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A WARNI NG ABOUT FORWARD LOOKI NG STATEMENTS: This docunment contains "forward-|ooking
statenents" as that termis used in the Private Securities Litigation Reform Act of 1995.
Forwar d- 1 ooki ng statements address future events, devel opments and results. They include
statements preceded by, followed by or including words such as "believe," "anticipate,"
"expect," "intend," "plan," "view' or "estimate." For exanple, our forward-|ooking statenments
include statements regarding:

. our anticipated sales and conparable store net sales;

. our growth plans, including our plans to open, add, expand or relocate stores, and our
anticipated gross square footage increase;

. the possible effect of inflation and other economi c changes on our costs and
profitability, including the possible effect of future changes in shipping rates,
donmestic and foreign freight costs, fuel costs (including fuel surcharge for inmports),
m ni rum wage rates and wage and benefit costs;

. our cash needs, including our ability to fund our future capital expenditures and
wor ki ng capital requirenments;

. our gross profit margin and ability to |l everage selling, general and adm nistrative
costs;

. seasonal sales patterns of both our traditional and |arger stores;

. possi bl e changes in our nerchandise mx and its effect on gross profit margin and
sal es;

. the capabilities of, and the cost of inproving our inventory supply chain processes;

. the future reliability of, and cost associated with, our sources of supply,
particul arly China;

. the future availability of quality nerchandise that can be profitably sold for $1.00;

. the capacity, performance and cost of our existing and planned distribution centers,
i ncludi ng openi ng and expansi on schedul es; and

. our expectations regarding conpetition.

These forward-|ooking statements are subject to nunerous risks, uncertainties and assunptions
potentially affecting Dollar Tree, including the factors described in this annual report
under the headi ngs "Business," "Properties" and "Managenent’s Di scussion and Anal ysis of

Fi nanci al Condition and Results of Operations," as well as the factors |listed under "Risk
Factors" in our nost recent prospectus. They include, anmong other things:

. adverse weat her and econom c conditions, such as reduced consuner confidence and
spendi ng;

. failure to nmeet our aggressive sales and ot her expansion goals or to successfully
manage our growth, including opening or expanding stores on a tinmely basis;

. difficulties and uncertainties in adding and operating |larger stores, with which we
have | ess experience;

. the seasonality of our sales and the inportance of our fourth quarter operating
results;

. our profitability is especially vulnerable to future increases in operating and
mer chandi se costs, including shipping rates, freight costs, fuel costs, wage and
benefit levels, inflation, conpetition and other adverse econom ¢ factors;

. the capacity and performance of our distribution systemand our ability to expand its
capacity in time to support our sales growh;

. unf oreseen di sruptions or costs in operating and expandi ng our receiving;

. possi bl e del ays, costs and other difficulties in integrating Dollar Express wth our
busi ness;

. increase in the cost or disruption of the flow of our inported goods;



. difficulties in obtaining sufficient quantities of |owcost nmerchandi se; and
. increased conpetition in the discount retail market.

Qur forward-1|ooking statements could be wwong in light of these and other risks
uncertainties and assunptions. The future events, devel opments or results described in this
report or our nost recent prospectus could turn out to be materially different. W have no
obligation to publicly update or revise our forward-|ooking statements after the date of this
annual report and you should not expect us to do so

Investors should al so be aware that while we do, fromtime to tine, comunicate with
securities analysts, it is against our policy to disclose to themany material nonpublic
information or other confidential conmercial information. Accordingly, sharehol ders should
not assume that we agree with any statenent or report issued by any anal yst regardl ess of the
content of the statenent or report. We generally do not issue financial forecasts or
proj ections and we have a policy against confirm ng those issued by others. Thus, to the
extent that reports issued by securities analysts contain any projections, forecasts or
opi ni ons, such reports are not our responsibility.

INTRODUCTORY NOTE: Unless otherwise stated, references to "we,"™ "our"™ and "Dollar
Tree" generally refer to Dollar Tree Stores, Inc. and its direct and indirect subsidiaries
on a consolidated basis.

PART

Item 1. BUSI NESS
Overvi ew

Macon Brock, our President and Chief Executive Officer, Doug Perry, our Chairman and Ray
Conpton, our Executive Vice President started Dollar Tree in 1986. W are the |eading
operator of discount variety stores offering nerchandise at the fixed price of $1.00. W
believe the variety and quality of products we sell for $1.00 set us apart from our
conpetitors. In each of the last three years, we added over 220 stores. As of Decenber 31
2000, we operated 1,729 stores totaling 9.8 mllion gross square feet in 36 states

. 1,327 are our traditional dollar stores, generally ranging from 3,500 to 6,000 gross
square feet;

. 378 are larger dollar stores, generally ranging from 7,000 to 12,000 gross square
feet; and

. 24 are nmulti-price point card and gift stores, generally ranging from 3,000 to 5,000
gross square feet

During 2000, we nerged with Dollar Express, Inc., which operated 132 stores in the Md-
Atlantic area. O the stores acquired, 107 were $1.00 single-price point stores operated as
"Dol | ar Express" and 25 were nulti-price point stores operated as "Spain’'s Cards & Gfts."

Qur single-price point stores range from 2,000 to 23,000 total square feet and operate
under the names of Dollar Tree, Dollar Express, Dollar Bills, Only One Dollar and Only $One.
The single-price point stores are generally segregated into two groups: stores |less than
7,000 gross square feet, which we refer to as our traditional stores and stores 7,000 gross
square feet or greater, which we refer to as our larger format stores. Qur nulti-price point
stores operate under the name Spain's Cards & G fts and represent |ess than 1% of total net
sal es.

Busi ness Strategy

Value Offering. W strive to exceed our custoners' expectations of the variety and
quality of products that can be purchased for $1.00. We believe that many of the itenms we
sell for $1.00 are typically sold for higher prices el sewhere. We purchase a portion of our
products directly from forei gn manufacturers, allowing us to pass on additional value to the
custonmer. In addition, direct relationships with both domestic and foreign manufacturers
permt us to select a broad product range, custonize packaging and frequently obtain |arger
product sizes and higher package quantities




Changing Merchandise Mix. We suppl enment our wi de assortment of quality everyday core
mer chandi se and consummbl e products with a changing m x of new and exciting products
i ncl udi ng seasonal goods, such as Easter gifts, sumer toys and Hal | oween and Chri stnas
decorations. We al so take advantage of the availability of |ower-priced, private-|abel and
regi onal brand goods, which we believe are conparable to national nanme brands. We continually
change the m x of seasonal merchandi se, non-seasonal nerchandi se and consunabl e products to
add variety and freshness to our nerchandi se offerings

Convenient, Highly Visible Store Locations. W |ocate our stores in areas convenient to
customers. We prefer opening new stores in strip shopping centers anchored by strong mass
mer chandi sers such as Wal Mart, Kmart and Target, whose target custoners we believe to be
simlar to ours. W also open stores in neighborhood centers anchored by |arge grocery
retailers. We believe that our stores' bright lighting and curb appeal attract new and repeat
custoners and enhance our inmage as both a destination and inpulse store

Strong and Consistent Store Level Economics. CQur stores have been successful in major
metropolitan areas, md-sized cities and small towns. Since 1994, all stores opened under the
Dol | ar Tree nanme have been profitable, producing store-level operating income within the
first full year of operation.

Cost Control. G ven our fixed $1.00 price structure, we nust control expenses, inventory
|l evel s and operating margins to be successful. We closely nonitor both retail inventory
shrinkage and retail markdowns of inventory. Neither exceeded 2.5% of annual net sales in
each year from 1996 through 1999, excluding the Dollar Express operations. |In 2000, inventory
shrinkage slightly exceeded 2.5% while markdowns of inventory remmined below 2.5% As part of
our effort to control expenses, we generally do not advertise and we accept credit and debit
cards in only 10%to 15% of our stores. In the past five cal endar years, excluding merger-
related itens, we have naintained our gross profit nargins in the 34.6%to 37.0% range and
our operating incone margins in the 10.4%to 13.1% range

Growt h Strategy

The primary factors contributing to our net sales growh have been new store openings
conparabl e store net sales increases and nergers and acquisitions. From 1996 to 2000, net
sal es increased at a conpound annual growth rate of 26.2% and operating inconme, excluding
merger-related items, increased at a conmpound annual growth rate of 31.7% W expect that
future sales growth will come primarily from new store openings and, to a | esser degree
from conparabl e store net sales increases, including those attributable to expanded and
rel ocated stores. W expect to open approximtely 260 to 275 new stores and close 10 to 15
stores in 2001 and we expect our total gross square footage to increase 27%to 29% W
expect net sales to increase approximtely 19%in 2001 as conpared to 2000. CQur expected
net sales increase is |less than our gross square footage increase because net sal es per
gross square foot will decrease as we open nore of our larger format stores. Also
continued difficult econom c and consuner related conditions may |ikely reduce our net

sal es increases. Qur store openings will continue to be concentrated wi thin our existing
markets to take advantage of market opportunities, distribution efficiencies and field
managenent efficiencies. In addition, we also plan to enter selected new geographic

mar ket s.

We plan to continue our store expansion and relocation programto increase net sal es per
store and take advantage of market opportunities. In 2000, we added approximately 401, 000
gross square feet by expanding or relocating 98 stores. In 2001, we plan to expand or
rel ocate approxi mately 100 stores, adding approxi mately 400,000 gross square feet. W target
stores for expansion and rel ocation based on the current sales per square foot and changes in
mar ket opportunities. Stores targeted for relocation in 2001 are generally stores in the
2,500 to 3,000 square foot range

We have experienced significant sales growth over the last five years. Managi ng our
growt h has become nore conpl ex because we are now operating over 1,700 stores in 36 states
fromcoast to coast. W nmy not anticipate all the challenges that our expandi ng operations
will inmpose on our systenms. Qur sales growh and profitability depends on our ability to
increase our total store square footage and the capacity of our store support systens in a
profitable, tinely and efficient manner. To neet our aggressive growh plans, we nust supply
an increasing nunber of stores with the proper m x and vol une of merchandi se; successfully
add and operate |larger stores; hire, train and retain an increasing nunber of qualified
enpl oyees; open suitable store sites; and expand and upgrade our distribution centers and
internal store support systens on a tight time schedule. W may not nmeet our targets for
openi ng new stores and expandi ng profitably.



In the past five years, we added a total of 371 stores through three | arge nmergers and
several snmll acquisitions. Qur acquisition strategy has been to target conpanies with a
simlar single price point concept that have shown success in operations or provide a
strategi ¢ advantage. Although we do not have any current plans regarding potentia
acquisitions, we nay evaluate opportunities in our retail sector as they become avail able

Site Selection and Store Size

We maintain a disciplined, cost-sensitive approach to store site selection, favoring strip
shoppi ng centers. Since 1995, we have opened stores primarily in strip shopping centers
These stores typically require lower initial capital investnents and generate higher
operating margins than mall stores. Qur stores have been successful in metropolitan areas
m d-sized cities and snmall towns. We believe that our stores have a relatively small shopping
radi us, which allows us to profitably concentrate nmultiple stores in a single market. Qur
ability to open new stores I s dependent upon, anpng other factors, locating suitable sites
and negotiating favorable |ease terns.

We operate stores primarily ranging from 3,500 to 6,000 gross square feet. In addition to
openi ng our traditional stores, we continue to open nore of our |arger stores, which
generally range from 7,000 to 12,000 gross square feet. Stores with at |least 7,000 gross
square feet account for approximtely 22% of our store base as of Decenber 31, 2000. W
expect to open 165 to 175 of these larger stores during 2001. The range of our store sizes
allows us to target a particular location with a store that best suits that market. W view
the devel opnent of these |larger stores as a continuation of our core business

For nore information on retail locations and retail store |eases, see "Properties" on page
8

Mer chandi sing and Store Format

Merchandise Mix. CQur stores offer a wi de selection of core and changi ng products within
traditional variety store categories, including candy and food, housewares, seasonal goods
heal th and beauty care, toys, party goods, gifts, stationery and other consumer itens. The
actual itens and brands offered at any one time will vary. W have a core selection of
consunmabl e products such as househol d chemicals, paper and plastics, candy and food and
heal th and beauty care products that we target to have in stock at our stores continuously.
These products are generally available year-round in our distribution facilities for stores
to reorder as needed. Qur larger stores carry a greater variety and quantity of consummble
products than our smaller stores, particularly food, household chem cals and health and
beauty care products

We sell seasonal and inpulse itens and sel ected cl oseout merchandi se to add variety and
freshness to our core products and create an exciting shopping experience. Exanples of
seasonal goods include Easter gifts, summer toys and Hall oween and Christmas decorations. W
al so offer nane-brand cl oseout nerchandi se to suppl enent our merchandi se m x. In 2000
cl oseout nerchandi se represented | ess than 10% of our purchases and we woul d generally not
expect it to exceed 15% We also sell private |abel and regi onal brand goods that we believe
are conparable in quality but priced |ower than sinmlar goods with national name brands

Purchasing. We believe that our substantial buying power at the $1.00 price point
contributes to our successful purchasing strategy, which includes disciplined, targeted
mer chandi se margi n goals. We purchase merchandi se from nanufacturers, trading conpanies and
brokers. No vendor accounted for nore than 10% of total nerchandi se purchased in any of the
last five years. W frequently use new vendors to offer conpetitive, yet varied, product
sel ection and high value. We buy products on an order-by-order basis and have no materia
| ong-term purchase contracts or other assurances of continued product supply or guaranteed
product cost.

Qur purchasing strategy bal ances inported nmerchandi se and domestic products. W believe
i mported nerchandi se and domestic products each currently account for approxi mately one-half
of our purchases. Qur donestic products include nane-brand merchandi se from manufacturers
l'i ke Hershey's and Procter & Ganble and a variety of consunmabl e products, housewares and
paper and plastic goods. Qur domestic purchasing program has evol ved over the past few years
to include direct relationships with ma or manufacturers such as Col gate and Unil ever
Mer chandi se inported directly from overseas manufacturers and agents accounts for
approxi mately 40%to 45% of total purchases at retail. In addition, we believe that a smal
portion of the goods we purchase from donmestic vendors is inported. Wiile we do not expect to
increase inports significantly as a percentage of our merchandi se, our future success depends
on the continuing availability of inported merchandi se at favorable costs



I f Chinese or other inported nmerchandi se becomes nore expensive or unavail able, the
transition to alternative sources, which may be of lesser quality and nore expensive, may not
occur in time to meet our demands. A disruption in the flow of our inported nerchandi se or
an increase in the cost of this nerchandise may significantly decrease our net sales and
profits. On Cctober 10, 2000, the United States granted permanent normal trade relations to
China. Even with permanent normal trade relations, the United States could inpose punitive
trade sanctions on Chinese goods for a variety of reasons. Although no punitive inport
duties are currently inmposed, in the past, the United States Trade Representative has
threatened retaliatory sanctions equaling as nuch as 100% of the cost of some Chi nese goods

Visual Merchandising. The presentation and display of merchandise in our stores is
critical to conmunicating value to our custonmers and creating a nore exciting shopping
experience. Qur stores are attractively designed and create an inviting atnosphere for
shoppers by using bright lighting, vibrant colors, uniformdecorative signs, carpeting and
background nusic. Qur nerchandise fixtures include gondola shelving, slat walls, bins and
adj ustable gift displays, allowing us the flexibility to rearrange nerchandi se to feature
seasonal products. Some of these fixtures have been specifically designed for us, such as a
custom zed shelf display prompting our polyresin and porcelain gift products. Qur field
mer chandi si ng group, including regional merchandi se managers and store display coordinators
mai ntains a consistent visual presentation of nerchandi se throughout our stores. We believe
that our approach to visual nmerchandising results in high store traffic, high sales volune
and an environnment that encourages inpul se purchases. We rely on attractive exterior signs
and i n-store nerchandising for our advertising. We generally do not use other forns of
advertising, except in limted cases when pronpoting the opening of a new store

During 1999, we converted our 98 Cent Clearance Center stores to nore closely resenble
existing Dollar Tree stores, including changing all but one store nane to Dollar Tree. During
2000, we converted 20 of the 24 Only $One stores added in 1999. These conversions included
installing new checkouts and display fixtures and inproving store | ayouts and merchandi se
displays at all Only $One stores and changing the name from Only $One to Dol lar Tree at
sel ect stores. During 2000, we added shelving and display fixtures and we inproved store
Il ayouts and merchandi se displays in 11 of the Dollar Express stores. During the first three
quarters of 2001, we expect to upgrade 65 to 70 of the Dollar Express stores by addi ng
di splay fixtures, inmproving store |layouts and merchandi se di splays, installing new signs
installing new checkouts in some of the stores and changi ng each store name to Dol lar Tree

Mer chandi se Receiving and Distribution

Mer chandi se receiving and distribution are managed centrally from our corporate
headquarters, |ocated on the sane site as our Chesapeake, Virginia distribution center.
Mai ntaining a strong receiving and distribution systemis critical to our expansion and
ability to maintain a | ow cost operating structure

Substantially all of our inventory is shipped or picked up directly from suppliers and
delivered to our distribution centers, where the inventory is processed and then distributed
to our stores. The majority of our inventory is delivered to the stores by contract carriers.
We al so make deliveries to sone of our stores using our fleet of trucks. Mdst stores receive
weekly shipments of nerchandise fromdistribution centers based on their anticipated
inventory requirements for that week. We al so make nore frequent deliveries to sone stores
i ncluding nost Dol | ar Express stores. Many of our Dollar Tree stores require nore frequent
deliveries during the busy Christms season. For nore information on our distribution center
network, see "Properties" on page 8

I nventory Supply Chain

Begi nning in 1999, we eval uated our inventory supply chain processes to identify potentia
i mprovements. As a result, we initiated a supply chain nanagenment project that enconpasses
four nmjor conponents:

. pl anni ng for our merchandi se purchasing

. pur chasi ng nerchandi se and all ocating that nerchandi se throughout our distribution and
retail network

. obtaining current and detailed sales information froma group of representative stores
using a point-of-sale system and

. improving our ability to keep select merchandise in stock.

We believe the inplenentation of this project will inprove the efficiency of our supply
chai n managenment, inprove our nerchandise flow and hel p control costs.



