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Loaner Tool Program Every weckend
my grandson, Billy, and I play around in
the garage restoring an old car. It’s great
for both of us because we are spending

y

time together and I get to teach Bill

how to take care of a car. There are so-

many different _.nmmbwmw_ﬁ. restoration.

'

projects—you can’h nmmm&_% buy every
LN .

kY L
tool you need, but >m~,«mz,om Auto- Parts™
oo

Loaner Tool program solves that problem

for me. They let you co:o,/\_ :,W tosls yoi :

need for free. With the tool Kits and gieat
information on Advance’s web site, Billy
and [ are zipping through this restoration

and enjoying every minute, [J

Special Order Cenfer My tuner car is
more than just a hobby. I put a lot of time
and moncy into keeping it running great
and looking perfect. Sometimes | need
high-end parts and stuff that is hard to
find. And when 1 do, I go to Advance.
They make ordering so easy and there
are thousands of parts [ can choose from.
I just go to the store, tell them what | need
and they order it. If | want to, | can even

get parts delivered right to my door. O

Commercial Program Advance Auto
Parts is more than just a supplier for
my garage—they are my business part-
ner. Jack, the parts guy at the store,
really knows my business and he
understands that the faster 1 get parts,
the more service 1 can get done The

delivery drivers are great too. They are

fast and friendly. When I call vy order

in, it’s only a short time before the

driver pulls in and drops off my parts.

For me and my garage, that is the

type of service we need—personal, !

dependable and fast! O




[ Joyieam y3noy ui Jo s
1® “Yojans Suol B 10j peol ay) uo Furaq
suBaW 1 J1 udAd—s3uLidyed s Ajiuey
o e 0] N ew ued am 305_ oM
ISNEIQ ‘SN 01 30| B YoM st siied asap Jo

Anpenb oy | 08 0} poou am a1aym sn 307

[[1A JED INO JEL} PAOU aM pUILl JO oomumRs

puerg -sued Apenb 109(3s 0) sn 1o
uepodwi S31 Aym sey [, spryjpueid o

JIS1A 10 ADLJO $,10J00pP Y] ‘910)S AI130045

ay) 03 393 3,UBd oM U INOYIAY RO INO
SuluiR)UIEW OJUl UOHEIDPISUOD PUB owiL

Jo o eand oM sped puelg awep

§

i
i

N

[0 “Aep 4IB3 oM paey S wed)

21015 Awr Funuoddns st e 9seq uons €

Shr 2ARY | MOUd 03 18213 511 "djoy 01 Jurim

w\@w/_m $1 pue suonsanb Aw 03 sromsue

\ﬁ.\@.rm yim \AUNOL m\ﬁw\(/_ﬁ ST IUID) 108IU0)
T,

£5/awosny) sy, ssuonesado Ajrep ano 1oy

SPa2u MO )M SN FUNSISSE puB SMaU
Auedwod Jsaje] 941 JO 2IBME SN Furdooy
Jo qof jeas3 e soop 199uan) joddng
101§ SMEJ 0JNY J0UBAPY 3|, {Sh Yyim
dn doay 01 uoneziuefio snopuswan
SNE) N PIAl} oY) Ul SIS Wed] JO

spuvsnow U sajuag poddng asog  HOUUBYS

[0 -doueApy 01 SUlOF 3A0]
[ Aym SJey "padu | uonewLIojul 3y [ft
aAey Aayj “ayoel pue A13 01 Juea | 3aafoad
® 30 we[qold Joyjoue si a1y JT mouy
[ puy Aroneq Aw paosejdar put poddayd
pue s1adim Aw pajeisur aaey saakodwd
s,90ueApY Aj9jes Suroaeny ow dooy
JRL[) SODIAIIS 24 AUBLU SIYO S1IEJ OMY
doueApy sduy Suoj Awr Joy uepodun si
UONIPUOd SUBMOM POOT Ul S FUIIAIIAD
aIns SunjRw 08 90[ © [9ARI | 18D AW U0
SBuLY) JOAYD PINOYS [ UM MOuy | Ing

Quueyodw OU W, | SAAIES FTH ‘ISH

i



1L

CKHOLDERS

letter t
s

At Advance Auto Parts, we know our
success hinges upon our ability to
give Customers industry-leading
service. That is why the title of this

year’s annual report is “Customer Care,”
reflecting our company’s focus on
answering our Customers’ needs, both

now and in the future.

Each day, Customers send us testimonials and thank you letters
about their experiences in our stores. We are honored that they
take time to let us know we are making progress toward our goal
to provide Legendary Service to every Customer, in every store,
every day. These compliments motivate us to look for more ways
to be “ready in Advance” with the right parts, people and prices.

We have undertaken a number of initiatives at Advance to better
serve our Customers. In 2005, we accomplished the following:

Your Executive Team: left to right; Elwyn Murray;
Roger Patkin; Dave Mueller; Keith Oreson; Jim Wade,
Michael Moore; Paul Klasing; Mike Coppola
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—Continued from page 3

ASE (Automotive Service Excellence)-certified Team Members.
Qur Customers m.E.&\ the confidence and peace of mind that
comes with getting the right advice from these knowledgeable,
certified parts specialists.

In addition, we recognize the importance of building diversity
in our team as we expand and serve an increasingly diverse
Customer base. We actively recruit bilingual Team Members,
and with S:E,\mzmmmmm mi\m our team is better able to serve
Customers by providing the vital interaction needed to choose
parts and products to perform repairs properly.

We are proud to say all these inifiatives and programs, plus our
more than 70 years of Customer-focused retailing continue to
generate strong results. In 2005, we achieved the following:

A Increased our m.m\% by 13.1% to $4.26 billion, comprised
of 79% to our Do-lt-Yourself Customers and 21% to our
Commercial Customers.

A Expanded our operating margin to 9.6% of sales from 8.7%
last year.

A Raised our earnings per share to $2.13 from $1.66 last year,
a 28% increase.

In addition to self-funding our growth and driving strong finan-
cial performance, we returned capital to our Stockholders
through our stock repurchase plan. Since mid-2004, Advance
has repurchased approximately 8.5 million shares at an average

price of $29 per share. Our strong and stable cash flow also
led us to begin paying a quarterly cash dividend in early 2006.

Our improved financial performance and Customer satisfaction
levels are complemented by robust industry dynamics. The
automobile continues to be integral to our daily lives and
industry data reflects this, showing an increased number of
cars, trucks and SUVs an the road today, as well as growth in
miles driven per vehicle.

Our Customers also are keeping their vehicles longer. The
average age of vehicles continues to increase, now reaching a
record high of 9.4 years in 2004 versus 8.5 years in 1994.
Over 70% of vehicles on the road today have more than
75,000 miles on them.

What does all this mean for Advance? It means these older
vehicles that are out of warranty are in need of frequent
maintenance, which increases the total market for auto parts.
Owners of these older but still reliable vehicles have a vested
interest in maintaining their vehicles for their transportation
needs. In 20085, this was particularly apparent with Advance
posting very strong sales gains despite record high gas prices.

In the coming year, we will continue to drive enhanced
Customer Service by opening an anticipated 170 to 180 new
stores and remodeling 200 to 225 stores to our 2010 format.
We also expect to relocate 50 existing stores to new locations
which are more convenient for our Customers.

Advance’s commitment to provide industry-leading Customer
Service is evident in our quest to continuously improve our
business. We believe we have a bright future ahead and look
forward to sharing our successes with you.

In closing, | would like to extend my gratitude to our Team
Members and Customers as well as to you, our Stockholders.
To my fellow Team Members, thank you for your commitment
to serving our Customers with unparalleled focus and
dedication. You are the primary reason our Customers keep
coming back. To our Customers, thank you for your loyalty
and continued patronage. We will continue to find ways to
serve you even better. To our Stockholders, thank you for your
interest, support and confidence in Advance Auto Parts. You
have my personal commitment to make Advance a special
place for our Team Members to work, for our Customers to
shop and for you fo invest.

Sincerely,

Sidee Copepre=

Michael N. Coppola
President, Chief Executive Officer and
Chief Customer Representative

Advance Auto Parts is committed to being a special place for our
team to work and our Customers to shop.
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" FINANCIALS

In 2005, Advance again made considerable progress toward its key financial goals. As the charts below show, our sales,

operating income margin and earnings growth all showed solid improvements. In 2005, we moved toward becoming an industry leader

“in sales per store, while continuing to focus on initiatives that will drive further steady improvement in our operating margin and

earnings per share. Our balanced growth—being driven by new-store openings, comparable-store sales growth, operating margin

expansion and share repurchases—gives us clear visibility to future results.

$4,265 $2. G/J

$1,551 9.6%
$3770 $1453 4.7 ‘ $1.66

$3494 | St gao 2%
sas 1379 T2 $1.39
$3.204 $1379 1o% | o2

$2420 B Q $1303 $0.87

._ 4.9% $0.41

@ || s @] 65| |67 @2

|| wa| @5 |\on | e || os]|es] |en! a2 ] w6

L

Sales Average Sales per Store n:EEBEm Operating Margin ™ Comparable Earnings per Share from
(in millions) (in millions) (in percent) Continuing Operations " (in doliars) \

(1) Fiscal years 2001, 2002 and 2003 include non-GAAP measures. The Company used these non-GAAP measures as an indication of its earnings from its core operations and believes it is important to our Stockholders
due to the nature and significance of the excluded expenses. Please see our reconciliation of comparable operating margin and comparable earnings per share included on page 7 of this annual report.

(2) Amounts referenced reflect the Company’s 3-for-2 stock split, which took effect September 26, 2005.
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" SATISFACTION

Advance Auto Parts puts our Customers’ needs first

So, given today’s fast-paced
and hectic environment, why

drving

2010 format stores
in 2004: 42%,
in 2005:

percent

Retailing is all about Customer service. That is
why the title of this annual report is “Customer Care,” reflecting
Advance Auto Parts’ founding philosophy and our 70-plus
year commitment to providing our Customers industry-leading
service. We do this by putting their needs first and providing
them with the best and most knowledgeable team in the
automotive aftermarket.

do our Customers choose to
shop Advance Aufo Parts?
Let us show you how
Advance Auto Parts is uniquely
positioned to satisfy each of
these Customers’ needs.

In turn, it is our Customers’ loyalty, our Stockholders’
confidence and our Team Members’ dedication that drives

Are you strapped for

)
1 -
. our company’s success. Their needs are determining time? Look for a nearby Advance Auto Parts store or use
) Advance Auto Parts’ direction and business decisions. the locator on our web site at www.AdvanceAutoParts.com to
| . .
". SERVING OUR CUSTOMERS find the nearest location. In just 10 years’ time, Advance has
L)
) « . grown is store base more than five-fold. At the end of 2005,
X My most important . ] o
N L There are distinct differences in we had 2,872 stores in 40 states, Puerto Rico and the Virgin
. job 1s to make sure my o .
) . B o today’s consumers compared fo Islands, compared to 536 stores in nine states in 1995. And
n Customers have everything )
n 4 30, 20 and even 10 years ago we are not stopping there.
W they nced to keep their car ’ ’
; . running right—whether it’s having and Advance’s Do-t-Yourself and Advance continues its commitment to provide a greater

Commercial Customers are no

their car battery changed, locating a number of convenient locations for our Customers, and we

different. Today’s consumers are

part or answering their car
repair question.”

Gregory A. Terry, Parts Pro

strapped for time, expect to find
goods they need and want, count on
high quality at a great price and want
more choices—which they should.

are aggressively focused on organically growing our store
base. In 2005, we added 231 new stores by building and
acquiring locations in areas where Customers need our
parts, products and services. In 2006, we anticipate adding
170 to 180 new stores.
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—~Continued from page 9

Do you expect to find the goods you need and
want? it is reassuring fo know that if your vehicle breaks
down, there is an Advance Auto Farts nearby. But even more
importantly, when you need a part to repair your vehicle, it’s
great to know that Advance will have the part you need and,
in some cases, can help you install it or teach you how.

Advance Customers enjoy the benefits of a friendly, helpful
team and a variety of free services, such as battery checks
and installation, wiper blade installation, electrical systems
check and battery and motor oil recycling. Advance also has
built a strong reputation of having the parts that our
Customers want when they need them and we continue to
focus on ways to enhance that reputation.

In 2005, we achieved our best-ever store in-stock level across
our entire chain and improved our in-stock performance at our

-

Spring 2005 saw the opening of Advance’s distribution center near Allentown, Pennsylvania. Pictured above is Distribution Center Team
Member Yahaira Medina driving a loader through the 660,000 square foot facility.

distribution centers, PDQ® and Master PD(F* warehouses. This
means our Customers can be assured that when they need a
part or product, they can simply come into or call our stores,
and the part will be ready and waiting for them to pick up.

Advance Auto Parts also is known for the variety of parts,
products and accessories we carry. Customers can tap into
our logistics network for quick access to hard-to-find parts
that they may need to complete a repair. This includes
approximately 20,000 store-stock items, which we
supplement with an additional 100,000-plus parts that can
be ordered through our flexible supply chain and delivered
to our stores on a same-day or overnight basis.

Sometimes our Customers need parts that are even more
difficult to find. To address this need, in 2005, we increased
our product offering with our Special Order Center and
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Advance Auto Parts® Consumer Education program provides Customers with information they need for vehicle-related repairs. Features of
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the program include 128 free brochures available in stores and video clinics that are aired monthly on Advance TV, our in-store network.

—Continued from page 11

vehicle repairs, driving tips, how to save gas and how 1o
prepare vehicles for winter weather. These brochures also
show Customers how much money they can save by
performing these projects themselves.

in 2005, we continued to invest in expanding our Consumer
Education program with the addition of informative in-aisle
product brochures in our stores that give Customers detailed
information to help them select the right products for their
needs. We also revamped our Consumer Education web site
and re-launched the site under the banner “Advance Know-
How” at www.AdvanceAutoParts.com. The site offers video
clips, product and project brochures and hundreds of
informative and instructional articles. Advance is excited to
be able to offer this comprehensive site that provides our
Customers with a multi-media resource for all of their
vehicle-related questions.

Sometimes our Customers may know how to make a needed
repair but don’t have all the tools they need to complete the
job. Advance has addressed that need with the introduction
of our Loaner Tool program in 2005. This program helps
Customers get all the tools they need fo complete jobs the
first time by simply coming into any one of our stores and
borrowing from an array of different tool kits that are
available for 45 days at no cost.

]

These initiatives are helping us fulfill our Customers product
and information needs and make Advance Auto Parts their

one-stop shop for automotive needs.

Do you want high quality at a great price? Look no
further. One of our company’s goals is to continue bringing value
to our Customers by offering the highest quality merchandise
in the automotive aftermarket at competitive prices.

We are committed to offering the brand names that our
Customers know and trust. This is important, not only for
our Do-It-Yourself Customers, but also our Commercial
Customers. Space constraints prevent us from listing them
all, but some of the names our Customers expect to find
at Advance include Bendix®, Bosch®, Castrol’, Dayco®,
Prestone® and Purolator®. And there are many, many more.

In addition to stocking our Customers’ favorite brand names,
Advance is commifted to developing a comprehensive
selection of Direct Import products to meet the needs of
those Customers who definitely want a high-quality product,
but whose first priority is price.

Several years ago, Advance began developing its Direct
Import program and we continued fo invest in the program
in 2005, passing along significant cost savings to our
Customers. These lines of merchandise, including
Professional’s Favorite, Joe's Garage, Mechanic’s Choice,
Auto Xpress and Endurance, add tremendous variety to our
product offerings. Among these brands Customers will find

everything from chemicals and wash-and-wax products to

1,945
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—Continued from page 13

SERVING OUR STOCKHOLDERS

Serving our Customers well keeps them coming back, which
in turn drives continued strength in sales and profits—iwo of
the key metrics Stockholders monitor as they size up an
investment in Advance Auto Parts.

Our philosaphy is to invest for the future while returning
capital to Stockholders. In addition to investments in 2010
remodels, we have invested significantly in our store relocation
program and the rolfout of commercial delivery programs fo
our stores. These investments are producing strong returns
for our company and our Stockholders. In terms of returning
capital, our stock repurchase program has proved very suc-
cesstul since its genesis in August 2004. Through year-end
2005, Advance repurchased approximately 8.5 million
shares at an average price of $29 per share.

Advance is in the enviable and flexible financial
position of being able to make the right
decisions today, invest for the future and
return capital to Stockholders through share
repurchases and now a cash dividend—all
self-funded, with no need fo take on
additional debt in order to do so. It is our goal to
maintain this flexibility going

“Commetcial Customers don’t have a forward. Our financial future is

bright and we conirol it.

