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FORWARD LOOKING STATEMENTS. The Company has made in this Report, and from time to time may otherwise make, forward
looking statements regarding the Company's operations, economic performance, and financial condition. These statementsare
recognizable by theincorporation of wordssuch as "believe," "anticipate" and "expect." Such forward looking statements are subject
to various risks and uncertainties, as discussed throughout this Report, and as summarized in "Management's Discussion and Analysis
of Financia Condition and Results of Operation--Forward Looking Statements."

PART I

ITEM 1. BUSINESS

GENERAL: Dollar Tree Stores, Inc. ("Dollar Tree" or the "Company") isthe leading operator of discount variety stores offering
merchandise at the $1.00 price point. The Company's stores, which are designed to be the modern day equivalent of the traditional
variety store, offer awide assortment of quality everyday general merchandisein many traditional variety store categories, including
housewares, seasonal goods, food, toys, health and beauty aids, gifts, party goods, stationery, books, hardware, and other consumer
items. Virtually all items are sold for $1.00 or less, with theexception of a small number of value items sold in afew select stores. As
of December 31, 1997, the Company operated 887 stores, principally in strip centers and malls, in 26 statesin the Southeastern,
Midwestern, Mid-Atlantic, Southcentral and Northeastern United States.

The Company was incorporated under the lawsof Virginiain 1986 as Only One Dallar, Inc. and changed its name to Dollar Tree
Stores, Inc. in 1993. In 1991, the executive officers of the Company effected a number of strategic changes, including (i) shifting the
Company'smerchandising focus away from closeout merchandisetowards its current emphasis on providing selection and valuein
traditional variety store categories, (ii) focusingits expansion strategy on strip center locations, (iii) accelerating the Company's
expansion program and

(iv) improving the depth of the management team and breadth of operationa controls. The Company began trading onthe NASDAQ
National Market under the symbol DLTR in March 1995. In January 1996, the Company acquired all of the outstanding common stock
of Dallar Bills, Inc., which operated 136 discount variety stores similar to Dollar Tree under the name of "Dollar Bill$", aswell as a
distribution center and wholesale division in the Chicago, Illinoisarea. During 1997, the Company built a new Store Support Center in
Chesapeake, Virginia, to increase its capacity to serveits stores.

The Company's strategy isto continueto expand the existing store base by concentrating on strip-center locations anchored by strong
mass merchandisers such asWal-Mart, Kmart and Target, and selected mall-based locations. In addition, the Company will remain
focused on the followingkey businessinitiatives: (i) offering value to the customer at the $1.00 price point; (ii) consistently changing
the merchandise mix to offer new and exciting products;

(iii) emphasizing performance at the individua store leve; (iv) continually refining inventory and cost-control measures; (V) retaining
adisciplined, cost-sensitive approach to site selection for new stores; and (vi) capitalizing on Company management'sretail
experience.

GREENBRIER STORE SUPPORT CENTER: The Company recently replaced its Norfolk distribution facility and headquarters with
anew Store Support Center, located in Chesapeake, Virginia, consisting of a distribution center and headquarters facility. The new
distribution center contains advanced materials handling technologies, including a new automated conveyor and sorting system,
radio-frequency inventory tracking equipment, improved racking and specialized information systems designed to improve inventory
movement and controls. The distribution facility became operational in January 1998. The distribution center is currently servicing
235 stores, and management anticipates it will service more than 500 stores by the end of 1998, with an expected ultimate capacity of
800 stores.

CURRENT DEVELOPMENTS: InMarch 1998, the Company purchased approximately 43 acres of land in Olive Branch,
Mississippi, for the purpose of building a new distribution center to replace the existing facility located in Memphis, Tennessee. The
new facility will be modeled after therecently completed Chesapeake distribution center and will contain similar advanced materials
handling technologies. The Olive Branch facility will be approximately 425,000 squarefeet andis expected to require an investment
of approximately $20 million. Management believes that, upon completion of this facility, the Company's capacity to service stores
will increase to approximately 2,000 stores. The Company believes that the facility will be operational in early 1999.
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BUSINESS STRATEGY : The Company's goal isto continueits leadership position in the $1.00 price point segment of the discount
retail industry. Factors contributing to the success of the Company's operations include:
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VALUE OFFERING. Dollar Tree's management strives to exceed its customers expectations of therange and quality of products that
can be purchased for $1.00. Management believes that many of theitems Dollar Tree sellsfor $1.00 are typically sold for higher
prices elsawhere. The Company is ableto offer such value in part by purchasing a substantial portion of its products directly from
foreign manufacturers, allowing the Company to passon savings to the customer. In addition, direct relationships with both domestic
and foreign manufacturers permit broad product selection, customized packaging and frequently the ability to obtain larger sizes and
higher package quantities.

