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PART I
Iltem 1. Business
General

The following text contains references to years719996, 1995, and 1994 which represent fiscalsyeading or ended January 31, 1997,
January 31, 1996, January 31, 1995 and Januaty93%, respectively.

Dollar General Corporation (the "Company") was oiged in 1939 as J.L. Turner and Son, Inc. undetdivs of the Commonwealth of
Kentucky. In 1968, the Company changed its nani2altar General Corporation. Today, the Company sgekfitable growth by providing
value in consumable basic merchandise to low-, leidahd fixed-income families. The Company sells general merchandise at retail
through a chain of 2,416 small, Company-owned st@ae of January 31, 1996) in 24 states. The Coypamed stores, located
predominantly in small towns in the midwestern andtheastern United States, operate under the taoflar General Stores."

The Company's mission is "SERVING OTHERS! Serving Oustomers .
. . with greatest everyday value. Serving Our Shalckers . . . with superior return on investmeutrvéig Our Employees . . . as partners in
total development. In order to carry out its missithe Company has developed a strategy whichdeslthe following principal elements:

LOW-, MIDDLE- AND FIXED-INCOME CUSTOMERS. The Compg seeks to serve the consumable basic merchameksis of low-,
middle- and fixed-income consumers.

EVERYDAY LOW PRICES. The Company's strategy is tieioquality merchandise at everyday low pricese Tompany emphasizes even-
dollar price points and believes its prices areegally below those of its competitors. The majoafyproducts in Dollar General Stores are
priced at $10 or less, with nearly 50% of the pridypriced at $1 or less. The most expensive iggngrally are priced at $35.

FOCUSED ASSORTMENT OF MERCHANDISE. The Companyasnnitted to offering a focused assortment of quatibnsumable basic
merchandise in a number of core categories. Thep@aagnoffers such basic merchandise as health aathpaids, cleaning supplies,
housewares, stationery, seasonal goods, non-faapjmarel for the family, shoes and domestics. Tova@any strives at all times to be "in-
stock” in consumable basic merchandise in its categories.

LOW OPERATING COSTS. The Company maintains strictrbead cost controls and seeks to locate stomsiginborhoods where store
rental and operating costs are low. Also, to improperating efficiencies, the Company continuagitze new technology when it proves to
be cost effective.

The Company's business is seasonal in nature.dthe tholiday season, the fourth quarter usuaflgets significantly higher net sales and
net income than other quarters. The first quastessually the least profitable due largely to tiaglitionally slow afte-Christmas sales perio



Merchandise

The merchandise sales mix of the Company has dhiftes% incrementally to hardlines' sales overphst three-year period and 4% during
the past year. The increase in sales of hardlimemaadise occurred in part because of a deterntoguhnitment to keep hardlines in stock
increased emphasis on private label ("DG Signajumedducts, an expanded selection of brand-namehaadise and the continued lowering
of prices. The following table shows an approxinzgecentage of 1996, 1995, and 1994 Dollar Gerg&tmak sales by product category.

PER CENTAGE OF SALES
1996 1995 1994
HARDLINES 70% 66% 65%
SOFTLINES 30% 34% 35%

The Company believes that its merchandising styagegerates frequent repeat customer traffic. Tom@any is able to offer everyday low
prices to its customers in large part becauseuyinly staff negotiates low purchase prices. The gamy purchases its merchandise from a
wide variety of suppliers, with no supplier accangtfor more than 5% of the Company's purchasesgur996.

The Company buys quality first-run merchandise suygplements its inventory with manufacturers' awesr closeouts and irregulars which
sell at a discount from regular retail prices. Tdupplemental merchandise is purchased by the Qonfpam manufacturers on a regular
basis. During 1996, approximately 5% of the Comfmpwyrchases were manufacturers' overruns, claseoutregular merchandise.
Approximately 20% of the Company's softline merdatiae and 40% of the hardline merchandise in bof6 Ehd in 1995 consisted of brand-
name merchandise. Because the Company offersyjuaitsumable basic merchandise, it believes #keofiinventory obsolescence is low.
The Company reviews its inventory to identify ageerchandise and sells it at reduced prices to reritdvom inventory.

In order to fulfill the commitment to maintain high-stock levels of core merchandise, the Companitd its stock keeping units (SKUs) per
store to approximately 2,500 items. Most of thésms are priced at $1 and in increments of $1, thithmost expensive item generally priced
at $35. The Company believes even-dollar pricingereasily demonstrates value to the customer.ditiad, the Company believes even-
dollar pricing disciplines its buyers to continyafiegotiate purchase prices that conform to adichitumber of retail price points.

Dollar General Stores regularly receive merchanslgements from Company distribution centers intSwdle, Kentucky; Homerville,
Georgia; and Ardmore, Oklahoma and limited shipmelirectly from suppliers



The Dollar General Store

The typical Dollar General Store has approxima&B00 square feet of selling space and is opelatedmanager, an assistant manager and
two or more sales clerks. In 1996, the Companyzeditotal rental costs of $3.66 per average sdiaateof selling space. Approximately
75% of the Dollar General Stores are situated mroanities with populations of 25,000 or less. Adahuary 31, 1996, 67% of stores were
located in strip shopping centers, 16% were in down store buildings, and 17% were freestandingreS$ites have been relatively easy to
find, and the Company does not anticipate difficidtfinding suitable locations in the future. TBempany's policy is to negotiate low-cost,
short-term leases, usually three years, with meltipnewal options when available. These leasewallosing of unsatisfactory locations at a
minimal cost to the Company.

The Company opened 397 new stores in 1996, a compaord high, and expects to open approximatetysbres in 1997. The Company's
store growth is summarized by the following table:

BEGINNING  STORES S TORES NET STORES STORES AT
FISCAL YEAR OF YEAR OPENED Cc LOSED OPENED YEAR END
1996 2,059 397 4 0 357 2,416
1995 1,800 302 4 3 259 2,059
1994 1,617 251 6 8 183 1,800

In addition to opening new Dollar General Storeanagement is continually working to improve thefmanance of the existing stores. The
Company continually reviews and modifies when nsagsits internal accounting and auditing meastoge®ntrol inventory levels and to
reduce inventory shrinkage. The total Company itwsnshrinkage for 1996 was 3.41%, compared wig88% for 1995 and 3.06% for 1994.
The Company's management finds this increase inkglge unacceptable and has implemented for 19®mgprehensive action plan to
reduce shrinkage. As a part of this plan, the Comjpatends to expand its program of taking inteliventories so that the interim sample
includes a cross section of all stores as oppas#tetcurrent practice of including only storespgeted of substandard inventory control or
that have a history of inventory control issuessTdhange should allow the Company to better ptedieerging inventory control trends. Al
as a part of this action plan, the Company has fieadis bonus program so that inventory shrinkeggilts are more heavily weighted in
determining bonus eligibility. The Company alseeimds to accelerate the delivery of merchandiséotesfrom every two weeks to deliver
merchandise weekly. The Company expects this chailbkelp the stores and the distribution centeduce shrinkage and increase
inventory turns.

In addition, at January 31, 1996, the Company seagewholesaler for 10 retail stores operating uttteeDollar General name but owned by
others. Revenues from sales to these retail stonesinted to less than 0.20% of the Company's gesssiue in 199¢



Employees

At March 31, 1996, the Company and its subsidiagiaployed approximately 22,000 full- and part-tiemployees including regional
managers, district managers, store managers, chmlidistribution center personnel compared withreximately 19,000 at March 31, 1995.
None of the Company's employees are representaddiyor union

Competition

The business in which the Company is engaged lyh@pmpetitive. The Company competes with disc@tates which also sell popularly-
priced merchandise and with all types of retailarsluding department stores, variety stores, wr@kr chains and specialty stores. Some of
the largest retail merchandising companies in #t®n have stores in some of the areas where thgp@oy operates. Management believes
that it competes primarily by offering quality, gamable basic merchandise at an everyday low Dickar General Stores operate on a ¢
basis and do not accept credit sales.