SERVING OUR TEAM

fot of time to wait for parts. And they
know they can depend on me to process
their order quickly and have it delivered Providing Legendary Customer
fast. My Commercial Customers rely  Service fo our internal Customers,
on me to give them prompt and  our stores, is the role of our
Store  Support Center in

Roanoke, Virginia. By providing

personal service.”

Jake Hoback,
Division Commercial Sales Manager

timely, friendly and accurate service to our almost
2,900 stores and more than 42,000 Team Members, we
free up their valuable time to focus more attention on
their Customers.

The nerve center of our company is the Gustomer Confact
Center, which fields millions of phone calls and e-mails each
year from both Customers and our stores. Our coniact
center is the first line of help for a wide variety of questions.
In 2005, the contact center figlded 2.4 million Customer
interactions on a variety of issues, ranging from routing
callers to the appropriate department to assisting with
special order parts availability
and technical support solutions.

Customer Contact
Center interactions

million

/ accounting, finance, operations,

One of the most noliceable
enhancements we made last
year to provide befter internal
Customer service was the
consolidation of our Store Support
Center.

In  November, our
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The success of Advance Auto Parts is
complemented by the strength of our
senior leadership team. Great retail companies
are committed to excellence; that expectation
starts from the top. This experienced group of

people is leading Advance and creating its future.
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SELECTED FINANCIAL DATA

The following table sets forth our selected historical consolidated statement of operations, balance sheet and other operating data. The selected historical consolidated finan-
cial and other data at December 31, 2005 and January 1, 2005 and for the three years ended December 31, 2005 have been derived from our audited consolidated financial
statements and the related notes included elsewhere in this report. The historical consolidated financial and other data at January 3, 2004, December 28, 2002 and December
29, 2001 and for the years ended December 28, 2002 and December 29, 2001 have been derived from our audited consolidated financial statements and the related notes that
have not been included in this report. You should read this data along with “Management’s Discussion and Analysis of Financial Condition and Results of Operations,” and

our consolidated financial statements and the related notes included elsewhere in this report.

Fiscal Yeart"®

(in thousands, except per share data) 2005 2004 2003 2002 2001
Statement of Operations Dala: .
Net sales $4,264,971 $3,770,297 $3,493,696 $3,204,140 $2,419,746
Cost of sales 2,250,493 2,016,926 1,889,178 1,769,733 1,357,594
Supply chain initiatives — — — 9,099
GTOSS PIOFTE ..ottt ettt s s es s st b b e as st b et a b e st es et s n et 2,014,478 1,753,371 1,604,518 1,434,407 1,053,053
Selling, general and administrative eXpenses® ...t 1,605,986 1,424,613 1,305,867 1,202,524 938,300
Expenses associated with supply chain initiatives®™.................oooo — — — — 1,394
Impairment of assets held for sale® — — — — 12,300
Expenses associated with merger related :wm::o::_:mé — — — 597 3,719
Expenses associated with merger and integration® ... — — 10,417 34,935 1,135
Non-cash stock option compensation eXpense® ..........cccoiieiieiiiiiriiiiiiiiiesiin e — — 11,735
OPETALINE IMCOINIE ......coeeeteiinieitsiceeinicisse st e e tese et e s et e s s b s ees s e be s aEasasas s sa s soe s st s st e nnes 408,492 328,758 288,234 196,351 84,470
IIEETESE EXPIEMSE . eoeevenirirteeeuerteserses et eeebeasescemeessmemeemeemcemeaeeramia s s s easastsbesra e s s es s an st bascasant e (32,384) (20,069) (37,576) (77,081) (61,042)
Loss on extinguishment of debt — (3,230) (47,288) (16,822) (6,106)
Expenses associated with secondary offering — (1,733) —
Other INCOME, NET....cveeeeeeirieeeeceieeeeiieeiisecessnneeseenans trteesottertresaranssaetararanas trreeeereerreanannes 2,815 289 341 963 1,033
Income from continuing operations before income taxes, (loss) income on

discontinued operations and cumulative effect of a change in accounting principle..... 378,923 305,748 203,711 101,678 18,355
INCOMNIE TAX EXPEISE ... ooenie ittt et eiet ettt ettt e et ettt st e et eas st et st st e n s 144,198 117,721 78,424 39,530 7,284
Income from continuing operations before (loss) income on discontinued operations

and cumulative effect of a change in accounting principle 234,725 188,027 125,287 62,148 11,071
Discontinued operations:

(Loss) income from operations of discontinued

Wholesale Distribution Network (including loss on disposal of $2,693 in 2003)......... — (63) (572) 4,691 4,040

(Benefit) provision for iNCOME taXeS. .......ooooiiiiiiiiiitiiiiec e — (24) (220) 1,820 1,604

(Loss) income on discontinued operations... w — 39 (352) 2,871 2,436
Cumulative effect of a change in accounting principle, net of $1,360 income taxes........ ", — — — e (2,065)
INEE ANCOMIC .. eeeeeetees et eeeeeee et see e ez essebet st e eheestetcatneeaecansaressansesms et et esssrsstzsees |$ 234,725 $ 187,988 $ 124935 $ 65,019 $ 11,442
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SELECTED FINANCIAL DATA (coniinuecy

(1) Our fiscal year consists of 52 or 53 weeks ending on the
Saturday nearest to December 31. All fiscal years presented
are 52 weeks, with the exception of 2003, which consists of
53 weeks.

(2) The statement of operations data for each of the years presented
reflects the operating results of the wholesale distribution seg-
ment as discontinued operations.

(3) Represents restocking and handling fees associated with the
return of inventory as a result of our supply chain initiatives.

(4) Selling, general and administrative expenses exclude certain
charges disclosed separately and discussed in notes (5), (6),
(7), (8) and (9) below.

(5) Represents costs of relocating certain equipment held at facil-
ities closed as a result of our supply chain initiatives.

(6) Represents the devaluation of certain property held for sale,
including the $1.6 million charge taken in the first quarter of
2001 and a $10.7 million charge taken in the fourth quarter
of 2001,

(7) Represents expenses related primarily to lease costs associated
with 27 Advance Auto Parts stores identified to be closed at
December 29, 2001 as a result of the Discount Auto Parts, or
Discount, acquisition.

(8) Represents certain expenses related to, among other things,
overlapping administrative functions and store conversions as
a result of the Discount acquisition.

(9) Represents non-cash compensation expense related to stock
options granted to certain of our Team Members, including a
charge of $8.6 million in the fourth quarter of 2001 related to
variable provisions of our stock option plans that were in
place when we were a private company and eliminated in 2001.

(10) Shares outstanding for each of the years presented gives effect
to a 3-for-2 stock split effectuated by us in the form of a 50%
stock dividend distributed on September 23, 2005 and a 2-for-1
stock split effectuated by us in the form of a 100% stock
dividend distributed on January 2, 2004.

(11) Inventory turnover is calculated as cost of sales divided by the

average of beginning and ending inventories. The fiscal 2003
cost of sales excludes the effect of the 53rd week in the amount
of $34.3 million. The fiscal 2001 amounts were calculated
giving effect to the Discount retail net sales and number of
stores for the period from December 2, 2001 (the acquisition
date) through December 29, 2001.

(12) Inventory per store is calculated as ending inventory divided
by ending store count. Ending inventory used in this calculation
excludes certain inventory related to the wholesale distribution
scgment with the exception of fiscal 2003 and fiscal 2004.

(13) Accounts payable to inventory ratio is calculated as ending
accounts payable divided by ending inventory. Beginning in
fiscal 2004, as a result of our new vendor financing program, we
aggregate financed vendor accounts payable with accounts
payable to calculate our accounts payable to inventory ratio.

(14) Net working capital is calculated by subtracting current liabil-
ities from current assets.

(15) Capital expenditures for 2001 exclude $34.1 million for
our November 2001 purchase of the Gallman, Mississippi
distribution facility from the lessor in connection with the
Discount acquisition.

(16) Net debt includes total debt and bank overdrafts, less cash and
cash equivalents.

(17) Comparable store sales is calculated based on the change in
net sales starting once a store has been open for 13 complete
accounting periods (each period represents four weeks).
Relocations are included in comparable store sales from the
original date of opening. Stores acquired in the Discount
acquisition are included in the comparable sales calculation
beginning in December 2002, which was 13 complete
accounting periods after the acquisition date of November 28,
2001. We do not include net sales from the 36 Western Auto
retail stores in our comparable store calculation as a result of
their unique product offerings, including automotive service

and tires. In 2003, the comparable store sales calculation

included sales from our 53rd week compared to our first week
of operation in 2003 (the comparable calendar week). In
2004, as a result of the 53rd week in 2003, the comparable
store sales calculation excludes week one of sales from 2003.

(18) Closed stores in 2002 include 133 Discount and Advance
stores closed as part of the integration of Discount.

(19) Total store square footage excludes the square footage of the
Autopart International, or Al, stores.

(20) Average net sales per store is calculated as net sales divided
by the average of beginning and ending number of stores for
the respective period. The fiscal 2005 calculation excludes
the effect of the Al stores. The fiscal 2003 net sales exclude
the effect of the 53rd week in the amount of $63.0 million.
The fiscal 2001 amounts were calculated giving effect to the
Discount retail net sales and number of stores for the period
from December 2, 2001 (the acquisition date) through
December 29, 2001.

(21) Average nct sales per square foot is calculated as net sales
divided by the average of the beginning and ending total store
square footage for the respective period. The fiscal 2005
calculation excludes the effect of the Al stores. The fiscal
2003 net sales exclude the effect of the 53rd week in the
amount of $63.0 million. The fiscal 2001 amounts were
calculated giving effect to the Discount retail net sales and
number of stores for the period from December 2, 2001 (the
acquisition date) through December 29, 2001.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS (continueg)

margin improvements. These results helped us generate

strong cash flow and drive a higher return on our

invested capital. Our strong sales were primarily driven
by an 8.7% increase in comparable store net sales for

the year, our highest comparative sales increase as a

public company. Additionally, our average net sales

per store rose to more than $1.5 million, which is one
of the highest among our major competitors.

We remain focused on the following four goals:

1. Raising average sales per store;

2. Expanding operating margins;

3. Generating strong free cash flow; and

4. Increasing return on invested capital.

We believe our 2005 results also reflect the
progress made on the following key initiatives that
focus specifically on driving higher sales per store
and leveraging our fixed expenses:

* Improving store execution towards “best in class”
in automotive aftermarket retail;

+ Continued execution of our category management
program;

» Continued implementation of our 2010 store
remodeling program, now resulting in more than
50% of our chain remodeled;

* Our focus on making our supply chain more
responsive and improving our in-stock position;

* Consistent growth and execution of our
commercial program;

* Our focus on recruiting, training and retaining
high-performing Team Members, especially those
who are ASE-certified and/or bilingual; and

* Enhanced national advertising.

Beyond the implementation of our key business
initiatives, various conditions that impact our indus-
try continue to remain strong. The number of regis-
tered vehicles on the road is at an all time high and
continues to increase. The average age of vehicles

also continues to increase and is now over nine years
old. Additionally, technological changes in newer
models and the shift from cars to light trucks and
sport utility vehicles have resulted in more expensive
replacement parts for these vehicles. We believe the
combination of our execution on key business initia-
tives and favorable industry dynamics will continue
to drive our earnings per share growth into the fore-
seeable future.

The following table highlights certain operating
results and key metrics for 2005, 2004 and 2003:

Fiscal Year
2005 2004 2003

Total net sales
(in thousands)........... $4,264,971
Total commercial net
sales (in thousands).. |$ 931,320
Comparable store net

$3,770,297 $3,493,696

$ 693,449 § 553,003

sales growth........... 8.7% 6.1% 3.1%
DIY comparable store
net sales growth..... 4.8% 2.8% 2.4%

DIFM comparable
store net sales
erowth......oooeeiene 25.2% 22.9% 7.2%

Average net sales per
store (in thousands).. |$ 1,551 |$ 1,453 § 1,379

Inventory per store

(in thousands)........... $ 476,009 |$ 453,035 $ 438,669
Inventory turnover ..... 1.75 1.74 1.72
Gross margin.............. 47.2% 46.5% 45.9%
Operating margin....... 9.6% 8.7% 8.3%

Note: These metrics should be reviewed along with the footnotes
to the table setting forth our selected store data in “Selected
Financial Data” located clsewhere in this report. The footnotes
contain descriptions regarding the calculation of these metrics.
(1) All financial metrics for 2003 include the 53rd week, except

the average net sales per store and inventory turnover metrics.

HEY 2005 EVENTS
The following key events occurred during 2005:

* Began servicing stores from our new Northeast
distribution center;

» Acquired substantially all of the assets of Lappen
Auto Supply;

» Completed the acquisition of Autopart
International, Inc.;

» Commenced a new $300 million stock repurchase
program authorized by our Board of Directors;

« Effected a 3-for-2 stock split in the form of a 50%
stock dividend;

+ Suffered structural damages and disruptions created
by three major hurricanes — Katrina, Rita and
Wilma; and

= Completed the physical conversion of our Florida
stores acquired from Discount Auto Parts.

Acquisitions

On September 14, 2005, we completed the acqui-
sition of Autopart International, Inc., or Al. The
acquisition, which included 61 stores throughout
New England and New York, a distribution center
and AI’s wholesale distribution business, will com-
plement our growing presence in the Northeast. Al’s
business serves the growing commercial market in
addition to warehouse distributors and jobbers. The
acquisition has been accounted for under the pur-
chase method of accounting. Accordingly, Al’s
results of operations have been included in our con-
solidated statement of operations since the acquisi-
tion date. The purchase price of $87.4 million, inclu-
sive of contingent consideration of $12.5 million
payable no later than April 1, 2006 based upon Al
satisfying certain earnings before interest, taxes,
depreciation and amortization targets met through
December 31, 2005, has been allocated to the assets




'V JO uonismbor oy} 9A91[aq 9p) "aIMNJ J[qBIISAIOS
aY) 10j $SaUISNQ [BIIDUILIOD INO Ul (PMOIT S3[8s 19U
a1018 o[qeredwod 3SIp-ojqnop ul Jnsal [[Im SweId

-oxd jewWwoed no ul Pmold pue uejd jedw
-WOD O JO UOHNOIXD PANUIUOI IY) dAJN[A]Q M
"S}OYIBLL N0 JO YIBD Ul SSaulsng
[PI2ISWIWIOD oY) JO dJeys Jno moid o) Jenuajod ayp
SABY M 9ASI[A( A\ "SWI) IDA0 9SBQ 2I0IS [B10) INO
30 9,58 Koeunxordde o) sweigosd [erorawwod Jo
1oquinu 1no Suimoid syedonue opy JeoA [eosyy loud
ay) Jo pus ay) je 2, ¢/ Ajorewnxoidde woly dn ‘sa1018
IV 29 2y Surpn[our ‘sasols Ino jo 9,8/ Ul SWeIg
-oxd [erosowwod parerado am ‘GOz ‘1€ Rquedd
IV POOZ [BOSly Ul 9487 3sowje o3 paiedwod
JedA [e0S1y Oy JOJ SIS [0} PIAIBPIOSUOD MO JO
04,72 Aprewnxordde pajuasardar sopes [eroIawwo))
‘weIgoid 31pars [e1212WWI0D N0 YInoly) SI9WoIsnd
[B1210WWI0D INO 0) SUOTIN[OS JIPAIO SUIPIAOL] .
puE ‘SUOIDAAS DSIPUBYOIOW SIOWIOISND
[R1015UIOD 1S18SE 01 spadxa sured pauten Sulptaoid «
‘suonsimboe
Pa199jas pue yimoad [eurdpur ysnoay) josew
[RLOISWILIOD 9Y) JO JIBYS JONIBW INO SUIMOID) «
‘SOLIDAI[OP 13dInb 2Insua o3 SI9W0ISNO
[EIDJ3UILOD INO 0} 10SO[D ATOIQAUT SUIAOIA «
{$2J0)S INO JO
snipes AISATOP 1YSH B UM SIaW0)snd Junodie], «
¢AI01U2AUT JO UOIIOI[IS IPIM € O}
S$S200R POSU OYM SIQWIOISTD [RIDIDWWOD SUNS3IR],
Sno0J
syred pIey e yim SISUIOISNO [RIDIdWIWOD Sunadie], .
:JO S)SISUOD Yorym ‘uefd [B10I0WWIOD INO JO UONIIXD
2y 07 souruwIopiad sy ANqLITE 9p “SOOT [BOSL Sutmp
sonuoaa1 Suons peonpord weidoud [RIISWIWIOd INO
‘anoqe 2a[qe) synsal Sunerddo oay) ul pajedIpul SY

