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Current asset

DOLLAR TREE STORES, INC
AND SUBSI DI ARI ES

CONDENSED CONSOLI DATED BALANCE SHEETS
(I'n thousands, except share data)

(Unaudi t ed)

ASSETS
S:

Cash and cash equivalents......... .. .. ... . ... . . . .. . .. . ...
Short-terminvestnments (Note 2)........ ... ... ... ... ... .. ...
Merchandi se inventories (Note 5)......... ... ... ..........
Deferred tax assSet...... ...
Prepai d expenses and other current assets.................

Tot al
Property and
Deferred tax
Goodwi I I ( Not
O her assets

TOTAL

Current |iabi

current assets .......... ...

equi pmeNnt, Net . ... ... ...
ASSel ...
B D) L
(NOt e B) .t

ASSETS . .

LI ABI LI TIES AND SHAREHOLDERS' EQUI TY
lities:

Current portion of long-termdebt.........................
Accounts payable. .. ... . ...
Income taxes payable........ ... . ... .. . ... ..
O her current liabilities..... ... .. .. .. . . . . .. . . . ... .. ...
Current installnments of obligations under

capita

Tot al

| BASES . . i

current liabilities ........ .. ... .. . . . .. . . . ...

Long-term debt, excluding current portion....................
ol i gati ons under capital |eases, excluding current

install nent
QG her liabili

Tot al

Shar ehol der s

S i e
L BS o e

liabilities ... . e

equity (Note 6):

Conmmon st ock, par value $0.01. Authorized

300, 000,

000 shares, 114,116, 643 shares

i ssued and outstandi ng at Septenber 30, 2002

and 112,

505, 658 shares i ssued and

outstanding at Decenber 31, 2001........................

Addi ti onal

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

Accunul at ed ot her conprehensive loss......................
Unearned conpensation. . .... ... ... ...
Retained earnings. .. ........ e

Tot al
Conmi t nents (

TOTAL

sharehol ders' equity ....... .. ... .. .. ... ... .....
NOt @ 3) ..o

LI ABI LI TTES AND SHAREHOLDERS' EQUITY ............

Sept enmber 30, Decenber 31,

2002 2001
$ 81, 433 $ 236,653
5, 500 .-

533, 871 296, 473

10, 687 8, 877

12, 601 18, 776

644, 092 560, 779

330, 742 279, 011

8, 796 7,436

38, 358 38, 358
17,576 16, 464

$ 1,039,564 $ 902,048
$ 25, 000 $ 25,000
133, 751 68, 653
7,595 38, 848

49, 634 63, 656

4, 025 3, 865

220, 005 200, 022

6, 000 12, 000

18, 361 21, 506

28, 070 16, 784

272, 436 250, 312
1,141 1,125

215, 966 167, 151

(1, 355) (378)

(129) -

551, 505 483, 838

767, 128 651, 736

$ 1,039,564 $ 902,048

See acconpanying Notes to Condensed Consolidated Financial Statenents



DOLLAR TREE STORES,

AND SUBSI DI ARI ES

I NC.

CONDENSED CONSOLI DATED | NCOVE STATEMENTS
except per share data)

(I'n thousands,
(Unaudi t ed)

Cost of sales (Note 5) ...................

Net sales ........
G oss profit
Sel l'ing, general

and adm ni strative
expenses (Note 5)

Qperating income...................

O her income (expense):

Provi sion for

Net

I nt erest
Interest expense......................
Changes in fair value of non-hedgi ng
i nterest
Tot al

i nconme
rate
ot her

I ncome befor

Net income (

See acconpanyi ng Notes to Condensed Consol i dated Financi al

SWAPS. + v v
i ncome (expense).......

e incone taxes ........

incone taxes...............

Note 6) ...............

incone per share (Notes 4 and 5):
Basic.......
Diluted.....

Three Mont hs Ended
Sept enber 30,

Ni ne Mont hs Ended
Sept enber 30,

2002

$ 513,504
330, 921
182, 583
148, 487

34, 096
680
(1,072)

(1,382)
(1,774)

32,322
12, 444

$ 19,878

2001

$ 444,745
290, 450
154, 295
128, 475

25, 820
513
(1,276)

(1,379)
(2, 142)

23,678
9,126

$ 14,552

2002 2001
$1,501, 707  $1, 272, 425
965, 768 829, 582
535, 939 442,843
423, 600 363, 839
112, 339 79, 004
2,736 3,345
(3,437) (3, 925)
(1,611) (1,974)
(2,312) (2,554)
110, 027 76, 450
42, 360 29, 457

$ 67,667 $ 46,993
$ 0.60 $ 0.42
$ 0.59 $ 0. 42

St at enent s



DOLLAR TREE STORES,
AND SUBSI DI ARI ES
CONDENSED CONSOLI DATED STATEMENTS OF CASH FLONB
(I'n thousands)
(Unaudi t ed)

I NC.