In the first half of 2001, we will begin to test our point-of-sale systemin approximtely
10 stores. We then plan to install point-of-sale in up to 300 of our stores within
approximately 12 nmonths after we conplete the test phase. W expect that the point-of-sale
data will allow us to track sales by merchandi se category and geographic region and assist our
pl anning for future purchases of inventory. OQur supply chain managenent project is expected to
cost approximately $23.0 to $26.0 mllion in total, of which approxinmately $8.5 mllion was
expended through Decenmber 31, 2000

Conpetition

The retail industry is highly conpetitive and we expect conpetition to increase in the
future. Qur conpetitors include variety and di scount stores such as Dollar Ceneral, closeout
stores such as Odd Lots and Big Lots, mass nerchandi sers such as Wal Mart, and, to a |esser
extent, other fixed price retailers. W expect that our expansion plans, as well as the
expansi on plans of other fixed price retailers such as 99 Cents Only Stores based in Southern
California, will increasingly bring us into direct conpetition. Conpetition may al so
increase because there are no significant econom c barriers to other conpanies becom ng fixed
price retailers.

Tr ademar ks

We are the owners of federal service mark registrations for "Dollar Tree," the "Dollar
Tree" logo, "1 Dollar Tree" together with the related design, and "One Price...One Dollar." A
smal | nunber of our stores operate under the nane "Only One Dollar," for which we have not
obtained a service mark registration. We also own a concurrent use registration for "Dollar
Bill$" and the related | ogo. During 1997, we acquired the rights to use trade nanes
previ ously owned by Everything's A Dollar, a fornmer conpetitor in the $1.00 price point
I ndustry. Several trade nanes were included in the purchase, including the marks
"Everything's $1.00 We Mean Everything," "Everything's $1.00," the registration of which is
pendi ng, and "The Dollar Store." Wth the acquisition of the Only $One stores in 1999, we
became the owner of additional federal service mark registrations, including "Only One $1,"
and the stylized "Only $One," together with the related design. W also occasionally market
products under various private |abels but these brand names are not material to our
operations. Wth the acquisition of Dollar Express, we became the owner of the service marks
"Dol | ar Express" and "Dol | ar Expres$."

Seasonal ity

Historically we have experienced seasonal fluctuation in our net sales, operating income
and net inconme. W expect this trend to continue. See "Managenent's Discussion and Analysis
— Seasonality and Quarterly Fluctuations" on page 20

Enpl oyees

We enpl oyed approximately 6,700 full-tine and 19,500 part-time associ ates on Decenmber 31
2000. The nunber of part-time associates fluctuates dependi ng on seasonal needs. Except the
truck drivers for the Phil adel phia distribution center, none of our associates are
represented by a | abor union. The Teansters have attenpted to organi ze our associates at our
Chesapeake, Chicago and Phil adel phia distribution centers on several occasions, and we expect
their efforts to continue. W consider our relationship with our associates to be good, and
we have not experienced significant interruptions of operations due to |abor disagreenents

Item 2. PROPERTI ES
Stores

As of Decenber 31, 2000, we operated 1,729 stores in 36 states. The followi ng table
presents a sumary of our growth by region for the past three years (nunber represents stores
open as of the date indicated)

Decenber 31,

2000 1999 1998

Southeast......................... 526 466 415
Mdwest............ ... 403 362 309
Md-Atlantic...................... 387 353 313
Southcentral ...................... 125 99 68
Northeast ........................ 180 150 114
MBSt . o 108 77 66
Total ........... .. .. ... .. .... 1,729 1,507 1,285




Qur stores in the West average approximtely 12,400 gross square feet conpared to our
other stores, which average approxi mately 5,200 gross square feet.

We currently | ease our existing stores and expect this policy to continue as we expand.
Qur | eases typically provide for a short initial |ease termand give us the option to extend.
We believe this leasing strategy enhances our flexibility to pursue various expansion and
rel ocati on opportunities resulting from changi ng market conditions

As current |eases expire, we believe that we will be able either to obtain | ease renewal s
if desired, for present store |ocations, or to obtain |eases for equival ent or better
locations in the sane general area. To date, we have not experienced difficulty in either
renewi ng | eases for existing |ocations or securing |l eases for suitable |ocations for new
stores. Many of our leases contain provisions with which we do not conply, including
provisions requiring us to advertise or insure store property, prohibiting us from operating
another store within a specified radius and restricting the sale of |easehold inprovenents.
We believe that the violation of these provisions will not have a material adverse effect on
our business or financial position because we generally mmintain good relations wth our
I andl ords and are a val ued tenant.

Di stribution Centers
The followi ng table includes information about the distribution centers that we currently

operate. We believe our operational distribution centers can support a total of approximtely
$2.3 billion in annual retail sales

Size In
Locati on Oown/ Lease Lease Expires Squar e Feet

Chesapeake, Virginia Oonn N A 400, 000

Oive Branch, M ssissippi Oomn N A 425, 000
June 2005,

Chicago, Illinois area Lease wi th options 250, 000
to renew

St ockton, California Lease Mar ch 2006 317,000

Phi | adel phi a, Pennsyl vani a Lease Decenber 2002 200, 000

Savannah, Ceorgi a Lease Mar ch 2006 600, 000

I'n addition to our distribution centers noted above, during the past several years we have
used off-site facilities to accommpdate |arge quantities of seasonal merchandise

We have | eased a 600,000 square foot distribution center being constructed in Briar Creek
Pennsyl vani a. We expect it to be operational in early 2002. W believe that when this new

facility is fully operational, our distribution network will support annual sales up to $2.9
billion. The Briar Creek distribution center will replace our Philadel phia distribution
center and 83,000 square foot office and warehouse, the lease for which expires in Apri
2001. When the | ease expires, the office and warehouse facility will be |leased on a nmonth-to-

nmont h basis until the Briar Creek distribution center is operational

Ef fective March 12, 2001, we entered into an operating |lease facility for $165 mllion, of
which $93 mllion was committed to our existing Stockton, Briar Creek and Savannah
distribution centers. Qur existing distribution center operating | ease agreenents for
Stockton, Briar Creek and Savannah were replaced with this facility. The term nation date of
this operating lease facility is March 12, 2006. As a result, the |ease expiration date for
the Stockton, Briar Creek and Savannah distribution centers is now March 12, 2006. The |ease
facility, anmong other things, requires the maintenance of certain specified financial ratios
restricts the paynment of certain distributions and linmts certain types of debt we can incur.

The Chesapeake, O ive Branch and Savannah distribution centers contain, and the Bri ar
Creek distribution center will contain, advanced materials handling technol ogies, including
an automated conveyor and sorting system radio-frequency inventory tracking equi pment and
speci alized information systenms. Beginning in March 2001, we plan to expand and autonmate the
Stockton distribution center. The automation and expansion is expected to be conplete in the
first quarter of 2002 and will increase the facility to 525,000 square feet. The Chicago and
Phi | adel phia distribution centers are not automated and there are no plans to automate these
facilities.



Over the past several years, we have replaced certain distribution centers for which we
are liable for future rents as detailed in the table bel ow

Year Subl ease
Locati on Facility Repl aced Repl aced Lease Expires Expires
Chesapeake, Virginia Norfolk, Virginia 1998 December 2009 February
2008
Aa'ive Branch, Menphi s, Tennessee 1999 Sept ember 2005 March 2002
M ssi ssi ppi
Stockton, California Sacranmento, California 2000 June 2008 June 2008

For more information on our liability for future rents and rel ated costs, see
"Managenent's Discussion and Analysis-Inflation and Other Econom c Factors" on page 20.

Item 3. LEGAL PROCEEDI NGS

We are defendants in ordinary routine litigation and proceedings incidental to our
business. Fromtime to time, the Consuner Products Safety Conmi ssion requires us to recall
products. We are currently in the process of recalling one product. On several occasions,
products we sold have been alleged to cause injuries, but there are no pending or threatened
Injury clainms. Some products we sold have also been alleged to infringe the intellectual
property rights of others. We are currently defending clains by parties who have all eged that
products we sold violated their intellectual property rights. W do not believe that any of
these matters are individually or in the aggregate material to us.

Item 4. SUBM SSION OF MATTERS TO A VOTE OF SECURI TY HOLDERS

No matters were submtted to a vote of security holders during the fourth quarter of our
2000 cal endar year.

PART 11
Iltem 5. MARKET FOR REG STRANT' S COMVON EQUI TY AND RELATED STOCKHOLDER MATTERS
Qur common stock has been traded on The Nasdag Stock Market® under the synmbol "DLTR' since
our initial public offering on March 6, 1995. The foll owi ng table gives the high and | ow

sal es prices of our commpn stock as reported by the Nasdaq for the periods indicated,
restated to reflect a 3-for-2 stock split effected as a stock dividend in June 2000.

Hi gh Low

1999:

First Quarter...... ... ... $ 32.83 $ 20.50
Second QuUart er. . ...t e 29. 33 19.17
Third Quarter. . ... ... e e 31.00 21.67
Fourth Quarter....... ... .. ... 34. 83 23.00
2000:

First Quarter...... ... ... $ 36.33 $ 20.83
Second QuUart er. . ...t e 43.21 31.00
Third Quarter. . ... ... e e 48. 25 37.75
Fourth Quarter....... ... .. ... 44.00 18. 69

On March 23, 2001, the last reported sale price for our conmon stock as quoted by Nasdaq
was $17.56 per share. As of March 23, 2001, we had approxi mately 500 sharehol ders of record.

We anticipate that all of our incone in the foreseeable future will be retained for the
devel opment and expansi on of our business and the repaynent of indebtedness. Managenent does
not anticipate paying dividends on our conmon stock in the foreseeable future. In addition,
our credit facilities contain financial covenants that restrict our ability to pay cash
di vi dends.
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Item 6. SELECTED FI NANCI AL DATA
(Dol lars in thousands, except per share data and net sales per gross square foot data)

The followi ng table presents a summary of our selected financial data for the last five
cal endar years. The sel ected inconme statenment and bal ance sheet data for the years ended
December 31, 2000, 1999 and 1998 have been derived from our consolidated financial statenents
that have been audited by our independent certified public accountants. In addition, the
sel ected incone statenent data for the year ended 1997 has been derived from our consolidated
incone statement that has been audited by our independent certified public accountants. This
informati on should be read in conjunction with the consolidated financial statements and
rel ated notes, "Managenment's Discussion and Analysis of Financial Condition and Results of
Operations" and our financial information found el sewhere in this report. The selected
bal ance sheet data for the year ended Decenber 31, 1997 and the selected incone statenment and
bal ance sheet data for the year ended December 31, 1996 have been derived from our unaudited
consol i dated financial statenments, which have been prepared on the sane basis as the audited
consol i dated financial statenents. As required by pooling-of-interests accounting, the
financial information and operating data of Dollar Tree and our past nerger partners, Dollar
Express, Only $One and 98 Cent Cl earance Center, have been conbined and restated as of the
begi nning of the earliest period presented

For 2000, the extraordinary loss represents the wite-off of deferred financing costs in
connection with early retirement of the Dollar Express outstandi ng debt

For 2000, operating incone was reduced by $4,366, and net incone was reduced by $3, 134 for
charges related to the Dollar Express merger. For 1999, operating income was reduced by
$1, 050, and net income was reduced by $792, for charges related to the Only $One nerger. For
1998, operating income was reduced by $5,325, and net income was reduced by $4,201, for
charges related to the 98 Cent Cl earance Center merger

Dol | ar Express and Only $One were treated as S corporations for federal and state incone
tax purposes through February 4, 1999 and June 29, 1999, respectively. As a result, their
income was taxable to their sharehol ders t hrough those dates. Accordingly, our pro form
incone statement data reflects the pro forma increase in our C corporation federal and state
income tax expense, which would have occurred had these conpanies been taxed as C
corporations for the entire periods presented

I'n our nerger with Dollar Express in May 2000, the outstanding preferred stock of Dollar
Express was converted to common stock. Pro forma diluted net income per common share woul d
have been $0.96 for the year ended Decenber 31, 1999 if the conversion of preferred stock had
taken place on February 5, 1999, the date when the preferred stock was originally issued.

Thi s cal cul ation gives effect to an adj ustnent that increases net incone available to common
sharehol ders by $7,409 to elinmnate the charge for accrued preferred stock dividends and
accretion of preferred stock and warrants for the year ended Decenber 31, 1999. In addition
if the conversion had taken place on February 5, 1999, the wei ghted average number of conmon
shares and potential dilutive comon shares outstanding would have increased by 2,795, 000
shares for the year ended Decenber 31, 1999

Conparabl e store net sales conpare net sales for stores open throughout each of the two

periods being conpared, including expanded and relocated stores. Net sales per store and net
sal es per square foot are calculated for stores open throughout the period presented
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I ncome Statenment Data:

Net sales ........ .. ... . ... ...
Cost of sales ........................
Merger-related costs .................

Gross profit

Sel l'i ng, genera
expenses
Operating expenses
Mer ger-rel ated expenses
Depreci ation and anortization

and adm nistrative

Operating income .....................
Interest income ......................
Interest expense .....................

I ncome before income taxes ...........
Provision for income taxes ...........

Incone before extraordinary item.....
Loss on debt extinguishnment, net of
tax benefit of $242 ................

Net income ............ ...,

Preferred stock dividends and
accretion

Net inconme avail able to conmon
shar ehol ders

Pro Forma I ncone Statenent Data:

Net income avail able to comon
shar ehol ders

Adj ust ment for
t axes

C corporation incone

Pro forma net income available to
common shar ehol ders

Pro forma basic net incone per common
share . ... ... ..
Pro forma diluted net income per
common share
Wei ght ed aver age number of conmon
shares outstanding, in thousands ...
Wei ght ed average number of conmon
shares and dilutive potential conmmon
shares outstanding, in thousands ...

Sel ected Operating Data:
Nunber of stores open at

end of period
Total gross square footage

in thousands
Net sales growth .....................
Conpar abl e store net sales increase ..
Net sales per store..................
Net sal es per gross square foot

Bal ance Sheet Data
Wor ki ng capita
Total assets
Total debt
Mandatorily redeemabl e preferred

st ock
Shar ehol ders

Year Ended Decenber 31

2000 1999 1998 1997 1996
$1, 688,105 $1,351,820 $1,073, 886 $847, 830 $665, 802
1,063, 416 854, 124 681, 387 551, 926 435, 446
1,100 443 1,301 - - - -
623, 589 497, 253 391, 198 295, 904 230, 356
375, 316 290, 241 234, 197 189, 060 148, 785
3, 266 607 4,024 -- .-
41,971 30, 809 22,463 16, 017 12, 607
420, 553 321, 657 260, 684 205, 077 161, 392
203, 036 175, 596 130, 514 90, 827 68, 964
4,266 1,743 604 145 119
(7,817) (7,429) (5,217) (3,831) (5,868)
199, 485 169, 910 125, 901 87, 141 63, 215
77,476 63, 333 44,583 31,323 22,284
122, 009 106, 577 81, 318 55, 818 40, 931
387 - - - - - - - -
121, 622 106, 577 81, 318 55, 818 40, 931
1,413 7,027 - - - - - -
$_ 120,209 $ 99.550 $ 81, 318 $ 55,818 $ 40,931
$ 120,209 % 99,550 $ 81, 318 $ 55, 818 $ 40,931
- - 505 4,804 2,279 2,163
$_ 120,209 $ 99.045 $ 76,514 $ 53,539 $ 38,768
$ 1.16 $ 1.01 % 0.79 $ 0.55 $ 0.41
$ 1.08 % 0.92 $ 0.71 $ 0.50 $ 0. 37
103, 972 98, 435 97, 454 96, 747 94, 830
111, 809 107, 960 107, 115 106, 149 103, 919
1,729 1, 507 1, 285 1, 059 888
9, 832 7,638 6, 051 4,793 3,810
24. 9% 25. 9% 26. 7% 27. 3% 51. 6%
5. 7% 5. 0% 6. 5% 6. 9% 5. 9%
$ 1,014 $ 939 $ 902 $ 851 $ 784
$ 189 $ 196 $ 200 $ 198 $ 200

As of Decenber 31,

2000 1999 1998 1997 1996
$ 303,596 $ 226,707 $ 124,758 $ 70,521 $ 32,518
746, 859 611, 233 436, 768 328, 282 217, 370
71,730 108, 773 53, 759 42,622 13, 059
-- 35,171 -- -- --
518, 658 316, 238 262,575 173, 290 116, 651
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Item 7. MANAGEMENT' S DI SCUSSI ON AND ANALYSI S OF FI NANCI AL CONDI TI ON AND RESULTS OF
OPERATI ONS

Key Events and Recent Devel opnents

Several key events have had or are expected to have a significant effect on our results of
operations. You should keep in mnd that:

. In August 2000, we anended an existing distribution center operating | ease agreenent
to facilitate construction of a 600,000 square foot distribution center in Briar
Creek, Pennsylvania. W plan to begin operating this facility in the first quarter of
2002

. In May 2000, we nerged with Dollar Express and issued or reserved 9,000,000 shares of
our conmon stock in exchange for Dollar Express's outstanding stock and options
Dol | ar Express operated 132 stores primarily in the Md-Atlantic region

. I'n January 2000, we entered into an operating |ease for a new 600,000 square foot
di stribution center, which was constructed in Savannah, Georgia. W began shi pping
fromthis facility in February 2001.

. Also in January 2000, we opened a new 317,000 square foot distribution center in
Stockton, California, which replaced our Sacramento, California facility.

. I'n June 1999, we nerged with Only $One, issuing 752,400 shares of our common stock in
exchange for Only $One's outstanding stock. Only $One operated 24 stores in centra
and upstate New York.

. In January 1999, we opened a new 425,000 square foot distribution center in Oive
Branch, M ssissippi, which replaced our Menphis, Tennessee facility.

. In Decenber 1998, we nmerged with 98 Cent Clearance Center. We reserved or issued
approxi mately 3,228,000 shares of our conmon stock in exchange for 98 Cent Cl earance
Center's outstandi ng stock and options. 98 Cent Clearance Center operated 66 stores in
northern and central California and Nevada

We accounted for the Dollar Express, Only $One and 98 Cent Cl earance Center nergers as
poolings of interest. As a result, all financial and operational data assune that Doll ar
Express, Only $One and 98 Cent Cl earance Center had each been a part of Dollar Tree
t hroughout all periods presented. For each period presented, the outstanding Dollar Express
Only $One and 98 Cent Cl earance Center shares of stock have been converted into Dollar Tree
shares based on the exchange ratios used in each merger

Resul ts of Operations

Qur net sales derive fromthe sale of merchandise. Two nmjor factors tend to affect our
net sales trends. First is our success at opening new stores or adding new stores through
mergers or acquisitions. Second, sales change at our existing stores fromone year to the
next. We refer to this as a change in conparable store net sales, because we conpare only
those stores that are open throughout both of the periods being conmpared. We include expanded
or relocated stores in the calculation of conparable store net sales, which causes our
conparabl e store net sales increases or decreases to appear nore favorable.