Wy4904d TYIQHIWNOI

‘anfeaA juatuade[dal e syesse |ended
paSewsep 10§ pue an[ea [1)a1 Je AI0JUdAUL pagewep
JOj SWIR[D [EUONIPPR J[119S 9M SB J[QRAIIOAL PR
-PIOO3S INO PUOAIQ SALIIA0IAT [RUOHIPPE 3A13031 Aew
M “I9A02I0JA] AIOJudAUl paSewep ule)sd JO Injea
[TR191 QU3 10J JOLIBD QOUBINSUI INO )M JUSWID[IISS
o) SIPNIOUI SILIBA00R1 asey) Jo uontod y $1S03
paxiy asay) Jo |8 Aj[enuelsqns Jo A19A0031 Y} 103J1
$00z oy sSurures ‘ABuIpIoddy 'SI[qUONPIp Jo jou
‘SALIDA0D0T OURINSUL JqeZI[eal ) AQ 195)J0 dFvwEp
[[e JO $)S00 PaXI) oy} sTuiuied Ul PIjod|jal pue po
-TRUITSA 9M “GO0T ‘1€ J0quiaod( PIPUS 1A ay) 10

"0J1] 0} ONP SUOIBIO| J10IS 0M} ISO] M GO(T
[rosty Suump ‘K[reuonippy 1s00 yuawade|dar je sjasse
[endes poSewep pue sonfea [1BJ01 je aSIpueydIowW
padewep 9500 Je ofewep [eoisAyd Jo A10a0021 ayy
10§ sapiaold aSe10A00 20URINSUL OY) TOLLIED SOURINSUL
IO WO1j 9[qrIaA031 J0u 2Je sasuadxs [euaudIdUl
paejal pue suondnisip sa[es 9sayl S[IYAN SdL|IuIe]
I3yl pue SIequIs|y wea], mo o) papraoid saiddns
pue pooj pue Paso[d dIom S2I0JS YOIym Joj SInoy
SI0M PaINPaYDs 10J SIOqUISHY Wi o Junesuaduwoo
)1 POIRIDOSSE SISUAdX? [BIUSWIAIOUL PAZIUZ003I pue
PALINDUL OS[2 9A\ "SOUBOLLINY 053yl SUIMOfjof A[dje
-IPSWILUT $)O3IBLW INO JO [[E INOYINoIy) ISeq 19WOoISnd
mo uo soud [ony pasesroul Jo oedwil ONUOUOD
ayy woy Junnsas suondnisip sajes pasudLIddxd
oM AADI[2Q oM ‘A|[euonIppy ‘suondnisip soes paidj
-jns 210w USAS pue dFewep [ed1sAyd Jo puny dwos
poouaLIadxa SUOLEIO| ASAYL JO % 0L I9A() SAIRIS 35D
moygnoy; sa101s g/ Arewnixoxdde pajesodo om
Iy SWLIO)S 9SSy dwn) Ay} 3y Sexa], pue rddississiy
URISINOT ‘BPLIO[] ‘BUIRQR]Y JO S9IIS ) oyInoy)
suonesodo Ino poedwl Rui[ipy pue eIy ‘BULED
SouBILLINY ‘SOOT [89SL JO JieY puodss ay) Suning
Ppeduy da1y pue JuedLLINY

“poruasa1dal s1eak
[1e 105 11[ds 3001 Ay} JO 193J2 2Y) 199]Ja1 S} NSA INQ
“¢007 ‘97 toquardag uo siseq yjds-1sod ' uo Surpen
uegaq 30018 INO pue ‘GONT ‘6 12quiadag Jo se p1oo
Jo s19p[oy 0} ooz ‘¢z Jequardag uo panquisip
SBA\ PUSPIAID 91 |, "PUIPIAIP YI0IS 950G © SB PO
§001S UOWWIOD JNO JO Jjds 3018 Z-10J-¢ © PIIB[OIP
SI1019211(] JO pleog dno ‘¢oog ‘01 Isnsny wQ
nds a0

goisstuuo)) afueyoxy pue sIULINDIS Ay} JO SjudW
-o1nbar 2y} YIM 9OUEBPIOIDE Ul SWil 0) SUl} Woly
suonoesue) pajenodau A@jeaud ur 1o jodpew uddo
Ay UO YOO0IS UOLIWOD Ino 9seydtndal 01 sn Smo[|e
wesdoxd sy, Hooz 189Sy Jo Jouenb pryy Juump
$1010011(] JO pieog Ino AQq pazuoyne ussq pey jey)
werSouad aseyasndas y00)s UOI[IW QTS B jo uontod
Suruiewal ay) paoe[dal ‘goOT ‘G1 ISNSNY SALILD
ouresaq yoym ‘wiesdoid oyJ, ‘sesuadxo pajepor snid
}90)S UOWWOD 1IN0 JO UOI[I g 01 dn jJo wreid
-oxd aseyoindal Jo01S MOU B POZLIOYINE SI010A1L(] JO
preog Ino ‘¢0g [€oS1] JO Iouenb piy sy FuLing
weagolg Iseydanday ¥203§

“22IR OIOW U0ISOg 1018013
ayr ur sa1018 6] Suipnpour Kddng ony uadde] jo
sjasse oY) [[B Ajjpnuelsgns jJo uonisinboe oy paojd
-Wod Os[B 9M ‘GOOT AIN[ U "PAuIea usym suonesddo
JO JUSWAILIS Y} UL PIAJII[JAI 3q [[IM YIIYM ‘RO0T
[89S1] ySnoayl ‘JuswadIFy dSeydIng 3y} Ul pauljop
SE ‘sa1310uAS UIBI0D JO JULLIAARIYOE JY) uodn paseq
olqeAed ApuoSunuod st uol[jiw ¢'Z[$ [BUOIPPE Uk
QIOULISYN,] "$}3SSE [qISuBIUI [qRIJNIUSPI PUE [[IM
-pood ur worf[rnu $°5$ Jo uonuFooaa ay) ul paj s
uoneso[fe Sy, "uonismboe Jo ajep oyl 1B sonjea
11} Y UO PASeq PIWNSSE soniiqel| ay) pue paiinboe




\

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS (continued)

will supplement our commercial growth due to Al’s
established delivery programs and knowledge of the
commercial industry, particularly for foreign
makes and models of vehicles.

DISCONTINUED OPERATIONS

Prior to 2004, we operated a wholesale distribu-
tion segment under the trade name “Western Auto.”
On December 19, 2003, we discontinued supplying
merchandise to our wholesale distribution network.
The wholesale distribution network, or Wholesale,
consisted of independently owned and operated dealer
locations for which we supplied merchandise inven-
tory and certain services. Due to the wide variety of
products supplied to the dealers and the reduced
concentration of stores spread over a wide geographic
area, it had become difficult to serve these dealers
effectively. This component of our business operated
in the wholesale segment and excluding certain allo-
cated and Team Member benefit expenses of $2.4
million for fiscal year 2003, represented the entire
results of operations previously reported in that
segment. We have classified these operating results
as discontinued operations in the accompanying
consolidated statements of operations for the fiscal
year ended January 3, 2004 to reflect this decision.
For the fiscal year ended January 1, 2005, the oper-
ating results related to the discontinued wholesale
business were minimal as a result of recognizing an
estimate of exit costs in fiscal 2003.

CRITICAL ACCOUNTING POLICIES

Our financial statements have been prepared in
accordance with accounting policies generally
accepted in the United States of America. Our

discussion and analysis of the financial condition
and results of operations are based on these financial
statements. The preparation of these financial state-
ments requires the application of accounting policies
in addition to certain estimates and judgments by our
management. Qur estimates and judgments are
based on currently available information, historical
results and other assumptions we believe are reason-
able. Actual results could differ from these estimates.
The preparation of our financial statements
included the following significant estimates.

Vendor Incentives

We receive incentives in the form of reductions to
amounts owed and/or payments from vendors related
to cooperative advertising allowances, volume
rebates and other promotional considerations. We
account for vendor incentives in accordance with
Emerging Issues Task Force, or EITF, No. 02-16,
“Accounting by a Customer (Including a Reseller)
for Certain Consideration Received from a Vendor.”
Many of the incentives are under long-term agree-
ments (terms in excess of one year), while others are
negotiated on an annual basis. Certain vendors
require us to use cooperative advertising allowances
exclusively for advertising. We define these
allowances as restricted cooperative advertising
allowances and recognize them as a reduction to sell-
ing, general and administrative expenses as incre-
mental advertising expenditures are incurred. The
remaining cooperative advertising allowances not
restricted by our vendors and volume rebates are
earned based on inventory purchases and recorded as
a reduction to inventory and recognized through cost
of sales as the inventory is sold.

We recognize other promotional incentives earned
under long-term agreements as a reduction to cost of
sales. These incentives are recognized based on the
cumulative net purchases as a percentage of total
estimated net purchases over the life of the agree-
ment. OQur margins could be impacted positively or
negatively if actual purchases or results from any one
year differ from our estimates; however, the impact
over the life of the agreement would be the same.
Short-term incentives (terms less than one year) are
recognized as a reduction to cost of sales over the
course of the agreements.

Amounts received or receivable from vendors that
are not yet earned are reflected as deferred revenue.
Management’s estimate of the portion of deferred
revenue that will be realized within one year of the
balance sheet date is included in other current liabil-
ities. Earned amounts that are receivable from vendors
are included in receivables except for that portion
expected to be received after one year, which is
included in other assets.

Inventory Reserves

We establish reserves for inventory shrink, as an
increase to our cost of sales, for our stores and distri-
bution centers based on our extensive and frequent
cycle counting program. Our estimates of these
shrink reserves depend on the accuracy of the pro-
gram, which is dependent on compliance rates of our
facilities and the execution of the required proce-
dures. We evaluate the accuracy of this program on
an ongoing basis and believe it provides reasonable
assurance for the established reserves.

We have recorded reserves for potentially excess
and obsolete inventories based on current inventory
levels of discontinued product and historical analysis
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS (continves)

not be sufficient to recover the carrying value. This
determination is based on a number of factors,
including the store’s historical operating results and
cash flows, estimated future sales growth, real estate
development in the area and perceived local market
conditions that can be difficult to predict and may be
subject to change. In addition, we regularly evaluate
our computer-related and other long-lived assets and
may accelerate depreciation over the revised useful
tife if the asset is expected to be replaced or has lim-
ited future value. When assets are retired or other-
wise disposed of, the cost and related accumulated
depreciation or amortization are removed from the
accounts, and any resulting gain or loss is reflected
in income for that period.

Tax Reserves

The determination of our income tax liabilities is
based upon the code, regulations, pronouncements
and applicable case law of the taxing jurisdictions in
which we do business. Applying these complex rules
requires significant judgment. We believe our tax
positions are fully supportable, but we establish
reserves for certain positions which may be success-
fully challenged. These reserves are adjusted, on a
facts and circumstances basis, as challenges are
resolved or the relevant tax guidance evolves.

COMPONENTS OF STATEMENT OF OPERATIONS
Net Sales

Net sales consist primarily of comparable store
sales and new store net sales. We calculate compara-
ble store sales based on the change in net sales start-
ing once a store has been opened for 13 complete
accounting periods. We include relocations in com-
parable store sales from the original date of opening.
We exclude net sales from the 36 Western Auto retail

stores from our comparable store sales as a result of
their unique product offerings. We also plan to
exclude the net sales from the Al stores from our
comparable store sales.

Our fiscal year ends on the Saturday closest to
December 31 and consists of 52 or 53 weeks. Our
2004 fiscal year began on January 4, 2004 and con-
sisted of 52 weeks, while our 2003 fiscal year began
on December 29, 2002 and consisted of 53 weeks.
The extra week of operations in fiscal 2003 resulted
in our fiscal 2004 consisting of non-comparable cal-
endar weeks to fiscal 2003, To create a meaningful
comparable store sales measure for fiscal 2004, we
have compared the calendar weeks of 2004 to the
corresponding calendar weeks of fiscal 2003.
Accordingly, our calculation of comparable stores
sales for fiscal 2004 excludes week one of opera-
tions from fiscal 2003.

Cost of Sales

Our cost of sales consists of merchandise costs,
net of incentives under vendor programs, inventory
shrinkage and warehouse and distribution expenses.
Gross profit as a percentage of net sales may be
affected by variations in our product mix, price
changes in response to competitive factors and fluc-
tuations in merchandise costs and vendor programs.
We seek to avoid fluctuation in merchandise costs
and instability of supply by entering into long-term
purchasing agreements with vendors when we
believe it is advantageous.

Selling, General and Administrative Expenses
Selling, general and administrative expenses con-
sist of store payroll, store occupancy (including
rent), advertising expenses, other store expenses and
general and administrative expenses, including

salaries and related benefits of store support center
Team Members, store support center administrative
office expenses, data processing, professional
expenses and other related expenses.

RESULTS OF OPERATIONS

The following table sets forth certain of our oper-
ating data expressed as a percentage of net sales for
the periods indicated:

Fiscal Year Ended

Zeceaber 31, January 1, January 3,

1005 2005 2004
Netsales .....ccoooeevennernnne. 100.0% 100.0%  100.0%
Cost of sales ........coccevenncnens 52.8 53.5 54.1
Gross profit ... 47.2 46.5 459

Selling, general and
administrative expenses .. 37.6 37.8 373

Expenses associated with

merger and intcgration..... - — 0.3
Operating income............... 9.6 8.7 8.3
Interest expense.................. 0.7) (0.5) (1.1
Loss on extinguishment

of debt ..o — 0.1) (1.4)
Other income, net............... 0.0} 0.0 0.0
Income tax expense............ 34 3.1 2.2

Income from continuing
operations before
discontinued operations .. 5.5 5.0 3.6

Discontinued operations:
(Loss) income from

operations of dis-
continued wholesale

distribution network ... — (0.0) (0.0)
(Benefit) provision for
income taxes.............. — (0.0) (0.0)
(Loss) income on dis-
continued operations .. — (0.0) (0.0)
Netincome ... 5.5% 5.0% 3.6%
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS (continueq)

Income tax expense for 2004 was $117.7 million, as compared to $78.4 million for 2003. This increase in
income tax expense primarily reflected our higher earnings. Our effective income tax rate was 38.5% for both

2004 and 2003.

We recorded net income of $188.0 million, or $1.66 per diluted share for 2004, as compared to $124.9 million,
or $1.11 per diluted share for 2003. As a percentage of sales, net income for 2004 was 5.0%, as compared to
3.6% for 2003. Our net income for 2003 included the effect of expenses associated with merger and integration

and loss on extinguishment of debt of $35.5 million, or $0.31 per diluted share. These per share amounts reflect

the 3-for-2 stock split declared in 2005.

Quarterly Financial Results (in thousands, except per share data)

16-Weeks 12-Weeks 12-Weeks 12-¥Weeks 16-Weeks 12-Weeks  12-Weeks  12-Weeks

Ended Ended Fnded Ended Ended Ended Ended Ended

4/23/05 7/16/05 10/8/05 12/31/08 4/24/04 7/17/04 10/9/04 1/1/05
Net sales.. $1,258,364  $1,023,146 $1,019,736  $963,725 $1,122.918 $908,412 $890,161  $848,806
Gross profit......cce.c.... 600,931 482,050 481,415 450,082 520,898 422,302 416,515 393,656
Net InCOme ..o $ 68647 $ 65929 § 60,793 § 39,356 $ 51,291 $ 53,235 $ 51,393 $ 32,069

Net income per share:
Basic” ..o $ 064 § 0.61 $ 0.56
Diluted" ... | 8 063 § 0.60 % 0.55

0.36 $ 046 & 047 § 046 $ 029
0.36 $ 0.45 $ 047 § 045 § 029

(1) Amounts reflect the effect of a 3-for-2 stock split of our common stock distributed on September 23, 2005.

LIQUIDITY AND CAPITAL RESOURCES
Overview of Liquidity

Our primary cash requirements include the pur-
chase of inventory, capital expenditures and contrac-
tual obligations. In addition, we have used available
funds to repurchase shares under our stock repur-
chase program. We have funded these requirements
primarily through cash generated from operations
supplemented by borrowings under our senior credit
factlity as needed.

At December 31, 2005, our cash balance was
$40.8 million, a decrease of $15.5 million compared
to fiscal year-end 2004. Our cash balance decreased
primarily due to cash invested in business acquisi-
tions during 2005, partially offset by cash generated

from our increased earnings during 2005 as com-
pared to 2004. At December 31, 2005, we had out-
standing indebtedness consisting primarily of
borrowings of $438.3 million under our senior credit
facility, a decrease of $31.2 million from 2004.
Additionally, we had $54.6 million in letters of credit
outstanding, which reduced our cash availability
under the revolving credit facility to $145.4 million.

Capital Expenditures

Our primary capital requirements have been the
funding of our continued store expansion program,
including new store openings and store acquisitions,
store relocations and remodels, inventory requirements,
the construction and upgrading of distribution centers,
the development and implementation of proprietary
information systems and our acquisitions.