CHANGING MERCHANDISE MIX. The Company supplements its wide assortment of quality everyday core merchandisewith a
changing mix of new and exciting products, including seasonal goods, such as summer toys, back-to-school products and Christmas
wrapping paper and, to alimited extent, selected closeout merchandise. Closeouts comprise no more than 15% of merchandise
purchased at cost. The Company a so takes advantage of the availability of lower priced, private label goods, which are comparable to
national name brands.

STRONG AND CONSISTENT STORE LEVEL ECONOMICS. The Company believesthat its attractive store level economics and
the flexibility of its real estate strategy provide it with awide range of real estate opportunities and will facilitate its continued
expansion. The Company's stores have historically been profitable withinthe first full year of operations, with an average store level
operating income of approximately $163,000 (approximately 22% of net sales) for storeswhose first full year of operations was 1997.
In addition, the operating performance of the Company's stores hasbeen very consistent, with over 90% of the Company's stores
opened for theentire year having store level operating income marginsin excess of 15% for 1997.

COST CONTROL. Given the Company's pricing structure, Dollar Tree believes that maintai ning sufficient marginsand tight control
over store expenses, corporate expenses and inventoriesis critical to its success. Dollar Tree closely manages both retail inventory
shrinkage and retail markdownsof inventory, limiting eachto an average of lessthan 2.5% of annual net sales over the last five years.
In the past five years, Dollar Tree hasmaintained gross profit marginsin the 36.5% to 37.5% range and increased its operating income
margin from 11.2% (excluding recapitalization expenses) to 12.9%. In 1996, as aresult of the Dollar Bills acquisition, gross profit
margin was sightly impacted by a shift in merchandise mix toward higher levels of domestic, consumable merchandise (for instance,
food and health and beauty aids), which generally carry a higher merchandise cost. In 1997, gross profit margin returned to levels
experienced prior to the acquisition.

EXPERIENCED RETAIL MANAGEMENT TEAM. Each of the Company's three executive officers, Macon F. Brock, Jr., J. Douglas
Perry and H. Ray Compton, hasbetween 19 and 29 years of experience intheretail industry, and they have worked together for the
past 19 years. Additionally, the Company'snine Vice Presidents have significant experience in their areas of operational expertise.

SITE SELECTION AND STORE LOCATIONS: The Company maintains a disciplined, cost sensitive approach to site selection,
favoring strip centers and selected enclosed malls. In the last five years, Dollar Tree has opened primarily strip center based stores,
which have historically required lower initial capital investment and generated higher operating marginsthan mall stores. The
Company favors opening new storesin strip center locations anchored by strong mass merchandisers such asWal-Mart, Kmart and
Target, whose target customers management believes aresimilar to those of Dollar Tree. The Company hasalso begun to open more
stores in neighborhood centers anchored by large grocery retailers. Dollar Tree stores have been successful in major metropolitan
areas, mid-sized cities and small towns with populations under 25,000, and management believes that Dollar Tree storescan perform
well in avariety of locations. Management believes that its stores have a relatively small shopping radius, which permits the
concentration of multiple stores in a single market. The Company'sability to open new stores is contingent upon, among other factors,
locating suitable sites and negotiating favorable lease terms.

The prototype for Dollar Tree stores is currently between 4,000 to 4,500 square feet per store, of which approximately 85% to 90%
represents selling space. This represents a substantial increase over the company-wide average of approximately 3,500 squarefeet per
store prior to the introduction of the current prototype.
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MERCHANDISING AND STORE FORMAT: Dollar Tree's primary goal in merchandising isto offer a wide assortment of products
intraditional variety store categories which exceed customer expectations of the value available for $1.00. The Company seeks to
accomplish this goal by: (i) offering a balanced mix of everyday core products and changing products in traditiona variety store
categories, (ii) maintaining a disciplined, globa purchasing program and (iii) emphasizing the effective presentation of merchandisein
the stores.