Most retailers can increase the price of their merchandise in order to increase their
conparabl e store net sales. As a fixed price retailer, we do not have the ability to raise
our prices. Cenerally, our conparable store net sales will increase only if we sell nore
mer chandi se. In 1999, we increased the price point in the sixty-six 98 Cent Cl earance Center
stores from $0.98 to $1.00. This had only a m nor inpact on our conparable store net sales
We believe that future conparable store net sales increases, if any, will be |lower than those
we have experienced in the past.

We anticipate that our future net sales growh will cone nostly from new store openings
We added 222 stores in 2000 and plan to add 250 to 260 stores in 2001. W al so expect our
average store size to increase in 2001, which we believe will result in a decrease in our net
sal es per gross square foot. O our expected gross square footage increase in 2001 of 27%to
29% (or 2.6 million to 2.8 mllion gross square feet), approxi mately 400,000 square feet wll
come from expanded or relocated stores

I ncreases in expenses could negatively inmpact our operating results because we cannot pass

on increased expenses to our custoners by increasing our merchandise price. Consequently, our
future success depends in large part on our ability to control our costs
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The followi ng table expresses itens fromour incone statenent as a percentage of net
sal es:

Year Ended Decenber 31,
1

2000 1999 998
Net sal es..... ... 100. 0% 100. 0% 100. 0%
Cost of sales........ ... . . . i 63.0 63. 2 63.5
Merger-related costs......... ... ... .. 0.1 -- 0.1
Gross profit............ e P 36.9 36.8 36.4
Sel ling, general and adm nistrative expenses:
Operating exXpenses . ..........ouuuunnenn.. 22.2 21.5 21.8
Merger-rel ated expenses ................... 0.2 -- 0.4
Depreciation and anortization............. 2.5 2.3 2.0
Total . ... .. . .. 24.9 23.8 24.2
Operating iNCOME. ... ... e 12.0 13.0 12.2
Interest inCome......... ... ... .. 0.3 0.1 0.1
Interest exXpense. ... ....... ... (0.5) (0.5) (0.6)
Income before income taxes...................... 11.8 12.6 11.7
Provision for income taxes...................... 4.6 4.7 4.1

Net i NCOMB. ... .. e e 7.2% 7.9% 7.6%
2000 Compared to 1999

Net Sales. Net sales increased 24.9%to $1,688.1 mllion for 2000 from $1,351.8 mllion
for 1999. We attribute this $336.3 mllion increase in net sales to two factors:

. Approximately 79% of the increase came from stores opened in 2000 and 1999, which are
not included in our conparable store net sales cal cul ation.

. Approxi mately 21% of the increase came from conparabl e store net sales increases.
Conpar abl e store net sales increased 5.7% during 2000.

We believe conparable store net sales increased because:
. We expanded and rel ocated stores.

. We i mproved the m x of our nerchandi se, offering nore consumabl e products as a
conponent of our donestic nmerchandi se.

. The Easter selling season was |onger in 2000 conpared to 1999.

. Customers purchased a hi gher average number of items per visit, and we had nore
custonmer visits.

We opened 233 new stores and closed 11 stores during 2000, conpared to 227 new stores
opened and five stores closed the previous year. W added 28. 7% to our total store square
footage in 2000 conpared to 26.2%1n 1999. O the 2.2 mllion, or 28.7% increase in gross
square footage in 2000, approximtely 400,000 gross square feet was added by expandi ng and
relocating existing stores.

Gross Profit. Goss profit increased $126.3 million, or 25.4% in 2000 as conpared to our
gross profit in 1999. Qur gross profit margin increased to 36.9% in 2000 from 36.8% in 1999.
Excluding nerger-rel ated costs, gross profit margin increased to 37.0% in 2000 conpared to
36.8%in 1999. Particular changes affecting our gross profit margin in 2000 included:

. We believe our buying power with nerchandi se vendors increased because of our
increased sales, which in turn | owered our overall merchandi se costs expressed as a
percent age of net sales.

. Qur freight costs increased primarily as a result of our changing nmerchandi se m x and
an increase in donmestic fuel costs. The changing nerchandi se m x, which included an
increase in consumabl e nerchandi se as a percentage of our donestic nerchandise,
required nore shipnments to deliver the same anpbunt of merchandise in 2000 as conpared
to 1999.
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. In 2000, we purchased a slightly higher percentage of imports, which generally cost
| ess than domestic products, and sales of these goods inproved our gross profit margin
for the year

We will have difficulty maintaining our historical gross profit margins in 2001 and future
years as we refine our merchandise mx to include a higher proportion of consumabl e
mer chandi se, which typically carry a |lower gross profit margin, open nore of the |arger
stores and continue to absorb higher costs

Selling, General and Administrative Expenses. Selling, general and adm nistrative
expenses increased $98.9 nmillion, or 30.7% in 2000 conpared to 1999. As a percentage of net
sal es, selling, general and adm nistrative expenses increased to 24.9% in 2000 conpared to
23.8% in 1999. Excluding expenses related to the Dollar Express nmerger in 2000, selling
general and administrative expenses increased as a percentage of net sales to 24. 7% conpar ed
to 23.8%in 1999. This increase is primarily the result of a loss of |everage during the
important fourth quarter selling season, non-recurring Dollar Express expenses of
approxi mately $3.3 million and an increase in our worker’s conpensation and general liability
accruals resulting froma change in our estimates. The $3.3 mllion in non-recurring Doll ar
Express expenses primarily includes

. accrual of tax liabilities
. training Dollar Express store personnel on new systens, policies and procedures
. conducting physical inventories of Dollar Express stores; and
. i mproving benefits and paying transitional salaries

Expressed as a percentage of net sales, depreciation and anortization increased to 2.5%in
2000 from2.3%in 1999, a total increase of $11.2 million. The increase as a percentage of
net sales was primarily due to approximately $1.4 mllion of accelerated depreciation related
to Dollar Express's store equi pment and war ehouse nmanagenent system We replaced the Doll ar
Express warehouse managenent systemin January 2001 with our own, which we believe wll
increase the visibility of merchandi se in our Philadel phia distribution center and inprove
mer chandi se fl ow and our store ordering system

We estimate that Dol |l ar Express was approxi mately $0.04 dilutive to our diluted earnings
per share in 2000, excluding nmerger-related itens.

Leveragi ng our selling, general and administrative expenses will beconme increasingly
difficult because we expect to incur difficulties in maintaining our historical conparable
store net sales increases, especially in the first half of 2001.

Operating Income. Qur operating incone increased $27.4 million, or 15.6% in 2000 as
conpared to 1999. As a percentage of net sales, operating incone decreased to 12.0% in 2000
conpared to 13.0%in 1999. Excluding nerger-related items, operating income increased to
$207.4 million in 2000 from $176.6 mllion in 1999 and decreased as a percentage of net sales
to 12.3% from 13. 1% This decrease was due to increased operating expenses, as a percentage
of net sales, partially offset by inproved gross profit margin as discussed above

Interest Income and Expense. Interest incone increased $2.6 mllion to $4.3 mllion in
2000 from$1.7 mllion in 1999. The increase resulted from higher |evels of cash and cash
equi val ents in 2000 conpared to 1999. Interest expense increased $0.4 million to $7.8 mllion
in 2000 from$7.4 mllion in 1999. Interest expense increased because we incurred interest
on the sal e-1 easeback transaction for the entire year in 2000 conpared to only three nonths
in 1999. This increase was partially offset by the decrease in interest on the revol ving
credit facility and termloan paid off in May 2000

Income Taxes. CQur effective tax rate increased to 38.8% for the year ended Decenber 31,
2000 from 37.3% for the year ended Decenmber 31, 1999 because the 1999 rate included a benefit
of approximately 1.3% as a percentage of incone before taxes, related to Dollar Express's
conversion froman S to C corporation and 0.3% related to the non-taxable S corporation
income of Only $One in the first half of 1999

1999 Compared to 1998

Net Sales. Net sales increased 25.9%to $1,351.8 mllion for 1999 from $1,073.9 mllion
for 1998. We attribute this $277.9 million increase in net sales to two factors

. Approxi mately 82% of the increase cane from stores opened in 1999 and 1998, which are
not included in our conparable store net sales cal cul ation

. Approxi mately 18% of the increase came from conparable store net sales growth
Conpar abl e store net sales increased 5.0% during 1999
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We believe conparable store net sales increased because:

. We i nproved the m x of our nerchandise, with a slightly higher enphasis on consunmbl e
products.

. Thr oughout 1999, we changed the nmerchandise m x at the 98 Cent Cl earance Center stores
to nore closely resenble the m x at our existing Dollar Tree stores.

. We expanded and rel ocated stores.

. Custonmers purchased a higher average nunber of items per visit, and we had nore
customer visits.

We opened 227 new stores and closed five stores during 1999, conpared to 234 new stores
opened and ei ght stores closed the previous year. The new 1999 stores include four that we
acquired froma snall dollar store operator. W added 26.2%to our total square footage in
each of 1999 and 1998.

Gross Profit. Goss profit increased $106.1 million, or 27.1% in 1999 as conpared to our
gross profit in 1998. Qur gross profit margin increased to 36.8%in 1999 from 36.4% in 1998.
Particul ar changes affecting our gross profit margin in 1999 included:

. We believe our buying power with nerchandi se vendors increased because of our
increased sales, which in turn | owered our overall merchandi se costs expressed as a
percent age of net sales.

. CQur distribution costs were lower as a percentage of net sales due to efficiencies at
our Chesapeake and O ive Branch distribution centers.

. We experienced higher freight costs because of the increase in the trans-Pacific
shipping rates that took effect in May 1999. Excluding the effect on Dollar Express,
we estimate that the inpact of these higher shipping rates on our business was
approxi mately $5.0 mllion in 1999.

. I'n 1999, we purchased a slightly higher percentage of imports, which generally cost
|l ess than domestic products, and sales of these goods inproved our gross profit margin
for the year.

Selling, General and Administrative Expenses. Selling, general and adm nistrative
expenses increased $61.0 million, or 23.4% in 1999 conpared to 1998. As a percentage of net
sal es, selling, general and adm nistrative expenses decreased to 23.8% in 1999 conpared to
24. 2% in 1998. Excluding expenses related to the 98 Cent Clearance Center nmerger in 1998,
selling, general and adnministrative expenses renmained constant as a percentage of net sales
at 23.8% in both 1999 and 1998. Expressed as a percentage of net sales, depreciation and
anortization increased to 2.3%in 1999 from2.0%in 1998, a total increase of $8.3 nillion.
This percentage increase resulted primarily from depreciation related to the Oive Branch
distribution facility.

During 1999, we recorded a $1.3 million charge in selling, general and adm nistrative
expenses for remaining paynents on our closed Sacramento distribution facility. This |ease
l oss accrual is adjusted quarterly based on changes in market conditions.

Operating Income. Qur operating incone increased $45.1 million, or 34.5% in 1999 as
conpared to 1998. As a percentage of net sales, operating incone increased to 13.0%in 1999
conpared to 12.2%in 1998. Excluding nerger-related items, operating income increased to
$176.6 mllion in 1999 from $135.8 nmillion in 1998 and increased as a percentage of net sales
to 13.0% from 12. 7% These increases were attributable to our inproved gross profit nmargin
di scussed above.

Interest Income and Expense. Interest incone increased $1.1 mllion to $1.7 mllion in
1999 from $0.6 mllion in 1998. The increase resulted from higher |levels of cash and cash
equi val ents in 1999 conpared to 1998. Interest expense increased $2.2 million to $7.4 million
in 1999 from$5.2 mllion in 1998. The increase resulted fromthe termloan entered into by

Dol | ar Express in February 1999 and accretion of the commopn stock put warrants of Dollar
Express to redenption value. The common stock put warrants were termnated in connection with
the consunmmation of the nmerger with Dollar Express.
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Income Taxes. Qur effective tax rate increased to 37.3% for the year ended Decenber
31, 1999 from 35.4% for the year ended Decenber 31, 1998 because Dol | ar Express was not
subject to corporate-level income taxes before its conversion froman S to C corporation on
February 5, 1999. This increase was partially offset by a $2.2 mllion deferred tax benefit
recorded in connection with its conversion froman S to C corporation for income tax
pur poses

Li quidity and Capital Resources
Overvi ew

Qur business requires capital to open new stores and operate existing stores. Qur working
capital requirenents for existing stores are seasonal and usually reach their peak in the
mont hs of Septenber and October. Historically, we have satisfied our seasonal working capita
requirements for existing stores and funded our store opening and relocation and expansion
prograns frominternally generated funds and borrowi ngs under our credit facilities

The follow ng table conpares cash-related information for the years ended December 31
2000, 1999 and 1998

YEAR ENDED DECEMBER 31,

2000 1999 1998
(in mllions)
Net cash provided by (used in):
Operating activities.............. ... ..., $ 107.7 $ 128.6 $ 85.5
Investing activities........... .. ... ... ..... (94.8) (55.2) (57.0)
Financing activities........... ... ... ... ... (12.9) 23.5 7.3
The $20.9 mllion decrease in cash provided by operating activities in 2000 was caused

primarily by the decrease in fourth quarter operating results as conpared to 1999. This
resulted in a carry over of approximately 5% more of our fourth quarter seasonal nerchandi se
as conpared to 1999

Cash used in investing activities is generally expended to open new stores. The
$39.6 million increase in investing activities was primarily due to an increase in
capital expenditures for the year 2000 conpared to the sanme period in 1999 as a result
of the follow ng:

. an increase in the nunmber of new stores opened and the average size of those
stores in 2000

. an increase in the nunmber of relocations and expansions

. t he expansion of the Store Support Center

. i mprovenment in our supply chain processes; and
. installation of new registers and back-office equi pment in the Dollar Express
stores.
The $36.4 m|lion decrease in cash provided by (used in) financing activities was

primarily the result of the follow ng

. We did not receive any proceeds fromthe issuance of equity, excluding stock-
based compensation plans, in 2000 conpared to the $32.2 mllion received in
1999 related to the issuance of Dollar Express's preferred stock and conmon
stock put warrants

. We made net repaynents of approximately $34.2 mllion in 2000 due to repaynent
of Dollar Express's termloan and revolving credit facility and the first
princi pal paynment on the senior notes. |In 1999, we had net borrow ngs of
approxi mately $23.0 mllion related primarily to draw downs on Dol |l ar
Express's termloan and revolving credit facility.

. We received $15.8 mllion nore cash pursuant to stock-based conpensation plans
in 2000 conpared to 1999 because of increased stock option exercises

. We did not pay any distributions in 2000 conpared to the $61.0 nillion of
distributions paid in the first nine nonths of 1999 to the forner sharehol ders
of Dollar Express and Only $One

. We received $21.6 million related to the sal e-|l easeback transaction in 1999
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At Decenber 31, 2000, our borrow ngs under our bank facilities, senior notes and bonds
were $43.0 million and we had an additional $135.0 million avail able under our bank facility.
Of the anpunt avail able, approximtely $71.0 mllion was committed to letters of credit
i ssued for the routine purchase of inported nerchandise

Fundi ng Requi rements
We expect to add approximately 250 to 260 stores in 2001. In 2000, the average investnent

per new store, including capital expenditures, initial inventory and pre-opening costs, was
as follows:

Nunber of Stores Aver age
Store Type Opened I nvest mnent per Store

Traditional stores 117 $ 211, 000

Larger stores 116 333, 000

Al'l stores 233 272,000
We expect our cash needs for opening new stores in 2001, including approximately 165 to 175
of the larger format stores, to total approximately $89.7 million. W have budgeted
approxi mately $53.5 mllion for capital expenditures and $36.2 million for initial inventory
and pre-opening costs. OQur total planned capital expenditures for 2001 are approxi mately
$114.7 million, including planned expenditures for new, expanded and relocated stores

investnments in our supply chain processes, additional equiprment for the distribution centers
and renodel i ng and upgradi ng nany of the Dollar Express stores. W believe that we can
adequately fund our planned capital expenditures and working capital requirenments for the
next few years from net cash provided by operations and borrow ngs under our credit facility.

Bank Credit Facilities. During Septenber 1996, we entered into an amended and restated
credit agreement with our banks, which currently provides for a $135.0 million unsecured
revolving credit facility to be used for working capital, letters of credit and devel opnent
needs, bearing interest at the agent bank's prine rate or LIBOR plus a spread, at our option.
As of Decenber 31, 2000, the interest rate was approximately 7.1% The credit agreenent,
anong other things, requires the naintenance of specified ratios, restricts the paynents of
cash dividends and other distributions and limts the amount of debt we can incur. The
facility terminates on May 31, 2002. Dollar Express's forner credit facility was paid in ful
after the consummati on of the nerger on May 5, 2000

Ef fective March 12, 2001, we entered into a new revolving credit facility with our banks
whi ch provides for a $50.0 million unsecured revolving credit facility to be used for working
capital bearing interest at the agent bank’s prinme rate or LIBOR plus a spread, at our
option. The credit agreenent, anobng other things, requires the maintenance of specified
ratios, restricts the paynments of certain distributions and limts certain types of debt we
can incur. The facility term nates on March 11, 2002

Al so, effective March 12, 2001, we entered into a Letter of Credit Reinmbursenent and
Security Agreement, which provides $125.0 mllion for letters of credit, which are generally
issued in relation to the routine purchase of inmported nerchandise

Operating Lease Agreements. We have entered into operating |eases for three of our
distribution centers. Under these agreenents, the lessor is required to purchase the
property, pay for the construction costs and |ease the facility to us. The follow ng table
includes information related to these operating | eases

Oper ati ng
Locati on Lease Anpunt Lease Begins Lease Expires
Stockton, California $58.0 mllion June 1999 March 2006
Bri ar Creek, Pennsylvania
Savannah, Ceorgi a $35.0 mllion January 2000 March 2006

I n August 2000, we anmended our existing operating |ease agreenent related to our Stockton
distribution center. W increased the agreenent to $58.0 nmillion to facilitate the
construction of a new $40.0 nmillion distribution center in Briar Creek, Pennsylvania
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On September 8, 2000, we entered into a $10.0 mllion interest rate swap agreement to
manage the risk associated with interest rate fluctuations on a portion of our Stockton
distribution center | ease. The swap creates the econom c equivalent of a fixed rate | ease by
converting the variable interest rate to a fixed rate. Under this agreenent, we pay interest
to a financial institution at a fixed rate of 6.45% In exchange, the financial Institution
pays us at a variable interest rate, which approxinmtes the floating rate on the |ease
agreenment, excluding the credit spread. The interest rate on the swap is subject to
adj ustnent nonthly. No payments are made by either party under the swap for nmonthly periods
with an established interest rate greater than 7.41% The swap is effective through June
2004, but it may be canceled by the bank or us and settled for the fair value of the swap as
determ ned by market rates. The fair value of this swap at Decenber 31, 2000 was
approxi mately ($0.2) mllion.