Our capital expenditures were $216.2 million in
2005. These amounts included costs related to new
store openings, the upgrade of our information sys-
tems, remodels and relocations of existing stores,
including the completion of our physical conversion
of stores acquired in the Discount acquisition to our
Advance Auto Parts store format. In 2006 we antici-
pate that our capital expenditures will be approxi-
mately $260.0 million to $280.0 million.

Our new stores, if leased, require capital expendi-
tures of approximately $170,000 per store and an
inventory investment of approximately $170,000
per store, net of vendor payables. A portion of the
inventory investment is held at a distribution facility.
Pre-opening expenses, consisting primarily of store
set-up costs and training of new store Team Members,
average approximately $20,000 per store and are
expensed when incurred.

Our future capital requirements will depend in
large part on the number of and timing for new stores
we open or acquire within a given year and the number
of stores we relocate or remodel. During fiscal 2005,
we opened 231 stores, including 80 stores acquired
as part of the acquisitions of Al and Lappen Aulo
Supply. We anticipate adding at least 170 to 180 new
stores during fiscal 2006, excluding any acquisitions.

Vendor Financing Program

Historically, we have negotiated extended payment
terms from suppliers that help finance inventory
growth, and we believe that we will be able to continue
financing much of our inventory growth through
such extended payment terms. In fiscal 2004, we
entered into a short-term financing program with a
bank for certain merchandise purchases. In sub-
stance, the program allows us to borrow money from
the bank to finance purchases from our vendors. This
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS (coninves)

N

* $20.2 million increase in accrued expenses related
to the timing of payments for normal operating
expenses.

For fiscal 2004, net cash provided by operating
activities decreased $92.2 million to $263.7 million.
Significant components of this decrease consisted of:
* $63.1 million increase in earnings from fiscal 2003;
* $47.2 million reduction in deferred income tax

provision, primarily reflective of (1) the reduction
in operating loss carryforwards from prior years
and (2) the impact of the loss on extinguishment
of debt from fiscal 2003,

+ $22.8 million increase in inventory growth; and

+ $77.9 million decrease in cash flow from accounts
payable, excluding the impact of our vendor
financing program which began in fiscal 2004.

Investing Activities
For fiscal 2005, net cash used in investing activities
increased by $136.0 million to $302.8 million.
Significant components of this increase consisted of:
* $99.3 million used to acquire Al and Lappen Auto
Supply, net of cash acquired; and

« capital expenditures of $36.4 million used prima-
rily to accelerate our square footage growth
through new stores (including ownership of select-
ed new stores), the acquisition of certain leased
stores and an increase in store relocations.

For fiscal 2004, net cash used in investing activi-
ties increased by $81.3 million to $166.8 million.
The primary increase in cash used in investing activ-
ities related to an increase in capital expenditures of
$50.0 million for the construction and preparation of
our Northeastern distribution center.

Financing Activities

For fiscal 2005, net cash used in financing activi-
ties decreased by $14.2 million to $37.9 million.

Significant components of this decrease consisted of:

* $40.9 million cash inflow resulting from the timing of bank overdrafts;

* $161.2 million cash outflow resulting from a reduction in net borrowings;

* $105.0 million used for early extinguishment of debt in fiscal 2004;

* $44.8 million decrease in cash used to repurchase shares of our common stock under our stock repurchase
program;

* $32.6 million decrease resulting from the repayment of secured borrowings in connection with the reduction
of trade receivables discussed above; and

* $13.8 million in cash from the increase in financed vendor accounts payable and proceeds from the exercise of
stock options.

For fiscal 2004, net cash used in financing activities decreased by $220.7 million to $52.1 million, primarily
due to a cash outflow of $406.4 million during fiscal 2003 for the early redemption of our senior discount
debentures and senior subordinated notes. Cash used for financing activities in fiscal 2004 consisted primarily of:
+ $146.4 million used to repurchase shares of our common stock under our stock repurchase program;

+ a $56.9 million cash inflow associated with inventory purchased under our vendor financing program;

* a $25.0 million increase in net borrowings as a result of $105.0 million in principal prepayments on our previ-
ous senior credit facility prior to scheduled maturity, offset by borrowings from our amended senior credit
facility; and

+ $20.5 million in proceeds from exercises of stock options.

CONTRACTUAL OBLIGATIONS

Our future contractual obligations related to long-term debt, operating leases and other contractual obligations
at December 31, 2005 were as follows:

Fiscal Fiscal Fiscal Fiscal Fiscal
Contractual Obligations Total 2006 2007 2008 2009 2010 Thereafter ,
(in thousands) W
Long-term debt.......c.ccooevvennnnniinnicnaen, $ 438800 § 32,760 § 32,093 $ 63,450 $ 52,77 $257,573 $ 153 ,
Interest payments...........cococooeeeerircniencennns 81,001 11,808 23,460 20,606 17,306 7,818 3
Letters of credit ..........ococoveeiiiiiieiiineenen. 54,579 54,579 — — — — —
Operating 1€ases ..........cc.oovveeeivcrcvicneenns 1,648,238 217,047 194,900 177,156 156,907 135,624 766,604
Purchase obligations™.............cccoocvriicrnnnne. 2,014 1,389 500 125 — —_— —
Financed vendor accounts payable............. 119,351 — — — — — —
Other long-term liabilities?... 74,874 — — — — — —
Contingent consideration™ ...........coevevevreens $§ 12,500  $ 12,500 § — 3 —  § —  § — 8 —

(1) For the purposcs of this table, purchase obligations are defined as agrecments that are enforceable and legally binding, a term of
greater than one year and that specify all significant terms, including: fixed or minimum quantities to be purchased; fixed, minimum
or variable price provisions; and the approximate timing of the transaction. Our open purchase orders are based on current inventory or
operational needs and are fulfilled by our vendors within short periods of time. We currently do not have minimum purchase commitments
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS (continuea)

The senior credit facility is secured by a first priority
lien on substantially all of our assets and the assets of
our existing domestic subsidiaries, subject to certain
exceptions, and will be secured by the properties and
assets of our future domestic subsidiaries. The senior
credit facility contains covenants restricting the ability
of us and our subsidiaries to, among other things, (1)
declare dividends or redeem or repurchase capital
stock, (2) prepay, redeem or purchase debt, (3) incur
liens or engage in sale-leaseback transactions, (4)
make loans and investments, (5) incur additional debt
(including hedging arrangements), (6) engage in certain
mergers, acquisitions and asset sales, (7) engage in
transactions with affiliates, (8) change the nature of
our business and the business conducted by our sub-
sidiaries and (9) change our passive holding company
status. We also are required to comply with financial
covenants with respect to a maximum leverage ratio,
a minimum interest coverage ratio, a minimum cur-
rent assets to funded senior debt ratio, a maximum
senior leverage ratio and limits on capital expendi-
tures. We were in compliance with the above
covenants at December 31, 2005.

CREDIT RATINGS

At December 31, 2005, we had a credit rating on
our senior credit facility from Standard & Poor’s of
BB+ and a credit rating of Bal from Moody’s
Investor Service. The current pricing grid used to
determine our borrowing rates under our senior cred-
it facility is based on such credit ratings. If these
credit ratings decline, our interest expense may
increase. Conversely, if these credit ratings increase,
our interest expense may decrease.

SEASONALITY

Our business is somewhat seasonal in nature, with
the highest sales occurring in the spring and summer
months. In addition, our business can be affected by
weather conditions. While unusually heavy precipi-
tation tends to soften sales as elective maintenance is
deferred during such periods, extremely hot or cold
weather tends to enhance sales by causing automo-
tive parts to fail at an accelerated rate.

RECENT ACCOUNTING PRONOUNCEMENTS

In November 2004 the FASB issued SFAS No.
151, “Inventory Costs.” The new statement amends
Accounting Research Bulletin No. 43, Chapter 4,
“Inventory Pricing,” to clarify the accounting for
abnormal amounts of idle facility expense, freight,
handling costs and wasted material. This statement
requires that those items be recognized as current-
period charges and requires that allocation of fixed
production overheads to the cost of conversion be
based on the normal capacity of the production facil-
ities. This statement is effective for fiscal years
beginning after June 15, 2005. We do not expect the
adoption of this statement to have a material impact
on our financial condition, results of operations or
cash flows.

In December 2004 the FASB issued SFAS No. 123
(revised 2004), “Share-Based Payment,” or SFAS
No. 123R. SFAS No. 123R replaces SFAS No. 123
and supersedes APB Opinion No. 25 and subse-
quently issued stock option related guidance. SFAS
No. 123R establishes standards for the accounting
for transactions in which an entity exchanges its
equity instruments for goods or services, primarily
on accounting for transactions in which an entity
obtains employee services in share-based payment

transactions. It also addresses transactions in which
an entity incurs habilities in exchange for goods or
services that are based on the fair value of the enti-
ty’s equity instruments or that may be settled by the
issuance of those equity instruments. Entities will be
required to measure the cost of employee services
received in exchange for an award of equity instru-
ments based on the grant-date fair value of the award
(with limited exceptions). That cost will be recog-
nized over the period during which an employee is
required to provide service in exchange for the award
(usually the vesting period). The grant-date fair
value of employee share options and similar instru-
ments will be estimated using option-pricing mod-
els. If an equity award is modified after the grant
date, incremental compensation cost will be recog-
nized in an amount equal to the excess of the fair
value of the modified award over the fair value of the
original award immediately before the modification.

We are required to apply SFAS No. 123R to all
stock or stock-based awards outstanding and subse-
quently granted, modified or settied as of January 1,
2006. SFAS No. 123R requires us to use either the
modified-prospective method or modified-retro-
spective method. Under the modified-prospective
method, we must recognize compensation cost for all
awards subsequent to adopting the standard and for
the unvested portion of previously granted awards
outstanding upon adoption. Under the modified-ret-
rospective method, we must restate our previously
issued financial statements to recognize the amounts
we previously calculated and reported on a pro
forma basis, as if the prior standard had been adopt-
ed. Under both methods, SFAS No. 123R permits the
use of either the straight line or an accelerated
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS (contines)

The table below presents principal cash flows and related weighted average interest rates on our long-term debt
outstanding at December 31, 2005, by expected maturity dates. Additionally, the table includes the notional
amounts of our debt hedged and the impact of the anticipated average pay and receive rates of our interest
rate swaps through their maturity dates. Expected maturity dates approximate contract terms. Weighted average
variable rates are based on implied forward rates in the yield curve at December 31, 2005. Implied forward rates
should not be considered a predictor of actual future interest rates.

Fiscal Fiscal Fiscal Fiscal Fiscal Fair Market
2006 2007 2008 2009 2010 Thereafter Total Liability
Long-term debt: (dollars in thousands)
Variable rate ... $ 32,700 $ 32,025 $ 63,375 $ 52,700 $257.500 $— $438,300  $438,300
Weighted average interest rate .. 6.1% 6.1% 6.2% 6.3% 6.3% — 6.3% —
Interest rate swap:
Variable to fixed" ..................... $250,000 $175,000 $175,000 $175,000 $125,000 $— $ — $ 3,09
Weighted average pay rate ........ — — — — — — — —
Weighted average receive rate .. 0.5% 0.4% 0.4% 0.4% 0.3% — 0.4% —

(1) Amounts presented may not be outstanding for the entire year.

FORWARD-LOOKING STATEMENTS

Certain statements in this report are “forward-looking statements” within the meaning of Section 27A of the
Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934, which are usually identified by
the use of words such as “will,” “anticipates,” “believes,” “estimates,” “expects,” “projects,” “forecasts,” “plans,”
“intends,” “should” or similar expressions. We intend those forward-looking statements to be covered by the safe
harbor provisions for forward-looking statements contained in the Private Securities Litigation Reform Act of
1995 and are included in this statement for purposes of complying with these safe harbor provisions.

These forward-looking statements reflect current views about our plans, strategies and prospects, which are
based on the information currently available and on current assumptions.

Although we believe that our plans, intentions and expectations as reflected in or suggested by those forward-
looking statements are reasonable, we can give no assurance that the plans, intentions or expectations will be
achieved. Listed below and discussed elsewhere in this report are some important risks, uncertainties and con-
tingencies which could cause our actual results, performance or achievements to be materially different from the
forward-looking statements made in this report. These risks, uncertainties and contingencies include, but are not
limited to, the following:

+ the implementation of our business strategies and goals;
* our ability to expand our business;

« competitive pricing and other competitive pressures;

+ a decrease in demand for our products;

» the occurrence of natural disasters and/or
extended periods of inclement weather;

+ deterioration in general economic conditions;

+ our ability to attract and retain qualified
Team Members;

* integration of acquisitions;

* our relationships with our vendors;

» our involvement as a defendant in litigation or
incurrence of judgments, fines or legal costs;

» adherence to the restrictions and covenants
imposed under our credit facility;

« acts of terrorism; and

« other statements that are not of historical fact
made throughout this report, including in the
sections entitled “Management’s Discussion and
Analysis of Financial Condition and Results of
Operations” and “Risk Factors” found in our Form
10-K filed March 16, 2006 with the Securities and
Exchange Commission.

We assume no obligations to update publicly any
forward-looking statements, whether as a result of
new information, future events or otherwise. In eval-
uating forward-looking statements, you should con-
sider these risks and uncertainties, together with the
other risks described from time to time in our other
reports and documents filed with the Securities and
Exchange Commission, and you should not place
undue reliance on those statements.
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CONSOLIDATED STATEMENTS OF OPERATIONS

For the Years Ended December 31, 2005, January 1, 2005 and January 3, 2004

Fiscal Years Ended

2005 2004 2003
(in thousands, except per share data)
PRI SIS ... et e e a et ettt e e h e e s ettt e et se et et eRe et R e neeh e ekt ret s et aa b e e s $4.,264,971 $3,770,297 $3,493,696
Cast of sales, including purchasing and WarehOUSIIE COSES ... .iiiiieriieiiiiet ittt s e st eeenebersese e cesesesnesesnnsesanas 2,250,493 2,016,926 1,889,178
GIOSS PIOTTE oottt ettt ettt et e e bt ees e ee s et e emtasaeehee s e e emeseaeeeeesmem et e e e et e aeeeme £ s e ebeeateas s aat e e e eueeneesecnens 2,014,478 1,753,371 1,604,518
Selling, general and adminiSIAtiVe EXPENSES .............cow ettt ee s a e b s eeaeeanenes 1,605,986 1,424,613 1,305,867
Expenses assaciated with merger and imtegration........................ccocooviviiiioiieee ettt — — 10,417
OPEIALINE IMCOIMIE c......teeeiiiitiitieaie et et e et e es e et eeeseeas s s e e emeam e seeeaaeebe e et e eae et ee e e aesaeeeeesmeeemeeereemesaesemecssnesbansseasaesanans 408,492 328,758 288,234
Other, net:
IIIEETESE EXPICIISE -.oevvvivevieeeieeseetesteeeaesaseseeeseesasasaaassessaatemee s eeeaseaaeeaeeaneeme e se e aaeseeas e e e eeeaeneeaee o s e st et aae s aan e snesneaneeatnenenaes (32,384) (20,069) (37,576)
Loss on extinguishment of debt ... e — (3,230) (47,288)
Ot INICOIMIE, TEE ..o iitsceeiteteitesisastiress e eestastteasieaeietehtesee s e satte st essessmtesamessaeesh e am e et e sheeabaaaas £ 4o sE s 2 ke shnetesmsssear s eabeessireencs 2,815 289 341
(29,569) (23,010) (84,523)
Income from continuing operations before provision for income faxes and loss on discontinued operations 378,923 305,748 203,711
. 144,198 117,721 78,424
Income from continuing operations before loss on discontinued Operations ......................c..cccoevvvevecieveiccniennennne 234,725 188,027 125,287
Disconiinued operations:
Loss from operations of discontinued Wholesale Dealer Network
(including loss on disposal 0f $2,693 in 2003)......................cccoooomoeeeeoeeeeeeeeeeeeeesiee ettt ev oo — 63) (572)
BEnefit fOr IMCOMIE TAMES ... ..o oo ettt etttk et et a et et ad et e sae s st sbes e st e sateh e emcse e e tm e reaenrenienarenees - (24) (220)
L0SS 0N disCOnlnUEH OPEIALIONS..................ccocooviiiiioeii oot st ettt ete st seees st e et et n e st ane st st srene st e en e seee — (39) (352)
FOEIMEOIME...................o.ocoooooo e eee ettt e e eanenena st easaseeneaenerans $ 234,725 $ 187,988 $ 124935
Net income per basic share from:
Income from continuing operations before loss on discontinued OPerations ...........ccoccvoiiiiiniecs e $ 217 $ 1.70 $ 1.15
L0585 0N diSCONtINUEA OPETALIONS ... .o titee ettt e sttt s s e ss ke shescentane et ttescan e reemneensatsaeneesgessssusasansesisasns o — — (0.01)
$ 2.17 $ 1.70 $ 1.14
Net income per diluted share from:
Income from continuing operations before loss on discontinued Operations.........c..oooviiceciinieniieniciicene, $ 2.13 $ 1.66 $ 1.12
L0085 0N diSCONTNUEA OPEIATIONS ... 0.ue i iiitititteeteee et sass s et tastaseias st as e esieaatiescarees s e eseceme st senreeseenesres e smscaenseeesansaaseancin — — (0.01)
$ 2.13 $ 1.66 3 1.11
Average common Shares OUESTANAING ........oooiiiiiiii i ettt seene s r st sresan s st 108,318 110,846 109,499
Dilutive ffeCt OF STOCK OPIOIIS .« ittt ittt ettt e e es st e s eeesa e skt e eheashe e sr e e s aatee e s e e e es b sebbeebneesrbaes et s s reenmnnesess 1,669 2,376 2,616
Average common shares outstanding—asSuming dilUtION ............cooiiiiiiiiiiiii et ie s 109,987 113,222 112,115
The accompanying notes to consolidated financial statements are an integral part of these statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Years Ended December 31, 2005, January 1, 2005 and January 3, 2004 Fiscal Years Ended
2005 2004 2003