Executive Officers of the Company

The names, ages and positions of the Company'siéxeofficers as of April 1, 1996, are as follows:

EXECUTIVE

NAME AGE POSITION OFFICER SINCE:

Cal Turner, Jr. 56 Chairman of the Board 1966
President and Ch ief
Executive Office r

Bob Carpenter 48 Vice President a nd Chief 1981
Administrative O fficer

Walter Carter 48 Vice President 1994
Distribution and MIS

Michael Ennis 42 Vice President 1988
Merchandising Op erations

Troy Fellers 54 Vice President 1991
Distribution

Tom Hartshorn 45 Vice President 1992
Merchandising Op erations

Ron Humphrys 46 Vice President 1992
Operations Suppo rt

Holger Jensen 49 Vice President 1994
Management Infor mation Services

Stonie O'Briant 41 Vice President
Merchandising 1995

Leigh Stelmach 56 Executive Vice P resident 1989

Operations



All executive officers of the Company serve at pheasure of the Board of Directors. Messrs. Tur@arpenter, Ennis, Fellers and Stelmach
have been employed by the Company as executiveeddffor more than the past five years. The follgns a brief summary of the business
experience of the executive officers:

Mr. Turner joined the Company in 1965 and was elk&resident and Chief Executive Officer in 1977. Mirner has served as Chairman of
the Board since January, 1989.

Mr. Carpenter joined the Company in 1981 as Vias@ent--Administration and General Counsel. Fr@&71to 1993, Mr. Carpenter served
as Vice President-- Administration, Chief Counsel &orporate Secretary. Mr. Carpenter was nameef @laiministrative Officer in 1993.

Mr. Carter joined the Company as Vice Presidentvddgpment in October 1994, and became Vice Presid#atribution and MIS in
December of 1995. Prior to that he held severabsemanagement positions at Fred's, Inc. includimgcutive Vice President from 1993 to
1994, Senior Vice President of Operations from 1@88992, and Senior Vice President of Administnatand Distribution from 1987 to
1989.

Mr. Ennis joined the Company as Vice President-dflandising in February 1988 and was named Viceid&nesMerchandising Operations
in 1993. From April 1986 to February 1988, Mr. Enserved as Regional Merchandise Manager for MgIrd@s.& Y. and as Regional Vice
President, from June 1985 to April 1986.

Mr. Fellers became Vice President--DistributiotMarch 1991. He joined the Company in September E&8Director of Distribution. From
1986 to September 1989, Mr. Fellers was Facilitynhtger of a major distribution complex of McCrorpf&ts in Clinton, South Carolina.

Mr. Hartshorn joined the Company as Vice Presid@perations in January 1992 and was named VicedemisMerchandising Operations
1993. Prior to that he was Director--Store Operetifor McCrory Stores/T.G.& Y. During his careettwMcCrory/T.G.& Y., he held
positions in store management as well as distridtragional field management. He served with Mc@mG.& Y. from 1967 until joining
the Company in 1992.

Mr. Humphrys became Vice President--Operations 8upp March 1993. From March 1992 to March 1993w Vice President--
Merchandise Development. He has worked for the Gamsince 1971 and has held a variety of positiemserchandising.

Mr. Jensen joined the Company in his current capabiice President Management Information ServidasApril, 1994. Prior to joining the
Company, he served as Vice President of Managemfamiation Systems for OW Office Warehouse, Imonf 1991 until 1994. Prior to tF
he was Director of MIS for K's Merchandise Martrfrd 990 to 1991, a Management Consultant for Retalagement Consulting from 1987
to 1990, and Consultant and Vice President of MiSAickes Companies, Inc. from 1985 to 19



Mr. O'Briant became Vice President--Merchandisimd995. Mr. O'Briant joined the Company in 199Hasdlines Merchandise Manager
and in 1992 was named General Merchandise ManBgé@are joining Dollar General, Mr. O'Briant sperm flears with Fred's, Inc. where he
served in a number of executive merchandising ioosit

Mr. Stelmach joined the Company in June 1989 as Yiesident-- Merchandising/Operations and was ddfmecutive Vice President--
Operations in 1993. Prior to that he was PresidadtChief Operating Officer of Fred's Stores whexdield various senior management
positions.

Item 2. Properties

As of January 31, 1996, the Company operated 2@ith@ stores located in states as follows:

STATE NUMBER OF STORES STATE NUMBER OF STORES
Alabama 94 Missis sippi 68
Arkansas 82 Missou ri 149
Delaware 10 Nebras ka 12
Florida 156 North Carolina 94
Georgia 106 Ohio 120
lllinois 124 Oklaho ma 96
Indiana 133 Pennsy Ivania 83
lowa 54 South Carolina 58
Kansas 56 Tennes see 175
Kentucky 157 Texas 277
Louisiana 90 Virgin ia 125
Maryland 31 West V irginia 66

Virtually all of the Company's stores are on leagetinises. The individual store leases vary akd tespective terms, rental provisions and
expiration dates. In 1996, the Company's storeatexipense was $56,057,000, or $3.66 per averageesépot of selling space. Leases for
1,724 locations contain option renewals for adddicterms ranging from one to five years. It is @@mpany's policy to negotiate short-term
leases so that it can adjust quickly to shiftsdapydation and business centers.

The Company owns a distribution complex and adnratise offices in Scottsville, Kentucky. The Compga total warehouse area in
Scaottsville, Kentucky is approximately 590,000 sgufget. The Company owns distribution centersamidrville, Georgia and Ardmore,
Oklahoma. The Ardmore facility began operationanuary 1995 and was subsequently expanded. The idiilmand Ardmore facilities
measure approximately 500,000 and 750,000 squetgeréspectively. During the second quarter of 198 Company plans to begin
construction on a fourth distribution facility meaisg approximately 750,000 square feet in Southkt&o, Virginia.

The Company also maintains executive offices of@aamately 21,000 square feet of leased space shike, Tennessee. The Company's
five-year lease runs to September 1996 and has-year renewal optior



Item 3. Legal Proceedings

There are no material pending legal proceedinggiich the Company or any of its subsidiaries is#yp or to which any of its property is
subject.

Item 4. Submission of Matters to a Vote of Securityolders

No matters were submitted to shareholders duriagabrth quarter ended January 31, 1¢
PART II

Item 5. Market for the Registrant's Common Stock anl Related Security Holder Matters

The range of the high and low closing prices of@lmenpany's common stock for each quarter duringvileemost recent fiscal years as
reported in 1996 on the New York Stock Exchangeamkeported in 1995 on the Nasdaq National MeBlgstem, is shown in the table
below. Prices have been restated to reflect afivdour common stock split distributed April 26996, and have been rounded to the nearest
one-eighth. All dividends, as adjusted, have beemded to the nearest whole cent. On Februaryd5,itie Company's common stock was
listed and began trading on the New York Stock Exge under the symbol "DG."

FISCAL FIRST SECOND T HIRD FOURTH
1996 QUARTER QUARTER QUARTE R QUARTER
HIGH $22 5/8 $27 $27 1/ 4 $23 3/8
LOW 18 17 1/4 191/ 4 15 3/4
DIVIDEND AS

DECLARED .05 .05 .05 .05
DIVIDEND AS

ADJUSTED .04 .04 .04 .04

FISCAL FIRST SECOND THIRD FOURTH
1995 QUARTER QUARTER QUARTE R QUARTER
HIGH $16 7/8 $17 5/8 $19 1/ 4 $20 3/4
LOW 12 3/4 13 1/4 13 17 1/4
DIVIDEND AS

DECLARED .05 .05 .05 .05
DIVIDEND AS

ADJUSTED .03 .03 .03 .03

The approximate number of shareholders of the Cagipgommon stock as of April 1, 1996, was 3,300d&r the Company's credit
facilities, the Company is prevented from payingdinds per annum in excess of 50% of its reparetdncome



Item 6. Selected Financial Data

FIVE-YEAR SUMMARY (Dollars in thousands e xcept per share amounts and operating data)
JANUARY J ANUARY JANUARY JANUARY JANUARY
31,1996 3 1,1995 31,1994 31,1993 31,1992

SUMMARY OF OPERATIONS:
Net Sales $1,764,188 $ 1,448,609 $1,132,995 $920,698 $754,42 6
Gross profit $ 503,619 $ 420,679 $ 325,998 $267,109 $215,48 1
Income before Taxes on Income  $ 141,546 $ 118,288 $ 78,004 $58,222 $ 34,68 0
Net Income $ 87,818 $ 73,634 $ 48,557 $35574 $ 21,50 2
Net Income as a % of Sales 5.0 5.1 4.3 3.9 2. 9
PER SHARE RESULTS:
Net Income(a) $ 125 $ 107 $ 72 $ 54 $ 3 3
Net Income as Adjusted (b) $ 100 $ 85 $ 58 $ .43 $ 2 7
Cash Dividends per Common Share