On Decenber 20, 2000, we entered into a $5.0 mllion interest rate swap agreenment to
manage the risk associated with interest rate fluctuations on a portion of our Stockton
distribution center |ease. Under this agreement, we pay interest to a financial institution
at a fixed rate of 5.83% |In exchange, the financial institution pays us at a variable
interest rate, which approximtes the floating rate on the | ease agreenent, excluding the
credit spread. The interest rate on the swap is subject to adjustnment nmonthly. No paynents
are made by either party under the swap for nonthly periods with an established interest rate
greater than 7.41% The swap is effective through June 2004, but it may be cancel ed by the
bank or us and settled for the fair value of the swap as determ ned by narket rates. The
fair value of this swap at Decenber 31, 2000 was approximately ($15, 000)

Ef fective March 12, 2001, we entered into an operating lease facility for $165.0 mllion
of which approximately $93 million was commtted to our existing Stockton, Briar Creek and
Savannah distribution centers. Qur existing distribution center operating | ease agreements
for Stockton, Briar Creek and Savannah were replaced with this facility. The term nation
date of this operating lease facility is March 2006. As a result, the | ease expiration date
for the Stockton, Briar Creek and Savannah distribution centers is now March 2006. The | ease
facility, anmong other things, requires the maintenance of certain specified financial ratios
restricts the paynment of certain distributions and limts certain types of debt we can incur.

Sale-Leaseback Transaction. |n Septenber 1999, we sold sone retail store |easehold
i mprovenents to an unrelated third party and | eased them back for seven years. We have an
option to repurchase the | easehold i nprovenents at the end of the fifth and seventh years at
anounts approximating their fair market values at the tinme the option is exercised. The
transaction is treated as a financing arrangenment for financial accounting purposes. The

total ampunt of the |lease obligation is $29.0 million. W are required to make nonthly | ease
payments of $438,000 in the first five years and $638,000 in the sixth and seventh years. As
a result of the transaction, we received net cash of $20.9 nmillion and an $8.1 million 11.0%
note receivable, which matures in Septenmber 2006

Revenue and Bond Financing. |In May 1998, we entered into an agreement with the
M ssi ssi ppi Busi ness Finance Corporation under which it issued $19.0 nillion of variable rate

demand revenue bonds. We borrowed the proceeds fromthe bonds to finance the acquisition
construction and installation of |and, buildings, machinery and equi pment for our new
distribution facility in Aive Branch, M ssissippi. At Decenber 31, 2000, the bal ance

out standi ng on the bonds was $19.0 m|lion. We begin repaynent of the principal amunt of the
bonds in June 2006, with a portion maturing each June 1 until the final portion matures in
June 2018. The bonds do not have a prepaynent penalty as long as the interest rate renmins
vari able. The bonds contain a demand provision and, therefore, outstanding anbunts are
classified as current liabilities. We pay interest nonthly based on a variable interest rate,
which was 7.3% at Decenber 31, 2000. The bonds are secured by a $19.3 nmillion letter of
credit issued by one of our existing |ending banks. The letter of credit is renewable

annual ly. The letter of credit and rei nbursenent agreenent require that we maintain specified
financial ratios and restrict our ability to pay cash dividends

In April 1999, we entered into a $19.0 mllion interest rate swap agreement to manage the
risk associated with interest rate fluctuations on the demand revenue bonds. Under this
agreenment, as anended, we pay interest to the bank that provided the swap at a fixed rate of
4.88% | n exchange, the financial institution pays us at a variable interest rate, which is
simlar to the rate on the demand revenue bonds. The variable interest rate on the interest
rate swap is set nonthly. No paynents are nade by either party under the swap for nonthly
periods with an established interest rate greater than 7.75% The swap is effective through
April 1, 2009, but it nay be canceled by the bank or us and settled for the fair value of the
swap as determ ned by market rates. The fair value of this swap at Decenber 31, 2000 was
approxi mately $0.3 mllion

19



Debt Securities. In April 1997, we issued $30.0 mllion of 7.29% unsecured senior notes
We used the proceeds to pay down a portion of the revolving credit facility, which enabled us
to use that credit facility to fund capital expenditures for the Chesapeake corporate
headquarters and distribution center. We pay interest on the notes sem annually on April 30
and October 30 each year and we pay principal in five equal annual installnents of $6.0
mllion, which began April 30, 2000. The note holders have the right to require us to prepay
the notes in full w thout prem um upon a change of control or upon specified asset
di spositions or other transactions we nay nake. The note agreenents prohibit specified
mergers and consolidations in which our conpany is not the surviving conpany, require that we
mai ntain specified financial ratios, require that the notes rank on par with other debt and
limt the anpbunt of debt we can incur. In the event of default or a prepayment at our option
we must pay a penalty to the note hol der.

Seasonal ity and Quarterly Fluctuations

We experience seasonal fluctuations in our net sales, conparable store net sales, )
operating incone and net inconme and expect this trend to continue. Qur results of operations
may al so fluctuate significantly as a result of a variety of factors, including

. shifts in the timng of certain holidays, especially Easter, which may fall in
different quarters fromyear to year

. the timng of new store openings
. the net sales contributed by new stores

. changes in our merchandi se m x; and
. conpetition

Qur highest sales periods are the Christmas and Easter seasons. W generally realize a
di sproportionate anount of our net sales and a substantial majority of our operating and net
income during the fourth quarter. In anticipation of increased sales activity during these
nont hs, we purchase substantial ampunts of inventory and hire a significant nunber of
tenmporary enployees to suppl ement our permanent store staff. Our operating results
particularly operating and net incone, could suffer if our net sales were bel ow seasona
norns during the fourth quarter or Easter season for any reason, including nerchandise
delivery delays due to receiving or distribution problems. Historically, net sales, operating
income and net income have been weakest during the first quarter. W expect this trend to
continue

Qur larger store format has a slightly different seasonal sales pattern than our
traditional stores. These larger stores realize a | ower percentage of their annual sales in
the fourth quarter as conpared to our traditional stores. W believe this is a result of the
larger format stores containing a higher proportion of basic consumer products than our
traditional stores

Qur unaudited results of operations for the eight nost recent quarters are shown in a
table in Footnote 12 of the Consolidated Financial Statenments in Item8 of this Form 10-K. To
reconcil e the conbined conpany's quarterly information with that previously reported by
Dol |l ar Tree, refer to our Form 8-K, filed on May 24, 2000, which includes quarterly
informati on for the conbi ned conpani es

Inflation and Ot her Econom c Factors

Qur ability to provide quality nerchandise at a fixed price and on a profitable basis is
subject to economc factors that we cannot control, including inflation in shipping rates
wage rates and other operating costs.

Shipping Costs. |In May 1998, the trans-Pacific shipping cartel inposed a freight increase
of $300 per container on U S. inports fromAsia. In May 1999, the cartel inposed a further
increase of $900 per container for shipnents fromAsia to the West Coast of the United States
and $1,000 for shipments to the East Coast, with a $300 per container surcharge during the
peak shi pping season from June 1 through November 30. The Trans-Pacific Stabilization
Agreement (TSA), which has essentially replaced the trans-Pacific shipping cartel, may cal
for increased shipping rates and a peak season surcharge in 2001. As a result, our trans-
Paci fic shipping rates may increase when we renegotiate our inport shipping rates effective
May 2001

During 2000, we experienced a $1.2 nmillion increase in our domestic freight costs because

of increased domestic fuel costs. |If fuel costs remain at current |levels, we believe our
donestic freight expense in 2001 will increase by an additional $0.5 to $0.7 mllion conpared
with 2000. In addition, higher fuel costs are expected to increase our inport freight costs
in the formof a fuel surcharge. W expect these costs will increase approximtely $0.5

mllion in 2001.
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Minimum Wage. Although our average hourly wage rate is significantly higher than the
federal m nimum wage, an increase in the mandated m ni num wage could significantly increase
our payroll costs. For exanple, the federal m nimum wage increased by $0.50 per hour on
Oct ober 1, 1996 and by an additional $0.40 per hour on Septenber 1, 1997. These changes
increased payroll costs by approximately $5.0 million in 1998, excluding the inpact this
increase had on the 98 Cent Clearance Center, Only $One and Dol |l ar Express stores. In
February 2000, the U. S. Senate approved a proposal increasing the federal m ninmum wage by
$1.00 per hour over three years. In March 2000, the U S. House of Representatives approved a

proposal increasing the federal mninmm wage by $1.00 per hour over two years. No bill was
passed into |law and the status of this issue in the 2001 Congress is uncertain given the new
adm nistration. |If the mninmumwage were to increase by $1.00 per hour, we believe that our

annual payroll expenses would increase by approximtely 2.0%to 2.5% of operating expenses
unl ess we realize offsetting cost reductions

Leases for Replaced Distribution Centers. W are liable for rent and pass-through costs
under | eases for our former distribution center in Menphis through Septenmber 2005, our fornmer
di stribution center in Sacranmento through June 2008 and our current distribution center in
Phi | adel phi a through Decenber 2002. Annual rent and pass-through costs are approxi mtely $0.7
mllion for the Menphis facility, $0.6 mllion for the Sacranento facility and $0.5 million
for the Philadelphia facility. W subleased the Menphis facility through March 2002 and the
Sacramento facility through June 2008. W have recorded charges for the Menphis and
Facranento | eases considering current market conditions and probabl e subl ease i ncome at each

ocati on.

) Unl ess offsetting cost savings are realized, adverse econonmic factors, including inflation
in operating costs, could harmour financial condition and results of operations

New Accounting Pronouncenents

Statement of Financial Accounting Standards (SFAS) No. 133, "Accounting for Derivative
Instruments and Hedgi ng Activities," as anended by SFAS No. 138, establishes accounting
standards for derivative instruments and hedging activities and requires the recognition of
all derivatives as either assets or liabilities in the statement of financial position at
their fair value. We adopted this statement effective January 1, 2001. We do not expect the
i mpl ement ati on of this pronouncenent to materially affect our financial condition or results
of operations.

Pursuant to SFAS No. 133, our current interest rate swaps do not qualify for cash flow
hedge accounting. As a result, changes in the fair value of our existing derivative
instruments will be recorded currently in earnings. These changes in fair value are not
predi ct abl e.

Item 7A.  QUANTI TATI VE AND QUALI TATI VE DI SCLOSURES ABOUT MARKET RI SK

We are exposed to various types of market risk in the normal course of our business
including the inpact of interest rate changes and foreign currency rate fluctuations. W may
enter into interest rate swaps to nanage exposure to interest rate changes, and we may enpl oy
ot her risk management strategies, including the use of foreign currency forward contracts. W
do not enter into derivative instruments for any purpose other than cash flow hedgi ng
purposes. We do not hold derivatives for trading purposes

Interest Rate Risk

We have financial instruments that are subject to interest rate risk, consisting of debt
obligations issued at variable and fixed rates. Based on anpunts outstanding on our fixed
rate debt obligations at Decenber 31, 2000, we do not consider our exposure to interest rate
risk to be materi al

We use variable-rate debt and operating | eases to finance our operations and capita
i mprovements. These obligations expose us to variability in interest payments due to changes
ininterest rates. If interest rates increase, interest expense increases. Conversely, if
interest rates decrease, interest expense also decreases. We believe it is beneficial to
li

imt the variability of our interest paynments

To meet this objective, we entered into derivative instruments in the form of interest
rate swaps to manage fluctuations in cash flows resulting fromchanges in the variable
interest rates on the obligations. The interest rate swaps reduce the interest rate exposure
on these variable-rate obligations. Under the interest rate swap, we pay the bank at a fixed
rate and receive variable interest at a rate approximting the variable rate on the
obligation, thereby creating the econonm c equivalent of a fixed rate obligation. No paynents
are made by either party under the swap for nonthly periods in which the variable interest
rate is greater than the predeterm ned knockout rate.
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The followi ng table summuarizes the financial ternms of our interest rate swap agreenments:

Recei ve
Hedgi ng Vari abl Pay Knockout Fair
I nstrunment e Fi xed Rat e Expi rati on Val ue
$19.0 mllion
interest rate LI BOR 4. 88% 7.75% 4/ 1/ 09 $337, 000
swap
$10.0 mllion
interest rate LI BOR 6. 45% 7.41% 6/ 2/ 04 (%208, 000)
swap
$5.0 mIlion
interest rate LI BOR 5.83% 7.41% 6/ 2/ 04 ($15, 000)
swap

We do not believe our exposure to changes in the fair value of the interest rate swaps is
mat eri al

Foreign Currency Risk

Al t hough we purchase nmost of our inported goods with U S. dollars, we are subject to
foreign currency exchange rate risk relating to payments to suppliers in Italian lire. \Wen
favorabl e exchange rates exist, we may hedge foreign currency comitnments of future paynents
by purchasing foreign currency forward contracts. On December 31, 2000, we had no contracts
outstandi ng. Less than 1% of our purchases are contracted in Italian lire, and the nmarket
ri sk exposure relating to currency exchange rate fluctuations is not material

22



Item 8. FINANCI AL STATEMENTS AND SUPPLEMENTARY DATA

Index to Consolidated Financial Statenents Page

I ndependent Audi tors’ ReEPOIt ... .. i 24
Consol i dated Bal ance Sheets as of Decenber 31, 2000 and 1999 ............. 25
Consol idated Income Statements for the years ended

Decenber 31, 2000, 1999 and 1998. .. ... ... .. ... 26
Consol i dat ed St atenents of Sharehol ders’ Equity

for the years ended Decenber 31, 2000, 1999 and 1998.............. 27
Consol i dated Statenents of Cash Flows for the years ended

Decenber 31, 2000, 1999 and 1998... ... .. ... . .. . 28
Notes to Consolidated Financial Statements ............. ... ... . .. .. ..., 29

23



| NDEPENDENT AUDI TORS' REPORT

The Board of Directors and Sharehol ders
Dol lar Tree Stores, Inc.

We have audited the acconpanying consolidated bal ance sheets of Dollar Tree Stores, Inc
and subsidiaries (the Conpany) as of Decenmber 31, 2000 and 1999, and the related consoli dated
incone statements and statenments of shareholders’ equity and cash flows for each of the years
in the three-year period ended Decenber 31, 2000. These consolidated financial statenents are
the responsibility of the Conpany's managenent. Qur responsibility is to express an opinion
on these consolidated financial statenments based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the
United States of Anmerica. Those standards require that we plan and performthe audit to
obtain reasonabl e assurance about whether the financial statements are free of materia
m sstatement. An audit includes exam ning, on a test basis, evidence supporting the anounts
and disclosures in the financial statenments. An audit also includes assessing the accounting
principles used and significant esti mates made by nmanagenment, as well as evaluating the
overall financial statenent presentation. W believe that our audits provide a reasonable
basis for our opinion.

I'n our opinion, the consolidated financial statements referred to above present fairly, in
all material respects, the financial position of Dollar Tree Stores, Inc. and subsidiaries as
of Decenber 31, 2000 and 1999, and the results of their operations and their cash flows for
each of the years in the three-year period ended Decenmber 31, 2000, in conformity with
accounting principles generally accepted in the United States of America

/sl KPMG LLP

Norfol k, Virginia
January 23, 2001
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DOLLAR TREE STORES, | NC
AND SUBSI DI ARI ES

CONSOLI DATED BALANCE SHEETS

ASSETS
Current assets
Cash and cash equivalents......... ... ... . ... . . .. ..
Merchandi se inventories. . ...... ...,
Deferred tax asset (Note 3)........ .. ... ..
Prepai d expenses and other current assets...................

Total current assetsS......... ...

Property and equi pment, net (Notes 4 and 5) ....................
Deferred tax asset (Note 3) ....... .. ... ..
Goodwi | I, net of accunmulated anortization......................
Other assets, net (Notes 2 and 4) ....... ... ... ..

TOTAL ASSETS. . . . e

LI ABI LI TIES, MANDI TORI LY REDEEMABLE PREFERRED
STOCK AND SHAREHOLDERS' EQUI TY

Current liabilities
Accounts payable.. ... .. ...
Income taxes payable (Note 3)......... ... .. ...
Other current liabilities (Note 5)........ ... ... .. ... .. ... ...
Current portion of long-termdebt (Note 6)..................
Current installnments of obligations under capital
leases (Note 4) . ... .. e

Total current liabilities........... .. ... ... . . ... . ....

Long-term debt, excluding current portion (Note 6) .............
Obl i gations under capital |eases, excluding

current installments (Note 4) . ... ... . ..
Common stock put warrants (Note 8) ......... ... . ... .. ...
Oher liabilities ... . .

Total liabilities.. ... .. ... i

Cumul ative convertible manditorily redeemable preferred
stock (NOt e 8) ..o

Shar ehol ders' equity (Notes 2, 8 and 10):

Common stock, par value $0.01. 300, 000,000 shares authorized,
112, 046, 201 shares issued and outstandi ng at Decenber 31,
2000; and 98, 842,201 shares issued and outstandi ng at
Decenber 31, 1999. ... . . . . ...

Additional paid-in capital......... ... . ... . ...

Retained earnings. .. ........ .

Total shareholders' equity......... .. ... .. .. . o,

Conmi t ments, contingencies and subsequent events
(Notes 4, 6, 7, 8, 10 and 11)........ ...

TOTAL LI ABI LI TIES, MANDI TORI LY REDEEMABLE PREFERRED STOCK
AND SHAREHOLDERS' EQUITY. ... ...

See acconpanyi ng Notes to Consolidated Financi al
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Decenber 31,

2000

1999

(I'n thousands, except
share data)

$ 181, 553

211, 632
1, 566
40, 376
15, 384

746, 859

$—'——

$ 75,404
23,448
46, 906
25, 000

3,547
174, 305
18, 000
25,183

10, 713

228, 201

1,121
156, 780
360, 757
518, 658

$ 746,859

———

St at enent s.