Ni ne Mont hs Ended

Sept enber 30,
2002 2001
Cash flows from operating activities:
NEet 1 NCOMB. . .. $ 67,667 $ 46,993
Adj ustments to reconcile net inconme to net cash...........
used in operating activities:
Depreciation and anortization......................... 51,779 38, 781
Loss on di sposal of property and equipnent ............ 1,585 1, 222
Change in fair value of non-hedgi ng interest
FALE SWAPS. . o ettt 1,611 1,974
Provision for deferred income taxes ................... (2,548) (3,547)
Tax benefit of stock option exercises ................. 10, 569 1, 418
O her non-cash adjustnents to net incone .............. 219 11
Changes in assets and liabilities increasing
(decreasi ng) cash and cash equival ents:
Merchandise inventories........... ... ... . .. (237, 398) (179, 696)
Prepai d expenses and other current assets............ 6, 200 8, 143
O her assets. ..... ... e (816) (982)
Accounts payable....... ... .. . ... 65, 098 60, 316
Incone taxes payable........ ... ... ... . ... . .. . . .. (31, 253) (4,626)
O her current liabilities........ ... ... ... . ... ...... (14, 022) (7,397)
Oher liabilities...... ... . 8, 059 5, 995
Net cash used in operating activities.............. (73, 250) (31, 395)
Cash flows frominvesting activities:
Capital expenditures............. . (104, 780) (98, 064)
Purchase of short-terminvestments........................ (16, 500) --
Proceeds frommaturities of short-terminvestments........ 11, 000 --
Settlenent of merger-related contingencies................ 6, 688 --
Acquisition of favorable lease rights..................... (813) --
Proceeds from sale of property and equipment.............. 14 48
Net cash used in investing activities.............. (104, 391) (98, 016)
Cash flows from financing activities:
Repaynment of |long-termdebt and facility fees............. (6,025) (6,239)
Princi pal payments under capital |ease obligations........ (2,853) (2,661)
Proceeds from stock issued pursuant to stock-based
conpensation plans. . ........ ... 31, 299 5,764
Repurchase of common stock............ ... ... .. .. .......... -- (3,775)
Net cash provided by (used in) financing
aCtiVities . . ... e 22,421 (6,911)
Net decrease in cash and cash equivalents.................... (155, 220) (136, 322)
Cash and cash equival ents at begi nning of period............. 236, 653 181, 166
Cash and cash equivalents at end of period................... $ 81,433 $ 44,844
Suppl enent al di scl osure of cash flow infornation:
Cash paid for:
I 0T = $ 2,599 $ 3,513
INCOMB L AXES .« ottt et e e e e e $ 66, 314 $ 36,216

See acconpanying Notes to Condensed Consol i dated Fi nancial Statenents



DOLLAR TREE STORES, | NC
AND SUBSI DI ARI ES
NOTES TO CONDENSED CONSOLI DATED FI NANCI AL STATEMENTS

1. BASI S OF PRESENTATI ON

The condensed consolidated financial statenents at Septenber 30, 2002, and for
the three- and nine-nmonth periods then ended, are unaudited and reflect al
adj ustments (consisting only of normal recurring adjustments) which are, in the
opi ni on of nmanagenent, necessary for a fair presentation of the financial position
and operating results for the interimperiods. The Decenber 31, 2001 bal ance
sheet information was derived fromthe audited consolidated financial statenents
for the year ended Decenber 31, 2001

The condensed consolidated financial statenents should be read in conjunction
with the consolidated financial statenents and notes thereto, together wth
managenent's di scussion and anal ysis of financial condition and results of
operations for the year ended Decenber 31, 2001, contained in the Conmpany's Annua
Report on Form 10-K filed March 14, 2002. The results of operations for the three-
and ni ne-nont h peri ods ended Septenber 30, 2002 are not necessarily indicative of
the results to be expected for the entire year endi ng Decenber 31, 2002.

Certain 2001 anpunts have been reclassified for conparability with the 2002
financial statement presentation.

2. SHORT- TERM | NVESTMENTS

The Conpany’s short-terminvestnments consist primarily of governnent-sponsored
commer ci al paper with remaining maturities of nore than 90 days at the tinme of
purchase. These investnents are classified as held-to-naturity and carried at
anortized cost, which approxinmates fair val ue.

3. OPERATI NG LEASE AGREEMENT

The Conpany has a Lease Facility that provides for, anobng other things:
(1) a $165.0 mllion operating |lease facility, bearing interest at the agent
bank's prine interest rate or LIBOR plus a spread, at the option of the Conpany;
and (2) an annual facilities fee, calculated as a percentage of the anpunt
avai | abl e under the facility and an annual administrative fee payable quarterly.
The Lease Facility, anmong other things, requires the maintenance of certain
specified financial ratios, restricts the paynent of certain distributions and
prohi bits the incurrence of certain new i ndebtedness. Approximately $113.5
mllion is conmtted to the Savannah, Briar Creek and Stockton distribution
centers. This Lease Facility expires in March 2006.

Ceneral ly, under this type of agreenent, an unrelated third party in the form
of a special purpose entity borrows funds under a construction agreenent,
purchases the property, pays for the construction costs and subsequently | eases
the facility to the Conpany. The |ease requires the Conpany to provide 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 agreenment. These
agreenents are typically referred to as synthetic | eases. 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 lease term No liability was recorded as of Septenber 30, 2002 and
Decenber 31, 2001



During the first quarter of 2002, the Conpany comitted an additional $41.0
mllion to the Conpany’s new Marietta, Cklahonma distribution center under its
exi sting Lease Facility. As a result, the total conmtnment under the Lease
Facility is approximately $154.5 mllion. The Marietta distribution center is
bei ng constructed to the Conpany's specifications by an unrelated third party, who
is serving as the devel oper, subject to the terns and conditions of a devel oprment
agreenent with the Conpany. The special purpose entity provided the devel oper a
$41.0 million construction |oan, of which the Conpany guaranteed approxi mately
89. 9% of the anmpunt outstanding under the | oan as defined in the devel opnent
agreenent. At Septenber 30, 2002, the Conpany had guaranteed $13.9 mllion under
this agreenent. The construction loan will be satisfied by the devel oper no | ater
than March 2003, at which tine the Conpany has the option to | ease the
di stribution center under the Lease Facility or purchase the distribution center
outri ght.