(in thousands)

Cash flows from operating activities:

INEE ATICOIME ...t ietee et ee e e et e e e eteeabeesttaaasbae e st eseeasaeessseeeaseaabe s sanees smeesse s se e eateeemseesaee st bt eaeesee e saneemeeeenmessmteeseaenaesesne $ 234,725 $ 187,988 $ 124,935
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amMOrtiZAION ...........coooriueioti ettt e s 119,938 104,877 100,737
Amortization of deferred debl ISSUANCE COSES .......miimmiiiieetie ettt e e e et ee ittt eeeeeesieeeeeenateeseeeenneeeetneetaeeeennee 620 1,082 1,470
AMOTHZATION OF DOMIA GISCOUNTE ..ottt e e ettt e et e e e e e e sessseaesaa s sssaeeasaa s samsneseeeeaeaeanneeea s nnen — — 3,640
Stock-based COMPENSATION .......oiiiiieiiieiccici et s s e e re s sse e s 3,942 3,891 3,543
Loss on disposal of property and eqUIPIMENt, ME............cciiiiiiiiiiiii e 503 447 793
Provision for deferTed INCOIME TAXES ... ..eeiiiiiiitieitieie e et eeesei e tiaree e e b e eraa s e s eheaesbeaasaeseeeenbbesseesssenssaanseaaneesaeseaeasaneesanaas 2,790 6,508 53,742
Tax benefit related to exercise Of StOCK OPTIONS ..ooiiiiiiiiiiii e 30,300 23,749 7,964
Loss on extinguishment 0f debE...........o.ooviiiiiii e — 3,230 47,288
Net decrease (increase) in, net of business acquisitions:
RECEIVADIES, NEL ....eveiiviiieieeeee ettt e et re et et e b et et e et e s e bt b et e s e s e ns s et e e e ate e es s e e eteeenae e e e enee e 21,819 (15,945) 17,775

ITIVEIEOTIES, NEL. .. . oeivietieetete et e eteeesese e et e e e ane e et eae s e e se e e s eme e s e et e et er e b et 22 ae et et 2abeeasaessa st e et s nabensa e s tesnsssanareeraenaneas (130,426) (87,669) (64,893)
Other assets........ e (23,963) 1,750 (7,216)
Net increase (decrease) in, net of business acquisitions:
Accounts payable e ttetheuetaeeateeeieitisesesesreesreeseressseessteastrtenieeenaeeeneneneinre 35,610 19,673 97,535
Accrued expenses ......occeeeciieeeenennen . 32,805 12,581 (27,985)
Oher THADIIITIES .....oovviiitii ettt ettt st e s cacebene e eancnas | (3,452) 1,632 (3,407)
Net cash provided by Operating CtIVItIES ... . uueiieiiueiirie et eeireie o et anr et et et eeaee et e e s 325,211 263,794 355,921
Cash flows from investing activities:
Purchases of property and eqUIPIMENT ........c.coi i st (216,214) (179,766) (101,177)
Business acquisitions, net of cash aCqUITEd.........o.oooiiiiiiiiiii e (99,300) — —
Proceeds from sales of property and €qQUIPIMENT ... ..cout ittt sttt et ee st e e e s et e s 12,734 12,944 15,703
Net cash used i INVESHNE ACHVITIES ...veveeuiareeeaireiriiineeinereeeseesees st sresesronessnesuessanmases st e (302,78) (166,822) (85,474)
Cash flows from financing activities:
Increase (decrease) in bank overdrafts ............oooiiiiiiii e e e 29,986 (10,901) 30,216
Increase in financed vendor accounts payable . ...t 62,455 56,896 —
Early extinguiShment Of debt..........c.ooooiroiiiiii et a i st b et — (105,000) (647,462)
BOrrowings 0n N0t PAYADIE .........oui it s e e e 500 — —
Borrowings under credit TACHIHES ........ooooiriiiii s 1,500 256,500 452,600
Payments 0N Credit TACTIIEIES ..........ocoiuiiee ettt e et e e b et s saa s s e b e e meaeen s c s an e b b ss e beaae s (33,200) (126,500) (99,300)
Payment of debt Felated COSS ....iiiiiiiiii et b e e — (3,509) (38,330)
Repaymient of Management LOANS .........c.cooouiiriiiiiie it ra s s e ebe s bt — — 976
Proceeds from exercise of StOCK OPLIONS ..o e e e cem et e e ree s r e rs s e ee i st ens 28,696 20,470 25,407
Repurchase 0f COMIMON SLOCK ........oiiiiiiie ettt e a e b e bbbttt (101,594) (146,370) —
(Decrease) increase in borrowings secured by trade receivables . eeerereieeseen et (26,312 6,276 3,048
Net cash used in financing ACHVITIES ... oo et ia e ettt et (37,969) (52,138) (272,845)
Net (decrease) increase in cash ant cash eqUIVAIENIS ... ..o (15,538) 44,834 (2,398)
Cash and cash equivalents, beginning of PEIIOG.....c..o. oottt 56,321 11,487 13,885
Cash and cash equivalents, end of PErIOQ ... .. oottt $ 40,783 $ 56,321 $ 11,487
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continueq)

For the Years Ended December 31, 2005, January 1, 2005 and January 3, 2004 (in thousands, except per share data)

vendors related to cooperative advertising allowances,
volume rebates and other promotional considera-
tions. The Company accounts for vendor incentives
in accordance with Emerging Issues Task Force, or
EITF, No. 02-16, “Accounting by a Customer
(Including a Reseller) for Certain Consideration
Received from a Vendor.” Many of the incentives are
under long-term agreements (terms in excess of one
year), while others are negotiated on an annual basis.
Certain vendors require the Company to use cooper-
ative advertising allowances exclusively for advertis-
ing. The Company defines these allowances as
restricted cooperative advertising allowances and rec-
ognizes them as a reduction to selling, general and
administrative expenses as incremental advertising
expenditures are incurred. The remaining cooperative
advertising allowances not restricted by the
Company’s vendors and volume rebates are earned
based on inventory purchases and recorded as a
reduction to inventory and recognized through cost of
sales as the inventory is sold.

-The Company recognizes other promotional incen-
tives earned under long-term agreements as a reduc-
tion to cost of sales. These incentives are recognized
based on the cumulative net purchases as a percent-
age of total estimated net purchases over the life of
the agreement. The Company’s margins could be
impacted positively or negatively if actual purchases
or results from any one year differ from its estimates;
however, the impact over the life of the agreement
would be the same. Short-term incentives (terms less
than one year) are recognized as a reduction to cost of
sales over the course of the agreements.

Amounts received or receivable from vendors that
are not yet earned are reflected as deferred revenue in
the accompanying consolidated balance sheets.

Management’s estimate of the portion of deferred
revenue that will be realized within one year of the
balance sheet date has been included in other current
liabilities in the accompanying consolidated balance
sheets. Total deferred revenue is $12,529 and $17,000
at December 31, 2005 and January 1, 2005, respec-
tively. Earned amounts that are receivable from
vendors are included in receivables, net on the
accompanying consolidated balance sheets, except
for that portion expected to be received after one
year, which is included in other assets, net on the
accompanying consolidated balance sheets.

Preopening Expenses
Preopening expenses, which consist primarily of
payroll and occupancy costs, are expensed as incurred.

Advertising Costs

The Company expenses advertising costs as
incurred in accordance with the American Institute of
Certified Public Accountant’s Statement of Position,
or SOP, 93-7, “Reporting on Advertising Costs.”
Gross advertising expense incurred was approxi-
mately $95,702, $86,821 and $75,870 in fiscal 2005,
2004 and 2003, respectively.

Merger and Integration Costs

As a result of the acquisition of Discount Auto Parts
(“Discount”) in 2001, the Company incurred costs
related to, among other things, overlapping administra-
tive functions and store conversions, all of which have
been expensed as incurred. These costs are presented
as expenses associated with the merger and integration
in the accompanying statements of operations.

For the fiscal year ended January 3, 2004, the
Company incurred $10,417 of merger and integration

and merger-related restructuring expenses and none
for the years ended December 31, 2005 and January 1,
2005, respectively.

Sales Returns and Allowances

The Company’s accounting policy for sales returns
and allowances consists of establishing reserves for
anticipated returns at the time of sale. The Company
anticipated returns based on current sales levels and
the Company’s historical return experience on a spe-
cific product basis.

Warranty Costs

The Company’s vendors are primarily responsible
for warranty claims. Warranty costs relating to mer-
chandise (primarily batteries) and services sold under
warranty, which are not covered by vendors’ war-
ranties, are estimated based on the Company’s histor-
ical experience and are recorded in the period the
product is sold. The Company has applied the disclo-
sure requirements of Financial Accounting Standards
Board, or FASB, Interpretation No. 45, “Guarantor’s
Accounting and Disclosure Requirements for
Guarantees, Including the Indirect Guarantees of
Indebtedness of Others,” as they relate to warranties.
The following table presents changes in our defective
and warranty reserves:

January 1, January 3,

2005 2005 2004
Defective and warranty
reserve, beginning
of period $ 10,960 $ 15,578 §$ 15,620

Reserves established......... 14,268 13,071 13,755
Reserves utilized®............ (13,876) | (17,689) (13,797)
Defective and warranty

reserve, end of period .. { $ 11,352 $ 10,960 $ 15,578

(1) Reserves at the beginning of fiscal 2004 included $1,656 of
reserves established for the transition of the discontinued
operations of the wholesale dealer network. Substantially all
these reserves werc utilized during fiscal 2004,
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (coniinveq)

For the Years Ended December 31, 2005, January 1, 2005 and January 3, 2004 (in thousands, except per share data)

The fair value of each stock option was estimated
on the date of the grant using the Black-Scholes
option-pricing model with the following weighted
average assumptions:

2005 2004 2003
Risk-free interest rate ............... 3.7% 3.3% 3.1%
Expected dividend yield .. — — —
Expected stock price volatility.. | 33.2% 34.3% 41.0%
Expected life of stock options.. {4 years| 4 years 4 years

The weighted average fair value of stock options
granted during fiscal 2005, 2004 and 2003 used in
computing pro forma compensation expense was
$10.54, $8.28 and $5.07 per share, respectively.

Goodwill and Other Intangible Assets

In accordance with SFAS No. 142, “Goodwill and
Other Intangible Assets,” the Company tests goodwill
for impairment at least on an annual basis. Testing for
impairment iS a two-step process as prescribed in
SFAS No. 142. The first step is a review for potential
impairment, while the second step measures the
amount of impairment, if any. Under the guidelines
of SFAS No. 142, the Company is required to per-
form an impairment test at least on an annual basis at
any time during the fiscal year provided the test is
performed at the same time every year. The Company
has elected to complete its annual impairment test as
of the end of its third quarter. An impairment loss
would be recognized when the assets’ fair value is
below their carrying value.

Valuation of Long-Lived Assets

The Company evaluates the recoverability of its
long-lived assets under the provisions of SFAS No.
144, “Accounting for the Impairment or Disposal of
Long-Lived Assets.” SFAS No. 144 requires the

review for impairment of long-lived assets, whenever
events or changes in circumstances indicate that the
carrying amount of an asset might not be recoverable
and exceeds ifs fair value.

Significant factors, which would trigger an impair-
ment review, include the following:

« Significant negative industry trends;

« Significant changes in technology;

+ Significant underutilization of assets; and

» Significant changes in how assets are used or are
planned to be used.

When such an event occurs, the Company esti-
mates the future cash flows expected to result from
the use of the asset and its eventual disposition. These
impairment evaluations involve estimates of asset
useful lives and future cash flows. If the undiscount-
ed expected future cash flows are less than the carry-
ing amount of the asset and the carrying amount of
the asset exceeds its fair value, an impairment loss is
recognized. Management utilizes an expected present
value technique, which uses a risk-free rate and mul-
tiple cash flow scenarios reflecting the range of pos-
sible outcomes, to estimate fair value of the asset.
Actual useful lives and cash flows could differ from
those estimated by management using these tech-
niques, which could have a material affect on our
results of operations, financial position or liquidity.
There were no reductions to the carrying amounts
currently assigned to the Company’s long-lived assets
during fiscal years 2005, 2004 and 2003, respectively.

Financed Vendor Accounts Payable

In fiscal 2004, the Company entered a short-term
financing program with a bank allowing it to extend
its payment terms on certain merchandise purchases.
The substance of the program is for the Company to
borrow money from the bank to finance purchases

from vendors. The Company records any discount
given by the vendor to the value of its inventory and
accretes this discount to the resulting short-term
payable to the bank through interest expense over the
extended term. At December 31, 2005 and January 1,
2005, $119,351 and $56,896, respectively, was
payable to the bank by the Company under this pro-
gram and is included in the accompanying condensed
consolidated balance sheets as Financed Vendor
Accounts Payable.

Lease Accounting

The Company leases certain store locations, distri-
bution centers, office space, equipment and vehicles,
some of which are with related parties. Initial terms
for facility leases are typically 10 to 15 years, fol-
lowed by additional terms containing renewal options
at five year intervals, and may include rent escalation
clauses. The total amount of the minimum rent is
expensed on a straight-line basis over the initial term
of the lease unless external economic factors exist
such that renewals are reasonably assured, in which
case the Company would include the renewal period
in its amortization period. In those instances the
renewal period would be included in the lease term
for purposes of establishing an amortization period
and determining if such lease qualified as a capital or
operating lease. In addition to minimum fixed
rentals, some leases provide for contingent facility
rentals. Contingent facility rentals are determined on
the basis of a percentage of sales in excess of stipu-
lated minimums for certain store facilities as defined
in the individual lease agreements. Most of the leas-
es provide that the Company pay taxes, maintenance,
insurance and certain other expenses applicable to the




-

€C1 "ON SVAS seoe[do1 YEZT "ON SVAS dETI
‘ON SVAS 10 Juswhed pased-21eys,, ‘(F00g Posiadl)

L1 'ON SVAS Pansst SV U $0T 12quuads(] uf
“SMO[J yseo

Jo suonesado Jo s)nsal ‘UORIPUCD [BIOUBULY SII UO
yeduu [euew B 2ABY 0) JudweIs sy jo uondope
oy} 19adxa jou saop Auedwo)) YL ‘¢OOZ ‘S| ounf
Iaye Suruuidoq s1eak [BoSI) 10J AIIOIYS ST JUSWI)E)S
sty 1, saniqoe) uononpoid ayy jo Ayoedes ewriou ay)
U0 Paseq 9 UOISISAUOD JO 15O Y} O SPBIYISA0 UON)
-onpoid paxij jo uonesoje yeys seunbai pue safieyd
pouad-juoumnd se paziuFooar oq SWoN JSOY) 18y
sannbal juowerels SIY] [ELIOJEW PIISEM pUB $)SOD
Suipuey ‘yBioyy ‘esusdxo A0B] S[pI Jo syunoure
[euiouqe 10j Fupunoooe oy AJuep o) | Juoug
Kioyuanul,, ‘4 19dey) ‘gp CON UBR|INg YoIBasay
BunUNOOOY SPUSLIIE TUIWIAJEIS B [, . SIS07) AIOIUIAU],,