$ 181, 587

157, 368

470
42,394
15, 895

611, 233

$—'——

$ 71,750
29,193
36, 196
28,070

3,190
168, 399
49,138

28,375
4,394

9,518

259, 824

35,171

659
75, 031
240, 548
316, 238

$ 611,233
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DOLLAR TREE STORES, | NC.
AND SUBSI DI ARI ES

CONSOLI| DATED | NCOME STATEMENTS
Year Ended Decenber 31,

2000 1999 1998
(I'n thousands, except per share data)

Net sal es . ... . $ 1,688, 105 $ 1,351, 820 $ 1,073, 886
Cost of sales (Note 4) ...... ... . ... 1,063, 416 854, 124 681, 387
Merger-related costs (Note 2) ...................... 1,100 443 1,301

Gross profit ... .. ... 623, 589 497, 253 391,198

Selling, general and adm nistrative expenses
(Notes 4, 7 and 9):

Operating eXpenses. . . ...t 375, 316 290, 241 234,197
Merger-rel ated expenses (Note 2)................ 3, 266 607 4,024
Depreciation and anortization (Note 2).......... 41,971 30, 809 22,463
Total selling, general and
adm nistrative expenses................... 420, 553 321, 657 260, 684
Operating inNnCoOmMe. ............. ... 203, 036 175, 596 130,514
Interest IiNCOME ... ... . . e 4,266 1,743 604
Interest expense (Note 6) .......... ... ... .. o.... (7,817) (7,429) (5,217)
I ncone before income taxes.................. 199, 485 169, 910 125,901
Provision for income taxes (Note 3) ................ 77,476 63, 333 44,583
Incone before extraordinary item........... 122, 009 106, 577 81, 318
Loss on debt extinguishment, net of
tax benefit of $242 ... .. .. . .. .. ... ... 387 - - - -
Net income............ ... ... 121, 622 106, 577 81, 318
Less: Preferred stock dividends and
accretion (Note 8) ...... ... . .. 1,413 7,027 - -
Net incone available to common sharehol ders. $ 120, 209 $ 99, 550 $ 81,318

Pro forma income data (Note 2):

Net incone available to conmon sharehol ders..... $ 120, 209 $ 99, 550 $ 81, 318
Pro forma adjustment for

C corporation income taxes.................... -- 505 4,804
Pro forma net inconme avail able

to comon shareholders........................ $ 120, 209 $ 99, 045 $ 76,514

Basic pro forma incone per common share:

Pro forma i ncone before extraordinary item..... $ 1.16 $ 1.01 $ 0.79

Pro forma net income................ .. .. ........ $ 1.16 $ 1.01 $ 0.79
Diluted pro forma i ncone per common share:

Pro forma incone before extraordinary item..... $ 1.08 $ 0.92 $ 0.71

Pro forma net income................. ... .... $ 1.08 $ 0.92 $ 0.71

See acconpanyi ng Notes to Consolidated Financial Statements.
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DOLLAR TREE STORES, | NC
AND SUBSI DI ARI ES

CONSOL| DATED STATEMENTS OF SHAREHOLDERS' EQUITY

Years ended Decenber

Bal ance at Decenmber 31, 1997 ................

Transfer from additional paid-in

capital for Common Stock dividend.........

Net 1 ncome for the year

ended December 31, 1998 ...................
Shar ehol der distributions (Note 2) ..........

| ssuance of stock under Enpl oyee Stock

Purchase Plan and other plans (Note 10) ....

Grant of stock options under the 1998

Speci al Stock Option Plan (Note 10) .......

Exerci se of stock options, including

income tax benefit of $4,916 (Note 10) ....

Bal ance at December 31, 1998 ................

Contribution of Only $One's undistributed

S corporation earnings ....................

Net income for the year

ended Decenber 31, 1999 ...................
Shar ehol der distributions (Notes 2 and 8) ....

I ssuance of stock under Enpl oyee Stock

Purchase Pl an and other plans (Note 10) ....

Exerci se of stock options, including

inconme tax benefit of $6,278 (Note 10) ....

Accretion to redenption value, anortization
of discount and accrued divi dends of
cunmul ative convertible redeenmabl e

preferred stock (Note 8) .................

Bal ance at Decenber 31, 1999 ................

Transfer from additional paid-in

capital for Common Stock dividend.........

Net 1 ncome for the year

ended Decenber 31, 2000 ...................

| ssuance of stock for Dollar Express

preferred stock (Note 8) ..................

I ssuance of stock under Enpl oyee Stock

Purchase Plan and other plans (Note 10) ....

Exerci se of stock options, including

income tax benefit of $16,670 (Note 10) ....
Exerci se of comon stock warrants (Note 8) ..
Conversi on of conmon stock warrants (Note 8) .

Accretion to redenption value, anortization
of discount and accrued divi dends of
cunul ative convertibl e redeenabl e

preferred stock (Note 8) .................

Bal ance at Decenber 31, 2000 ................

31, 2000, 1999, and 1998

Conmon Addi ti onal Shar e-
St ock Conmon Pai d-in Ret ai ned hol ders
Shar es St ock Capi t al Ear ni ngs Equity
(I'n thousands, except share data)

96,986,899 $ 443 $ 41,450 $ 131,397 $ 173,290
-- 198 (198) -- --

-- -- -- 81, 318 81, 318

-- -- -- (6,314) (6,314)

36, 505 7 634 -- 641

-- -- 4,413 -- 4,413

722,709 4 9, 223 -- 9, 227
97, 746, 113 652 55,522 206, 401 262, 575
-- -- 4, 469 (4, 469) --

-- -- -- 106, 577 106, 577

-- -- -- (60, 934) (60, 934)

45, 656 -- 838 -- 838

1, 050, 432 7 14, 202 -- 14, 209

- - - - - - (7,027) (7,027)

98, 842, 201 659 75,031 240, 548 316, 238
-- 329 (329) -- --

- - -- -- 121, 622 121, 622

3, 096, 516 31 40, 945 -- 40, 976
40, 896 -- 1,151 -- 1, 151

1, 751, 957 18 37, 629 -- 37, 647
4,252,152 43 2,394 -- 2,437
4,062, 479 41 (41) - .

- - - - - - (1,413) (1,413)
112,046,201 $ 1,121 $ 156,780 $ 360, 757 $ 518, 658

See accompanyi ng Notes to Consolidated Financi al
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DOLLAR TREE STORES, | NC

AND SUBSI DI ARI ES

CONSOL| DATED STATEMENTS OF CASH FLOWS

Cash flows from operating activities
Net 1 NCOME. . ... . e

Adj ustnents to reconcile net incone to net cash
provi ded by operating activities:
Depreciation and anortization.....................
Loss on disposal of property and equipment........
Change in lease 10SS........... ..
Extraordi nary loss on early extingui shment of debt
Provision for deferred incone taxes...............
Accretion of conmon stock put warrants to
redenption value......... ... . i
Changes in assets and liabilities increasing
(decreasing) cash and cash equival ents:
Merchandi se inventories............... .. ...
Prepai d expenses and other current assets.........
Other assets. . ... ...
Accounts payable.......... ... . . . . .. .
Inconme taxes payable....... ... ... ... .. .. . ..
Ot her current liabilities.........................
Other liabilities....... ... .. ..
Total adjustments ............. ...,

Net cash provided by operating activities .....

Cash flows frominvesting activities
Acqui sition, net of cash acquired.....................
Capital expenditures........... . ...
Proceeds from sale of property and equipment..........
Net cash used in investing activities .........

Cash flows from financing activities
Distributions paid......... ... .. . . . i
Proceeds fromlong-termdebt..........................
Proceeds fromrevolving credit facilities.............
Net change in notes payable to bank...................
Repaynent of long-term debt and facility fees.........
Repaynent of revolving credit facilities..............
Proceeds from sal e-| easeback transaction..............
Princi pal payments under capital |ease obligations....
Proceeds fromissuance of preferred stock and
common stock put warrants................. ...
Proceeds from stock issued pursuant to
stock- based conpensation plans .....................
Net cash provided by (used in)
financing activities ........................

Net increase(decrease) in cash and cash equivalents......
Cash and cash equival ents at beginning of year ...........

Cash and cash equivalents at end of year .................

Suppl enent al di scl osure of cash flow information
Cash paid during the year for
Interest, net of ampunt capitalized...............
INCOMB taxesS. ...... ... .

See acconpanying Notes to Consolidated Financial
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Year Ended Decenber 31
2000 1999 1998
(I'n thousands)

$ 121,622 $ 106,577 $ 81,318
41,971 30, 809 22,463
1,471 692 1, 664
(663) 529 1,125

629 -- --
(3,294) 2, 340 (1, 207)

-- 382 --

(65, 849) (37, 391) (31, 666)
(14, 782) (7,488) (292)
(600) 449 265

3, 654 13,519 (1, 794)

10, 925 14,118 6, 682
10, 663 4,218 7,197
1,905 (199) (230)
(13,970) 21,978 4,207
107, 652 128, 555 85, 525
-- (320) --
(95, 038) (55,013) (57, 212)
271 172 174
(94,767) (55,161) (57,038)
-- (60, 934) (6, 314)

-- 22,500 17, 500

74,700 48, 600 190, 800
.- -- (10, 045)
(27, 708) (1, 966) (2, 304)
(81, 200) (46, 100) (186, 800)
-- 21, 605 --
(3,274) (1,151) (474)

-- 32, 156 --

24,563 8,769 4,952
(12,919) 23,479 7,315
(34) 96, 873 35, 802

181, 587 84,714 48,912

$ 181,553 $ 181,587 $ 84,714
$ _7,315 $_6,821  $ _4,680
$ ~65, 597 $ 46,640 $ 39,171

St at enment s.



DOLLAR TREE STORES, | NC
AND SUBSI DI ARI ES

NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
(I'n thousands, except share and per share data)

NOTE 1 - SUMVARY OF SI GNI FI CANT ACCOUNTI NG POLI CI ES
Descri ption of Business

Dol lar Tree Stores, Inc. (DTS or the Conpany) owns and operates 1,705 discount variety
retail stores that sell substantially all items for $1.00 and 24 nulti-price point card and
gift stores. The single-price point stores range from 2,000 to 23,000 total square feet and
operate under the nanmes of Dollar Tree, Dollar Express, Dollar Bills, Only One Dollar and
Only $One. The mmjority of the stores range between 3,500 and 6,000 square feet. The
single-price point stores are generally segregated into two groups: stores less than 7,000
gross square feet (traditional stores) and stores 7,000 gross square feet or greater (larger
format stores). The nulti-price point stores operate under the nane Spain's Cards & G fts
and these stores represent |less than 1% of total net sales

The Conpany's headquarters and one of its distribution centers are |located in Chesapeake
Virginia. The Conpany al so operates distribution centers in Mssissippi, Illinois,
California, Pennsylvania and Georgia. Mst of the Conpany's stores are located in the eastern
hal f of the United States and in northern and central California. The Conpany's nerchandi se
includes candy and food, housewares, seasonal goods, health and beauty care, toys, party
goods, gifts, stationery and other consuner itens. Approximately 40% to 45% of the Conpany's
merchandise is directly inported, primarily from China. The Conpany is not dependent on a few
suppliers

Principles of Consolidation

The consolidated financial statements include the financial statenents of Dollar Tree
Stores, Inc. and its wholly owned subsidiaries. Al significant interconpany bal ances and
transactions have been elimnated in consolidation

On May 5, 2000, DT Keystone, Inc., a wholly owned subsidiary, conpleted a nerger, which
was accounted for as a pooling of interests, with privately-held Dollar Express, Inc. (Dollar
Express). Dollar Express becane a wholly owned subsidiary of Dollar Tree Stores, Inc. Dollar
Express operated 132 stores primarily in the Md-Atlantic area. OfF the stores acquired, 107
were $1.00 single-price point stores operated as "Dol |l ar Express” and 25 were nulti-price
point stores operated as "Spain's Cards & G fts." As a result of the merger, the Conpany's
consol i dated financial statenments have been restated to retroactively conbine Dollar
Express's financial statements as if the nerger had occurred at the beginning of the earliest
period presented

On December 10, 1998, the Conpany conpleted its nerger with Step Ahead | nvestnents, Inc
(98 Cent Clearance Center). Prior to the nmerger, 98 Cent Clearance Center’s fiscal year end
was the 52-week period ending on the |ast Sunday in January. As a result, the consolidated
incone statement and statenents of shareholders' equity and cash flows for the year ended
December 31, 1998 reflect the results of operations and cash flows for Dollar Tree Stores
Inc. for the year then ended conmbined with 98 Cent Cl earance Center for the 11-nonth period
ended Decenber 31, 1998

Cash and Cash Equival ents

Cash and cash equival ents at Decenber 31, 2000 and 1999 includes $161, 882 and $162, 755
respectively, of investnents in noney nmarket securities and bank participation agreements
whi ch are valued at cost, which approxi mates market. The underlying assets of these short-
term participation agreenents are primarily commercial notes. For purposes of the statenents
of cash flows, the Conpany considers all highly liquid debt instrunents with origina
maturities of three months or |less to be cash equival ents.

Mer chandi se | nventories

Mer chandi se inventories at the distribution centers are stated at the | ower of cost or
mar ket, determined on a first-in, first-out (FIFO basis. Cost is assigned to store
inventories using the retail inventory method, determ ned on a FIFO basis. Costs directly
associ ated with warehousing and distribution are capitalized as merchandi se inventories
Tot al war ehousing and distribution costs capitalized into inventory amounts to $13, 129 and
$8, 347 at Decenber 31, 2000 and 1999, respectively.
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Property and Equi pment

Property and equi pment are stated at cost and depreciated using the straight-1ine method
over the estimted useful lives of the respective assets as follows:

Buildings....... ... ... 39 years

Furniture, fixtures and equipnent.......... 3 to 7 years

Transportation vehicles.................... 4 to 6 years

Leasehol d i nprovenents and assets held under capital |eases are anortized over the
estimated useful lives of the respective assets or terns of the related | eases, whichever is
shorter.

Costs incurred related to software devel oped for internal use are capitalized and
anortized over three years. Costs capitalized include those incurred in the application
devel opment st age

Interest is capitalized in connection with the construction of major facilities. The
capitalized interest is recorded as part of the asset to which it relates and is anortized
over the asset's estinmated useful life. No interest cost was capitalized in 2000 or 1999. In
1998, $402 of interest cost was capitalized

| npai rment of Long-Lived Assets and Long-Lived Assets to Be Di sposed

The Conpany reviews its long-lived assets and certain identifiable intangible assets for
i mpai rment whenever events or changes in circunstances indicate that the carryi ng anount of
an asset may not be recoverable. Recoverability of assets to be held and used is measured by
conparing the carrying amunt of an asset to future net undiscounted cash flows expected to
be generated by the asset. |If such assets are considered to be inpaired, the inmpairnent to be
recogni zed is neasured by the anopunt by which the carrying anbunt of the assets exceeds the
fair value of the assets based on discounted cash flows or other readily avail able evidence
of fair value, if any. Assets to be disposed of are reported at the | ower of the carrying
amount or fair value less costs to sell

Goodwi | |

Goodwi | I, which represents the excess of acquisition cost over the fair value of net
assets acquired, is anortized on a straight-line basis over the expected periods to be
benefited, generally 20 to 25 years. Accunul ated anortization relating to goodw ||
approxi mates $9,611 and $7,593 at Decenber 31, 2000 and 1999, respectively.

Fi nanci al Instrunents

The Conpany utilizes derivative financial instruments to reduce its exposure to market
risks fromchanges in interest rates. By entering into receive-variable, pay-fixed interest
rate swaps, the Conpany changed the variable rate cash fl ow exposure on certain variable-rate
debt to fixed rate cash flows. The Conpany is exposed to credit related | osses in the event
of non-performance by the counterparty to the interest rate swaps; however, the
counterparties are major financial institutions, and the risk of |oss due to non-performance
is considered rempte. Interest rate differentials paid or received on the swap are recogni zed
as adjustnments to interest expense or rent expense in the period earned or incurred. The
Conpany does not specul ate using derivative instrunents in the formof interest rate swaps
therefore, these swaps are not recorded in the Conpany's bal ance sheet

The Conpany enters into foreign exchange forward contracts to hedge of f-bal ance sheet
foreign currency denom nated purchase comm tnments from suppliers. The contracts are
exclusively for Italian lire, which account for |ess than 1% of the Conpany's purchases. The
terms of these contracts are generally |less than three nonths. Gains and | osses on these
contracts are not recognized until included in the nmeasurenent of the related foreign
currency transaction. There were no open foreign exchange contracts at Decenmber 31, 2000. At
December 31, 1999, open foreign exchange contracts of approximtely $793 were recorded, based
on current conversion rates, in prepaid expenses and other current assets and accounts
payabl e.