4. NET | NCOVE PER COMMON SHARE

The following table sets forth the cal cul ati on of basic and diluted net incone
per share:

Three nont hs ended Ni ne nont hs ended
Sept enber 30, Sept enber 30,
2002 2001 2002 2001

(I'n thousands, except per share data)

Basi ¢ net inconme per share:

Net income......... .. ... ... .. $ 19,878 $ 14,552 $ 67,667 $_46,993
Wei ght ed average nunber of
common shares outstanding........... 114,108 112, 363 113,459 112,214
Basi ¢ net incone per share........ $ 0.17 $ 0.13 $ 0.60 % 0.42
Diluted net income per share:
Net income .......... ... . ... $ 19,878 $ 14,552 $ 67,667 $ 46,993
Wei ght ed average nunber of
comon shares outstanding........... 114, 108 112, 363 113,459 112,214

Dilutive effect of stock options and

restricted stock (as determ ned by

appl ying the treasury stock nethod). 640 874 1, 058 737
Wei ght ed average nunber of conmon

shares and dilutive potential

common shares outstanding........... 114,748 113, 237 114,517 112,951
Di | uted net income per share ..... $__0.17 $__ 0.13 $__0.59 % 0.42

At Septenber 30, 2002 and 2001, 1,787,660 and 721, 049, respectively, stock
options are not included in the cal culation of the weighted average nunber of
common shares and dilutive potential commpn shares outstandi ng because their
effect would be anti-dilutive.

On March 11, 2002, the Board of Directors granted options to enpl oyees under
t he Conpany’s Stock Incentive Plan to purchase 1,613,300 shares of the Conpany’s
comon stock at an exercise price of $31.62 per share. |In addition, on May 29,
2002, options to purchase 30,000 and 6,000 shares of common stock at an exercise
price of $37.28 per share were granted to five non-enpl oyee directors and the
Chai rman Enmeritus, respectively. The exercise price of both grants represents the
fair market value of the Conpany’'s stock at the dates of the respective grants.



5. ACCOUNTI NG CHANGES
I nventory

During the second quarter of 2002, the Conpany changed its nethod of accounting
for its merchandi se inventories fromthe first-in, first-out nethod to the
wei ght ed- average cost nethod followi ng the inplenentation of its new inventory
managenment system The Conpany believes this change is preferable because it nore
accurately measures the cost of the Conpany’s nerchandi se inventories and nore
accurately matches revenues and costs. |In accordance with generally accepted
accounting principles, the Conpany inplenented this change retroactively to
January 1, 2002. The cunul ative effect of the accounting change at January 1,
2002 was not material. |In addition, there was no material inmpact to the first and
second quarter 2002 financial statenents as a result of this change in accounting
principle. Additional pro forma disclosures of the inmpact of the change on prior
peri ods as required under Accounting Principles Board Opinion No. 20, “Accounting
Changes” are not provided since wei ghted-average cost infornation was not
avail able fromthe prior inventory managenent systeny however, the Conpany does
not believe the effects would have been materi al

I ntangi bl e Assets and Goodwi | |

Ef fective January 1, 2002, the Conpany adopted Statenent of Financial
Accounting Standards (SFAS) No. 142, "CGoodwi |l and Other Intangible Assets,” which
est abl i shes accounting and reporting standards for intangible assets and goodwi | I.
SFAS No. 142 requires that goodwi Il and intangible assets with indefinite usefu
lives no longer be anortized, but rather tested for inpairnent at |east annually.
SFAS No. 142 also requires that intangible assets with definite useful lives be
anortized over their respective estimted useful lives and reviewed for inpairnent
in accordance with SFAS No. 144, "Accounting for the I|npairment or Disposal of
Long-Li ved Assets." The Conpany perforned the required transition inpairnent
tests of goodwi Il and other intangi bles as of January 1, 2002, and determ ned that
no i npairment existed.

I nt angi bl e Assets

At January 1, 2002, the Conpany's intangible assets consisted of non-conpete
agreenents with former sharehol ders of a conpany acquired by the Conpany in 1998.
These assets are being anortized over the legal terns of the individua
agreements, which is generally a ten-year period. At Septenber 30, 2002 and
Decenber 31, 2001, the carrying value of these agreenents was $2.6 mllion and
$3.0 million, respectively, which is net of $1.8 mllion and $1.4 mllion
respectively, of accunul ated anorti zation

In March 2002, the Conpany acquired favorable | ease rights for operating | eases
for retail locations froma third party. The fair market value of the |ease
rights was approximately $0.8 million and will be anortized on a straight-Iline
basis to rent expense over the remaining initial |ease terns, which expire at
various dates through 2007.

These intangi bl e assets are included in "other assets" in the acconpanying
condensed consol i dated bal ance sheets. Estinmated annual anortization expense for
the next five years follows: 2002 - $0.7 mllion; 2003 - $0.7 million; 2004 - $0.6
mllion; 2005 - $0.5 mllion; and 2006 - $0.5 mllion



Goodwi | |

At Septenber 30, 2002 and Decenber 31, 2001, the carrying value of goodw || was
$38.4 mllion. |In accordance with SFAS No. 142, goodwill is no |onger being
anortized, but is tested at least annually for inpairment. |In addition, goodw I
will be tested on an interimbasis if an event or circunstance indicates that it
is nmore likely than not that an inpairnent |oss has been incurred.

The followi ng table reconciles reported net incone and net incone per share for
the three- and nine-nmonth periods ended Septenber 30, 2002 and 2001 to net incone
and net incone per share that would have been recorded if SFAS No. 142 were
ef fective for each of the periods presented:

Three nont hs ended Ni ne nmont hs ended
Sept enber 30, Sept enber 30,
2002 2001 2002 2001

(I'n thousands, except per share data)
Reconciliation of net incone:

Net income...................... $ 19, 878 $ 14,552 $ 67,667 $ 46,993
Add back: Goodwi Il anortization
(net of tax).................. - - 310 - - 931

Adjusted net income............. $ 19,878 $ 14,862 $ 67,667 $ 47,924
Basi ¢ net inconme per share:

Net incone...................... $ 0.17 $ 0.13 $ 0.60 $ 0.42

Goodwi | | anortization........... - - - - -- 0.01

Adjusted net income............. $ _0.17 $_0.13 $ _0.60 $ _ 0.43
Diluted net income per share:

Net incone...................... $ 0.17 $ 0.13 $ 0.59 $ 0.42

Goodwi | | anortization........... - - - - -- - -

Adjusted net income............. $ _0.17 $_0.13 $ _0.59 $ _0.42




6. COVPREHENSI VE | NCOVE

The Conpany's conprehensive incone reflects the effect of recording derivative
financial instrunents pursuant to SFAS No. 133. The followi ng table provides a
reconciliation of net inconme to total conprehensive incone:

Three nont hs ended Ni ne nont hs ended
Sept enber 30, Sept enber 30,
2002 2001 2002 2001
(I'n thousands) (I'n thousands)
Net inconme........................ $ 19,878 $ 14,552 $ 67,667 $ 46,993
Cumul ative effect of change
in accounting for derivative
financial instrunents(net of
$44 tax expense) ................ -- -- -- 70
Fai r val ue adjustnment—derivative
cash flow hedging instruments... (1, 105) (2, 206) (1, 616) (1,989)
Income tax benefit ................ 426 850 628 766
Fair value adjustnent, net of tax. (679) (1, 356) (988) (1, 223)
Anortization of SFAS No. 133
cumul ative effect............... 6 6 18 18
Income tax expense................ (3) (3) (7) (7)
Anortization of SFAS No. 133
cunul ative effect, net of tax... 3 3 11 11
Tot al conprehensive incone...... $ 19,202 $ 13,199 $ 66,690 $ 45,851

The cunul ative effect recorded in "accumul at ed ot her conprehensive incone" is
being anortized over the remaining lives of the related interest rate swaps.

[tem 2. MANAGEMENT' S DI SCUSSI ON AND ANALYSI S CF FI NANCI AL CONDI TI ON AND
RESULTS OF OPERATI ONS

| NTRODUCTORY NOTE: Unl ess otherw se stated, references to "we," "our" and "us
generally refer to Dollar Tree Stores, Inc. and its direct and indirect

subsidi ari es on a consol i dated basi s.

A WARNI NG ABOUT FORWARD- LOOKI NG STATEMENTS: Thi s docunent contains "forward-

| ooking statenents" as that termis used in the Private Securities Litigation

Ref orm Act of 1995. Forward-| ooki ng statenents address future events, devel opnents
or results and typically use words such as "believe", "anticipate", "expect",
"intend", "plan" or "estinmate". For exanple, our forward-Iooking statenents

i ncl ude statenents regarding:

e our anticipated inventory levels, operating profit nmargin, and future net
sal es results, including conparable store net sales results;

« the effect of west coast port disruptions associated with the
I nternati onal Longshore and Warehouse Uni on | abor disputes;

e our growh plans, including our plans to add, expand or rel ocate stores;
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e the possible effect of inflation and other econom ¢ changes on our future
costs and profitability;

e our cash needs, including our ability to fund our future capita
expendi tures and working capital requirenments; and

» the possible effect of changes in generally accepted accounting
principles relating to special purpose entities.

For a discussion of the risks, uncertainties and assunptions that could affect
our future events, developments or results, you should carefully review the risk
factors descri bed bel ow, "Managenent's Discussion and Anal ysis of Financi al
Condition and Results of Operations" and "Busi ness" sections in our Annual Report
on Form 10-K filed March 14, 2002, and review "Ri sk Factors" in our nost recent
prospect us:

e Adverse econonic conditions, such as reduced consuner confidence and
spendi ng, or bad weather could significantly reduce our sales.

 We could fail to neet our goals for opening, expanding, or relocating
stores on a tinely basis, which could cause our sales to suffer. W nay
not anticipate all the challenges that our expanding operations will
i npose and, as a result, we may not neet our targets for opening new
stores and expanding profitability. In addition, new or expanded stores
Wi || cause sales at nearby existing stores to suffer

W could fail to hire or retain key enpl oyees, which could cause our
sales and profitability to suffer

e CQur sales may be bel ow expectations during the Christnas selling season
particularly this year since there are six fewer selling days between
Thanksgi vi ng and Chri stmas, which may cause our operating results to
suffer materially.

e CQur profitability is vulnerable to future increases in conpetition, and
operating and nerchandi se costs including shipping rates, freight costs,
wage | evels, inflation, and other adverse economi c factors because we
sel |l goods at the fixed $1.00 price point.

e Qur sales and profits could be reduced by increases in conpetition
especi al ly because there are no significant econonmic barriers for others
to enter our retail segnment. For exanple, Wal-Mart is operating an in-
store "dollar store" concept in sonme of its stores.

e Unforeseen disruptions or costs in operating and expandi ng our systens,
i ncluding our receiving and distribution systens, could harm our sales
and profitability.

e Qur nerchandise mx relies heavily on inported goods. An increase in the
cost or disruption of the flow of these goods nay significantly decrease
our sales and profits because any transition to alternative sources nay
not occur in tine to neet our demands. For exanple, we could experience
future increased costs or delays in receiving shipnents due to work
di sruptions or slowdowns by the International Longshore and Warehouse
Uni on or subsequent contai ner shortages overseas. |n addition, products

11



and alternative sources may al so be of |esser quality and nore expensive
than those we currently inport.

e Disruptions in the availability of quality, |ow cost nerchandise in
sufficient quantities to maintain our growh may reduce sal es and
profits.

Qur forward-I|ooking statenents could be wong in Iight of these and ot her
ri sks, uncertainties and assunptions. The future events, devel opnents 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-1ooking statements after the date of this quarterly report and you shoul d
not expect us to do so.

I nvestors should al so be aware that while we do, fromtinme to time, conmunicate
with securities analysts and others, we do not, by policy, selectively disclose to
them any material nonpublic information or other confidential conmercia
i nformati on. Accordingly, sharehol ders should not assume that we agree with any
statement or report issued by any anal yst regardl ess of the content of the
statement or report. W generally do not issue financial forecasts or
proj ections, and we do not, by policy, confirmthose issued by others. Thus, to
the extent that reports issued by securities analysts contain any projections,
forecasts or opinions, such reports are not our responsibility.

