or inaction under a qualified plan subj®
Code Section 402(g), including an adjustment tefamal election under such a qualified plan, shat| for any give
calendar year, result in an increase or decreaskeimmounts deferred under this Plan and all otle@qualifiec
deferred compensation arrangements in which thieciant participates in excess of the limit widspect to electi
deferrals under Code Section 402(g) in effectlierd¢alendar year in which such action or inactiocucs.

4.
Section 5.2 is deleted in its entirety and replacealy the following:

5.2 “CDP Company Matching Credits”

(@) For Plan Years beginning before January 1, 2006estito Section 5.2(c), the Company s
credit, each calendar month, a CDP Company MatcGaglit for each CDP Participant employed by thenGany o
a Subsidiary who has elected to make the maximuedapr elective deferral permitted under the Dollam&a
Corporation 401(k) Savings and Retirement Plan {@@4 (k) Plan”)or otherwise has reached a 401(k) Plan or
limit on contributions which limits the Participastmatching contributions under the 401(k) Plan rdeiteed a
follows:

(1) Determine the maximum amount subject to a matctewutite CDP for such calen:
month, which is the lesser of (A) 5% of the CDPtiegrant’'s Base Pay; or (B) the CDP Participan®ptiona
Deferrals from his Base Pay under Section 4.1(#hiefPlan for such month;

(i) Apply to the amount determined under (i) immediatabove the employer match
contribution percentage which applies for such amtder the 401(k) Plan; and

(i)  Subtract from the amount determined under (ii) irdiately above the employ
matching contribution actually allocated to the CB&ticipant for such month under the 401(k) Ptagardless «
whether such match is forfeited or distributed ur@ede Section 401(m).

(b) For Plan Years beginning on or after January 162@@% Company shall credit, each cale
month, a CDP Company Matching Credit for each CRRi¢pant




employed by the Company or a Subsidiary equaldddbser of:

0] 5% of the excess of (A) the CDP ParticiparBase Pay for such month over (B) the (
Participant’s Eligible 401(k) Matching Base Pay $oich month; or

(i) The CDP Participang$’ Optional Deferrals from his Base Pay under Sectid(a) of thi
Plan for such month.

For purposes hereof, a CDP Participant’s “Eligible (k) Matching Base Pay$ his compensation (not in exces:
the compensation limit under Code Section 410(3)@% adjusted pursuant to Code Section 415(dh®Plan Yea
out of which he may make elective deferrals unter401(k) Plan during periods he is eligible totipgrate in thi
employer matching contribution portion of the 401fkan. A CDP Participard’Eligible 401(k) Matching Base F
shall be determined by counting his described carsggon on a first dollar paid basis during a Pf@ar so that one
the cumulative Eligible 401(k) Matching Base PayddPlan Year equals the adjusted compensatioh linder Cod
Section 410(a)(17) for the Plan Year, the CDP Bigdnt will have no more Eligible 401(k) Matching& Pay fc
that Plan Year.

(© Effective January 1, 2005, if a Participardction or inaction under a qualified plan witepec
to elective deferrals or aftéax contributions by the Participant to the qualtifiplan affects the amounts that
credited under this Plan or any other nonqualifieferred compensation arrangement as matching @mourthe
amounts contingent on the Participant’'s electiveerdals or aftetax contributions under the qualified plan, t
(i) such matching or contingent amounts, as apipléahall either be forfeited or never creditedemthis Plan or ar
other nonqualified deferred compensation arrangéinetme absence of the Participant’s elective dafeor aftertax
contribution, and (ii) all of the Participastactions or inactions shall not, for any giverendhar year, result in
increase or decrease during such calendar yedreimrnounts deferred under this Plan and such othragualifiec
deferred compensation arrangements in which thiéciant participates in excess of the limit widspect to electi
deferrals under Code Section 402(g) in effectlierd¢alendar year in which such action or inactiocucs.

(d) Any CDP Company Matching Credit shall be credliito the CDP ParticipastCDP Compar
Match Account each calendar month.