As declared $ 020 $ 020 $ 020 $ 0.20 $ 0.2 0

As adjusted (c) $ 016 $ 012 $ 0.09 $ 0.07 $ 0.0 5
Weighted Average Shares (000)(a) 70,231 69,009 67,281 66,306 64,23 6
Weighted Average Shares (000)(b) 87,789 86,261 84,101 82,883 80,29 5
FINANCIAL POSITION:
Assets $ 679,996 $ 540,868 $ 397,237 $316,394 $237,34 6
Long-term Obligations $ 3278 % 4767 $ 5,711 $ 7,013 $ 8,31 4
Shareholders' Equity $ 420,011 $ 323,756 $ 240,717 $189,765 $150,98 6
Inventory Turn 2.5 3.0 3.1 2.7 2. 6
Return on Avg. Assets (%) 14.4 15.7 13.6 12.9 9. 7
Return on Avg. Equity (%) 23.6 26.1 22.6 20.9 15. 2
OPERATING DATA:
Company Owned Stores at

End of Period 2,416 2,059 1,800 1,617 1,52 2
Franchise Stores at

End of Period 10 11 13 14 1 4
Year-end Selling Sqg. Footage (000) 15,302 12,726 10,724 9,341 8,52 2
Hardlines Sales % 70 66 65 64 6 0
Softlines Sales % 30 34 35 36 4 0

(a) Based on common and common equivalent shafesetadjustment for the April 26, 1996, five-fordiocommon stock split.

(b) Based on common and common equivalent sharadjasted to give retroactive effect to the Apfl 2996, five-for-four common stock
split.

(c) As adjusted to give retroactive effect to thaih26, 1996, fivi-for-four common stock spli



Item 7. Management's Discussion and Analysis of Famcial Condition and Results of Operations.

This discussion and analysis contain both histbend forward-looking information. The forwatdeking statements are made pursuant t
safe harbor provisions of the Private Securitiggation Reform Act of 1995. Actual results mayfeifmaterially from those projected in the
forward-looking statements. Forward-looking statataenay be significantly impacted by certain riaksl uncertainties, including, but not
limited to, those described in this Annual Repertr@rm 10-K for the year ended January 31, 1996.

The following text contains references to years719996, 1995 and 1994 which represent fiscal yeading or ended January 31, 1997,
1996, 1995 and 1994, respectively.

General

During 1996, Dollar General achieved record salesord earnings, and record new store growth lelladdition, the Company recorded
lowest net operating expense to net sales ratinanlgeved. The Company completed the installadfomew technology in its Ardmore,
Oklahoma distribution center, a major investmerthian Company's growth strategy. The Company's coment to provide consumable, be
merchandise at everyday low prices and to redgaexjpense-to-sales ratio is evidenced by its decisi eliminate a solo direct-mail circular
in 1996. For the eighth consecutive year, the Comirecreased its total store units ending the yétr 2,416 stores. The Company opened
397 new stores during 1996, the largest numbeingfesyear new store openings in the Company'sehisDespite the start-up costs
associated with opening these new stores and itied inefficiencies of the Ardmore, Oklahoma dibtrtion center, the Company increased
earnings per share by more than 15% for the niotis@cutive year.

The Company opened 397 new stores in 1996 compétie@02 in 1995 and 251 in 1994. The 1996 newestonet of 40 closed stores, ad
2,576,000 square feet to the Company's total splese, providing the Company with an aggregaté@QR2,000 selling square feet at the

of the year. In 1996, the average store measuB) Gquare feet compared with 6,200 in 1995 an@06/®1994. The three states in which
the greatest number of new stores were openedgdli€ie6 were Texas (120), Oklahoma (29), and Nodtolha (28). The approximate size
of the average new store was 6,600 square fedtauged from 1995. In 1997, the Company expectpénm @approximately 350 new stores
with Texas being the largest growth area. In 1996 Company also remodeled or relocated 311 stmrapared with 297 in 1995 and 277 in
1994. During the last three years, the Companypased, remodeled, or relocated 1,835 stores, atinguifor more than 75% of the total
stores at year end.

The Ardmore distribution center was expanded frgpraximately 500,000 to about 750,000 square feghd 1996 enabling it to service up
to 1,400 stores and allowing for future store ex@min the region. During 1997, the Company wagim construction of its fourth
distribution facility to support its continued rdtore expansion program. This facility, to bestarcted in South Boston, Virginia, will
measure approximately 750,000 square feet, andugalithe same technology implemented in the Ardmdistebution center. The
construction of this new distribution facility wilive the Company excess capacity during fiscaBMBich should allow the Company to
upgrade the technology in its Scottsville, Kentuekygl Homerville, Georgia distribution centers. ThTmmpany



will also begin upgrading its merchandising andficial systems through new technology and computiwvare solutions during 1997.
Additionally, the Company is considering upgraditsgpoint-of-sale systems to capture stock-keepinigy(SKU) information.

Organizationally, the Company is actively pursuiing placement of two key executive officers. Thenpany has been in search of a Chief
Financial Officer (CFO) since the resignation sffiirmer CFO in August 1995. The Company intendsin® a President to focus on the day-
to-day operations of the business thereby sepgrdtat function from the CEO and allowing the CBddcus on strategic planning and
employee development.

For 1997, the Company has converted to a 52/53 wagmkting calendar. The fiscal year-end will be Eriday closest to January 31 each
year. Fiscal 1997 will end January 31, 1997. Thlkgive the Company more uniformity in its extelaad internal reporting. The Compa
will restate 1996 on this adjusted basis for corafpae quarterly financial reporting during 1997 eTonly significant shift between quarterly
results will be the allocation of advertising cogtsulting from ad periods being split between tgraron the 52/53 week calendar.

Results of Operations

Operating results, relative to the Company's paréorce over the past several years, were impairataply as a result of the inefficiencies
associated with the start up of the Ardmore distidn center. During the first half of 1996, thefiicient distribution of merchandise to stc
led to below standard in-stock levels for basicehandise and imbalances in inventory positionsltiagun lost sales. Also, some seasonal
merchandise for the Spring season was distribuatéitet stores too late for proper presentation ltiagun carryover inventories. In addition,
the retailing environment in general was sluggistird) the third and fourth quarters, contributiogricreased inventories. These conditions
collectively led to slower inventory turns (2.5 ft896 as compared with 3.0 and 3.1 for 1995 and 1@%pectively) which required more
merchandise to be financed through short-term Bongs resulting in higher interest costs.

The Company also experienced higher levels of nzemdise shrinkage during 1996, which managemeng\ediis the result of higher
inventory levels in the stores. Total company tefaiinkage was 3.41% of sales in 1996 compare&da8% in 1995 and 3.06% in 1994. The
Company will implement several new shrinkage cdrgrograms during 1997, as well as reduce invent@rgls, all of which should improve
shrinkage results. The Company will continue itsgpam of interim physical inventories for storeatthave had high shrinkage history or
have characteristics of high shrinkage storesdtitn, the Company will randomly select a repreave sample from all other stores not
covered in the above-mentioned program to be imrest throughout 1997. Results from these storenimries should reveal to management
any additional problem areas or trends that caadoleessed immediately. The 1997 company bonusarogas been modified to place
greater emphasis on inventory shrinkage results.

In 1997, the Company will accelerate store delafrom a bi-weekly to a weekly schedule. Managérbelieves that the weekly inventory
distribution should increase in-stock levels angriove inventory turns. The Company does not ardteig material increase in distribution
costs because distribution trailers will carry ninenedise to a greater number of stores in a sinigle



Furthermore, the accelerated deliveries shouldaethe financing cost of inventory.

In 1996, gross margin declined to 28.55% of sal@$129.04% in 1995 and 28.77% in 1994. As menticatsal/e, higher store shrinkage
primarily contributed to this decline. Becausehwge 1996 shrinkage results, the Company will vesier shrinkage during the first three
quarters of 1997 at a higher rate than it reseivd®96. Customer demand has dictated an inteddifieus on everyday low pricing and
consumable, basic merchandise, which resultedeirfCdmpany's sales mix shifting to hardline depamtsy&om softline departments during
the year (70% hardlines/30% softlines in 1996 ve&&lo hardlines/34% softlines in 1995). This letbteer margins on sales of current
purchases which also deteriorated the total gr@sgimpercentage. During 1997, the sales mix shoaitdinue to shift towards hardlines.
Higher distribution costs associated with the st@rbf the Ardmore distribution center will contrileito lower beginning inventory margins
1997. Actual distribution costs during 1997 shaudhd lower as a percent of sales resulting frainsiehcies gained through the fully
functional Ardmore facility. Faster inventory turtigough weekly deliveries and more productiveriistion facilities support the Compan
role as a customer-driven distributor of consumalalsics.