Results of Qperations

The Three Mont hs Ended Septenber 30, 2002 Conpared To The Three Months Ended
Sept ember 30, 2001

Net Sales. Net sales increased 15.5%in the third quarter of 2002 conpared to
the sane period in 2001. This $68.8 nillion increase in net sales resulted
primarily fromincreased sales at our new stores and a 0.2% i ncrease in our
conparabl e store net sales. Conparable store net sales are positively affected by
our expanded and relocated stores, which we include in the calculation, and, to a
| esser extent, are negatively affected when we open new stores or expand stores
near existing stores.

At Septenber 30, 2002, we operated 2,179 stores with 12.2 nmillion selling
square feet conpared to 1,935 stores with 9.7 nillion selling square feet for the
same period in 2001. W opened 83 stores, expanded 32 stores and cl osed 9 stores
in the third quarter of 2002, conpared to 79 stores opened, 41 stores expanded,
and 7 stores closed in the third quarter of 2001. 1In the third quarter of 2002,
we added approximately 0.8 mllion selling square feet, of which approximtely 0.2
mllion selling square feet was added through expandi ng exi sting stores.

Gross Profit. Qur gross profit as a percentage of net sales is called our gross
profit margin. Goss profit margin increased to 35.6%in the third quarter of
2002 conpared to 34.7%in the third quarter of 2001. The increase in gross profit
margin is primarily attributed to the foll ow ng:

e Jlower distribution costs, as a percentage of net sales, resulting
primarily fromincreased inventory |evels, which caused a higher
percentage of these costs to be capitalized. |Inproved efficiencies and
productivity also contributed to our |ower distribution costs.

e inmproved shrink results particularly in our Dollar Express stores.
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Selling, General and Adm nistrative Expenses. Selling, general and
adm ni strative expenses increased 15.6%in the third quarter of 2002 conpared to
the sane period in 2001. Expressed as a percentage of net sales, selling, genera
and admi ni strative expenses renai ned unchanged at 28.9% for the third quarter of
2002 conpared to the third quarter of 2001. Selling, general and administrative
expenses for the third quarter of 2002 conpared to the third quarter of 2001
reflect | ower expenses attributed to:

e inprovenents in payroll-related costs due in part to the results of our
continued focus on and better nanagenent of |abor costs;

« the absence of a one-tine charge of $1.7 mllion, that was recorded
during the third quarter of 2001, related to a terminated distribution
center |ease; and

e our cessation of anortization of goodw |I, effective January 1, 2002, in
accordance with the provisions of SFAS No. 142. During the third quarter
of 2001, we recorded approxinmately $0.5 mllion of goodw Il anortization

The benefits of these | ower expenses were offset by increased store operating
expenses and i ncreased depreciation costs. The increased depreciation costs were
associ ated with our new supply chain technol ogy, our store relocation and
expansi on program and the opening of |arger stores.

Operating Income. Due to the reasons discussed above, operating income
i ncreased as a percentage of net sales to 6.6%in the third quarter of 2002
conpared to 5.8%in the sane period of 2001

Interest Incone/ Expense. Interest income increased $0.2 mllion to $0.7 mllion
in the third quarter of 2002 over the third quarter of 2001. This increase
resulted primarily fromincreases in our cash and cash equival ent bal ances
partially offset by a decrease in interest rates earned on our investnents.

I nterest expense decreased to $1.1 nmillion for the third quarter of 2002 conpared
to $1.3 mllion for the same period in 2001 due to repaynents of |ong-term debt
and a decrease in interest on capitalized |eases.

Changes in Fair Value of Non-hedging Interest Rate Swaps. The $1.4 mllion
expense for the third quarters of 2002 and 2001 is the result of reflecting our
non- hedgi ng interest rate swaps at their fair values in accordance with SFAS No.
133. The expense realized in the third quarter of 2002 is prinmarily due to the
downward adjustnent to the forward interest rate yield curve. Due to many
vari abl es, our managenent is not able to predict changes in the fair val ues of our
i nterest rate swaps.

The Ni ne Months Ended Septenber 30, 2002 Conpared To The N ne Months Ended
Sept enber 30, 2001

Net Sales. Net sales increased 18.0%for the first nine months of 2002 conpared
to the same period in 2001. W attribute this $229.3 million increase in net
sales to increased sales at our new and expanded stores in addition to a 1.5%

i ncrease in our conparable store net sales year-to-date 2002. Conparable store
net sales are positively affected by our expanded and rel ocated stores,

which we include in the calculation, and, to a | esser extent, are negatively

af fected when we open new stores or expand stores near existing stores.
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For the first nine nonths of 2002, we opened 231 stores, expanded 83 stores and
cl osed 27 stores, conpared to 228 stores opened, 94 stores expanded, and 22 stores
closed for the first nine nmonths of 2001. During 2002, we opened | arger stores
than originally planned, which required us to shift our store openings to later in
the third quarter and shift sone store openings into the fourth quarter. 1In the
first three quarters of 2002, we added approximately 2.1 million selling square
feet, of which approxinmately 0.4 mllion selling square feet was added through
expandi ng existing stores. Larger stores take longer to negotiate, build out and
open conpared to our snaller square footage stores and generally have | ower net
sal es per square foot than our snaller stores. Qur square footage growh in the
future will cone primarily fromlarger stores.

In the fourth quarter of 2002, we expect net sales to increase approximtely
15-16% conpared to the fourth quarter of 2001 to $825-$830 million. Qur
expectations are based on flat conparable store net sales and our projected store-
openi ng plans for the remai nder of 2002. |n addition, because we have received
substantially all of our Christmas nerchandi se, we do not expect any nateri al
i mpact in the fourth quarter of 2002 fromthe west coast port disruptions
associated with the International Longshore and Warehouse Uni on | abor disputes.