Cost of Sales

The Conpany includes the cost of nerchandi se, warehousing and distribution costs, and
certain occupancy costs in cost of sales
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I ncome Taxes

I ncome taxes are accounted for under the asset and liability nethod. Deferred tax assets
and liabilities are recognized for the future tax consequences attributable to differences
between financial statenent carrying amounts of existing assets and liabilities and their
respective tax bases. Deferred tax assets and liabilities are measured using enacted tax
rates expected to apply to taxable income in the years in which those tenporary differences
are expected to be recovered or settled. The effect on deferred tax assets and liabilities of
a change in the tax rates is recognized in incone in the period that includes the enactnment
date of such change

St ock- Based Conpensation

The Conpany applies the intrinsic val ue-based nethod of accounting prescribed by
Accounting Principles Board Opinion No. 25, "Accounting for Stock Issued to Enpl oyees" (APB
No. 25), and related Interpretations in accounting for its fixed stock option plans. As such,
conpensati on expense woul d be recorded on the date of grant only if the current market price
of the underlying stock exceeded the exercise price. Statement of Financial Accounting
St andards No. 123, "Accounting for Stock-Based Conpensation" (SFAS No. 123) established
accounting and di scl osure requirenments using a fair val ue-based nmet hod of accounting for
st ock- based enpl oyee conpensation plans. As allowed by SFAS No. 123, the Conpany has el ected
to continue to apply the intrinsic value-based nethod of accounting described above, and has
adopted the disclosure only requirements of SFAS No. 123

Pro Forma Net | ncome Per Common Share

Pro forma basic net incone per commopn share has been conputed by dividing pro form net
incone available to common sharehol ders by the wei ghted average nunber of commopn shares
outstanding. Pro forma diluted net income per conmon share reflects the potential dilution
that could occur assuming the inclusion of dilutive potential common shares and has been
conputed by dividing pro forma net income available to conmon sharehol ders by the wei ghted
average nunber of common shares and dilutive potential compn shares outstanding. Dilutive
potential commn shares include all outstanding stock options and warrants after applying the
treasury stock nethod

New Accounting Standards

The Financial Accounting Standards Board (FASB) has issued SFAS No. 133, "Accounting for
Derivative Instrunents and Hedging Activities". This statenent, as anended by SFAS No. 138
establ i shes accounting and reporting standards for derivative instruments, including certain
derivative instrunments enbedded in other contracts, and for hedging activities. In June 1999
the FASB i ssued SFAS No. 137, "Accounting for Derivative Instruments and Hedgi ng Activities -
Deferral of the Effective Date of SFAS No. 133, an Anendnent of SFAS No. 133," which defers
the effective date of SFAS No. 133 to all fiscal quarters of fiscal years beginning after
June 15, 2000

The Conpany will adopt the provisions of SFAS No. 133 effective January 1, 2001. As a
result, the Conpany will record each interest rate swap at its fair value in the bal ance
sheet. The transition adjustment in connection wth adopting SFAS No. 133 is not nmterial
However, pursuant to the provisions of SFAS No. 133, the interest rate swaps of the Conpany
do not qualify for hedge accounting. Accordingly, changes in the fair values of the
derivative instruments will be recorded currently in earnings on a quarterly basis

Use of Estinmates

The preparation of financial statenments in conformity with accounting principles generally
accepted in the United States of America requires nanagenent to make estimates and
assunptions that affect the reported amounts of assets and liabilities and disclosures of
contingent assets and liabilities at the date of the financial statements and the reported
anounts of revenues and expenses during the reported period. Actual results could differ from
those estimates. In addition, the Conpany has contingent liabilities related to | ega
proceedi ngs and other matters arising fromthe normal course of operations. Managenent does
not expect that amounts, if any, which may be required to satisfy such contingencies will be
material in relation to the acconpanyi ng consolidated financial statenents.

Recl assi fications

Certain 1999 and 1998 anpunts have been reclassified for conparability with the 2000
financial statenent presentation.
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NOTE 2 - MERGERS AND ACQUI SI Tl ONS
Dol | ar Express Merger

On May 5, 2000, the Conpany conpleted its merger with Dollar Express. The merger was
accounted for as a pooling of interests. DTS issued 0.8772 shares of the Conpany's conmmon
stock for each share of Dollar Express's outstanding common stock. The Company i ssued
8,771,928 shares of its common stock for all of the outstanding shares of Dollar Express's
comon stock, which included converting all of Dollar Express's preferred shares into comon
shares on a one-for-one basis as nore fully discussed in Note 8. Stock options to purchase
260, 000 shares of Dollar Express's commmon stock were converted into options to purchase
228,072 common shares of the Conpany

I'n connection with the nerger, the Conpany incurred approximately $4, 366 ($3,134 after
taxes or $0.02 pro formm diluted net income per common share in 2000) of nerger-related costs
and expenses, consisting primarily of wite-downs of inventory and professional fees

Prior to February 5, 1999, Dollar Express was treated as an S corporation for federal and
state inconme tax purposes. As such, incone of Dollar Express for periods prior to February 5
1999 was taxable to the Dollar Express shareholders rather than to Dollar Express. Effective
February 5, 1999, Dollar Express converted froman S corporation to a C corporation and
recorded the cunul ative deferred tax benefit of $2,200 in the first quarter of 1999. A
portion of the pro formm provisions for incone taxes presented in the consolidated incone
statements represent an estinmate of the taxes that woul d have been recorded had Dol | ar
Express been a C corporation and were conputed at 38.5% A portion of the distributions paid
presented in the consolidated statenents of cash flows represents distributions paid to the
Dol | ar Express sharehol ders for paynment of their pass-through tax liabilities

The following table presents a reconciliation of net sales and net income previously
reported in the Conpany's 1999 Annual Report to those presented in the acconpanying
consol i dated financial statements.

For the yvear ended Decenber 31

1999 1998

Net sal es:

DTS, . $ 1,197,960 $ 944,122

Dol lar EXpress.................... 153, 860 129, 764

Combined. ........ ... ... $ 1,351,820 $ 1,073, 886
Net incone:

DTS, . $ 98,518 $ 71,553

Dollar EXpress.................... 8,059 9, 765

Combined.......................... $ 106,577 $ 81,318

Only $One Merger

On June 30, 1999, the Conpany conpleted a nmerger with privately-held Tehan's
Mer chandi sing, Inc. (Only $One). Only $One operated 24 stores in central and upstate New York
under the name "Only $One." The Conpany issued 752,400 shares of its common stock for all of
the Only $One outstandi ng common stock. In connection with the nmerger, the Conpany incurred
approxi mately $1,050 ($792 after taxes or $0.01 pro forma diluted net income per common share
in 1999) of merger-related costs and expenses, consisting primarily of professional fees and
write-downs of inventory. The nmerger was accounted for as a pooling of interests. As a
result, the Conpany's consolidated financial statements were restated to retroactively
combine Only $One's financial statenments as if the merger had occurred at the beginning of
the earliest period presented

Prior to June 30, 1999, Only $One was treated as an S corporation for federal and state
incone tax purposes. As such, income of Only $One for periods prior to June 30, 1999 was
taxable to the Only $One sharehol ders, rather than to Only $One. Effective with the Conpany's
nerger with Only $One, Only $One becanme a C corporation. A portion of the pro forma
provi sions for 1ncone taxes presented in the consolidated i ncome statenents represent an
estimate of the taxes that would have been recorded had Only $One been a C corporation and
were conputed at 38.5% A portion of the distributions paid presented in the consolidated
statements of cash flows represents distributions paid to the Only $One sharehol ders for
paynment of their pass-through tax liabilities
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98 Cent Cl earance Center Merger

On Decenmber 10, 1998, the Conpany conpleted its nerger with Step Ahead | nvestnents, Inc.
(98 Cent Clearance Center). 98 Cent Clearance Center operated 66 stores in northern and
central California and Nevada under the name "98 Cent Cl earance Center." DTS issued 1.6818
shares of the Conmpany's common stock for each share of 98 Cent Cl earance Center outstandi ng
common and preferred stock. A total of 2,494,110 of the Conpany's commpn stock was issued as
a result of the nmerger and 98 Cent Cl earance Center's outstanding stock options were
converted into options to purchase 484,811 conmon shares of the Conpany. The merger was
accounted for as a pooling of interests. As a result, the Conpany's consolidated financial
statenents were restated to retroactively conbine 98 Cent Clearance Center's financial
statements as if the merger had occurred at the beginning of the earliest period presented.

The Conpany issued options to certain former sharehol ders of 98 Cent Clearance Center in
exchange for non-conpetition agreenments and a consulting agreenent. |ncluded in other assets
at Decenmber 31, 1998 is the fair value of these agreenents of $4,413, which is being
anortized, generally, over a ten-year period. At Decermber 31, 2000 and 1999, the carrying
val ue of these agreements is $3,448 and $3, 930, respectively, which is net of $965 and $483
respectively, of accunul ated anortization. The recording of these non-conpetition agreenents
did not involve the use of cash and, accordingly, has been excluded fromthe acconpanying
consol i dated statenents of cash flows.

I'n connection with the nerger, the Conmpany incurred $5,325 ($4,201 after taxes or $0.04
pro forma diluted net incone per commopn share in 1998) of nerger-related costs and expenses,
consisting primarily of professional fees and wite downs of inventory and fixed assets.
NOTE 3 - | NCOVE TAXES

The provision for incone taxes for the years ended Decenmber 31, 2000, 1999 and 1998
consists of the follow ng:

2000 1999 1998
Federal - Current.......... ... i, $ 69, 122 $ 52,093 $ 39, 348
Federal - Deferred........ ... .. . . . . . .. (2,827) 3, 856 (1, 024)
Federal - S corporation to C corporation conversion... -- (1, 700) --
State - S corporation to C corporation conversion..... -- (524) --
State - Current. . ...... ... 11, 406 8, 900 6, 442
State - Deferred...... ... . . .. . (467) 708 (183)
$ 77,234 $ 63,333 $ 44,583

A reconciliation of the statutory federal incone tax rate and the effective rate for the
years ended Decenmber 31, 2000, 1999 and 1998 foll ows:

2000 1999 1998
Statutory tax rate........... ... 35. 0% 35. 0% 35. 0%
Ef fect of:
State and local inconme taxes, net of
federal inconme tax benefit........................ 3.6 3.7 3.2
Other, net ... ... 0.2 0.2 0.6
Only $One and Dol | ar Express S corporation incone... -- (0.3) (3.4)
Conversion of Dollar Express fromS to
C corporati On. .. ... -- (1.3) --
Effective tax rate ....... ... ... ... i 38.8% 37.3% 35.4%

Deferred incone taxes reflect the net tax effects of tenmporary differences between the
carrying ampunts of assets and liabilities for financial reporting purposes and the amounts
used for income tax purposes. Deferred tax assets and liabilities are classified on the
bal ance sheet based on the classification of the underlying asset or liability. Significant
conmponents of the Conpany's net deferred tax assets as of Decenber 31, 2000 and 1999 are as
fol |l ows:
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2000 1999
Deferred tax assets:

ACCrued eXPeNnSEeS. . . . ...t $ 8,658 $ 6,008
I NVENT O i ©S. . o .ot 3,398 3,536
Property and equipnment ............ ... .. ... ... 1, 023 171
[ 4= 867 1,248

Total deferred tax asset........... .. ... .. .. .... 13,946 10,963

Deferred tax liabilities

Intangible assets....... ... . . .. . (2,801) (2,553)
Deferred compensation................u .. (977) (1, 626)
[ = (311) (221)

Total deferred tax liability ..................... (4, 089) (4,400)

Net deferred tax asset............. ... ... . $ _9,857 $ _6,563

In assessing the realizability of deferred tax assets, management considers whether it is
more likely than not that sone portion or all of the deferred taxes will not be realized
Based upon the availability of carry backs of future deductible amunts to 2000, 1999 and
1998 taxabl e income and nmanagenent's projections for future taxable incone over the periods
in which the deferred tax assets are deductible, managenent believes it is nore likely than
not the existing net deductible tenporary differences will reverse during periods in which
carry backs are available or in which the Conpany generates net taxable income. However,
there can be no assurance that the Conpany will generate any income or any specific |evel of
continuing income in future years

NOTE 4 - COVM TMENTS
Lease Conmi tnents
Future m nimum | ease paynents under noncancel abl e store, distribution center and forner

corporate headquarters operating | eases and the present value of future mninmmcapital |ease
paynments as of Decenber 31, 2000 are as follows:

Capi t al Oper ati ng
Leases Leases
Year endi ng Decenber 31
2000, . .o $ 5,984 $ 101, 845
2002, . o 5, 954 93, 429
2003, . . 5, 852 80, 264
2004, . . 6, 397 64, 197
2005, . 7,808 85, 933
Thereafter.. ... ... . . . . . . 5, 740 68,313
Total mnimumlease paynents...................... 37,735 $ 493,981
Less ampunt representing interest
(at an average rate of approximately 9% ........ 9, 005
Present value of net mninmumcapital |ease paynents 28, 730
Less current installments of obligations under
capital leases..... ... ... .. 3,547
Obligations under capital |eases, excluding current
installments........ .. . . . $ 25,183

The above future mnimum | ease paynments include ampunts for |eases that were signed prior
to Decenmber 31, 2000 for stores that were not open as of December 31, 2000. M ninmumrenta
paynments for operating | eases do not include contingent rentals that may be paid under
certain store | eases based on a percentage of sales in excess of stipulated anounts. Future
m ni mum | ease paynents have not been reduced by future m ni num subl ease rentals of $6, 873
under operating | eases

Included in property and equi pment at Decenber 31, 2000 and 1999 are |eased furniture and
fixtures and transportation vehicles, excluding sal e-leaseback assets, with a cost of $3, 964
and $3,514 and accunul ated depreci ation of $1,818 and $1, 259 at Decenber 31, 2000 and 1999
respectively.
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Sal e- Leaseback Transaction

On September 30, 1999, the Conpany sold certain retail store |easehold inprovenents to an
unrelated third party and | eased them back for a period of seven years. The Conpany has an
option to purchase the | easehold inprovenents at the end of the fifth and seventh years at
anounts approximating their fair market values at the time the option is exercised. This
transaction is being accounted for as a financing arrangenent. The total anpunt of the |ease
obligation is $29.0 mllion. The | ease agreenment includes financial covenants that are not
more restrictive than those of existing | oan agreenents. As part of the transaction, the
Conpany recei ved proceeds of $20,880, net of financing costs, and an $8,120 11% note
recei vabl e, which matures Septenber 2006 and is included in "other assets, net." The future
m ni num | ease paynments related to the capital |ease obligation are included in the five-year
schedul e above

Operating Leases

Distribution Centers

During June 1999, the Conpany entered into a five year, $18,000 operating | ease agreenent
to facilitate the construction of the new unautomated distribution center in Stockton
California. The lease termexpires in June 2004. Under this agreenent, the |essor purchases
the property, pays for the construction costs and subsequently | eases the facility to the
Conpany. The | ease provides for a residual value guarantee and includes a purchase option
based on the outstanding property costs plus any unpaid interest and rents under the |ease
agreenment. Each reporting period, the Conpany estimates its liability under the residua
val ue guarantee and, if necessary, records additional rent expense on a straight-line basis
over the remaining lease term There was no liability recorded at Decenber 31, 2000

On January 13, 2000, the Conpany entered into a five year, $35,6000 operating |ease
agreenent to facilitate the construction of a new automated distribution center in Savannah
Georgia. The lease termexpires in January 2005. On August 28, 2000, the Conpany anended
its existing operating |ease agreement related to the Stockton distribution center for the
purpose of facilitating construction costs to build a new $40,000 distribution center in
Briar Creek, Pennsylvania. The Briar Creek facility will replace the existing |eased
facilities located in Philadel phia, Pennsylvania. Under this type of agreement the |essor
purchases the property, pays for the construction costs and subsequently |eases the facility
to the Conmpany. Each |ease provides for a residual value guarantee and includes a purchase
option based on the outstanding property costs plus any unpaid interest and rents under the
| ease agreenent. When the assets are placed into service, the Conpany will estimate its
liability under the residual value guarantee and, if necessary, record additional rent
expense on a straight-line basis over the remaining |l ease term There was no liability
recorded at December 31, 2000. The Savannah facility began operations in January 2001 and
the Briar Creek facility is expected to be open in early 2002

On Septenber 8, 2000, the Conpany entered into a $10,000 interest rate swap agreenent
(swap) to manage the risk associated with interest rate fluctuations on a portion of its
Stockton distribution center | ease. The swap creates the econonm c equivalent of a fixed rate
| ease by converting the variable interest rate to a fixed rate. Under this agreenment, the
Conpany pays interest to a financial institution at a fixed rate of 6.45% |n exchange, the
financial institution pays the Conpany at a variable interest rate, which approxi mates the
floating rate on the | ease agreenent, excluding the credit spread. The interest rate on the
swap is subject to adjustnent nonthly. For months in which the interest rate, as cal cul ated
under the agreenent, is greater than 7.41% no paynents are nade by either party. The swap is
ef fective through June 2004.

On Decenber 20, 2000, the Conpany entered into a $5,000 interest rate swap agreenent to
manage the risk associated with interest rate fluctuations on a portion of its Stockton
distribution center |ease. Under this agreement, the Conpany pays interest to a financia
institution at a fixed rate of 5.83% | n exchange, the financial institution pays the
Conpany at a variable interest rate, which approximates the floating rate on the | ease
agreenment, excluding the credit spread. The interest rate on the swap is subject to
adj ustment nonthly. For nonths in which the interest rate, as cal cul ated under the
agreenent, is greater than 7.41% no paynments are nmade by either party. The swap is effective
t hrough June 2004

Non-operating Facilities

The Conpany is responsible for payments under |eases for former distribution centers
| ocated in Menphis, Tennessee and Sacranento, California and the former corporate
headquarters and distribution center in Norfolk, Virginia. The | eases for the facilities
expire in Septenber 2005, June 2008 and December 2009, respectively. The future mininum]lease
paynments for each facility are included in the five-year schedul e above. The Conpany receives
subl ease inconme in connection with the Norfol k and Menphis facilities from subl ease
agreements that expire in February 2008 and March 2002, respectively. The subl ease incone on
the Norfolk facility exceeds the annual obligation of $656 under the |ease. The Sacranmento
facility was subleased in March 2001 under an
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agreement that expires in June 2008. Due to the uncertainty regarding the ultinmte recovery
of the future | ease paynments and the investment in the inprovenents in the buildings in
Menphi s and Sacranmento, the Conpany recorded a $1,300 charge related to Sacranmento in 1999
and a $1, 125 charge related to Menphis in 1998. The accruals related to the Sacranento and
Menphi s distribution centers are adjusted for changes in market conditions

Related Parties

The Conpany al so | eases properties for fourteen of its stores, its former corporate
headquarters and distribution center in Norfolk and the Phil adel phia office and warehouse
from partnershi ps owed by related parties. The total rental paynents related to these |eases
were $2,051, $2,094 and $1,990 for the years ended Decenber 31, 2000, 1999 and 1998
respectively. The future m ninmum | ease paynents for each facility are included in the five-
year schedul e above. Rental payments to related parties are included in the rental expense
di scl osure bel ow.

Rent al expense for store, distribution center and former corporate headquarters operating
| eases included in the acconpanying consolidated i ncone statements for the years ended
Decenber 31, 2000, 1999 and 1998 are as follows:

2000 1999 1998

Mnimumrentals..................... $ 95, 600 $ 78,780 $ 62,693
Contingent rentals.................. 1,876 1,613 1,374
Total ..... ... .. . $ 97,476 $ 80, 393 $ 64,067

Pur chase Contract

During 1996, the Conpany entered into a purchase agreement with a vendor, which comits
the Conpany to purchase a m ni mum of $39,462 in vendor products by April 2003, of which
$11, 846 has been purchased through Decenmber 31, 2000. |If the Conpany does not neet the
m ni mum purchase requirenment by the stated end of the contract term the contract will extend
in six-nonth increments until the conmitment has been net.