5.
Section 5.3 is deleted in its entirety and replaceoly the following:

5.3  “ Special Rule for a CDP Participant who has not yeinet eligibility requirements to receive i
matching contribution in the Dollar General Corporation 401(k) Savings and Retirement Plari Notwithstandin
anything to the contrary in Section 5.2 aboveoif & given calendar month a CDP Participant hasyabimet th
eligibility requirements to receive a matching cdnition in the 401(k) Plan, such CDP Participamlsneverthele:
be credited with a CDP Company Matching Credit wnités Plan for such month. In such event, the wam
subtracted under Section 5.2(a)(iii) above andab® Participans Eligible 401(k) Matching Base Pay under Sec
5.2(b) for such month shall be zero.




6.
Section 7.1(f) is deleted in its entirety and replzed by the following:

)] Effective January 1, 2005, no amount attributablart Account balance deemed to be inve
in a Company stock investment option shall be feansd by Investment Request to an investment pptiber tha
the Company stock investment option, and no amatiributable to an Account balance deemed to besitad in a
investment option other than a Company stock imrest option shall be transferred by Investment Refjto th
Company stock investment option. Notwithstandimg foregoing, if a Participant is a retired Papégit who was |
pay status as of November 1, 2004, such Participayttransfer funds, in whole or in part, out af thompany stoc
investment option during the period of Novembe2Q05 through January 31, 2006, but not thereaftemaking ai
investment direction change in the usual manndre greceding sentence will tempora@jow a retired Participa
who was in pay status as of November 1, 2004 tuostea out (only transfer ouf) of the Company stock investm
option. If or to the extent a retired Participdoes not transfer out of the Company stock investraption during th
period of November 1, 2005 through January 31, 260§ Account balances then remaining in the Comsanck
investment option will be retained in that invesirneption.

7.

Except as amended by this First Amendment, the $Hat remain in full force and effect.

IN WITNESS WHEREOF , this First Amendment to the Plan has been exdcote the 10th day
November, 2005, but effective as hereinabove pemul/

DOLLAR GENERAL CORPORATION

By: /s/ Jeffrey R. Rice

V.P. of Human Resources
Its: Chairman of the BAC

4
CERTIFICATIONS
I, David A. Perdue, certify that:

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

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

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

4. The registrans’ other certifying officer(s) and | are responsiide establishing and maintaining disclos

controls and procedures (as defined in ExchangeRAib¢s 13a-15(e) and 13db(e)) and internal control o\
financial reporting (as defined in Exchange Actédul3a-15(f) and 15d-15(f)) for the registrant hade:



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

(b) Designed such internal control over financ&dorting, or caused such internal control oveariitia
reporting to be designed under our supervisiomprtwide reasonable assurance regarding the retie
of financial reporting and the preparation of fineh statements for external purposes in accordaiiity
generally accepted accounting principles;

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

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

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

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




(b) Any fraud, whether or not material, that inved management or other employees who h:
significant role in the registrant’s internal casitover financial reporting.

Date: November 22, 2005 /s/ David A. Perdue

David A. Perdue
Chief Executive Officer

I, David M. Tehle, certify that:

1.

2.

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

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

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

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

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

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

(c) Evaluated the effectiveness of the registgadtsclosure controls and procedures and presemn
this report our conclusions about the effectiveraddhe disclosure controls and procedures, akeehi
of the period covered by this report based on sweluation; and

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




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

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

(b) Any fraud, whether or not material, that inved management or other employees who h:
significant role in the registrant’s internal casitover financial reporting.

Date: November 22, 2005 /s/ David M. Tehle

David M. Tehle
Chief Financial Officer

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

Each of the undersigned hereby certifies that$dkhowledge the Quarterly Report on FormQ@er the fiscal quart:
ended October 28, 2005 of Dollar General Corponafithe “Company”)filed with the Securities and Exchat
Commission on the date hereof fully complies witie requirements of section 13(a) or 15(d) of theu8tes
Exchange Act of 1934 and that the information cioid in such report fairly presents, in all materespects, tr
financial condition and results of operations & @ompany.

/s/ David A. Perdue

Name: David A. Perdue
Title: Chief Executive Officer
Date: November 22, 2005

/s/ David M. Tehle

Name: David M. Tehle
Title: Chief Financial Officer
Date: November 22, 2005
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