Gross Profit. Qur year-to-date gross profit margin increased to 35.7%in 2002
conpared to 34.8%in 2001. The increase in gross profit margin for the first nine
nmont hs of 2002 is primarily due to inproved inventory shrink. This inprovenent is
primarily attributed to | ower shrink in our Dollar Express stores and our
Phi | adel phia distribution network and adjustnents to our distribution center
shrink in connection with our supply chain nanagenent system i npl enentation

Selling, CGeneral and Administrative Expenses. Selling, general and
adm ni strative expenses increased 16.4%in the first nine months of 2002 conpared
to the sane period in 2001. Expressed as a percentage of net sales, selling,
general and adm nistrative expenses decreased to 28.2%for the first nine nonths
of 2002 conpared to 28.6% for the same period in 2001. The inprovenent in
selling, general and admi nistrative expenses, as a percentage of net sales, is
primarily due to savings achieved fromour inplementation of various expense-
managenment initiatives, particularly with regard to payroll-rel ated expenses,
partially offset by an increase in depreciation and anortizati on expense. The
increase in depreciation and anortization expense resulted prinmarily from
depreci ation costs associated with our new supply chain technol ogy, our store
rel ocati on and expansi on program and the opening of new | arger stores. In
addition, effective January 1, 2002, we ceased anortization of goodwill in
accordance with the provisions of SFAS No. 142. W recorded approxi mately $1.5
mllion of goodwi |l anortization for the first nine nonths of 2001

Qperating Inconme. Due to the reasons discussed above, operating income
i ncreased as a percentage of net sales to 7.5%for the first nine nonths of 2002
from6.2%for the sanme period in 2001

We expect fourth quarter 2002 operating profit margin to be consistent with the
prior year, which was approximately 17.5% given our sal es gui dance di scussed
above.

Interest | ncone/ Expense. Interest incone decreased $0.6 nmillion in the first
ni ne nont hs of 2002 conpared to the first nine nonths of 2001. This decrease
resulted fromdecreases in interest rates earned on our investrments partially
of fset by increased | evels of cash and cash equivalents for the first nine nonths
of 2002. Interest expense decreased to $3.4 mllion in the first nine nonths of
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2002 from $3.9 nillion for the same period in 2001 due to repaynents of our |ong-
termdebt and a decrease in interest on our capitalized | eases.

Liquidity and Capital Resources

Qur business requires capital to open new stores and operate existing stores.
Qur working capital requirenents for existing stores consist primarily of
i nventory purchases, which are seasonal in nature and typically reach their peak
in Septenber and Cctober. Historically, we have satisfied our seasonal working
capital requirenents for existing stores and funded our store opening and
expansi on prograns frominternally generated funds and borrow ngs under our credit
facilities.

The following table conpares cash-flow related information for the nine nonths
ended Septenber 30, 2002 and 2001

Ni ne nont hs ended
Sept enber 30,
2002 2001

(I'n mllions)

Net cash provided by (used in):

Qperating activities............... $(73.3) $(31. 4)
Investing activities............... (104. 4) (98.0)
Financing activities............... 22.4 (6.9)

The $41.9 nmillion increase in cash used in operating activities is prinmarily
attributed to

e increased cash expenditures for inventory associated with our typica
seasonal ity;

e the timng of income tax paynents;

e partially offset by increased net inconme net of non-cash expense
adj ust ment s.

The $6.4 nmillion increase in cash used in investing activities was primarily
the result of the follow ng:

» increased capital expenditures associated with our new and expanded
stores in 2002 and purchases of short-termfixed-rate governmnent-
sponsored conmmerci al paper

e partially offset by proceeds fromthe nmaturities of our short-term fixed-
rate governnent-sponsored conmerci al paper and the cash proceeds received
fromthe settlenent of nerger-related contingencies associated with the
Dol | ar Express nerger. W al so received approxi mately 56, 700 shares of
common stock in settlenent of these contingencies.

The $29.3 nillion increase in cash provided by financing activities was
primarily attributed to $27.9 nmillion nore cash received pursuant to stock-based
conpensation plans in 2002 conpared to 2001 because of increased stock option
exercises. In addition, during the third quarter of 2001, we repurchased shares
totaling $3.8 million
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At Septenber 30, 2002, our |ong-term borrow ngs were $31.0 mllion and our
capitalized | ease obligations were $22.4 nillion. W have $50.0 nillion avail able
t hrough our bank facility. We also have $125.0 nillion available under our Letter
of Credit Reinbursenment and Security Agreenment, of which approxinmately $52.9
mllion was commtted to letters of credit issued for routine purchases of
i mported mer chandi se.

Operating Leases

We have entered into operating | eases known as synthetic | eases for four of our
distribution centers. Effective March 12, 2001, we entered into an operating
| ease facility for $165.0 mllion, of which approximately $113.5 mllion is
conmitted to the Stockton, Briar Creek and Savannah distribution centers. Under
this type of agreement, an unrelated third party, in the formof a special purpose
entity, borrows funds under a construction agreenent, purchases the property, pays
for the construction costs and subsequently leases the facility to us. Because
t hese arrangenments are accounted for as operating | eases, the related fixed assets
and |l ease liabilities are not included on our balance sheets. The ternination
date of this operating |ease facility is March 2006

We conmitted an additional $41.0 million during the first quarter of 2002 for
our new Marietta distribution center that is scheduled to open in early 2003. As
a result, our total commtnent under the operating lease facility is $154.5
mllion. The Marietta distribution center is being constructed to our
specifications by an unrelated third party, who is serving as the devel oper
subject to the ternms and conditions of a devel opnent agreenent between the
devel oper and us. The special purpose entity provided the devel oper a $41.0
mllion construction [ oan. W guaranteed approxi mately 89. 9% of the anopunt
out st andi ng under the |oan as defined in the devel opment agreement. At Septenber
30, 2002, we had guaranteed $13.9 mllion under this agreement. The devel oper
will satisfy the construction |oan no |later than March 2003, at which tine we have
the option to | ease the distribution center under the | ease facility or purchase
the distribution center outright.