MERCHANDISE MIX. Management believesits merchandise mix differentiates Dollar Tree from other discount variety stores selling
at the$1.00 price point. The Company's stores offer awell stocked selection of core and changing products within thetraditional
variety store categories, although the actual items and brands offered at any one time will vary. The traditional variety store categories
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featured in Dollar Tree stores include housewares, seasona goods, food, toys, health and beauty aids, gifts, party goods, stationery,
books, hardware, and other consumer items.

Dollar Tree utilizes seasonal merchandise and, to alimited extent, selected closeout merchandise to add to the variety and freshnessin
the stores' merchandise. Seasonal goods include summer toys, back-to-school products and Christmas wrapping paper. The Company
purchases closeout merchandise, which management believes can be effective in generating recognized value and excitement, as
opportunities present themselves, but limitsthe percentage of total inventory represented by closeout merchandise to lessthan 15%.

When the opportunity presentsitself, the Company purchases items whichit prices at two for $1.00. These items provide sufficient
value to the customer without compromising the Company'smargin goals. These items arethe only itemsin the store on whicha price
tag isused, and customers may buy only one item if desired.

During 1996, the merchandise mix at the Dollar Bills stores was adjusted to more closely reflect the broad variety traditionally offered
by Dollar Tree. In turn, the merchandise mix at the Dollar Tree stores wassupplemented with increased domestic consumable products
of thetype normally carried at the Dollar Bills stores.

PURCHASING. Management believes that its disciplined purchasing program, its relationships with its suppliers and the exclusive
focus of its buying power at the$1.00 price point contribute to its successful purchasing strategy. Dollar Tree believes that offering
perceived as well asreal valueto its customers while maintaining target merchandise margins in its purchasing program is critical to its
SUCCESS.

The Company purchases merchandisefrom 650 to 750 vendors annually, buying both directly from manufacturers and indirectly from
trading companies and brokers. No vendor accounted for 10% or more of total merchandise purchased in any of thelast five calendar
years. New vendors are used frequently to offer competitive, yet varied, product selection and to maintain high levels of value.

The Company deals with its suppliers principally on an order-by-order basis and has no long-term purchase contracts or other
contractual assurance of continued supply or pricing. While there can be no assurance of a continuing and increasing supply of quality
merchandise suitable to be priced by the Company at $1.00, management believes that such merchandise will be available in sufficient
guantities to meet the Company'splans for future growth.

IMPORTS. In 1996 and 1997, the Company imported approximately 32% and 34%, respectively, of its merchandise based on cost and
approximately 35% and 38%, respectively, of its merchandise based onretail directly from vendors located abroad, primarily in Hong
Kong and Taiwan (through which the Company's Chinese imports flow), Thailand, Italy, Mexico and Indonesia. The Company expects
imports to continue to account for approximately 35%to 40% of total purchasesat retail. Inaddition, the Company believesthat a
substantial portion of the goods the Company purchasesfrom domestic vendors isindirectly imported fromforeign countries.

Chinaisthe sourcefor asubstantial majority of the Company'sdirect imports and, the Company believes, isaso thelargest source of
itsindirect imports. The Company's imports from China are generally subject to favorable United States import duties because China
is currently afforded "most favored nation" ("MFN") status by the United States. The MFN status of Chinaisreviewed annually by the
United States government andis currently extended through July 3, 1998. Asaresult of outstanding trade and other issues between the
United States and China, there is
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significant opposition in the U.S. Congressto therenewa of MFN status for China. Loss of ChinasMFN status could impose
significantly higher purchasing costs on the Company because of increased tariffs on Chinese goods.

The countries of Southeast Asia areinvolved in an emerging economic crisis characterized by currency devaluations, rising interest
rates, deteriorating economic growth and declining capital markets. Anextended period of financia pressure on overseas markets or
fluctuationsin the value of the Chinese or Hong Kong currency may result in disruptions in the sourcing of goods, increases in the cost
of goods, reductions in the quality of goods, product shortages, nonshipment of goods or strikes.