Net operating expense as a percent of sales ceutitoudecline during 1996 as the Company eliminassovember circular. The Compar
only direct-mail ads in fiscal 1996 were in May,\st and December 1995. The Company intends taneltmits August back-to-school,
solo direct-mail circular in 1997. Another improvent in net operating expense during 1996 was |@@ifinsurance expense primarily the
result of improved claims prevention and manageniReductions in losses from more focused safetgnaras should continue to lower
expenses as a percentage of sales during 1997.tAése was a reduction in employee incentive-baseatpensation expense to reflect lower
performance levels. The Company reduced its stdrerlto sales ratio during the last half of 199@biter managing new store openings and
quickly adjusting to below-plan sales levels. Higtiepreciation resulting from the continued acedkt store growth rate partially offset
these gains.

The following table sets forth certain items in tomsolidated statements of income expressed ecargage of net sales for the periods
indicated.

1996 1995 1994
Net sales 100.0% 100.0% 100.0%
Gross profit 28.5 29.0 28.8

Selling, general
and administrative

expense 20.1 20.7 21.7
Interest expense 0.4 0.2 0.2
Income before

taxes on income 8.0 8.1 6.9
Provision for

taxes on income 3.0 3.0 2.6

Net income 5.0% 5.1% 4.3%



Net Sale:

Net sales for 1996 totaled $1.76 billion, an inseeaf 21.8%, or $315.6 million more than the 139kl of $1.45 billion. The increa:

resulted from 357 net new stores operating dutiegyear and a same-store sales increase of 5.184Cadimpany defines same stores as those
stores that were opened before the beginning gbftioe fiscal year and that have remained openutiinout both the prior and current fiscal
years. While the sar-store sales increase in 1996 was substantialdusiny comparisons, it was the first year during plast five years that
the Company did not achieve double-digit growthnigement believes the decline in same-store sedeglgresulted primarily from

operating inefficiencies associated with the starif its new Ardmore distribution center during first seven months of the year and an
overall sluggish retailing environment, especiallying the fourth quarter.

The sales mix during 1996 shifted in favor of harels which comprised 70% of sales compared with 66%895 and 65% in 1994. As the
Company focuses more on consumable, basic merdwride sales mix should continue to shift to hiaedl The Company retrofitted 580
store layouts during 1996 to balance the presemtati apparel and basic merchandise. The Compdhgamitinue retrofitting stores in 1997.

Net sales for 1995 totaled $1.45 billion, an inseeaf 27.9%, or $315.6 million more than the 13941 of $1.13 billion. The increa:
resulted from 259 net new stores opened during¢he and a same-store sales increase of 13.5%.

Gross profit

Gross profit for 1996 was $503.6 million, compavéath $420.7 million in 1995 and $326.0 million i®94. Gross profit as a percent of sales
was 28.5% for 1996 and 29.0% for 1995. This 50sbpsint decline was primarily a result of higharstinventory shrinkage, lower margins
on sales of current purchases, and a lower LIF€rvescredit which more than offset higher margindeginning inventories. Higher
inventory levels during the last half of 1996 cdmited to the higher shrinkage. Lower margins dassaf current purchases resulted prim:
from the shift in sales mix to hardlines along wétintinued price rollbacks.

Gross profit as a percent of sales was 29.0% i1 B9@ 28.8% in 1994. This 20 basis point increaae pvincipally the result of lower
markdowns, an increased LIFO reserve credit ankdenignarkups on purchases which more than offsetffeet of lower markups on
beginning inventories and reduced purchase dissount

Selling, General, and Administrative Expense Dufi8§6, the Company realized a company record Idvoperating expense to sales of
20.1%. Selling, general and administrative expdos&996 was $354.7 million compared with $299.@ion or 20.7% of sales in 1995 and
$245.8 million or 21.7% of sales in 1994. Totaliagl general and administrative expense incred8et% primarily from opening and
operating 357 net new stores. The lower operatipgese ratio achieved in 1996 resulted from (gduction in employee incentive-based
compensation expense reflecting lower performaeecels$, (ii) lower advertising costs through thenifiation of the November solo direct-
mail circular, and (iii) lower self-insurance exgerprimarily the result of improved claims preventand management. These improvements
were partially offset by higher depreciation rethte accelerated new store openings and higheergr@nse as a percent of sales resulting
from lower than anticipated sales volum



Selling, general and administration expense folbliiereased 21.9% principally as a result of opg259 net new stores. Self insurance
expense, supplies, advertising costs, health inseraand utility expense in 1995 all declined agment of sales as a result of cost controls
and significant sales increases. These decreasestham offset increases in depreciation and imeeigbmpensation.

Interest Expense

In 1996, interest expense increased 164.3% torfillién from $2.8 million in 1995. Interest expensas $2.2 million in 1994. This
significant increase was primarily the result ajtiér average short-term borrowings throughout e gaused by slower inventory turns,
which required more merchandise to be financedutjiiashort-term borrowings rather than through aotopayable. Daily average total debt
outstanding equaled $104.3 million during 1996 cared with $57.6 million in 1995 and $41.4 millian1994. Interest expense increased
27.7% in 1995 as a result of higher interest rateshigher average short-term borrowings.

Provision for Taxes on Income

The effective income tax rates for 1996, 1995 a@@Miwere 38.0%, 37.8% and 37.8%, respectively.iitrease in the 1996 rate resulted
primarily from the expiration of the Targeted Jdlas< Credit program during the year. The Companyeetqits tax rate to remain at 38.0%
for 1997.

Return on Equity and Assets

The ratio of net earnings to average shareholdqtsty was 23.6% in 1996 compared with 26.1% in5188d 22.6% in 1994. Return on
average assets was 14.4% in 1996 compared witB4li5. 7995 and 13.6% in 1994. Both of these ratedided during 1996 as compared
with 1995 as a result of lower percentage earninggases. Return on average assets was alsovedgatipacted by the significant
inventory increases in 1996.

Liquidity and Capital Resources

Working Capital

Working capital increased to $262.5 million in 1996npared with $201.2 million in 1995, an increas80.5%. The year-end current ratio
for 1996 and 1995 was 2.0. Increases in merchaimrsatories and short-term borrowings offset dases in cash and accounts payable.
Inventory turns declined in 1996 primarily the résid distribution inefficiencies during the firbilf of the year and lower than anticipated
sales volumes during the last half of the year.

1996 1995 1994
Cash and cash equivalents (000) $ 4,344 $ 33,045 $ 35,365
Working capital (000) $262,529 $201,190 $166,785
Current ratio 2.0 2.0 2.1
Inventory turn at retail 2.5 3.0 3.1

Cash Flows from Operating Activities

Net cash used by operating activities was $17.8aniln 1996 compared with net cash provided byrapiens of $43.3 million in 1995. Ca
used to purchase merchandise inventories incréas8t32.3 million while accounts payable decrea&®8 million, more than offsetting
cash generated from net earnings including cash &fepreciation and amortization. The higher le¥éheentory



was the result of 357 net new store openings, kveks inventory turns as a result of distributioefficiencies and lower than expected sales
volumes in 1996. Slower inventory turns also regghithe Company to finance more merchandise threhgttterm borrowings than accoul
payable.

Net cash provided by operations equaled $43.3aniiln 1995 as compared with $36.2 million in 19%#hgpally as a result of increas
earnings. Inventories increased by $96.1 milliom assult of opening 259 net new stores in 1995thadhitial stocking of the new Ardmore
facility. Trade accounts payable increased asutreSgreater inventory purchases. Accrued expeiteereased due to larger reserves for self-
insurance and incentive compensation.

Cash Flows from Investing Activities

Capital expenditures in 1996 totaled $60.5 millimmpared with $65.8 million in 1995 and $35.0 roitlin 1994. The Company opened 397
new stores and relocated or remodeled 311 stoesadt of $33.3 million in 1996 compared with $8illion in 1995. Capital expenditures
during 1994 for new, relocated and remodeled stmtaged $20.8 million.

Distribution related capital expenditures totald® 8 million in 1996 resulting primarily from expsions to existing distribution facilities and
the purchase of new trailers. In 1995, the Compgmant $23.3 million to complete the initial phas¢he Ardmore distribution center.