“IST "ON SVAS Pansst GSVH 9Y) H00T JquIaAoN uf
SHUDUAIUNOUOLJ SUNUNOIIY JUIINY

“Aug J1 ‘sjuaurainbar oImsojosip juatu
-3os pajerar pue suonerado pajepriosuos s Aueduio))
oyl 03 seje(al 1 se suonesddo Ty 9y jo amjeu o
Suneneas s1 Auedwo)) o1 ‘uonippe uj ‘uonismboe
sy} Jo Futum ayy o) anp suoneiado PsyepIosuod Ino
0) JUBDLUFISUL 2JoM GOOZ ‘T§ LOQUISIS(] PapUD IBoA
oy 10J uonisod [eouRUIy pue suonesddo Jo sjnsal
SIV 1€l "ON SVAS Jo suoisirord oyy Aq poutjop
se juduides ssauisng ouo ur pojerado Kuedwo))
oyl ‘6oz 1equaydeg ur ‘Y 10 ‘[RUOHIBUIANU]
yedoiny jo uomismboe ayy 0) zoud pue (S 90N)
JNI0MIAN  uonnqrisi(q aesajoypy S Auedwio) ay3
Jo [esodsip aip 01 Juonbosqng ‘seare oydeigosd pue
S13W0)snd Jofew ‘s30IAIas ‘sponpold jnoqe saInsopd
-SIp saumbal pue pauluIap e syuswdas Sunerado

M0 Ssauljep  ‘uoyeuwlioju] pojeoy pue asudisyug

ue JO S)uawidag Inoqy samsopsi(l,, ‘167 "ON SVAS
dunroday yuaw3og

‘sdems ojer 159
-12]Ul oY) [)Ism PARIDOSSE 1()]°]$ JO ured e Jo 1s1su0d
114 SYPUOW 7] 31xdU dY) ul STUILLIES 0] PALJISSE[IdI 9
[[14 JeY) SWIODUL DAISUSYAIAWLOD JOYI0 PAJRINWINOO. Ul
papnpout Apuanmnd syunowre sejewnsd Auedwor) oy
S00T ‘1€ Jaquiada(] 18 syudwaduelte o3pay oy Jo sen
-[eA ITeJ a1mny pue JUALIND PAABWISS 3Y) UO Pasey

866'PT1$  1££°681S T00°LETS | " owoou) dassuayaidiio)
€9 vel 9.7C T siuswsBueLie ogpay
U0 ured pazifeaun)
SE6YTIS  886°L81% STLPETS | Qwroout 19N
00T S00Z GO8¢
‘¢ Arenuer ‘1 Azenuef 1€ ST 3]

ISMOJ[0J SB SI $(OT ‘¢ Arenuef
PUE GO0T ‘1 Arenuef ‘GO0 ‘¢ JOqUIOS(] papud
SIBOA [BOSLY Y} 10J SWOOUT AAISUYAIWO)) "PaLmouT
10 pauled se suoneiado Jo JUSWIIE)S Oy} UL PIpIOdal
9q [ $23pay 259y Jopun pred 10 PIAIIOAL SJUNOUIE
Auy -sdems oy uo ogo°cs Jo ued pezuGoosrun
ue sem ¢O0Z ‘T€ 19qUIadd( B oN[BA 118 Y], JUSW
-oBuelre 98pay ojqesrdde oy jo oep AjLmyew oy
y3noly) swodul dA1SULYaIdUIod 190 pare[nuNIoe
ur syuswnysul 23pay Ay JO ANfeA Jief 9y} O] SjudW
-1snipe [Je papiooas sey Auedwioy) oy) ‘010§0I10Y I, 1qop
Pa3pay oy 0} Juswnnsul 93pay Yoed JO SULID) [eonLID
ay) paymewr sey Auedwo)) oy ‘A[Suipioooy sdems
d)el 182103 oY) 10} BFPIH MOl Yse) B Ul YR
uonoesuel], 93poH ayr pue juswnnsul SWIpay ays jo
SUWLIYY, [BOIILL) UDYAY SSOUSANDRYoU] ON Sulunssy,,
‘6D "oN onss| dnoiny uoneluswodw] aaneAaq £q
papiaoad se poyiour SunUnodvE  SULIO) POYIIRUL, SY)
sasn Auedwioy) ay 1, ‘A[0An03dsar ‘goQz ‘1 ATenuef pue
S00Z ‘1€ 12qu203(] 1B SI2IYS SOUB[RG PIIEPI[OSUOD

Fuikuedwosde ayy ur A[Iqe1| 10 19SSE UB SB PAPIODI
St $o3pay 9say) Jo onjea ey Yl ‘€€l ON SVAS
10 ‘sanianoy SUISpoH pue Sjuswnsu] SANBALID(]
10J Fununoddy,, ‘c¢ "ON SVHS M 90UBPIOIR U]
$00C Y IB N
ut paandxa 4qap 91k S[qELIEA JO (0(0S$ U0 %6L 1 e
el YOdlIT s.Auedwor) oy paxiy yosigm ‘dems puoosas
YL 9007 YoIeN ur Jumdxd ‘syjuowt 9§ jo Wi}
10} 399p 30 000°SLS U0 %G69T'T 18 21e1 JOLIT SH XYy
0} Auedwo)) ay smo[[e dems )sI1} ay [, 1qap djeL 3[qe
-1eA S) JO 000°SZ1$ Jo MeFai35e ue uo ySU MO[J ysed
S1t 1w 01 €007 YdIeN Ul sudwadife dems ajer 152
-Ioju1 om) ojur parsyud Auedwor) ay ‘Ajjeuonippy
‘0107 1oquirdog
ur Juuidxs ‘syjuow ¢ Jo ULD) © 10j 1QIp JO
000°0S$ U0 %ST19'p 18 a1el YOI s.Auedwo)) oy
XIy [ dems paiy oy ‘9007 Yarey ut Sutuuidogq .
0107 Arenigag w Surudx9 ‘syuow
09 Jo wWid) © I0J 193P JO 00O'SLS UO %SSTY IB
9181 JOLIT1 S.Aurdwo)) ayy pox1y dems puooas ayJ.
'600T Youep ut Suudxa
‘SUOW g JO ULIG) B .10J 193P JO 000°0SS U0 %EST Y
e 9181 YOLIT S.Aurdwo)) ayy paxiy dems jsay oy »
'SMOT[O] SB SI sdems [BNPIAIPUL 31} 10§ [1BI9P Oy,
KII0B) JIPAID IOIUAS S) IAPUN 1GIP JO (00SLTS JO
91e32133e ue uo SwLWRAISe dems el 1S2193UT 9213
ot pamus Auedwio) oY) OO YoIB UT "1Gop el
9]qeLIBA SII UO YSLI MO[J USBD S)1 JIWI| O SJUSAISR
dems age1 1sa1ur ojur pasojus sey Auedwor) ayj,
SAIANDY ABPIY
"$9889] 110 Aq paoeldal
10 pomoudr oq [[im omdxe Jey) sases| ‘ssauisng
Jo asmoo [ewiou ay) ur ‘jey) $193dxa JuswoaSeury
‘Moudl 0} suondo opnpour pue sastword poses)




\

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continues)

For the Years Ended December 31, 2005, January 1, 2005 and January 3, 2004 (in thousands, except per share data)

and supersedes APB Opinion No. 25 and subsequent-
ly issued stock option related guidance. SFAS No.
123R establishes standards for the accounting for
transactions in which an entity exchanges its equity
instruments for goods or services, primarily on
accounting for transactions in which an entity obtains
employee services in share-based payment transac-
tions. It also addresses transactions in which an enti-
ty incurs liabilities in exchange for goods or services
that are based on the fair value of the entity’s equity
instruments or that may be settled by the issuance of
those equity instruments. Entities will be required to
measure the cost of employee services received in
exchange for an award of equity instruments based on
the grani-date fair value of the award (with limited
exceptions). That cost will be recognized over the
period during which an employee is required to pro-
vide service in exchange for the award (usually the
vesting period). The grant-date fair value of employ-
ee share options and similar instruments will be esti-
mated using option-pricing models. If an equity
award is modified after the grant date, incremental
compensation cost will be recognized in an amount
equal to the excess of the fair value of the modified
award over the fair value of the original award imme-
diately before the modification.

The Company is required to apply SFAS No. 123R
to all stock or stock-based awards outstanding and sub-
sequently granted, modified or settled as of January 1,
2006. SFAS No. 123R requires the Company to use
either the modified-prospective method or modified-
retrospective method. Under the modified-prospective

method, the Company must recognize compensation
cost for all awards subsequent to adopting the standard
and for the unvested portion of previously granted
awards outstanding upon adoption. Under the modi-
fied-retrospective method, the Company must restate
its previously issued financial statements to recognize
the amounts the Company previously calculated and
reported on a pro forma basis, as if the prior standard
had been adopted. Under both methods, SFAS No.
123R permits the use of either the straight line or an
accelerated method to amortize the cost as an expense
for awards with graded vesting.

The Company has completed its analysis of the
impact of SFAS No. 123R. Tt has decided to use the
modified-prospective method of implementation as
of January 1, 2006. The Company plans to use the
Black-Scholes option pricing model to value all
options and straight-line method to amortize this fair
value as compensation cost over the required service
period. The Company expects the implementation of
SFAS No. 123R will decrease diluted earnings per
share by approximately $0.12 for fiscal 2006.

In May 2005 the FASB issued SFAS No. 154,
“Accounting Changes and Error Corrections.” This
statement replaces APB  Opinion No. 20,
“Accounting Changes,” and FASB Statement No. 3
“Reporting Accounting Changes in Interim Financial
Statements” This Statement requires retrospective
application to prior periods’ financial statements of
changes in accounting principle, unless it is impracti-
cable to determine either the period-specific effects
or the cumulative effect of the change. The Company
does not expect the adoption of this statement to have
a material impact on its financial condition, results of
operations or cash flows.

In March 2005 the FASB issued FASB
Interpretation No. 47, “Accounting for Conditional
Asset Retirement Obligations—an interpretation of
FASB Statement No. 143, or FIN 47. FIN 47 clari-
fies the term conditional asset retirement obligation
used in SFAS No. 143, “Accounting for Asset
Retirement Obligations,” as a legal obligation to per-
form an asset retirement activity in which the timing
and (or) method of settlement are conditional on a
future event that may or may not be within the control
of the entity. FIN 47 requires an entity to recognize a
liability for a conditional asset retirement obligation
if sufficient information exists to reasonably estimate
fair value of the obligation. FIN 47 also clarifies
when an entity would have sufficient information to
reasonably estimate the fair value of a conditional
asset retirement obligation. FIN 47 was effective for
fiscal years ending after December 15, 2005. The
Company adopted FIN 47 in the fourth quarter of
fiscal 2005 with no impact to its financial condition,
results of operations or cash flows.

In February 2006 the FASB issued SFAS No. 155,
“Accounting for Certain Hybrid Financial
Instruments—an amendment of FASB Statements
No. 133 and 140.” This statement simplifies account-
ing for certain hybrid instruments currently governed
by SFAS No. 133 by allowing fair value remeasure-
ment of hybrid instruments that contain an embedded
derivative that otherwise would require bifurcation.
This statement also eliminates the guidance in SFAS
No. 133 Implementation Issue No. D1, “Application
of Statement 133 to Beneficial Interests in Securitized
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costs of the related physical damage including the
recovery of damaged merchandise at retail values and
damaged capital assets at replacement cost. Prior to
December 31, 2005, the Company and the insurance
carrier settled in full a claim for the retail value of
certain merchandise inventory damaged by
Hurricanes Katrina and Wilma. The Company has
evaluated and recognized a receivable for the recov-
ery of these fixed costs, net of deductibles. The fol-
lowing table represents the net impact of certain
insured fixed costs less recoveries as reflected in the
selling, general and administrative line of the accom-
panying condensed consolidated statement of opera-
tions for the fiscal year ended December 31, 2005. At
December 31, 2005, seven stores remain closed as a
result of these events.

December 31, 2005

Estimated fixed costS .................coooervienennnn. $15,351
[nsurance recovery of fixed costs,

net of deductibles................cc (6,518)
Insurance recovery for merchandise

inventories settled during the year,

net of deductibles... (8,941)
Net expense................ $  (108)w

(a) Does not include the earnings impact of sales disruptions.

The Company expects the above insurance recover-
ies that have not been settled in full will be collected
within the next twelve months. The Company expects
to recognize additional recoveries in future quarters
primarily representing the remaining retail value of
damaged merchandise and the replacement value of
damaged capital assets not previously settled.

N

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

For the Years Ended December 31, 2005, January 1, 2005 and January 3, 2004 (in thousands, except per share data)

5. DISCONTINUED OPERATIONS:

On December 19, 2003, the Company discontinued
the supply of merchandise to its Wholesale
Distribution Network, or Wholesale. Wholesale con-
sisted of independently owned and operated decaler
locations, for which the Company supplied merchan-
dise inventory. This component of the Company’s
business operated in the Company’s previously
reported wholesale segment. The Company has
accounted for the discontinuance of the wholesale
segment in accordance with SFAS No. 144,
“Accounting for the Impairment or Disposal of Long-
Lived Assets”” The Company has classified these
operating results as discontinued operations in the
accompanying consolidated statements of operations
for the fiscal year ended January 3, 2004. For the fis-
cal year ended January 3, 2004, the Wholesale
Distribution Network had revenues of $52,486. For
the fiscal year ended January 1, 2005, the operating
results related to the discontinued wholesale business
were minimal as a result of recognizing an estimate
of exit costs in fiscal 2003.

The discontinued wholesale segment, excluding
certain allocated and Team Member benefit expenses,
represented the entire results of operations previously
reported in that segment. These excluded expenses
represented $2,361 of allocated and Team Member
benefit expenses for fiscal 2003, which remain a
component of income from continuing operations
and have therefore been excluded from discontinued
operations. The Company has allocated corporate
interest expenses incurred under the Company’s sen-
ior credit facility and subordinated notes. The allocat-
ed interest complies with the provisions of Emerging
Issue Task Force No. 87-24, “Allocation of Interest to

Discontinued Operations,” and is reported in discon-
tinued operations on the accompanying statement of
operations. This amount was $484 for fiscal 2003. The
loss on the discontinued operations of Wholesale for
fiscal 2003 included $2,693 of exit costs as follows:

SEVEIANCE COSS..o.oiiiiiiiieieieeie e eree et eeeeaes $1,183
Warranty allowances .. 1,656
Other .. (146)
Total exit costs. ... $2,693

6. CLOSED STORE

AND RESTRUCTURING LIABILITIES:

The Company continually reviews the operating
performance of its existing store locations and closes
certain locations identified as under performing.
Closing an under performing location has not result-
ed in the elimination of the operations and associated
cash flows from the Company’s ongoing operations
as the Company transfers those operations to another
location in the local market. The Company maintains
closed store liabilities that include liabilities for these
exit activities and liabilities assumed through past
acquisitions that are similar in nature but recorded by
the acquired companies prior to acquisition. The
Company had also maintained restructuring liabili-
ties recorded through purchase accounting that
reflected costs of the plan to integrate the acquired
operations into the Company’s business. These inte-
gration plans related to the operations acquired in the
fiscal 1998 merger with Western Auto Supply
Company, or Western, and the fiscal 2001 acquisition
of Discount.
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carrying balance represents the costs relating to
prices paid in prior years. The Company’s costs to
acquire inventory have been generally decreasing in
recent years as a result of its significant growth.
Accordingly, the cost to replace inventory is less than
the LIFO balances carried for similar product. The
Company recorded an increase in cost of sales of
$526 for fiscal year ended 2005 and reductions to
cost of sales of $11,212 and $2,156 for fiscal years
ended 2004 and 2003, respectively.

The remaining inventories are comprised of prod-
uct cores, which consist of the non-consumable por-
tion of certain parts and batteries and are valued
under the first-in, first-out (“FIFO”) method. Core
values are included as part of our merchandise costs
and are either passed on to the customer or returned
to the vendor. Additionally, these products are not
subject to the frequent cost changes like our other
merchandise inventory, thus, there is no material dif-
ference from applying either the LIFO or FIFO valu-
ation methods.

The Company capitalizes certain purchasing and
warehousing costs into inventory. Purchasing and
warehousing costs included in inventory, at FIFO, at
December 31, 2005 and Janvary 1, 2005, were
$92,833 and $81,458, respectively. Inventories con-
sist of the following:

December 31.| January 1,

2005 2005
Inventories at FIFO, net................... $1,294,310 |$1,128,135
Adjustments to state inventories
at LIFO. v, 72,789 73,315

Inventories at LIFO, net .. $1,367,099 31,201,450

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continveq)

For the Years Ended December 31, 2005, January 1, 2005 and January 3, 2004 (in thousands, except per share data)

Replacement cost approximated FIFO cost at
December 31, 2005 and January 1, 2005.