Frei ght Services
The Conpany has contracted outbound freight services fromvarious contract carriers with
contracts expiring through February 2003. The total amunt of this commitnent is
approxi mately $20,200. The contracts provide for term nation in the event of non-
per f or mance
NOTE 5 - BALANCE SHEET COVPONENTS

Property and equi pment, net as of Decenber 31, 2000 and 1999 consists of the follow ng:

2000 1999

Land. . .. $ 8, 051 $ 8, 051
Bui ldings. ... ... ... 31, 281 28, 468
I MProvVemENt S, . ..o 100, 953 69, 289
Furniture, fixtures and equipnent.............. 174, 498 130, 747
Transportation vehicles.................... c 4,296 3,283
Construction in progress............ouuuenen... 16, 600 7,576
Total property and equipnment............... 335, 679 247,414
Less accunul ated depreciation and anortization. 124, 047 90, 046
Total .o $ 211,632 $ 157, 368

Other current liabilities as of Decenber 31, 2000 and 1999 consists of the foll ow ng:

2000 1999

Conpensation and benefits...................... $ 14,977 $ 13,745
Taxes (other than income taxes)................ 23, 685 18, 298
L 0 1= 8,244 4,153
Total . ... $ 46,906 $ 36,196
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NOTE 6 - LONG TERM DEBT
Long-term debt as of December 31, 2000 and 1999 consists of the follow ng

2000 1999

7.29% unsecured Senior Notes, interest payable

sem annual ly on April 30 and October 30

princi pal payable $6,000 per year beginning

April 2000 and maturing April 2004................ $ 24,000 $ 30, 000
Demand Revenue Bonds, interest payable nonthly at a

vari abl e rate which was 7.3% at Decenber 31

2000, principal payable begi nning June 2006

mat uring June 2018. .. ... .. . ... ... 19, 000 19, 000
Revolving credit facility, paid in full in My 2000.. -- 6, 500
Termloan, paid in full in May 2000.................. -- 20, 000
Other long-termdebt....... . ... . ... .. . . . .. . . .. ... - - 1,708

Total long-termdebt.......... .. ... .. .. .. .. .. ..... 43, 000 77,208
Less current portion.......... ... .. 25, 000 28, 070

Long-term debt, excluding current portion......... $ 18, 000 $ 49,138

Maturities of long-termdebt are as follows: 2001 - $25,000; 2002 - $6,000; 2003 - $6,000
2004 - $6, 000

Seni or Not es

The hol ders of the Senior Notes have the right to require the Conpany to prepay the Notes
in full wi thout prem um upon a change of control or upon certain other transactions by the
Conpany. The Senior Notes rank pari passu with the Conpany's other debt. The Note agreenents,
anong ot her things, prohibit certain nergers and consolidations and require the maintenance
of certain specified ratios. In the event of default or a prepaynent at the option of the
Conpany, the Conpany is required to pay a prepaynent penalty equal to a nake-whol e anount.

Demand Revenue Bonds

On May 20, 1998, the Conpany entered into a Loan Agreenment with the M ssissippi Business
Fi nance Corporation (MBFC) under which the MBFC i ssued Taxabl e Vari abl e Rate Demand Revenue
Bonds (the Bonds) in an aggregate principal ambunt of $19,000 to finance the acquisition
construction, and installation of |land, buildings, machinery and equi pnent for the Conpany's
distribution facility in Oive Branch, M ssissippi. The Bonds do not contain a prepaynent
penalty as long as the interest rate remains variable. The Bonds are secured by a $19, 300
letter of credit issued by one of the Conpany's existing | ending banks. The letter of credit
is renewabl e annually. The Letter of Credit and Rei mbursement Agreement requires, anong ot her
things, the maintenance of certain specified ratios and restricts the payment of dividends
The Bonds contain a demand provision and, therefore, outstanding amunts are classified as
current liabilities.

On April 1, 1999, the Conpany entered into an interest rate swap agreenent (swap) rel ated
to the $19,000 Loan Agreenent with the MBFC (Loan Agreement). This swap converts the variable
interest rate to a fixed rate and reduces the Conpany's exposure to interest rate
fluctuations. Under this agreenent, as anended, the Conmpany pays interest to the financial
institution that provided the swap at a fixed rate of 4.88% I|n exchange, the financial
institution pays the Conpany at a variable interest rate, which approximtes the rate on the
Loan Agreenment. The variable interest rate of the swap is subject to adjustment nonthly. For
nmonths in which the interest rate as calcul ated under the agreenent is greater than 7.75% no
paynents are nmade by either party. The swap, effective through April 1, 2009, is for the
entire anount outstandi ng under the Loan Agreenent.

Revolving Credit Facility

On September 27, 1996, the Conpany entered into an Amended and Restated Revolving Credit
Agreenent with its banks (the Agreement). The Agreenment provides for, anong other things: (1)
a $135,000 revolving line of credit, bearing interest at the agent bank's prinme interest rate
or LIBOR, plus a spread, at the option of the Conpany; (2) an annual facilities fee
cal cul ated as a percentage, as defined, of the ampunt available under the line of credit, and
annual agent's fee payable quarterly; and (3) the reduction of ampunts outstanding under the
égreenent for a period of 30 consecutive days between Decenber 1, 2000 and March 1, 2001 to

0
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The Agreenment, as anmended, anong other things, requires the maintenance of certain
specified financial ratios, restricts the paynent of certain distributions and prohibits the
incurrence of certain new indebtedness. The Agreenent matures on May 31, 2002. At Decenber
31, 2000, the variable interest rate on the facility was 7.1% At Decenber 31, 2000 and 1999
no amounts were outstandi ng under the Agreenent; however, approximately $70,952 of the
$135, 000 avai |l abl e under the Agreenment was conmitted to certain letters of credit issued in
relation to the routine purchase of inmported merchandi se at Decenmber 31, 2000

Revol ving Credit Facility and Term Loan

In February 1999, Dollar Express entered into a credit facility for an aggregate amount of
$40, 000, of which $20,000 was a termloan and $20,000 was a revolving credit facility. At the
option of Dollar Express, interest on the facility was calculated at the lender's base rate
plus a margin, or LIBOR plus a margin, based on a |everage ratio, as defined. Conm tnent fees
on the unused portion of the revolving credit facility are cal cul ated based on the LIBOR
margin in effect during the period, as defined. The facility was secured by substantially al
of Dollar Express's assets, as well as all of Dollar Express's outstanding conmon and
preferred stock. Ampunts outstanding on the revolving credit facility and term | oan at
December 31, 1999 were $6,500 and $20, 000, respectively, all of which were paid in full in
May 2000

Fair Val ue of Financial Instrunments

The carrying values of cash and cash equival ents, other current assets, other assets
accounts payable, other current liabilities and other liabilities approximte fair val ue
because of the short maturity of these instrunents

The carrying value of the Conpany's long-term debt approximates its fair value. The fair
value is estimted by discounting the future cash flows of each instrument at rates offered
for simlar debt instruments of conparable maturities

The fair value of the interest rate swaps are the estimted amunts the Conpany woul d

receive or pay to termnate the agreenents as of the reporting date. The fair values of the
interest rate swaps at December 31, 2000 are as follows:

Recei ve/ (Pay)

$19,000 MBFC interest rate swap.............. $ 337
$10, 000 Stockton interest rate swap.......... (208)
$5, 000 Stockton interest rate swap........... (15)

NOTE 7 - MANAGEMENT ADVI SORY SERVI CES

The Conpany has a financial and managenent advisory service agreenment with one of its non-
enpl oyee sharehol ders. The agreenent provides for the payment of $200 annually over the term
of the agreenment. The agreement is term nable by vote of the Conpany's Board of Directors
During each of the years ended Decenber 31, 2000, 1999 and 1998, the Conpany paid $200 under
this agreenent.

NOTE 8 - SHAREHOLDERS' EQUITY
Unattached Warrants

The Conpany issued, to certain Conpany sharehol ders, unattached warrants to purchase
4,188,675 shares of Common Stock on Septenber 30, 1993 for $0.12 per warrant and unattached
warrants to purchase 4,188,675 shares of Common Stock on February 22, 1994 for $0.12 per
war r ant

On August 2, 2000, certain Conpany sharehol ders exercised 4,252,152 warrants at an
exercise price of $0.57 per share. Effective Decenmber 4, 2000, the Conpany effected a
Recapi talizati on wherein the renmining 4,125,198 warrants were cancel ed and the warrant
hol ders were issued 4,062,479 shares of common stock. As a result, the Conpany has no
out standi ng warrants at Decenber 31, 2000

Preferred Stock

The Conpany is authorized to issue 10,000,000 shares of Preferred Stock, $0.01 par val ue
per share
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St ock Di vi dends

On May 25, 2000 the Board of Directors authorized a stock dividend, payable June 19, 2000
to sharehol ders of record as of June 12, 2000, whereby the Conpany issued one-half share for
each outstandi ng share of Common Stock. All share and per share data in these consolidated
financial statenents and the acconpanyi ng notes have been retroactively adjusted to reflect
t hese dividends, each having the effect of a 3-for-2 stock split. |In connection with the
stock dividend authorized by the Board of Directors in 1998, the Conpany issued one-half
share for each outstandi ng share of Common Stock, payable June 29, 1998 to sharehol ders of
record as of June 22, 1998

Recapi talization of Dollar Express

On February 5, 1999, Dollar Express issued 3,530,000 shares of cunul ative convertible
redeemabl e preferred stock for gross proceeds of $34,000, net of offering costs of $2,844
The preferred sharehol ders were entitled, at any tinme, to convert any or all shares, on a
one-for-one basis, into shares of Dollar Express commpn stock. Upon conversion, the hol ders
of the preferred shares were also entitled to payment of all accrued but unpaid dividends, if
any, as long as a qualified public offering, nerger or consolidation or any other
recapitalization or other business conbination with an affiliated entity had not occurred
prior to August 2001. All outstanding preferred shares were converted into Dollar Express
common shares, on a one-for-one basis, upon consummation of the Dollar Express merger as nore
fully discussed in Note 2. As a result of the nerger with Dollar Express, all accrued and
unpai d preferred stock dividends were forfeited and credited to additional paid-in capital in
the second quarter of 2000

The accretion of preferred stock to redenption value represents the pro rata portion of
the change in redenption value of the preferred stock fromits initial value at the date of
i ssuance to May 5, 2000. The costs of $2,844 associated with issuing the preferred stock and
the discount of $3,013 related to the value of the detachable compn stock put warrants have
been recorded as discounts on the preferred stock. The redenption val ue adjustments were
bei ng accreted and the discounts were being anortized over a five-year period fromthe date
of issuance. As a result of the nmerger with Dollar Express, the book value of the preferred
stock and common stock put warrants were credited to additional paid-in capital during the
second quarter of 2000

Dol | ar Express issued 416, 667 detachabl e common stock put warrants to the holders of the
cunul ative convertible redeemabl e preferred stock to purchase shares of Dollar Express's
common stock. The warrants were term nated upon consummation of the merger.

In connection with the recapitalization, Dollar Express distributed $59,524 to the fornmer
owners of Dol lar Express

Pro Forma Net |Inconme Per Commpon Share

The following table sets forth the calculation of pro forma basic and diluted net incone
per conmmon share

2000 1999 1998
Pro forma basic income before extraordinary
item per comon share

Income before extraordinary item............ $ 122,009 $ 106,577 $ 81, 318
Less: Preferred stock dividends and accretion 1,413 7,027 --
Inconme before extraordinary item avail able

to common shareholders ..................... 120, 596 99, 550 81, 318
Pro forma adjustnent for C corporation

I NCOMB LaAXES . ottt e -- 505 4,804
Pro forma income before extraordinary item

avai |l abl e to conmon shareholders ........... 120,596 99, 045 76,514
Wei ght ed average number of common shares

outstanding . ........ ... 103,972 98, 435 97,454
Pro forma basic income before extraordinary

item per common share ...................... $ 1.16 $ 1.01 $ __0.79

39



2000 1999 1998

Pro forma diluted i ncome before extraordinary
item per conmon share: ) )
Pro forma i ncome before extraordinary item

avail able to common shareholders ........... $ 120, 596 $ 99,045 $ _76,514
Wei ght ed average number of common shares
outstanding ... 103, 972 98, 435 97, 454

Dilutive effect of stock options and warrants

(as determ ned by applying the treasury

stock nethod) ....... .. ... ... 7,837 9,525 9,661
Wei ght ed average number of common shares and

dilutive potential common shares

outstanding ........... ... 111,809 107, 960 107,115
Pro forma diluted incone before extraordinary
item per common share ...................... $ 1.08 $ 0.92 $ 0.71

Det achabl e common stock put warrants to purchase 416,667 shares of common stock of Dol l ar
Express and 3,530,000 shares of cunul ative convertible redeemable preferred stock, eligible
for conversion into 3,530,000 shares of common stock of Dollar Express, were outstanding from
February 5, 1999 to May 5, 2000. These common stock equivalents are not included in the
cal cul ati on of the wei ghted average number of common shares and dilutive potential comon
shares outstandi ng because their effect would be anti-dilutive

At Decenber 31, 2000, 164,411 stock options are not included in the calculation of the
wei ght ed average number of comon shares and dilutive potential common shares outstanding
because their effect would be anti-dilutive

NOTE 9 — EMPLOYEE BENEFI T PLANS
Profit Sharing and 401(k) Retirenent Plan

The Conpany nmmintains defined contribution profit sharing and 401(k) plans which are
avail able to all enployees over 21 years of age who have conpl eted one year of service in
whi ch they have worked, in general, at |east 1,000 hours. Eligible enployees may nake
el ective salary deferrals. The Conpany nmay make contributions at its discretion

Contributions to and rei mbursenents by the Conpany of expenses of the plans included in
t he acconpanyi ng consolidated i ncone statenents for the years ended Decenber 31 were as
fol l ows:

2000. .. ... $ 7,041
1999, ... 5,413
1998. .. 4,059

Def erred Conpensation Pl an

The Conpany has a deferred conpensation plan providing certain highly conpensated
enpl oyees and executives the ability to defer a portion of their base conpensation and
bonuses and earn interest on their deferred anbunts. The plan is an unfunded nonqualified
pl an; however, the Conpany nmmy nake di scretionary contributions. The deferred ampunts and
earni ngs thereon are payable to participants, or designated beneficiaries, at specified
future dates, upon retirement or death. Total participant deferrals were approximtely $390
at Decenber 31, 2000 and are included in other long-termliabilities in the balance sheet.
The Conpany made no di scretionary contributions in 2000

NOTE 10 - STOCK- BASED COMPENSATI ON PLANS

At Decenber 31, 2000, the Conpany has five stock-based conpensation plans. The accounting
met hod and the plans are described bel ow

Accounti ng Met hod

The Conpany adopted the disclosure-only option under SFAS No. 123 as of January 1, 1996
If the accounting provisions of SFAS No. 123 had been adopted as of the begi nning of 1996
the Conpany's pro forma net income available to conmon sharehol ders and pro forma net incone
per common share woul d have been reduced to the pro forma ampunts indicated in the follow ng
tabl e:
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Pro forma net income available to common
shar ehol ders:

As reported. ... ... ... $ 120, 209 $ 99, 045 $ 76,514

Pro forma for SFAS No. 123.................... $ 106,372 $ 88,718 $ 69,774
Pro forma basic net incone per commpn share

As reported. .. ... ... e $ 1.16 $ 1.01 $ 0.79

Pro forma for SFAS No. 123.................... $ 1.02 $ 0.90 $ 0.72
Pro forma diluted net income per commopn share

As reported. ... ... ... $ 1.08 $ 0.92 $ 0.71

Pro forma for SFAS No. 123.................... $ 0.94 $ 0.82 $ 0. 65
The full inpact of cal culating conpensation cost for stock options under SFAS No. 123 is

not reflected in the pro forma net incone available to common sharehol ders for SFAS No. 123
and pro forma net income per share for SFAS No. 123 ampunts presented above because
conmpensation cost is reflected over the options' vesting periods and conpensation cost for
options granted prior to January 1, 1995 Is not considered. These pro fornma amounts for SFAS
No. 123 may not be representative of future disclosures because conpensation cost is
reflected over the options' vesting periods and because additional options may be granted in
future years

Fi xed Stock Option Plans

The Conpany has four fixed stock option plans. Under the Non-Qualified Stock Option Plan
(SOP), the Company granted options to its enployees for 1,047,264 shares of Common Stock in
1993 and 1, 048,289 shares in 1994. Options granted under the SOP have an exercise price of
$0.86 and are fully vested at the date of grant.

Under the 1995 Stock Incentive Plan (SIP), the Conpany may grant options to its enpl oyees
for up to 12,600,000 shares of Commpn Stock. The exercise price of each option equals the
mar ket price of the Company's stock at the date of grant, unless a higher price is
established by the Board of Directors, and an option's maxinumtermis ten years. Options
granted under the SIP generally vest over a three-year period. In exchange for their options
to purchase Dol |l ar Express Commobn Stock, certain enployees of Dollar Express were granted
228,072 options to purchase the Conpany's commpn stock based on an exchange ratio of 0.8772
Options issued in connection with the nmerger were fully vested as of the date of the merger

The Step Ahead |nvestnents, Inc. Long-Termlncentive Plan (SAl Plan) provided for the
i ssuance of stock options, stock appreciation rights, phantom stock and restricted stock
awards to officers and key enployees. Effective with the nerger with 98 Cent Cl earance Center
and in accordance with the terns of the SAl Plan, outstanding 98 Cent Cl earance Center
options were assumed by the Conpany and converted, based on 1.6818 Conpany options for each
98 Cent Cl earance Center option, to options to purchase the Conpany's comon stock. Options
issued as a result of this conversion were fully vested as of the date of the merger

Under the 1998 Special Stock Option Plan (Special Plan), options to purchase 247,500
shares were granted to five former officers of 98 Cent Clearance Center who were serving as
enpl oyees or consultants of the Conpany followi ng the merger. The options were granted as
consi deration for entering into non-conpetition agreements and a consulting agreenent. The
exercise price of each option equals the market price of the Conpany's stock at the date of
grant, and an option's maximumtermis ten years. Options granted under the Special Plan vest
over a five-year period.