Capital expenditures during 1997 are projectecet§ b to $85 million. Approximately $30 million whe spent for the construction of the
South Boston, Virginia distribution center. An atitshial $27 million will be spent on new, relocaiud remodeled stores. The remaining
balance will be spent on new information technolegstems and distribution and transportation neBas.Company expects that its capital
expenditure requirements will be met through ireflyngenerated funds supplemented by short-termoladngs. Capital expenditures in the
last three years are summarized in the followiddget§amounts in thousands except number of stores):

1996 1 995 1994

New stores $26,290 $ 17,664 $12,478
Number of stores 397 302 251
Remodels/relocations $7,019 $ 8,374 $8,331
Number of stores 311 297 277
Distribution facilities and

equipment $16,816 $ 28,448 $2,162
Retail information systems $ 876 $ 1,916 $4,843
Other $9,520 $ 9,375 $ 7,156

Total $60,521 $ 65,777 $34,970

Cash Flows from Financing Activities

Total debt (including current maturities and shertn borrowings) was $77.0 million in 1996, $35.8ion in 1995, and $25.0 million in
1994. Long-term debt at January 31, 1996, was $8l®n, a decrease of $1.5 million from 1995. Tadio of total debt (including current
maturities and short-term borrowings) to equityr@ased to 18.3% in 1996 from 11.1% in 1995 prirgagkulting from slower turning
merchandise inventories. Average daily use of staonh debt increased 93.2% to $99.6 million in 198@marily as a result of the 37.1%
increase in merchandise inventori



Because of the significant impact of seasonal lygng., Spring and Christmas purchases), the Coy'gpevorking capital requirements vary
significantly during the year. These working capitgjuirements were financed by short-term borrgsionder the Company's $170 million
revolving credit/term loan agreement and short-teamk lines of credit totaling $135 million at Jamp31, 1996. The Company's maximum
outstanding short-term debt in 1996 was $227.4anilin October 1995.

Seasonal working capital requirements will contitmbe met through cash flow provided by operatimmg supplemented by the revolving
credit/term loan facility and short-term bank lirefcredit. The revolving credit/term loan agreefrisreffective until June 30, 1997, and,
along with short-term bank lines of credit, sholkdsufficient to cover the Company's maximum prej@short-term borrowing needs during
1997. Short-term bank lines of credit will be up fenewal at various dates throughout 1997, an€Ctivepany expects substantially all of
these agreements will be renewed.

1996 1995 1994

Total debt/equity 18.3% 11.1% 10.4%
Long-term debt/equity 0.8% 1.5% 2.4%
Average daily use of debt:

Short-term (000) $ 99,564 $ 51,528 $34,102

Long-term (000) $ 4,718 $ 6,035 $ 7,335

Total (000) $104,282 $ 57,563 $41,437

Maximum outstanding

short-term debt (000) $227,397 $116,712 $70,909

Effects of Inflation and Changing Prices The Comphalieves that inflation and/or deflation hadraited impact on its overall operations
during 1996, 1995 and 1994. In particular, theaféd deflation on cost of goods sold has beenméhias reflected by the small decline in
LIFO reserves in 1996, 1995 and 1994.

Accounting Pronouncements

During October 1995, the Financial Accounting Stadd Board issued SFAS No. 123, "Accounting focktBased Compensation.” The
Company will adopt this standard during 1997, éhecthe disclosure method of accounting. Additibnahe Company will adopt SFAS No.
121, "Accounting for the Impairment of Long-Livedsgets and for Long-Lived Assets to be DisposeddDiing 1996. The adoption of this
standard is not expected to materially affect 1€8hings



Item 8. Financial Statements and Supplementary Data

CONSOLIDATED BALANCE SHEETS
At January 31, 1996 and 1995
(Dollars in thousands except per share amounts)

Assets

Current assets:
Cash and cash equivalents
Merchandise inventories
Deferred income taxes
Other current assets
Total current assets

Property and equipment, at cost:
Land
Buildings

Furniture, fixtures and equipment

Less accumulated depreciation
Net property and equipment
Other assets

Liabilities and Shareholders' Equity
Current liabilities:

Current portion of long-term debt

Short-term borrowings

Accounts payable

Accrued expenses

Income taxes

Total current liabilities

Long-term debt
Deferred income taxes
Commitments
Shareholders' equity:

Preferred stock, stated value $.50 per share:
Shares authorized: 5,000,000
Issued:1996-1,716,000; 1995-1,716,000

Common Stock, par value $.50 per share:
Shares authorized: 100,000,000
Issued:1996-85,524,000; 1995-67,942,000

Additional paid-in capital

Retained earnings

Less treasury stock, at cost:
Shares:1996-13,404,000; 1995-11,472,000
Total shareholders' equity

1996

$ 4,344
488,362
11,989
11,548
516,243

240
35,050
207,338
242,628
84,041
158,587
5,166
$679,996

$ 1,536
72,146
103,176
62,099
14,757
253,714

3,278
2,993

858

42,762
303,609
273,309
620,538

200,527
420,011
$679,996

The accompanying notes are an integral part o€dinsolidated financial statemer

1995

$ 33,045
356,111
11,785
9,212
410,153

266
33,693
153,401
187,360
62,108
125,252
5,463
$540,868

$ 1,441
29,600
111,675
61,037
5,210
208,963
4,767
3,382

858

33,971

283,323
207,436
525,588

201,832
323,756
$540,868



18CONSOLIDATED STATEMENTS OF INCOME

January 31, 1996, 1995 and 1994

(Dollars in thousands except per share amounts)

1996
% of Net
Amount Sales

Net sales $1,764,188 100.0%
Cost of goods sold 1,260,569 715

Gross profit 503,619 28.5
Selling, general and

administrative 354,712 20.1

Operating profit 148,907 8.4
Interest expense 7,361 0.4

Income before taxes

on income 141,546 8.0
Provision for taxes

on income 53,728 3.0
Net income $ 87,818 5.0%

Net income per common
and common equivalent
share $ 125
Weighted average number
of common and common
equivalent shares
outstanding (000) 70,231
As adjusted to give
retroactive effect to
the five-for-four
common stock split
distributed April 26, 1996:
Net income per common
and common equivalent
share $ 1.00
Weighted average number
of common and common
equivalent shares
outstanding (000) 87,789

1995 19
% of Net
Amount Sales Amount
$1,448,609 100.0% $1,132,995
1,027,930 71.0 806,997
420,679  29.0 325,998
299,592  20.7 245,802
121,087 8.3 80,196
2,799 0.2 2,192
118,288 8.1 78,004
44,654 3.0 29,447
$ 73,634 5.1% $ 48,557
$1.07 $ 072
69,009 67,281
$ 0.85 $ 058
86,261 84,101

The accompanying notes are an integral part o€dimsolidated financial statemer

94
% of Net
Sales
100.0%
71.2
28.8

6.9

2.6
4.3%



CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

January 31, 1996, 1995 and 1994

(Dollars in thousands except per share amounts)

Prefer
Stoc
Balance, January 31, 1993 $0
Net income
5-for-4 stock split, September 17, 1993
5-for-4 stock split, April 15, 1994
Cash dividends, $.20 per common share
Reissuance of treasury stock
under employee stock incentive
plans (790,104 common shares)
Tax benefit from exercise of options
Transfer to employee stock ownership
plan (12,979 common shares)

Balances, January 31, 1994 $0
Net income
5-for-4 stock split, March 6, 1995
Cash dividends, $.20 per common share
Cash dividends, $.45 per preferred share
Reissuance of treasury stock
under employee stock incentive
plans (1,296,797 common shares)
Tax benefit from exercise of options
Transfer to employee stock ownership
plan (25,314 common shares)
Issuance of preferred stock
(1,715,742 preferred shares) 858
Purchase of treasury stock
(8,578,710 common shares)
Balances, January 31, 1995 $858
Net income
5-for-4 stock split, April 26, 1996
Cash dividends, $.20 per common share
Cash dividends, $.90 per preferred share
Issuance of common stock under employee
stock incentive plans (462,436 shares)
issuance of treasury stock
under employee stock incentive
plans (747,853 common shares)
Tax benefit from exercise of options
Transfer to employee stock ownership
plan (15,979 common shares)

Balances, January 31, 1996 $858

Additional
red Common Paid-In Re
k Stock Capital Ea
$17,820 $ 57,246 $1
48,557
4,150
5,278
2,474
5,796
341
$27,248 $ 65,857 $1
6,723
6,702
10,581
514
199,669
$33,971 $283,323 $2
8,552
(
231 4,435
7,515
7,932
8 404
$42,762 $303,609 $2

The accompanying notes are an integral part oftimsolidated financial statemer

tained
rnings
19,580

(4,150)
(5,278)
(7,544)