Inventory quantities are tracked through a perpetu-
al inventory system. The Company uses a cycle
counting program in all distribution centers, Parts
Delivered Quickly warehouses, or PDQ®%s, Local
Area Warehouses, or LAWSs, and retail stores to
ensure the accuracy of the perpetual inventory quan-
tities of both merchandise and core inventory. The
Company establishes reserves for estimated shrink
based on historical accuracy and effectiveness of the
cycle counting program. The Company also estab-
lishes reserves for potentially excess and obsolete
inventories based on current inventory levels of dis-
continued product and the historical analysis of the
liquidation of discontinued inventory below cost. The
nature of the Company’s inventory is such that the
risk of obsolescence is minimal and excess inventory
has historically been returned to the Company’s ven-
dors for credit. The Company provides reserves when
less than full credit is expected from a vendor or
when liquidating product will result in retail prices
below recorded costs. The Company’s reserves
against inventory for these matters were $22,825 and
$21,929 at December 31, 2005 and January 1, 2005,
respectively.

9. PROPERTY AND EQUIPMENT:

Property and equipment are stated at cost, less
accumulated depreciation and amortization. Expendi-
tures for maintenance and repairs are charged direct-
ly to expense when incurred; major improvements
are capitalized. When items are sold or retired, the
related cost and accumulated depreciation are
removed from the accounts, with any gain or loss
reflected in the consolidated statements of operations.

Depreciation of land improvements, buildings, fur-
niture, fixtures and equipment, and vehicles is pro-
vided over the estimated useful lives, which range
from 2 to 40 years, of the respective assets using the
straight-line method. Amortization of building and
leasehold improvements is provided over the shorter
of the original useful lives of the respective assets or
the term of the lease using the straight-line method.
The term of the lease is generally the initial term of
the lease unless external economic factors exist such
that renewals are reasonably assured in which case,
the renewal period would be included in the lease
term for purposes of establishing an amortization
period. Depreciation and amortization expense was
$119,938, $104,877 and $100,737 for the fiscal years
ended 2005, 2004 and 2003, respectively.

Property and equipment consists of the following:

Original  |December 31, January 1,
Useful Lives 2005 2005
Land and land
improvements........... 0—10years| $ 212,110 |$ 187,624
Buildings..........cccco... 40 ycars 295,699 240,447
Building and leasehold
improvements........... 10-40 years 159,568 133,415
Furniture, fixtures and ,
equipment... 3—12 years 745,142 632,312 ,
Vehicles........... 2—10 years 35,339 32,963
Construction
0 PIOEIESS c.cvvverceeeane 11,035 29,936
Other....cooovovnieiineen. 4,516 4,335
1,463,409 | 1,261,032
Less — Accumulated
depreciation and
amortization ............. (564,558) | (474,820)
Property and
equipment, net.... $ 898,851 |$ 786,212

The Company capitalized approximately $6,584,
$4,625 and $5,423 incurred for the development of
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\ NOTES T0 CONSOLIDATED FINANCIAL STATEMENTS (continued)

For the Years Ended December 31, 2005, January 1, 2005 and January 3, 2004 (in thousands, except per share data)

At December 31, 2005, the senior credit facility
provided for (1) $438,300 in term loans (as detailed
above) and (2) $200,000 under a revolving credit
facility (which provides for the issuance of letters of
credit with a sub limit of $70,000). As of December
31, 2005, the Company had $54,579 in letters of cred-
it outstanding, which reduced availability under the
credit facility to $145,421. In addition to the letters of
credit, the Company maintains approximately $1,607
in surety bonds issued by its insurance provider pri-
marily to utility providers and the departments of
revenue for certain states. These letters of credit and
surety bonds generally have a term of one year or less.

The tranche A term loan currently requires sched-
uled repayments of $7,500 on March 31, 2006 and
quarterly thereafter through December 31, 2006,
$10,000 on March 31, 2007 and quarterly thereatier
through December 31, 2007, $12,500 on March 31,
2008 and quarterly thereafter through June 30, 2009
and $25,000 due at maturity on September 30, 2009.
The tranche B term loan currently requires scheduled
repayments of $425 on March 31, 2006 and quarterly
thereafter, with a final payment of $160,650 due at
maturity on September 30, 2010. The delayed draw
term loan currently requires scheduled repayments of
0.25% of the aggregate principal amount outstanding
on March 31, 2006 and quarterly thereafter, with a
final payment due at maturity on September 30,
2010. The revolver expires on September 30, 2009. In
addition, the Pennsylvania Department of Com-
munity and Economic Development machinery and

equipment loan fund, or MELE, loan currently
requires nominal monthly principal repayments rang-
ing from $5 to $7 until maturity on January 1, 2010.

The interest rates on the tranche A and B term
loans, the delayed term loan and the revolver are
based, at the Company’ option, on an adjusted
LIBOR rate, plus a margin, or an alternate base rate,
plus a margin. The current margin for the tranche A
term loan and revolver is 1.25% and 0.25% per
annum for the adjusted LIBOR and alternate base
rate borrowings, respectively. The current margin for
the tranche B loan and the delayed draw term loan is
1.50% and 0.50% per annum for the adjusted LIBOR
and alternative base rate borrowings, respectively.
Additionally, a commitment fee of 0.25% per annum
will be charged on the unused portion of the revolver,
payable in arrears. The effective interest rate on the
MELF loan is 2.75%.

Borrowings under the senior credit facility are
required to be prepaid, subject to certain exceptions,
with (1) 50% of the Excess Cash Flow (as defined in
the senior credit facility) unless the Company’s
Senior Leverage Ratio (as defined in the senior credit
facility) at the end of any fiscal year 1s less than or
equal to 1.00, in which case 25% of Excess Cash
Flow for such fiscal year will be required to be
repaid, (2) 100% of the net cash proceeds of all asset
sales or other dispositions of property by the
Company and its subsidiaries, subject to certain
exceptions (including exceptions for reinvestment of
certain asset sale proceeds within 270 days of such
sale and certain sale-leaseback transactions), and

(3) 100% of the net proceeds of certain issuances of
debt or equity by the Company and its subsidiaries.

Voluntary prepayments and voluntary reductions of
the unutilized portion of the revolver are permitted in
whole or in part, at the Company’s option, in mini-
mum principal amounts specified in the senior credit
facility, without premium or penalty, subject to reim-
bursement of the lenders’ redeployment costs in the
case of a prepayment of adjusted LIBOR borrowings
other than on the last day of the relevant interest period.
Voluntary prepayments will (1) generally be allocated
among the facilities on a pro rata basis (based on the
then outstanding principal amount of the loans under
each facility) and (2) within each such facility, be
applied to the installments under the amortization
schedule within the following 12 months under such
facility until eliminated. All remaining amounts of
prepayments will be applied pro rata to the remaining
amortization payments under such facility. The senior
credit facility also provides for customary events of
default, including non-payment defaults, covenant
defaults and cross-defaults to the Company’s other
material indebtedness.

The senior credit facihity 1s guaranteed by the
Company and by each of its existing domestic sub-
sidiaries and will be guaranteed by all future domestic
subsidiaries. The facility is secured by a first priority
lien on substantially all, subject to certain exceptions,
of the Advance Stores’ properties and assets and the
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continuea)

For the Years Ended December 31, 2005, January 1, 2005 and January 3, 2004 (in thousands, except per share data)

During the prior repurchase program, the Company
repurchased 7,029,900 shares of common stock at an
aggregate cost of $189,160, or an average price of
$26.91 per share, excluding related expenses.

During the third quarter of fiscal 2005, the
Company also retired 7,121,850 shares of.common
stock, of which 91,950 shares were repurchased
under the $300,000 stock repurchase plan and
7,029,900 shares were repurchased under the prior
$200,000 stock repurchase program.

15. INCOME TAXES:

Provision (benefit) for income taxes from continu-
ing operations for fiscal 2005, fiscal 2004 and fiscal
2003 consists of the following:

Current Deferred Total
2005
Federal..........c.cocoveeei. $124,978  $(1,343) $123,635
SEALE.eenr s senaiens 16,430 4,133 20,563
$141,408 $ 2,790 $144,198
2004 —
Federal...............ccoovvenen. $102,17t $ 1,318 $103,489
StAtC. i, 9,042 5,190 14,232
$111,213  § 6,508  $117,721
2003—

$ 23,759  $44820 $ 68,579
923 8,922 9,845
$ 24,682 $53,742  § 78,424

The provision (benefit) for income taxes from
continuing operations differed from the amount
computed by applying the federal statutory income
tax rate due to:

2005 | 2004 2003

!
Income from continuing _
operations at statutory US. i
federal income tax rate ......... vm—umuanu _ $107,012 $71,298
" |

State income taxes, net of

federal income tax benefit... 13,366 | 9,251 6,399
Non-deductible interest & !
other eXpenses.........ocecceeneee. 3 745 1,263
Valuation allowance................... 75 “ 236 (1,002)
Other, net oo, (1,863)) 477 466
$144,198 | $117,721  $78,424

During the years ended January 1, 2005 and
January 3, 2004, the Company had a loss from oper-
ations of the discontinued Wholesale Dealer Network
of $63 and $572, respectively. The Company record-
ed an income tax benefit of $24 and $220 related to
these discontinued operations for the years ended
January 1, 2005 and January 3, 2004, respectively.

Deferred income taxes are recognized for the tax
consequences in future years of differences between
the tax bases of assets and habilities and their finan-
cial reporting amounts at each period-end, based on
enacted tax laws and statutory income tax rates appli-
cable to the periods in which the differences are
expected to affect taxable income. Deferred income
taxes reflect the net income tax effect of temporary
differences between the bases of assets and liabilities
for financial reporting purposes and for income tax

reporting purposes. Net deferred income tax balances
are comprised of the following:

IDecember 31, January 1,

2005 2005
Deferred income tax assets............... $ 42,167 $ 40,009
Valuation allowance...........cc.cccccc..... (1,104) (1,029)
Deferred income tax liabilities ......... (113,150) (108,277)

Net deferred income tax liabilities... | $ (72,087) | $ (69,297)

At December 31, 2005 and January 1, 2005, the
Company has cumulative net deferred income tax
liabilities of $72,087 and $69,297, respectively. The
gross deferred income tax assets also include state
net operating loss carryforwards, or NOLs, of
approximately $1,579 and $3,720, respectively.
These NOLs may be used to reduce future taxable
income and expire periodically through fiscal year
2024. The Company believes it will realize these tax
benefits through a combination of the reversal of
temporary differences, projected future taxable
income during the NOL carryforward periods and
available tax planning strategies. Due to uncertainties
related to the realization of certain deferred tax assets
for NOLs in various jurisdictions, the Company
recorded a valuation allowance of $1,104 as of
December 31, 2005 and $1,029 as of January 1,
2005. The amount of deferred income tax assets real-
izable, however, could change in the near future if
estimates of future taxable income are changed.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continuea)

For the Years Ended December 31, 2005, January 1, 2005 and January 3, 2004 (in thousands, except per share data)

retail customers. Finance charges of $1,763, $2,257
and $3,380 on the installment sales program are
inctuded in net sales in the accompanying consoli-
dated statements of operations for the fiscal years
ended December 31, 2005, January 1, 2005 and
January 3, 2004, respectively. The cost of administer-
ing the instaliment sales program is included in sell-
ing, general and administrative expenses.

18. CONTINGENCIES:

In the case of all known contingencies, the
Company accrues for an obligation, including esti-
mated legal costs, when it is probable and the amount
is reasonably estimable. As facts concerning contin-
gencies become known to the Company, the
Company reassesses its position with respect to
accrued liabilities and other potential exposures.
Estimates that are particularly sensitive to future
change include tax and legal matters, which are sub-
Jject to change as events evolve, and as additional
information becomes available during the administra-
tive and litigation process.

The Company’s Western Auto subsidiary, together
with other defendants including automobile manu-
facturers, automotive parts manufacturers and other
retailers, has been named as a defendant in lawsuits
alleging injury as a result of exposure to asbestos-
containing products. The Company and some of its
subsidiaries also have been named as defendants in
many of these lawsuits. The plaintiffs have alleged
that these products were manufactured, distributed
and/or sold by the various defendants. To date, these
products have included brake and clutch parts and
roofing materials. Many of the cases pending against
the Company or its subsidiaries are in the early stages

of litigation. The damages claimed against the defen-
dants in some of these proceedings are substantial.
Additionally, some of the automotive parts manufac-
turers named as defendants in these lawsuits have
declared bankruptcy, which will limit plaintiffs’ abil-
ity to recover monetary damages from those defen-
dants. Although the Company diligently defends
against these claims, the Company may enter into
discussions regarding settlement of these and other
lawsuits, and may enter into settlement agreements, if
it believes settlement is in the best interests of the
Company’s shareholders. The Company believes that
most of these claims are at least partially covered by
insurance. Based on discovery to date, the Company
does not believe the cases currently pending will have
a material adverse effect on the Company’s operating
results, financial position or liquidity. However, if the
Company was to incur an adverse verdict in one or
more of these claims and was ordered to pay damages
that were not covered by insurance, these claims
could have a material adverse affect on its operating
results, financial position and liquidity. If the number
of claims filed against the Company or any of its sub-
sidiaries alleging injury as a result of exposure to
asbestos-containing products increases substantially,
the costs associated with concluding these claims,
including damages resulting from any adverse verdicts,
could have a material adverse effect on its operating
results, financial position or liquidity in future periods.
The Company is involved in various types of legal
proceedings arising from claims of employment dis-
crimination or other types of employment matters as
a result of claims by current and former employees.

The damages claimed against the Company in some
of these proceedings are substantial; however,
because of the uncertainty of the outcome of such legal
proceedings and because the Company’s liability, if
any, arising from such legal matters, including the
size of any damages awarded if plaintiffs are success-
ful in litigation or any negotiated settlement, could
vary widely, the Company cannot reasonably esti-
mate the possible loss or range of loss which may
arise. The Company is also involved in various other
claims and legal proceedings arising in the normal
course of business. Although the final outcome of
these legal matters cannot be determined, based on
the facts presently known, it is management’s opinion
that the final outcome of such claims and lawsuits
will not have a material adverse effect on the
Company’s financial position, results of operations or
liquidity.

The Company is self-insured for general and auto-
mobile liability, workers’ compensation and the
health care claims of its Team Members although the
Company maintains stop-loss coverage with third-
party insurers to limit its total liability exposure.
Liabilities associated with these losses are calculated
for claims filed and claims incurred but not yet
reported at the Company’s estimate of their ultimate
cost based upon analyses of historical data, demo-
graphic and severity factors and periodic valuations
provided by third-party actuaries. Management mon-
itors new claims and claim development as well as
negative trends related to the claims incurred but not
reported in order to assess the adequacy of the
Company’s insurance reserves. While the Company
does not expect the amounts ultimately paid to differ
significantly from its estimates, the self-insurance
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continved)

For the Years Ended December 31, 2005, January 1, 2005 and January 3, 2004 (in thousands, except per share data)

obligation included in other long-term liabilities in
the accompanying consolidated balance sheets,
recorded and the funded status of the plan as of
December 31, 2005 and January 1, 2005:

[ 2008 2004

Change in benefit obligation: “

Benefit obligation at beginning

of the year........coevevicievininiereceee $ 14,625 | § 22,750

SErVICe COSL....ociriieiciriceciee e — 2

Interest cost. ..., 802 1,004

Benefits paid..........coooiiiiii (1,513)|  (1,239)

Plan amendment — (7,557)

Actuarial gain ..... (203) (335)

Benefit obligation at end of the year.... 1 13,711 14,625
Change in plan assets:

Fair value of plan assets at beginning

of the year.................. — —

Employer contributions.. 1,513 1,239

Participant contributions.. 2,336 2,485

Benefits paid...........coooovivvninenn. (3,849)| (3,724)

Fair value of plan assets at end of year... — —
Reconciliation of funded status:

Funded status ... .| (A3,711)] (14,625)

Unrecognized transition obligation....... — —

Unrecognized prior service cost........... (6,531); (7,112)

Unrecopgnized actuarial 10ss.................. 3,929 4,371
Accrued postretirement benefit cost......... $(16,313); $(17,366)

Net periodic postretirement benefit cost is as follows:

2005 2004 2003
Service COSt ...coooviiiieiiie e $ —1' 8 23 5
Interest cost 802 ﬁ 1,004 1,485
Amortization of the transition |
obligation .........ccoeviieeiie i — — 1
Amortization of the prior service cost... Amm_v, (436) —
Amortization of recognized net losses .. 239 ! 250 146
$460| $ 820 $1,637

The health care cost trend rate was assumed to be
12.5% for 2006, 11.5% for 2007, 10.0% for 2008,
9.5% for 2009, 8.5% for 2010, 8.0% for 2011 and
5.0% to 7.0% for 2012 and thereafter. If the health

care cost were increased 1% for all future years the
accumulated postretirement benefit obligation would
have increased by $472 as of December 31, 2005.
The effect of this change on the combined service
and interest cost would have been an increase of $72
for 2005. If the health care cost were decreased 1%
for all future years the accumulated postretirement
benefit obligation would have decreased by $450 as
of December 31, 2005. The effect of this change on
the combined service and interest cost would have
been a decrease of $76 for 2005.