The | ease facility requires, anong other things, the naintenance of certain
specified financial ratios, restricts the paynent of certain distributions and
l[imts certain types of debt we can incur

Changes have been proposed to the current accounting standards for special
purpose entities. |f these changes were adopted as proposed, we woul d have three
options regarding the accounting treatnent for our special purpose entity and the
associ ated synthetic |eases:

e W could naintain the | eases and consolidate the special purpose entity,
which would result in recording the distribution center assets and the
rel ated capital |ease on our bal ance sheet in addition to recognizing
depreci ation and interest expense rather than rent expense.

e W could buy out the leases and record the distribution center assets.

e W expect that we would be able to restructure the | eases and naintain
of f - bal ance sheet treatnent, which would require initial costs to change
the structure of the facility and possibly, higher borrow ng costs.
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Once the proposed accounting standards are finalized, we will decide which option
to inplement. As a result, our future results of operations and financi al
condition could be materially adversely affected.

New Accounti ng Pronouncenents

In June 2001, the Financial Accounting Standards Board i ssued SFAS No. 143,
"Accounting for Asset Retirenment Obligations,” which addresses financi al
accounting and reporting for obligations associated with the retirenent of
tangi bl e long-lived assets and the associ ated asset retirenent costs. The
standard applies to | egal obligations associated with the retirement of |ong-Iived
assets that result fromthe acquisition, construction, devel opnent and/or nornal
use of the asset. SFAS No. 143 is effective for fiscal years beginning after June
15, 2002. Qur nmmnagenent does not believe the inplenentation of this standard
will have a material effect on our financial condition or results of operations.

In July 2002, the Financial Accounting Standards Board i ssued SFAS No. 146,
"Accounting for Costs Associated with Exit or Disposal Activities," which
addresses the financial accounting and reporting of costs associated with an exit
activity (including restructuring) or with a disposal of long-lived assets. The
standard requires an entity to record a liability for costs associated with an
exit or disposal activity when that liability is incurred and can be neasured at
fair value, and to subsequently adjust the recorded liability for changes in
estimated cash flows. SFAS No. 146 is effective prospectively after Decenmber 31
2002. Qur managenent does not believe the inplenentation of this standard will
have a material effect on our financial condition or results of operations.

[tem 3. 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
busi ness, including the inpact of interest rate changes and foreign currency rate
fluctuations. W may enter into interest rate swaps to nanage our exposure to
i nterest rate changes, and we may enpl oy other risk nmanagement strategies,
i ncluding the use of foreign currency forward contracts. W do not enter into
derivative instrunents for any purpose other than cash flow hedging. Certain of
our interest rate swaps do not qualify for hedge accounting treatnent under SFAS
No. 133, as anended by SFAS No. 138, because they contain provisions that
"knockout" the swap when the variable interest rate exceeds a predeterm ned rate.
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Interest Rate Ri sk

The follow ng table sunmarizes the financial terns and fair values of each of
our interest rate swap agreenents at Septenber 30, 2002:

Hedgi ng Recei ve Pay Knockout
| nst runent Vari abl e Fi xed Rat e
$19.0
mllion
i nt erest
rate swap
$10.0
mllion
i nt erest
rate swap
$5.0
mllion
i nt erest
rate swap
$25.0
mllion
i nt erest
rate swap

Expiration Fair Val ue

LI BOR 4.88% 7.75% 4/ 1/ 09 ($2, 123, 000)

LI BOR 6. 45% 7.41% 6/ 2/ 04 ($765, 000)

LI BOR 5. 83% 7.41% 6/ 2/ 04 ($332, 000)

LI BOR 5.43% N A 3/ 12/ 06 ($2, 361, 000)

Due to many vari abl es, nanagenent is not able to predict the changes in fair val ue
of our interest rate swaps. The fair values are the estimated anbunts we woul d
pay to ternminate the agreenents as of the reporting date. These fair values are
obtai ned froman outside financial institution

There have been no material changes in our interest rate risk exposure during
the first nine nonths of 2002.

Foreign Currency Risk

There have been no material changes to our market risk exposures resulting from
foreign currency transactions during the nine nonths ended Septenber 30, 2002.

[tem 4. CONTROLS AND PROCEDURES
(a) Eval uati on of disclosure controls and procedures

Wthin 90 days prior to the date of this report, we carried out an eval uation
under the supervision and with the participation of our managenent, including our
chi ef executive officer and our chief financial officer, of the effectiveness of
t he desi gn and operation of our disclosure controls and procedures pursuant to
Rul e 13a-14 of the Securities and Exchange Act of 1934 (the “Exchange Act”). W
appoi nted a di sclosure connmittee which eval uated and docunented our disclosure
controls, formalized certain disclosure control procedures, and reported to our
chi ef executive officer and chief financial officer. Based upon that eval uation
our chief executive officer and our chief financial officer concluded that as of
the date of our evaluation, the Conpany’s disclosure controls and procedures (as
defined in Rule 13a-14(c) under the Exchange Act) are effective to ensure that
infornmation required to be disclosed by us in reports that we file or submt under
t he Exchange Act is recorded, processed, sunmarized and reported within the tine
peri ods specified in Securities and Exchange Comm ssion rules and formns.

18



(b) Changes in internal controls

There were no significant changes in our internal controls or in other factors
that could significantly affect these controls subsequent to the date of our npst
recent eval uation.

PART I'1. OTHER | NFORVATI ON

Item 1. LEGAL PROCEEDI NGS

Fromtine to tine we are defendants in ordinary, routine litigation and
proceedi ngs incidental to our business, including:

e enploynent and | ease related matters;

e product safety matters, including product recalls by the Consumer Product
Saf ety Commi ssi on;

e personal injury clains; and
e the infringenent of the intellectual property rights of others.

We have been sued in California by several salaried enployees and in Al abama by
a sal aried store nanager who all ege that they should have been classified as non-
exenpt enpl oyees and, therefore, should have received overtine conpensation. The
suits also request that the California state court certify the case as a cl ass
action on behalf of all store nanagers, assistant managers and merchandi se
managers in our California stores and request that the Al abana Federal Court
certify the case as a collective action under the Fair Labor Standards Act on
behal f of all salaried nanagers in all of our stores. W wll vigorously defend
ourselves in this natter.