51,165
73,634
(6,723)
(9,868)
(772)

(43)

07,436
87,818
(8,552)
11,463)
(1,930)

73,309

Treasury
Stock
$ 4,881

(1,306)

(22)

$ 3,553

(2,205)

200,527
$201,832

(1,305)

$200,527



CONSOLIDATED STATEMENTS OF CASH FLOWS
January 31, 1996, 1995 and 1994
(Dollars in thousands)

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net
cash provided by operating activities:
Depreciation and amortization
Deferred income taxes
Change in operating assets and liabilities:
Merchandise inventories
Accounts payable
Accrued expenses
Income taxes
Other

Net cash (used in) provided by operating activ ities

Cash flows used in investing activities:
Purchase of property and equipment

Cash flows from financing activities:
Issuance of short-term borrowings
Repayments of short-term borrowings
Repayments of long-term debt
Payment of cash dividends
Proceeds from exercise of stock options
Tax benefit from stock option exercises
Issuance of preferred stock
Purchase of treasury stock
Other

Net cash provided by financing activities

Net (decrease) increase in cash and
cash equivalents
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

Supplemental cash flow information
Cash paid during year for:

Interest

Income taxes

1996

$ 87,818

25,245
(593)

(132,251)
(8,499)
1,062
9,547
(98)

(17,769)

(60,521)

150,109
(107,563)
(1,394)
(13,393)
13,486
7,932
0
0
412

49,589
(28,701)
33,045

$ 4,344

$ 7,745
$ 36,854

The accompanying notes are an integral part oftimsolidated financial statemer

1995

$ 73,634

17,263
(1,302)

(96,069)
30,637
13,131
6,773
(810)

43,257

(65,777)

100,710

(88,971)
(944)

(10,640)
8,907
10,581
200,527
(200,527)
557

20,200
(2,320)
35,365

$ 33,045

$ 2,760
$ 28,345

1994

$ 48,5

11,7
(2,0

(43,1
17,0
10,2

(5,5

(4

36,1

(34,9

62,0
(54,0

(1,3
(7.5
3,7
5,7

9,0

10,3

25,0

$ 35,3

$ 19
$ 315

70)

09
09)
00)
44)

96

61

93

19

65

80



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Accounting Policies:

The Company sells general merchandise on a retsi$ bhrough company-owned stores (2,416 at Jardiary996) located predominately in
small towns in the midwestern and southeasternedritates. The Company has distribution centeBgattsville, Kentucky; Homerville,
Georgia and Ardmore, Oklahoma.

Basis of presentation
The following notes contain references to year$19995 and 1994 which represent fiscal years eddedary 31, 1996, January 31, 1995,
and January 31, 1994. The consolidated financdé¢stents include all subsidiaries. Intercompanysiaations have been eliminated.

Cash and cash equivalents
Cash and cash equivalents include highly liquickgiments with an original maturity of three morghsess.

Inventories

Inventories are stated at cost using the retailifadirst-out (LIFO) method which is not in exsesf market. The excess of current cost over
LIFO cost was $20.6 million, $22.2 million and $2Tnillion at January 31, 1996, 1995 and 1994, rethpedy. The LIFO reserves decreased
by $1.6 million in 1996, $4.8 million in 1995 and.8 million in 1994.

Preopening costs
Preopening costs for new stores are expensed @seadc

Property and equipment

Property and equipment are recorded at cost. Tiep@oy provides for depreciation of buildings andipment on a straight line basis over
the following estimated useful lives: buildings, 539 years; furniture, fixtures and equipmertp 30 years. Depreciation expense was $
million, $17.1 million and $11.6 million in 1996995 and 1994, respectively.

Insurance claims provisions

The Company retains a portion of the risk for itwrkers' compensation, employee health insuranegrgeliability, property, and automob
coverages. Accordingly, provisions are made forGbenpany's actuarially determined estimates ofréutlaim costs for such risks. To the
extent that subsequent claim costs vary from tlegienates, current earnings are charged or cre:



Net income per common and common equivalent shaténdome per common and common equivalent shdrasisd on the weightt
average number of shares of common stock outstgmiliring each year, after giving effect to the asst exercise of all dilutive stock
options using the treasury stock method and ttegrtrent of convertible preferred stock shares asmwomstock equivalents. Net income per
common and common equivalent shares is also pexbéanthe accompanying consolidated statementscofme on an adjusted basis, which
gives retroactive effect to a five-for-four stogdisdeclared March 25, 1996, for shareholdersegbrd on April 10, 1996, and paid on April
26, 1996.

Management estimates

The preparation of financial statements in conftymiith generally accepted accounting principleguiees management to make estimates
and assumptions that affect the reported amourdassats and liabilities and disclosure of contihgssets and liabilities at the date of the
financial statements and the reported amountsveinges and expenses during the reporting perioaiahcesults could differ from those
estimates.

2. Cash and Short-Term Borrowings:
The cash management system provides for daily imesg of available balances and the funding oftantling checks when presented for
payment.

Outstanding but unpresented checks totaling $48l@mand $48.3 million at January 31, 1996 an®39espectively, have been included in
accounts payable. Upon presentation for paymeey, will be funded through available cash balanegb®revolving credit/term loan
agreement.

The Company had lines of credit with banks totad@5.0 million at January 31, 1996, and $95.0iomlht January 31, 1995. The lines are
subject to periodic review by the lending institums which may increase or decrease the amountsialeaiThere were borrowings
outstanding under these lines of $7.1 million atuday 31, 1996, and no borrowings at January 3351Additionally, the Company had a
$205.0 million facility at January 31, 1996, an$il&5.0 million facility at January 31, 1995, avhliafor the issuance of letters of credit. At
January 31, 1996 and 1995, the Company had ouistatedters of credit totaling $125.0 million andiZf..0 million, respectively.

The Company also has a $170.0 million revolvinglitfeerm loan agreement which expires in June 18@&fore renegotiation in June 1995,
$65.0 million was available under this facility. Bowings under this facility were $65.0 million a#9.6 million at January 31, 1996 and
1995, respectively. Interest rates on amounts l@dounder this agreement can float with the priovamercial lending rate or can be fixed
not to exceed the New York certificate of depoaiemplus 0.375%, the Adjusted Eurodollar rate pl@%%, or the Banker's Acceptance rate
plus 0.45%, all for periods of up to six monthseMeighted average interest rates were 6.2% afd &tJanuary 31, 1996 and 1995,
respectively



3. Accrued Expenses:
Accrued expenses consist of the following:

(in thousands) 1 996 1995
Compensation and benefits 15,142 $20,560
Taxes (other than taxes on income) 9,381 6,512
Insurance 26,399 24,351
Other 11,177 9,614
Total accrued expenses 62,099 $61,037
4. Income taxes:
The provision for taxes consists of the following:
(in thousands) 1996 1995 1994
Currently payable:
Federal $46,75 8 $40,349 $27,680
State 7,56 3 5,607 3,839
Total currently payable 54,32 1 45,956 31,519
Deferred:
Federal (50 0) (1,103) (1,752)
State 9 3) (199) (320)
Total deferred (59 3) (1,302) (2,072)
Total provision $53,72 8 $44,654 $29,447

Deferred tax expense (credit) is recognized forftigre tax consequences of temporary differeneésden the amounts reported in the
Company's financial statements and the tax basts asets and liabilities. Primary differencesrgj rise to the Company's deferred tax
assets and liabilities are as follows:

1 996 1995
(in thousands) Assets Liabilities Assets Liabilities
Inventories $1,237 $1,177
Property and equipment $2,993 $3,382
Accrued insurance 10,752 10,125
Other 0 483

Total deferred taxes $11,989 $2,993 $11,785 $3,382



Reconciliation of the federal statutory rate aneléffective income tax rate follows:

1996 1995 1994
Federal statutory rate 35.0% 35.0% 35.0%
State income taxes, net of federal
income tax benefit 3.4 3.0 3.0
Tax credits (0.2) 0.7) (0.4)
Other 0.2) 0.5 0.2
Effective income tax rate 38.0% 37.8% 37.8%
5. Long-Term Debt:
Long-term debt consists of the following:
(in thousands) 1996 1995
Industrial revenue bonds payable
through 1998, 6.6% in 1996 and 1995 $1,000 $1,500

Mortgage note payable to Kentucky
Development Finance Authority through
1998, 6.4% (LIBOR plus 0.5%) in 1996

and 5.8% (LIBOR plus 0.5%) in 1995 3,111 3,889
Other 703 819
4,814 6,208
Less current portion 1,536 1,441
Net long-term debt $3,278 $4,767

Certain loan agreements contain restrictive covisnahich, among other things, require the Companyaintain minimum amounts of
tangible net worth and working capital and restpiayment of dividends, repurchases of capital stsckadditional borrowings.