The postretirement benefit obligation and net peri-
odic postretirement benefit cost was computed using
the following weighted average discount rates as
determined by the Company’s actuaries for each
applicable year:

2005 2004
Postretirement benefit obligation................ 5.50% 5.75%
Net periodic
postretirement benefit cost ... 5.75% 6.25%

The Company expects plan contributions to com-
pletely offset benefits paid. The following table sum-
marizes the Company’s expected benefit payments
(net of retiree contributions) to be paid for each of the
following fiscal years:

Amount

The Company reserves the right to change or ter-
minate the benefits or contributions at any time. The
Company also continues to evaluate ways in which it
can better manage these benefits and control costs.
Any changes in the plan or revisions to assumptions

that affect the amount of expected future benefits
may have a significant impact on the amount of the
reported obligation, annual expense and projected
benefit payments.

20. STOCK-BASED COMPENSATION:

During fiscal 2004, the Company established the
Advance Auto Parts, Inc. 2004 Long-Term Incentive
Plan, or the LTIP. The LTIP was created to enable the
Company to continue to attract and retain Team
Members of exceptional managerial talent upon
whom, in large measure, its sustained progress,
growth and profitability depends. The LTIP replaces
the Company’s previous senior executive stock option
plan and executive stock option plan. The stock
options that remained available for future grant under
these predecessor plans became available under the
LTIP and thus, no stock options will be available for
grant under those plans. The stock options authorized
to be granted are non-qualified stock options and ter-
minate on the seventh anniversary of the grant date.
Additionally, the stock options vest over a three-year
period in equal installments beginning on the first
anniversary grant date.

In addition to stock options, the Company also has
the ability to offer additional types of equity incen-
tives as allowed under the LTIP. Accordingly, during
fiscal 2004, the Company created the Advance Auto
Parts, Inc. Deferred Stock Unit Plan for Non-
Employee Directors and Selected Executives, or the
DSU Plan. The DSU Plan provides for the annual
grant of deferred stock units, or DSUs, to the
Company’s Board of Directors as allowed under the
LTIP. Each DSU is equivalent to one share of com-
mon stock of the Company. The DSUs are immedi-
ately vested upon issuance but are held on behalf of
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\Mbﬂm.m TO CONSOLIDATED FINANCIAL STATEMENTS (continues)

For the Years Ended December 31, 2005, January 1, 2005 and January 3, 2004 (in thousands, except per share data)

years 2005, 2004 and 2003, respectively. At December 31, 2005, there were 1,551 shares available to be issued
under the plan. Effective January 1, 2006, the plan was amended such that eligible Team Members may purchase
common stock at 95% of fair market value.

21. FAIR VALUE OF FINANCIAL INSTRUMENTS:

The carrying amount of cash and cash equivalents, receivables, bank overdrafts, accounts payable, borrowings
secured by receivables and current portion of long-term debt approximates fair value because of the short maturi-
ty of those instruments. The carrying amount for variable rate long-term debt approximates fair value for similar
issues available to the Company. The Company’s interest rate swaps are presented at fair value as stated 1n its
accounting policy on hedge activities (Note 2).

22. QUARTERLY FINANCIAL DATA (UNAUDITED):
The following table summarizes quarterly financial data for fiscal years 2005 and 2004:

2005 First Second Third Fourth
(16 weeks) (12 weeks) (12 weeks) (12 weefks) ‘
Net SAles ..o $1,258,364 $1,023,146 31,019,736 $963,725 |
Gross profi 600,931 482,050 481,415 450,082 _
Income from continuing Operations. . ........c.ccccecvvevenne 68,647 65,929 60,793 39,356 |
Net income ............... 68,647 65,929 60,793 39,356 |
Basic ecarning per shar 0.64 0.61 0.56 0.36
Diluted earnings per share®. ... 0.63 0.60 0.55 0.36
2004 First Second Third Fourth
(16 weeks) (12 weeks) (12 weeks) (12 weeks)
NEt SAIES ..ottt $1,122,918 $908,412 $890,161 $848,806
Gross Profit ..ot 520,898 422.302 416,515 393,656
Income from continuing operations............. . 51,343 53,229 51,399 32,056
(Loss) income on discontinued operations (52) 6 (6) 13
Net income 51,291 53,235 51,393 32,069
Basic earnings per share® ... 0.46 0.47 0.46 0.29
Diluted earnings per share®...........coocvoovvvercivieoinen. 0.45 047 0.45 0.29

Note: Quarterly and year-to-date computations of per share amounts are made independently. Therefore, the sum of per share amounts for

the quarters may not agree with per share amounts for the year.

(1) The results of operations for the four quarters of fiscal 2004 reflect the reclassification of the wholesale operating results as discontin-
ued operations.

(2) Amounts reflect the effect of a 3-for-2 stock split of the Company’s common stock distributed on September 23, 2005.




‘ureIay |9 98ed
uo papn[oul st yoym GO0 ‘1€ 19quiada(g jo se 3ul
-JJodad [rIoUBULY 19A0 [0UOD [BUIDIUL S, Auedwio)) a1
Jo uowssasse s judwogeuew uo Jodal & pansst sey
‘SJuowWIdIBIS [RIOURUL] pajeprjosuod s Auedwo)) ay
paypne oym wuy gununodde orgnd parosidar juo
-puadapur s,Auedwon) oy} 77T oyonoy, 2 Mo

"91eIOLIS)Op Avtl sa1npadord 10 saIo
-110d 2y1 yym souerdwoon jo 9a130p oy jey) 1o ‘suory
-ipuod ur sagueyd Jo ashesdq aenbopeur swoodq
Aew s[onuod oy} jeyl ysu oy} 03 100lqns a1e spourad
amny o3 Suntodal [eroueulj ISAO [ONUOD [BUIOIUL
oI} JO SSQUIAIDAYD 2y} JO UOLEN|BAD AUR JO Suol
-02foad ‘os[y "Siseq A[owIl B U0 Pa199)ap IO PIIUIA
-a1d 2q jou Aew pne1j IO JOIIS 0} NP SJUSWI]LISSIW
[BLIZ)EW ‘S[ONUOD JO IPLLIdAO JudwdFeuew 1adorduwt
10 uoIsn(joo jo Appqissod sy Suipnpour ‘Junrodar
[BIOULULY IOAO [OJUOD [RUIDIUI JO SUOCLBIUIL| JUIDYUI
o) JO asnedag "2A19YD SI SOOT ‘1 € IOqUINIA(] JO S
dungodal [eoURULS 10A0 [OJUOD [RUIUI S AuedWon)
Ul 1BY} PoUIWLIdIdP Sey judwofeurw  ‘quow
-SSasse SIiY) uo paseq ‘SO0 ‘1€ JOqUIddA( PIpud

JeaA 2y} 10} pUB JO SE SJUNOWE JUIWIIL)S [BIOUBULJ
pajepIosuod pare[al oy) Jo ‘Ajpanoadsar ‘quasiad suo
pu® Inoj Sunn)IISucd SINUIAI PUE S)OSSE [£10) 109[Ja1
SJUQIDIEIS [BIDUBULJ aSOUM PUR G(O(OZ ‘[ Loquuoidog
uo paiinboe sem yoiym “suj ‘reuoneusnu] yedoiny
1€ Sunuodal [eIOUBUL} JDAO [OJJUOD [BUIdUI U] JUOUI
-$$OSSE DY) WO papn[oxa judwdseury (OSOD)
uoISSIWWIO)) Aempeal], 9yl Jo suoneziuedi()
Buuosuodg  Jo 9uwwo)) 2yl AQq pansst
YLOMIUIDA] PRIDASIIU]—]OLIUOT) [DUARIU] UL PAYSI|
-qe)S9 BLIDILID Y} U0 paseq Junrodol [eroueurj 10A0
[onuoo Teusul s, Auedwor) oY) JO SSOUOANOLJO 3Y)
passasse juswadeurw ‘GOOZ ‘1§ 1oqUIANA(J JO SY
"SJUDWAIRIS [BIOUBUL] AU} UO JO3YJ9
[eLIOJEW B 2ARY P[NOD JBY) S)asse sAueduo)) ot
Jo uomisodsip 10 ‘asn ‘uvonismboe pazuoyineun jo
uo119319p Apwin 10 uonusadxd Juipiedar soueinsse
o[qeuoseas ap1aoid (¢) pue ‘Auedwo)) ay) jo s101oHp
pue JUSWISEURW JO SUONEZIIOYINE (M IDUBPIOIIE

ur Ajuo apew Suraq o1e Auedwo)) ayj Jo saan)ipuadxd
pue s1d120a1 yeys pue ‘sojdivuid ununoosoe paydaooe
A[Jeroudd |pImM 20UBPIOIIE UL SJUSWIL)S [BIOUBULJ
Jo uvoneredord jruod 03 AIeSS900U SB popIosal dIe
SuoIoBSURI} 1By} J0UBINSSE d]qeuoseal opiaoid (7)
‘Auedwoyy 2y jo sjasse ay) Jo suonisodsip pue
suonoBsSULI} ) 103[JA1 A[IR] pue A[9JRINIOR ‘[1B)op
9]qQRUOSRAI UI ‘Jey} SPI0IAI JO JDUBUIUIBW Y} O}
urerad (1) 1y sampaosoid pue sadijod sopnjout
Sunaodarl [elouBul I9A0 [01JUOD [BUIAUL INQ)
"ROLIDWY JO SABIS PAAIUN 9Y) ul
pardoooe Aferouad sordiound Sununosoe ym osuep
-100%¢ ul sasodind [BUINXI 10} SJUDUWIDIL)S [BIOUBULJ
s Auedwo) ay) jo uonesedaid oy pue Juiodas (1o
-ueuly Jo Ajjiqeral oy) Suipiedol oouevINSSe 9[qRUOS
-ga1 aptaoid 0 1a21yj0 [eoueury redouud pue 130150
2Anno9xa [edround s Auedwoy) ay jo uoisiazadns oy
Jopun paudisop ss3%01d e s1 Suntodar [eldUBULY 1040
[01u0d Jewsnul s,Auedwo) sy ‘Suniodai [eroueulf
JoA0 [O1IUOD [eUIUI djenbape Fuwueyulgw pue Jul
-ysijqe1ss 1oy a)qrsuodsar st (Auedwo)) ayy) soueIprs
-QUS PUB ‘OU[ ‘S}IBd 0)NY IDUBAPY JO JudwoFeur A

INILEOLIY THIINYNIS HIAO T0HINOI TYNHILNI NO 1H0d3Y S.INIFNTIVNYIM




— .

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Advance Auto Parts, Inc. and Subsidiaries
Roanoke, Virginia

We have audited the accompanying consolidated
balance sheets of Advance Auto Parts, Inc. and sub-
sidiaries (the Company) as of December 31, 2005
and January 1, 2005, and the related consolidated
statements of operations, changes in stockholders’
equity, and cash flows for each of the three years in
the period ended December 31, 2005. These finan-
cial statements are the responsibility of the
Company’s management. Qur responsibility is to
express an opinion on the financial statements based
on our audits.

We conducted our audits in accordance with the
standards of the Public Company Accounting
Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain
reasonable assurance about whether the financial

statements are free of material misstatement. An
audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the finan-
cial statements. An audit also includes assessing the
accounting principles used and significant estimates
made by management, as well as evaluating the over-
all financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial state-
ments present fairly, in all material respects, the
financial position of Advance Auto Parts, Inc. and
subsidiaries as of December 31, 2005 and January 1,
2005, and the results of their operations and their
cash flows for each of the three years in the period
ended December 31, 2005, in conformity with
accounting principles generally accepted in the
United States of America.

We have also audited, in accordance with the stan-
dards of the Public Company Accounting Oversight
Board (United States), the effectiveness of the
Company’s internal control over financial reporting
as of December 31, 2005, based on the criteria estab-
lished in Internal Control—Integrated Framework
issued by the Committee of Sponsoring
Organizations of the Treadway Commission and our
report dated March 14, 2006 expressed an unquali-
fied opinion on management’s assessment of the
effectiveness of the Company’s internal control over
financial reporting and an unqualified opinion on
the effectiveness of the Company’s internal control
over financial reporting.

A e =T ke 0¥

McLean, Virginia
March 14, 2006
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MANAGEMENT’S RESPONSIBILITY FOR FINANCIAL STATEMENTS

The consolidated financial statements and related
financial information presented in this Annual
Report have been prepared with integrity, consistency
and objectivity and are the responsibility of the man-
agement of Advance Auto Parts, Inc. (the Company).
The consolidated financial statements have been pre-
pared in accordance with accounting principles gen-
erally accepted in the United States of America and,
as such, include certain amounts based on manage-
ment’s best estimates and judgments.

The Company’s consolidated financial statements
have been audited by the independent registered public
accounting firm, Deloitte & Touche LLP, who
conducted their audit in accordance with the standards
of the Public Company Accounting Oversight Board
(United States). The independent registered public
accounting firm’s responsibility is to express an
opinion as to whether such consolidated financial
statements present fairly, in all material respects, the

Company’s financial position, results of operations
and cash flows in accordance with accounting prin-
ciples generally accepted in the United States.

The Audit Committee of the Board of Directors,
consisting solely of outside directors, meets periodi-
cally with members of management, internal audit
and the Company’s independent registered public
accounting firm to discuss accounting, auditing,
control and other financial reporting matters. The
committee is responsible for the oversight of the
Company’s internal audit department and independent
registered public accounting firm.

The certifications of the Company’s Chief
Executive Officer and Chief Financial Officer
required by Section 302 of the Sarbanes-Oxley Act of
2002 are filed as exhibits 31.1 and 31.2, respectively,
in its Form 10-K filed on March 16, 2006 with the
Securities and Exchange Commission. In addition,
the Company’s Chief Executive Officer has certified

to the New York Stock Exchange (NYSE) that he is
not aware of any violation by the Company of NYSE
corporate governance listing standards.

Sludee Copapre

Michael N. Coppola o
President and Chief Executive Officer

A o

Michael O. Moore
Executive Vice President, Chief Financial Officer
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BOARD OF DIRECTORS AND
COMMITTEE MEMBERSHIP

John C. Brouillard %
Retired Chief Administrative and
Financial Officer, H.E. Butt Grocery Company

Lawrence P, Castellani @
Chairman of the Board and Retired Chief
Executive Officer, Advance Auto Parts, Inc.

Michael N. Coppola
President and Chief Executive Officer,
Advance Auto Parts, Inc.

Darren R. Jackson‘"¥

Executive Vice President—Finance
and Chief Financial Officer,
Best Buy Co., Inc.

William S. Oglesby ¢*%
Senior Managing Director,
The Blackstone Group, L.P.

Gilbert T. Ray %"
Retired Partner,
O’Melveny & Myers, LLP

Carlos A. Saladrigas ™
Chairman, Premier American Bank

William L. Salter »*°)
Retired President of the
Specialty Retail Division,
Sears, Roebuck and Co.

Francesca M. Spinelli @9
Senior Vice President, People,

PetSmart, Inc.

COMMITTEE MEMBERSHIP

1 — Audit Committee
2 — Compensation Committee
3 — Finance Committee
4 — Nominating and
Corporate Governance Committee
5 — Lead Director
*Chair

EXECUTIVE TEAM

Michael N. Coppolat
President and
Chief Executive Officer

Paul W. _A_mmm:mé.
Executive Vice President, Stores

Michael O. MooreT
Executive Vice President,
Chief Financial Officer

David B. MuellerT
Executive Vice President,
Merchandising and Marketing

Elwyn G. Murray IITf
Executive Vice President, Administration

Jimmie L. Wade
Executive Vice President,
Business Development

Keith A. OresonT
Senior Vice President, Human Resources

Roger Patkin
President and Chief Executive Officer
Autopart International, Inc.

SENIOR LEADERSHIP TEAM

Ralph Castanza
Senior Vice President,
Store Operations—Northeast

Ricardo S. Coro
Senior Vice President, Information Technology
and Chief Information Officer

Gregory E. Haan
Senior Vice President,
Merchandising/Parts Department

Bl A. Livesay
Senior Vice President, Controller

Donald L. Lockard, Jr.
Senior Vice President,
Store Operations—West

+ Executive Officers

Eric M. Margolint
Senior Vice President,
General Counsel and Secretary

Kurt R. Schumacher
Senior Vice President,
Store Operations—Florida

Joe H. Vaughn, Jr.
Senior Vice President, Operations Support
(Resigned effective March 17, 2006)

Kenneth A. Wirth, Jr.
Senior Vice President,
Store Operations—Southeast

-

C. Roy Martin
Senior Vice President,
Logistics and Replenishment

Geoffrey R. McCarty
Senior Vice President, Advertising

D. Scott Miller
Senior Vice President, Real Estate
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