We do not believe that any of these matters will individually, or in the
aggregate, have a material adverse effect on our financial position or results of
operations.

Item 6. EXH BI TS AND REPORTS ON FORM 8- K
(a) Exhibits
99.1 Statenment under Section 906 of the Sarbanes-Oxl ey Act of Chief
Executive O ficer

99.2 Statenent under Section 906 of the Sarbanes-Oxl ey Act of Chief
Fi nancial O ficer

(b) Reports on Form 8-K
The following reports on Form8-K were filed during the third quarter of 2002:
1. Report on Form8-K, filed July 30, 2002, included the earnings results
for the quarter ended June 30, 2002 and an outl ook for the renai nder of
2002.
2. Report on Form 8-K, filed August 14, 2002, included the statenent under

oath of our principal executive officer and chief financial officer
regardi ng facts and circunstances relating to exchange act filings.
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Also, in the fourth quarter of 2002, we filed one report on Form 8-K
1. Report on Form 8-K, filed October 25, 2002, included the earnings results

for the quarter ended Septenber 30, 2002 and an outl ook for the renai nder
of 2002.
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SI GNATURES

Pursuant to the requirenents 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 behal f
by the undersi gned, thereunto duly authorized.

DATE: Novenber 14, 2002

DOLLAR TREE STORES, | NC

By:
Frederick C. Coble

Chi ef Financial Oficer

(principal financial and accounting officer)

CERTI FI CATI ONS

Chi ef Executive O ficer Certification

I, Macon F. Brock, Jr., certify that:
1. | have reviewed this quarterly report on Form 10-Q of Dollar Tree Stores, Inc.

2. Based on ny know edge, this quarterly report does not contain any untrue
statenment of a material fact or omt to state a material fact necessary to make
the statenents nmade, in |light of the circunmstances under which such statenents
were nade, not misleading with respect to the period covered by this quarterly
report;

3. Based on ny know edge, the financial statenents, and other financia
information included in this quarterly report, fairly present in all materia
respects the financial condition, results of operations and cash flows of the
regi strant as of, and for, the periods presented in this quarterly report;

4. The registrant's other certifying officer and | are responsible for
establishing and maintaining di sclosure controls and procedures (as defined in
Exchange Act Rules 13a-14 and 15d-14) for the registrant and we have:

a) designed such disclosure controls and procedures to ensure that nateria
information relating to the registrant, including its consolidated subsidiaries,
is made known to us by others within those entities, particularly during the
period in which this quarterly report is being prepared,

b) evaluated the effectiveness of the registrant's disclosure controls and
procedures as of a date within 90 days prior to the filing date of this quarterly
report (the "Evaluation Date"); and
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c) presented in this quarterly report our conclusions about the effectiveness of
the disclosure controls and procedures based on our evaluation as of the
Eval uati on Date;

5. The registrant's other certifying officer and | have discl osed, based on our
nost recent evaluation, to the registrant's auditors and the audit comittee of
registrant's board of directors (or persons perform ng the equival ent function):

a) all significant deficiencies in the design or operation of internal controls
whi ch coul d adversely affect the registrant's ability to record, process,
sunmari ze and report financial data and have identified for the registrant's
auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves nmanagenent or other enpl oyees
who have a significant role in the registrant's internal controls; and

6. The registrant's other certifying officer and | have indicated in this
quarterly report whether or not there were significant changes in interna
controls or in other factors that could significantly affect internal controls
subsequent to the date of our nobst recent evaluation, including any corrective
actions with regard to significant deficiencies and material weaknesses.

Dat e: Novenber 14, 2002

Macon F. Brock, Jr.
Chai rman and Chi ef Executive Oficer

Chief Financial O ficer Certification

I, Frederick C. Coble, certify that:
1. | have reviewed this quarterly report on Form 10-Q of Dollar Tree Stores, Inc.

2. Based on ny know edge, this quarterly report does not contain any untrue
statement of a material fact or omt to state a naterial fact necessary to nmke
the statenents made, in |light of the circunstances under which such statenents
were nade, not misleading with respect to the period covered by this quarterly
report;

3. Based on ny know edge, the financial statenents, and other financial
information included in this quarterly report, fairly present in all material
respects the financial condition, results of operations and cash flows of the
regi strant as of, and for, the periods presented in this quarterly report;

4. The registrant's other certifying officer and | are responsible for
establishing and naintaining disclosure controls and procedures (as defined in
Exchange Act Rul es 13a-14 and 15d-14) for the registrant and we have:

a) designed such disclosure controls and procedures to ensure that nmateria
information relating to the registrant, including its consolidated subsidiaries,
is made known to us by others within those entities, particularly during the
period in which this quarterly report is being prepared,
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b) evaluated the effectiveness of the registrant's disclosure controls and
procedures as of a date within 90 days prior to the filing date of this quarterly
report (the "Evaluation Date"); and

c) presented in this quarterly report our conclusions about the effectiveness of
the disclosure controls and procedures based on our evaluation as of the
Eval uati on Dat e;

5. The registrant's other certifying officer and | have discl osed, based on our
nost recent evaluation, to the registrant's auditors and the audit comittee of
registrant's board of directors (or persons perform ng the equival ent function):

a) all significant deficiencies in the design or operation of internal controls
whi ch coul d adversely affect the registrant's ability to record, process,
summari ze and report financial data and have identified for the registrant's
auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves nmanagenent or other enployees
who have a significant role in the registrant's internal controls; and

6. The registrant's other certifying officer and | have indicated in this
quarterly report whether or not there were significant changes in interna
controls or in other factors that could significantly affect internal controls
subsequent to the date of our nobst recent evaluation, including any corrective
actions with regard to significant deficiencies and material weaknesses.

Dat e: Novenber 14, 2002

Frederick C. Coble
Chi ef Financial Oficer
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