Approximate maturities on long-term obligationglie years ending January 31, 1997, through 200@iramillions): $1.5; $1.5; $0.8; $0.8
and $0.1.

6. Commitments:

At January 31, 1996, the Company and certain sigvg@d were committed for retail store space infthlewing fiscal years under
noncancelable operating lease agreements requitimgium annual rental payments of (in millions)979$48.6; 1998, $46.4; 1999, $36.5;
2000, $22.4; 2001, $9.9 and $2.9 in later fiscargeMost leases included renewal options for pgerranging from two to five years, and
provisions for contingent rentals based upon agrgege of defined sales volume.

Rent expense under all operating store leases sviadl@aws:

(in thousands) 1996 1995 1994
Minimum rentals $46,16 6 $35,318 $28,104
Contingent rentals 9,89 1 8,391 6,247
Total rentals $56,05 7 $43,709 $34,351

7. Employee Benefits:

The Company has two noncontributory defined coatiiim retirement plans covering substantially all-fime employees. Expense for these
plans was approximately $3.0 million, $3.5 milliand $2.6 million in 1996, 1995 and 1994, respebtivEhe Company funds all benefit-plan
costs as accrued.

8. Capital Stock:
The authorized capital stock of the Company cossistommon stock and preferred stock.

On August 22, 1994, the Company exchanged 1,715dtes of Series A Convertible Junior PreferrediStor the 8,578,710 shares of
Dollar General common stock owned by CTS, Inc.e@pnal holding company controlled by members effthrner family, the founders of
Dollar General. The Series A Convertible Juniorf@red Stock was authorized by the Board of Dinectiut of the authorized but unissued
preferred stock approved by the Company's sharet®ld 1992. The exchange, negotiated and recomeddnda special committee of the
Company's Board of Directors, came in responserégjaest from CTS, Inc. to consider a transactioméet estate planning needs of the
Turner family. The Series A Convertible Junior Breéd Stock is (i) convertible into common stockguant to the terms and conditions set
forth in the Restated Articles of Incorporation giigis voted with the common stock on all mattpresented to the holders of common st
The Series A Convertible Junior Preferred Stoakoisconvertible at the option of the holder untilguist 22, 1996; however, under certain
circumstances the preferred stock may be convarteccommon stock prior to such date. In the thyears following August 22, 1996, the
conversion ratio increases from 90% of the ingathange ratio of five shares of common stock émheshare of Series A Convertible Junior
Preferred Stock converted (adjusted for all intemrg stock splits or adjustments) to 100% of tligahexchange ratio (as adjusted).
Additionally, the Series A Convertible Junior Pregal Stock is not transferrable by the holdersebgr

9. Stock Option Plans:
The Company has stock option plans under whictooptio purchase common stock may be granted toeodfi directors and key employe



Plan activity (as adjusted for the April 26, 1988@e-for-four common stock split) is summarized as follo



Shares Under Pla

Balance, January 31, 1993 5,667,856
Granted 3,634,975
Exercised (1,727,118)
Canceled (299,152)
Balance, January 31, 1994 7,276,561
Granted 2,177,006
Exercised (2,221,839)
Canceled (436,477)
Balance, January 31, 1995 6,795,251
Granted 1,819,496
Exercised (1,547,976)
Canceled (121,139)
Balance, January 31, 1996 6,945,632

ns

Option Price Per Share
$1.42 to $9.26
9.26 to 13.95
1.90 to 8.11
1.90 to 13.77
1.42 to 13.95
13.04 to 20.00
1.90 to 13.77
452 to 16.32
1.42 to 20.00
16.30 to 23.70
1.90 to 16.48
6.10 to 23.70
$1.42 to $23.70

At January 31, 1996 and 1995, options for 1,3658291,412,448 shares were exercisable. At Jardiar§996 and 1995, shares available
for granting of stock options under the Compantgsksoption plans were 4,652,993 and 1,136,186eshaespectively. All unexercised
options expire not later than the year 2006.

10. Quarterly Financial Data (unaudited):

The following is selected unaudited quarterly ficiahdata for the fiscal years ended January 396 Ehd 1995. Amounts are in thousands
except per share data.

Quarter First Second
1996:

Net Sales $343,392 $408,2
Gross Profit 96,281 113,9
Net Income 11,576 17,6
Net Income Per Share (a) 0.17 0.
Net Income Per Share (b) 0.13 0.
1995:

Net Sales $287,086 $317,3
Gross Profit 79,980 87,7
Net Income 9,514 13,9
Net Income Per Share (a) 0.14 0.
Net Income Per Share (b) 0.11 0.

04
45
91
25
20

23
08
60
20
16

Third

$437,218
128,365
20,008
0.28
0.23

$359,430
105,579
17,294
0.25
0.20

Fourth Year
$575,374 $1,764,188
165,028 503,619
38,543 87,818
0.55 1.25
0.44 1.00
$484,770 $1,448,609
147,412 420,679
32,866 73,634
0.47 1.07
0.38 0.85

(a) Based on common and common equivalent shafeseladjustment for April 26, 1996, five-for-founimmon stock split.
(b) Based on common and common equivalent sharadjasted to give retroactive effect to the Apfil 2996, five-for-four common stock

split.



Cost of goods sold was determined in the firstosdand third quarters utilizing estimates of ireey shrinkage, inflation and markdowns.
Cost of goods sold for the fourth quarter includesadjustment of these estimates based upon aetudds. Such adjustments decreased
fourth quarter cost of goods sold by $1.4 milliarl®96 and $1.4 million in 1995.

11. Subsequent Event:

The Company's Board of Directors authorized on Ma&®, 1996, a five-for- four common stock split #fvareholders of record on April 10,
1996, which was paid April 26, 199



Report of Independent Accountants

To the Shareholders and
Board of Directors

Dollar General Corporation
Nashville, Tennesse

We have audited the accompanying consolidated balsimeets of Dollar General Corporation and Sussédi as of January 31, 1996 and
1995, and the related consolidated statementscofiie, shareholders' equity, and cash flows for e&the three fiscal years in the period
ended January 31, 1996. These financial stateraeathe responsibility of the Company's managen@unt.responsibility is to express an
opinion on these financial statements based omodits.

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardgeedhat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstatem@naudit includes examining, on a test
basis, evidence supporting the amounts and digeesn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememiell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements refer@alove present fairly, in all material respedts, ¢onsolidated financial position of Dollar
General Corporation and Subsidiaries as of JarBrf996 and 1995, and the consolidated resuttseaf operation and their cash flows for
each of the fiscal years in the period ended Jgtr1996 in conformity with generally acceptedamting principles.

/ s/ Coopers & Lybrand L.L.P.

Loui sville, Kentucky

March 11, 1996, except as to the
informati on presented in Note 11
for which the date is April 26, 1996



Item 9. Changes in and Disagreements with Accountémon Accounting and Financial Disclosure
Not Applicable

PART IlI
Item 10. Directors and Executive Officers of the Rgistrant

Information regarding directors is incorporateddieiby reference from the information containedages 2 through 8 and page 23, unde
caption, "Compliance with Section 16(a) of the Sii@s Exchange Act of 1934," of the Company's RrBxatement relating to the Annual
Meeting of Stockholders to be held on June 3, 18#6rmation regarding the Company's executiveceifs is contained herein at Part I,
pursuant to General Instruction G(3).

Item 11. Executive Compensation

Information regarding executive compensation igiporated herein by reference from the informatiader the captions "Executive
Compensation" and "Election of Directors - Compé¢insaof Directors" in the Company's Proxy Statentefdting to the Annual Meeting of
Stockholders to be held on June 3, 1996.

Item 12. Security Ownership of Certain Beneficial vners and Management

This information is incorporated herein by referefrom the information under the captions "Secu@itynership of Certain Beneficial
Owners" and "Security Ownership by Officers andebiors” in the Company's Proxy Statement relatindp¢ Annual Meeting of
Stockholders to be held on June 3, 1996.