The fair value of each option grant is estimated on the date of grant using the Bl ack-
Schol es option-pricing nodel with the foll owi ng wei ghted average assunptions

2000 1999 1998
Expected termin years............ 6 8 8
Expected volatility............... 61. 6% 52. 7% 50. 4%
Annual dividend yield............. -- -- --
Ri sk-free interest rate........... 5.2% 6. 6% 4. 9%
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The follow ng tables sunmarize the Conpany's various option plans as of Decenmber 31, 2000
1999 and 1998, and for the years then ended and information about fixed options outstanding
at Decenber 31, 2000

Stock Option Activity
1999

2000 1998
Wei ght ed Wei ght ed Wei ght ed
Aver age Aver age Aver age
Per Share Per Share Per Share
Exerci se Exerci se Exerci se
Shar es Price Shar es Price Shar es Price
Qut st andi ng at
begi nning of year ....... 5,288, 463 $ 16. 86 4,876,365 $ 14.33 3,606,963 $ 6.77
Ganted ................... 1, 935, 973 24. 87 1,697, 847 19. 05 2,119, 610 24.20
Exercised ................. (1, 751, 957) 12. 00 (1, 050, 432) 7.55 (722, 709) 5.94
Forfeited ................ (381, 359) 23.56 (235, 317) 21.05 (127, 499) 12.13
Qut st andi ng at
end of year ............. 5,091,120 21.02 5,288,463 16. 86 4,876, 365 14. 33
Options exercisable
at end of year .......... 1,904,127 17. 07 2,212, 093 12. 07 2,016,101 5.99
Wei ght ed average fair
val ue of options
granted during the
Year ... $ 15.37 $ 12.56 $ 15.02
Stock Options Qutstandi ng and Exercisable
Options Qutstandi ng Options Exercisable
Wei ght ed
Nunber Aver age Wi ght ed Number Wei ght ed
Range of CQut st andi ng Remai ni ng Aver age Exerci sabl e Aver age
Exerci se at Decenber 31, Cont ract ual Exerci se at December 31, Exerci se
Prices 2000 Life Price 2000 Price
$0.86 ........ ... 54,323 (1) $ 0.86 54,323 $ 0.86
$2.96 to $5.96 ....... 177,276 4.6 years 4. 60 177,276 4. 60
$6.76 to $9.94 ....... 494, 322 5.9 years 9.76 494, 322 9.76
$10.80 to $19.50..... 1, 055, 079 8.1 years 18. 80 306, 014 17.08
$20.66 to $24.75..... 2,588, 027 8.5 years 23.11 585, 422 22.92
$25.53 to $42.57 ..... 722,093 8.4 years 30. 00 286,770 28. 48

1,904,127

$0.86 to $42.57 5,091,120

the SOP in 1993 and 1994 have no expiration date. They are therefore

(1) Options granted under
wei ght ed average remaining life

not included in the tota
Enpl oyee Stock Purchase Pl an

Under the Dollar Tree Stores, Inc. Enployee Stock Purchase Plan (ESPP), the Conpany is
aut horized to issue up to 759, 375 shares of Commpn Stock to eligible enployees. Under the
terns of the ESPP, enployees can choose to have up to 10% of their annual base earnings
wi thheld to purchase the Conpany's conmon stock. The purchase price of the stock is 85% of
the lower of the price at the beginning or the price at the end of the quarterly offering
period. Under the ESPP, the Conpany has sold 187,069 shares as of Decenber 31, 2000
purchase rights is estimated on the date of grant using

The fair value of the enpl oyees
with the foll owi ng wei ghted average assunptions:

t he Bl ack-Schol es option-pricing node

3 nont hs
21% to 72%

Expected term
Expected volatility
Annual dividend yield
Ri sk-free interest rate

5.16% to 6.20% (annuali zed)
1999

The wei ghted average per share fair value of those purchase rights granted in 2000
and 1998 was $7.00, $4.59, and $3.91, respectively.
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NOTE 11 - SUBSEQUENT EVENTS (Unaudited)

Revol ving Credit Facility

Ef fective March 12, 2001, the Conpany entered into a Revolving Credit Facility with its
banks (the Revol ver Agreenent). The Agreenent provides for, anpng other things: (1) a
$50, 000 revolving line of credit, bearing interest at the agent bank's prinme interest rate or
LI BOR, plus a spread, at the option of the Conpany; and (2) an annual facilities fee
calcul ated as a percentage, as defined, of the ampunt avail able under the line of credit, and
annual administrative fee payable quarterly.

The Revol ver Agreenent, anmong other things, requires the maintenance of certain specified
financial ratios, restricts the paynent of certain distributions and prohibits the incurrence
of certain new indebtedness. The Agreenent matures on March 11, 2002. The Conpany’s existing
$135, 000 revolving credit facility was term nated concurrent with entering into the new
$50, 000 revolving credit facility.

Letters of Credit

Ef fective March 12, 2001, the Conpany entered into a Letter of Credit Rei nmbursenment and
Security Agreenent. The agreement provides $125,000 for letters of credit, which are
generally issued in relation to the routine purchase of inmported merchandi se

Operating Lease Agreenent

Ef fective March 12, 2001, the Conpany entered into an operating |lease facility (the Lease
Facility) with its banks. The Lease Facility provides for, anmong other things: (1) a
$165, 000 operating lease facility, bearing interest at the agent bank's prime interest rate
or LIBOR, plus a spread, at the option of the Conmpany; and (2) an annual facilities fee
cal cul ated as a percentage of the anpunt avail able under the facility and annua
adm nistrative fee payable quarterly. The Lease Facility, anpong other things, requires the
mai nt enance of certain specified financial ratios, restricts the payment of certain
di stributions and prohibits the incurrence of certain new indebtedness. Approximtely
$93,000 is committed to the Savannah, Briar Creek and Stockton distribution centers. This
facility replaces the existing operating |lease facilities for the Savannah, Briar Creek and
Stockton distribution centers. In addition, approximtely $20,000 is commtted for expansion
of the Stockton distribution center

Under this type of agreenent, the |essor purchases the property, pays for the construction
costs and subsequently |l eases the facility to the Conpany. The |ease provides for a residua
val ue guarantee and includes a purchase option based on the outstanding property costs plus
any unpaid interest and rents under the | ease agreenent. Each reporting period, the Conpany
estimates its liability under the residual value guarantee and, if necessary, records
additional rent expense on a straight-line basis over the remaining | ease term

NOTE 12 - QUARTERLY FI NANCI AL | NFORMATI ON (Unaudi t ed)

The following table sets forth some items fromthe Conpany's unaudited income statements
for each quarter of 2000 and 1999. The unaudited information has been prepared on the sane
basis as the audited consolidated financial statements appearing el sewhere in this report and
includes all adjustnents, consisting only of normal recurring adjustments, which managenent
considers necessary for a fair presentation of the financial data shown. The operating
results for any quarter are not necessarily indicative of results for any future period

First Second Third Fourth
Quarter Quarter(1) Quarter Quarter
(I'n thousands, except store and per share data)

2000

Net sales........ ... ... .. . .. ... $ 327,111 $ 384,503 $ 377,318 $ 599,173
Gross profit..... ... .. 113,573 136, 945 138, 990 234,081
Operating iNCOME. . ..., 23,219 36, 426 36, 329 107, 062
Pro forma net inconme available to

common shareholders (3)................. 12,876 20, 811 21, 850 64, 672
Pro forma diluted net income per

common share............ ... 0.12 0.19 0.19 0.57
Stores open at end of quarter............. 1, 565 1, 634 1, 677 1,729
Conparabl e store net sales increase (4)... 3. 0% 14. 3% 5.3% 2. 0%
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First Second Third Fourth
Quarter Quarter(2) Quarter Quarter
(I'n thousands, except store and per share data)

1999:

Net sales.............. ... . ... $ 258,091 $ 288,148 $ 298,868 $ 506,713
Goss profit....... ... .. 89, 700 103, 316 107, 322 196, 915
Operating iNCOMe. . ..........o ... 20, 451 26, 233 27,920 100, 992
Pro forma net inconme available to

common shareholders (3)................ 13,672 14, 355 12,083 58, 935
Pro forma diluted net inconme per

common share............. ... 0.13 0.13 0.11 0.54
Stores open at end of quarter............ 1, 335 1, 403 1, 461 1, 507
Conparabl e store net sales increase (4).. 4.6% 1. 7% 4. 9% 7.5%

(1) Included in gross profit is $1,100 of nerger-related costs. Included in operating incone
is $1,100 of nerger-related costs and $3, 266 of nerger-rel ated expenses.

(2) Included in gross profit is $443 of nerger-related costs. Included in operating incone is
$443 of nerger-related costs and $607 of merger-rel ated expenses.

(3) Ampunts include a pro forma adjustnent for C corporation incone taxes relating to Dollar
Express and Only $One of $271 for the second quarter of 1999 and $234 for the first
quarter of 1999.

(4) Easter was observed on April 23, 2000, April 4, 1999, and April 12, 1998.

Item 9. CHANGES I N AND DI SAGREEMENTS W TH ACCOUNTANTS ON ACCOUNTI NG AND FI NANCI AL DI SCLOSURE
None.
PART 111

Item 10. DI RECTORS AND EXECUTI VE OFFI CERS OF THE REG STRANT
The information concerning our Directors and Executive O ficers required by this Itemis
incorporated by reference to Dollar Tree Stores, Inc.'s Proxy Statenment relating to our

Annual Meeting of Sharehol ders to be held on May 24, 2001, under the caption "Election of
Directors.”

Information set forth in the Proxy Statement under the caption "Conpliance with Section
16(a) of the Securities and Exchange Act of 1934," with respect to director and executive
officer conpliance with Section 16(a), is incorporated herein by reference.

Item 11. EXECUTI VE COMPENSATI ON

Information set forth in the Proxy Statement under the caption "Conpensation of Executive
Officers," with respect to executive conpensation, is incorporated herein by reference.

Item 12. SECURI TY OANERSHI P OF CERTAI N BENEFI Cl AL OAWNERS AND MANAGEMENT

Information set forth in the Proxy Statement under the caption "Ownership of Conmmon
Stock," with respect to security ownership of certain beneficial owners and managenent, is
incorporated herein by reference.
Item 13. CERTAI N RELATI ONSHI PS AND RELATED TRANSACTI ONS

Information set forth in the Proxy Statement under the caption "Certain Relationships and
Rel at ed Transactions" is incorporated herein by reference.
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PART 1V

Item 14. EXHI BI TS, FI NANCI AL STATEMENT SCHEDULES, AND REPORTS ON FORM 8- K

(a) Docunents filed as part of this report:

1

(b) The
1.
2.

Fi nancial Statenents. Reference is nmade to the Index to the Consolidated Financia
Statements set forth under Part Il, Item 8, on page 23 of this Form 10-K

Fi nanci al Statement Schedul es. Al schedules for which provision is made in the

appl i cabl e accounting regul ations of the Securities and Exchange Comm ssion are not
requi red under the related instructions, are not applicable, or the information is
included in the Consolidated Financial Statements, and therefore have been onmitted

Exhi bits. The exhibits listed on the acconpanying |Index to Exhibits, on page 47 of
this Form 10-K, are filed as part of, or incorporated by reference into, this report.

followi ng reports on Form 8-K were filed since Septenber 30, 2000
Report on Form 8-K, filed March 16, 2001, included a first quarter 2001 outl ook

Report on Form 8-K, filed January 26, 2001, included the earnings results for the
quarter and year ended Decenber 31, 2000

Report on Form 8-K, filed January 12, 2001, included the sales results for the quarter
and year ended Decenmber 31, 2000

Report on Form 8-K, filed Decenmber 22, 2000, included a fourth quarter and full year
2000 outl ook

Report on Form 8-K, filed Novenber 9, 2000, included restated consolidated financia
statenments as of Decenber 31, 1999 and 1998 and for the three year period ended
Decenmber 31, 1999, and to retroactively conbine Dollar Tree's and Dol |l ar Express’s
financial statenents

Report on Form 8-K, filed October 25, 2000, included a press rel ease regarding
earnings for the third quarter ended Septenber 30, 2000

45



SI GNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of
1934, the Registrant has duly caused this report to be signed on its behalf by the
under si gned, thereunto duly authorized.

DOLLAR TREE STORES, | NC.

DATE: March 28, 2001 By: [s/ Macon F. Brock, Jr.
Macon F. Brock, Jr.
President and Chi ef Executive Officer

Pursuant to the requirenments of the Securities Exchange Act of 1934, this report has been
si gned bel ow by the followi ng persons on behalf of the Registrant and in the capacities and
on the dates indicated.

Si gnature Title Dat e

[s/ J. Douglas Perry
J. Dougl as Perry Chai rman of the Board; Director March 28, 2001

/sl Macon F. Brock, Jr.

Macon F. Brock, Jr. Presi dent and Chi ef Executive March 28, 2001
O ficer; Director (principal
executive officer)

[s/ H. Ray Conpton
H. Ray Conpton Executive Vice President; Director March 28, 2001

[s/ _John F. Megrue
John F. Megrue Vi ce Chairman; Director March 28, 2001

/sl Frederick C. Coble

Frederick C. Coble Seni or Vice President and Chi ef March 28, 2001
Fi nancial O ficer (principal
financial and accounting officer)

/sl Frank Doczi
Frank Doczi Director March 28, 2001

/sl Richard G Lesser
Ri chard G Lesser Di rector March 28, 2001

/sl _Thomas A. Saunders, 111
Thomas A. Saunders, 111 Director March 28, 2001

/s/ Alan L. Wirtzel
Alan L. Wirtzel Di rector March 28, 2001
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(a)

(b)

(a)

10.

(a)

I ndex to Exhibits

Pl an of Acquisition, Reorganization, Arrangenents, Liquidation or Succession

The foll owi ng docunent(s) is/are filed herew th:

2.1 Recapitalization Agreenent and Pl an of Reorgani zati on dated Decenber 4, 2000 by
and anong Dol |l ar Tree Stores, Inc. and Warrant hol ders of the Conpany

The follow ng docunents, filed as Exhibits 2.4, 2.5 and 2.6 to the Conpany’s Form S-3/A
filed August 1, 2000, are incorporated herein by this reference:

2.2 Mer ger Agreenent by and anong the Conmpany, DT Keystone, Inc., Dollar Express, Inc.
and Bernard Spain, Murray Spain, Bernard Spain Famly Limted Partnership, Mrray
Spain Famly Limted Partnership, Gobal Private Equity Ill Limted Partnership,
Advent Partners GPE Ill Limted Partnership, Advent Partners (NA) GPE Limted
Part nershi p, Advent Partners Limted Partnership, Guayacan Private Equity Fund
Limted Partnership, and Dollar Express |Investnent, LLC Limted Partnership
(collectively, the "Dollar Express Sharehol ders") dated April 5, 2000
(incorporated by reference fromour Current Report on Form 8-K, filed April 11,
2000)

2.3 Regi stration Rights Agreenent dated April 5, 2000 by and anong the Conpany and the
Dol | ar Express Sharehol ders (incorporated by reference fromour Current Report on
Form 8-K dated April 11, 2000)

2.4 Escrow Agreenent dated May 5, 2000 by and anong Dollar Tree Stores, Inc., State
Street Bank & Trust, Bernard Spain, David Miussafer, and the Hol ders (incorporated
by reference fromour Current Report on Form 8-K, filed July 12, 2000)

Articles and Byl aws

3.1 Third Restated Articles of Incorporation of Dollar Tree Stores, Inc. (the
Conpany), as anended (Exhibit 3.1 to the Conpany's Quarterly Report on Form 10-Q
for the fiscal quarter ended Septenber 30, 1996 incorporated herein by this
reference)

3.2 Second Restated Byl aws of the Conpany (Exhibit 3.2 to the Conpany's Registration
Statement on Form S-1, No. 33-88502, incorporated herein by this reference)

Instrunents Defining the Rights of Holders Including |ndentures

The follow ng docunent, filed as Exhibit 4.7 to the Conpany’s Form S-8 filed July 12,
2000 is incorporated herein by this reference:

4.1 Third amendnent to the Plan (see the Appendix to the Conpany’s Proxy Statenent
filed with the Conm ssion in connection with the Conpany’s annual neeting of
sharehol ders held on May 25, 2000, incorporated herein by this reference

Material Contracts

The follow ng docunent(s) is/are filed herewth:

10.1 Credit Agreenment anmong Dollar Tree Distribution, Inc., as Borrower, Certain of the
Donestic Affiliates of the Borrower fromTime to Tine Parties Hereto, as
Guarantors; the Lender Parties Hereto, Fleet National Bank, as Syndication Agent,
SunTrust Bank, as Docunmentation Agent, and First Union National Bank, as
Adm ni strative Agent, dated as of March 12, 2001

10. 2 Credit Agreement anmong First Security Bank, National Association, as Owmer Trustee
under the DTSD Realty Trust 1999-1, as the Borrower, The Several Lenders from
Time to Tine Parties Hereto, and First Union National Bank, as the Agent, dated
as of March 12, 2001
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(b)

(c)

21.

23.

10.3 Lease Agreenent between First Security Bank, National Association, as Owner
Trustee under the DTSD Realty Trust 1999-1, as Lessor and Respective each
particul ar Property, the Lessee referenced on the signature pages hereto which
has executed a Lease Supplement with respect to such Property or such other
Credit Party designated as Lessee in any Lease Supplenment respecting such
Property, dated as of March 12, 2001

The foll owi ng docunents, filed as Exhibits 10.1, 10.2 and 10.3 to the Conpany's Quarterly
Report on Form 10-Q for the fiscal quarter ended March 31, 2000 are incorporated herein
by this reference:
10. 4 Merger Agreenent, dated April 5, 2000, by and anong Dollar Tree Stores, Inc., DT
Keystone, Inc., Dollar Express, Inc., and the sharehol ders of Dollar Express,
Inc.

10.5 Regi stration Rights Agreement, dated April 5, 2000

10.6 Form of Escrow Agreenent by and anong Dollar Tree Stores, Inc., State Street Bank
& Trust, Bernard Spain, WIIliam Wo and the sharehol ders

The follow ng docunent, filed as Exhibit 10.1 to the Conpany's Quarterly Report on Form
10-Q for the fiscal quarter ended Septenber 30, 2000 is incorporated herein by this
reference:

10.7 Amendnent No. 1 to Certain Operative Agreements, dated August 28, 2000

Subsi di aries of the Registrant

21.1 Subsi di ari es

Consents of Experts and Counsel

23.1 I ndependent Auditors' Consent
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