Item 13. Certain Relationships and Related Transa&ns

This information is incorporated herein by referefrom the information under the caption "Transattiwith Management and Others" of
the Company's Proxy Statement relating to the Ahiggeting of Stockholders to be held on June 361



PART IV
Item 14. Exhibits, Financial Statement Schedules @Reports on Form 8-K
(a)(1) Consolidated Financial Statements:
The following Financial Statements are incorpordteckin by reference from Part Il, Iltem 8 of thépart:
Consolidated Balance Sheets, January 31, 1996 an@lb
Consolidated Statements of Income for the years@denuary 31, 1996, 1995 and 1994
Consolidated Statements of Cash Flows for the yeaded January 31, 1996, 1995 and 1994
Consolidated Statements of Shareholders' Equitthfayears ended January 31, 1996, 1995 and 1994
Notes to Consolidated Financial Statements
Report of Independent Accountants

All schedules for which provision is made in thelgable accounting regulations of the Securitied Bxchange Commission are not
required under the related instructions, are inagple or the information is included in the Comdaled Financial Statements, and therefore,
have been omitted.

(3)  Exhibits:

3(a)

Restated Articles of Incorporat
(incorporated by reference to t
Annual Report on Form 10-K for
ended January 31, 1993).

ion, as amended
he Registrant's
the fiscal year

3(b) Bylaws as amended February 1, 1 993
(incorporated by reference to t he Annual Report
on Form 10-K for the fiscal yea r ended January
31, 1993).

4 Articles V, VIl and X of the Re gistrant's
Atrticles of Incorporation (incl uded in Exhibit
3(a)).

10(a) Loan Agreement dated August 19, 1992, as
amended, by and among Dollar Ge neral
Corporation, Dolgencorp, Inc. A nd NationsBank
of North Carolina, N.A. (incorp orated herein by
reference to the Annual Report on Form 10-K for
the fiscal year ended January 3 1, 1993).

10(b) Amendments to Loan Agreement da ted December 23,
1993 and October 31, 1994 (inco rporated herein
by reference to the Annual Repo rt on Form 10-K
for the fiscal year ended Janua ry 31, 1995) and
Amendment to Loan Agreement dat ed June 14, 1995
(incorporated herein by referen ce to the
Quarterly Report on Form 10-Q for the second
quarter of 1996).

10(c) Exchange Agreement dated August 22,1994, by
and among Dollar General Corpor ation,
Dolgencorp, Inc. and stockholde rs of C.T.S,,

Inc. (incorporated by reference to the

Registrant's Current Report on
August 22, 1994, Exhibit 10.1).

Form 8-K dated



10(d) Registration Rights Agreement d ated August 22,

1994, by and among Dollar Gener al Corporation,
Turner Children Trust dated Jan uary 21, 1980,
Cal Turner, Jr., James Stephen Turner, Laura Jo
Dugas and Elizabeth Turner Camp bell
(incorporated by reference to t he Registrant's
current Report on Form 8-K date d August 22,

1994, Exhibit 10.2).

MANAGEMENT CONTRACT OR COMPENSATORY PLANS

10(e) Dollar General Corporation 1988 Outside
Directors' Stock Option Plan, as amended,
(incorporated herein by reference to the

Registrant's definitive Proxy Statement f or the
Annual Meeting of Stockholders held June 13,
1989).

10(f) Dollar General Corporation 1989 Employee Stock
Incentive Plan, as amended (incorporated herein
by reference to the Registrant's definiti ve

Proxy Statement for the Annual meeting of
Stockholders held June 13, 1989).

10(g) 1993 Employee Stock Incentive Plan
(incorporated herein by reference to the

Registrant's definitive Proxy Statement f or the
Annual Meeting of Stockholders held June 7,
1993).

10(h) 1993 Outside Directors Stock Option Plan
(incorporated herein by reference to the

Registrant's definitive Proxy Statement f or the
Annual Meeting of Stockholders held June 7,
1993).

10()) 1995 Employee Stock Incentive Plan
(incorporated herein by reference to the

Registrant's definitive Proxy Statement f or the
Annual meeting of Stockholders held June 5,
1995).

10(j) 1995 Outside Directors Stock Option Plan
(incorporated herein by reference to the

Registrant's definitive Proxy Statement f or the
Annual meeting of Stockholders held June 5,
1995).

11 Statement re: Computation of Earnings Per Shar e.

13 Annual Report to Stockholders.

21 Subsidiaries of the Registrant.

23 Consent of Independent Accountants.
27 Financial Data Schedule.

(b) No report on Form-K was filed by the Company during the last quaofefiscal 1996



SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regiigthas duly caused this report to be
signed on its behalf by the undersigned, theredatyp authorized.
DOLLAR GENERAL CORPORATION
Date: April 29, 1996 By:
CAL TURNER, JR., PRESIDENT

Pursuant to the requirements of the SecuritiesEaathange Act of 1934, this report has been sigméohbby the following persons on behalf
of the registrant and in the capacities and ord#tes indicated.

NAME TITLE DATE

Chairman of the Board, April 29, 1996
CAL TURNER, JR. President a nd Chief

Executive O fficer

(Principal Executive Officer)

Vice Presid ent, Chief April 29, 1996
BOB CARPENTER Administrat ive Officer,

(Acting Pri ncipal Financial

and Account ing Officer)

Director April 29, 1996
CAL TURNER

Director April 29, 1996

WALLACE N. RASMUSSEN

Director April 29, 1996
JOHN B. HOLLAND

Director April 29, 1996
WILLIAM S. WIRE, Il

Director April 29, 1996
JAMES L. CLAYTON

Director April 29, 1996
DAVID M. WILDS

Director April 29, 1996

REGINALD D. DICKSON

Director April 29, 1996
BARBARA M. KNUCKLES



JAMES D. COCKMAN DIRECTOR April 29, 1996
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Exhibit 11

DOLLAR GENERAL CORPORATION
COMPUTATION OF EARNINGS PER SHARE
Net Income Per Common Share

Net income per common share is based upon thelaotighted average number of shares outstandinggieach period plus the assun
exercise of all dilutive stock options as follows:

Y ears ended January 31
(In thousands)
1996 1995 1994
Actual weighted average number of 71,525 77,019 80,837

shares outstanding during the
period Common Stock Equivalents:

Dilutive effect of stock options
using the "Treasury Stock Method" 2,860 3,256 3,264

1,715,742 Shares of Convertible
Preferred Stock Issued August
22,1994 13,404 5986 -

Weighted Average Shares 87,789 86,261 84,101

The above amounts have been adjusted to refleivéiréor-four common stock split declared on Ma&® 1996, to shareholders of record
April 10, 1996, and paid on April 26, 19¢



Exhibit 21

DOLLAR GENERAL CORPORATION

List of Subsidiaries

Name of Subsidiary State of Or ganization
Dolgencorp, Inc. Kentucky
Dade Lease Management, Inc. Delaware

Dollar General Indiana Partners Kentucky



Exhibit 23
CONSENT OF INDEPENDENT ACCOUNTANTS

We consent to the incorporation by reference inrégéstration statements of Dollar General Corponabn Form S-8(Nos. 33-23796, 33-
31827, 33-51589 and 33-51591) of our report datedc 11, 1996, except as to the information preskeint Note 11 for which the date is
April 26, 1996, on our audits of the consolidatencial statements of Dollar General Corporatism@lanuary 31, 1996 and 1995 and for
the years ended January 31, 1996, 1995 and 19%9¢h wdport is included in this Annual Report on iRat0-K.

/'SI Coopers & Lybrand L.L.P

Loui sville, Kentucky

April 26, 1996



ARTICLE 5

The accompanying notes are an integral part ofdimsolidated financial stateme

PERIOD TYPE 12 MOS
FISCAL YEAR END JAN 31 199
PERIOD END JAN 31 199
CASH 4,344
SECURITIES 0
RECEIVABLES 0
ALLOWANCES 0
INVENTORY 488,36
CURRENT ASSET¢ 516,24:
PP&E 242,62¢
DEPRECIATION 84,04:
TOTAL ASSETS 679,99t
CURRENT LIABILITIES 253,71:
BONDS 0
COMMON 42,76:
PREFERRED MANDATORY 0
PREFERREL 85¢
OTHER SE 376,39:
TOTAL LIABILITY AND EQUITY 679,99t
SALES 1,764,18
TOTAL REVENUES 1,764,18
CGS 1,260,56!
TOTAL COSTS 354,71:
OTHER EXPENSE¢ 0
LOSS PROVISION 0
INTEREST EXPENSE 7,361
INCOME PRETAX 141,54¢
INCOME TAX 53,72¢
INCOME CONTINUING 87,81¢
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 87,81¢
EPS PRIMARY 1.0C
EPS DILUTED 1.0C
End of Filing
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