The Company believes that it could find alternative sources of supply in response to an increase in tariffs, duties or other import costs

or to an interruption or delay in the supply of goods from foreign sources. However, the transition to alternative sources may not occur
intime to meet Company demands and products may be of lesser quality and/or more expensive than those currently purchased by the
Company, which could have amaterial adverse effect on the Company'sbusiness and results of operations.

VISUAL MERCHANDISING. Management believes that the presentation of its merchandiseis critical to communicating value and
excitement to its customers. Stores are attractively designed with the use of vibrant colors, uniform decorative signage and supportive
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accent lighting. The storesare bright and carpeted and provide background music, helping to create an inviting atmosphere for
shoppers. Dollar Tree usesa variety of very adaptable merchandising fixtures, including slat walls, bins and shelving, and adjustable
gift displaysto allow flexibility and the shifting of the merchandise mix to feature seasonal merchandise. Some of these fixtureshave
been specifically designed for Dollar Tree, such as the customized shelf display designed to promote the store's polyresin and
porcelain gift products at thefront of the stores. Dollar Tree maintains agroup of Field Merchandise Specialists and Store Display
Coordinators to coordinate visual presentation in stores throughout the chain and expedite the store opening process. The Company
relies on attractive exterior signageand in-store merchandising as its primary form of advertising and generally does not utilize other
forms of advertising.

Merchandise is displayed in densely stocked bins and shelvesand organized by category according to a standard store layout plan used
throughout the chain. The wide variety, value and freshness of merchandise at the $1.00 price point and lively appearance of the store
create excitement for customers that management believes resultsin high store traffic, high sales volume and an environment which
encourages "impulse" purchases. Night stocking and "recovery" of the stores help maintain the stores clean and neat appearance as
well as ensure that the maximum amount of merchandiseis displayed, particularly in the busy fourth quarter. The size of the store,
standard layout, merchandising by category, pricing structure and convenient locations combinefor atime efficient shopping
experience for the customer.

Centralized check-out at thefront of the store and the even-dollar pricing policy ensurethat customersare not kept waiting. The
Company does not have a point-of-sale system, and credit cards are not accepted.

WAREHOUSING AND DISTRIBUTION. Warehousing and distribution are managed centrally by the Company fromits corporate
headquarters, whichis located on the same site as its Chesapeake distribution center, constructed in 1997. The new distribution center
contains advanced materials handling technologies, including a new automated conveyor and sorting system, radio-frequency
inventory tracking equipment, improved racking, and specialized information systemsdesigned to improve inventory movement and
controls. The distribution facility became operational in January 1998. The distribution center is currently servicing 235 stores, and
management anticipates it will service more than 500 stores by theend of 1998, with an expected ultimate capacity of 800 stores. The
Company isaso building a new distribution facility in Olive Branch, Mississippi. See also "Business-Greenbrier Store Support
Center" and "Business-Current Developments.”

Substantialy all of the Company'sinventory is shipped directly from suppliers to the Company's distribution centers. Dollar Tree's
substantial distribution center capacity allowsthe Company to receive manufacturers' early shipment discounts and buy large quantities
of goods at favorable prices. Since thedistribution centersmaintain back-up inventory and provide weekly delivery to each store,
in-store inventory requirements arereduced and the Company is able to operate withsmaller stores than would otherwise be required.
Since many stores arelimited in size, off-hours stocking, as well asoff-site storage space, is utilized to support the store'sinventory
turnover, particularly during the busy fourth quarter.
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Stores receive weekly shipmentsof merchandise fromdistribution centersbased ontheir anticipated inventory requirementsfor each
week and communication via telephone or electronic mail between store managers and the distribution group. The Company hasthe
ability to make two weekly deliveriesto high volume storesduring the busy Christmas season. The majority of the Company's
inventory is delivered to the stores by contract carriers, supplemented by the Company'sdistribution fleet, consisting of approximately
21 leased tractors and 60 owned or |eased trailers.

The Company's success depends in large part on the orderly operation of its receiving and distribution process, which depends, inturn,
on adherence to shipping schedules (especially those fromthe Far East) and effective management of the distribution centers.
Although management believes that its receiving and distribution processis efficient and well positioned to support the Company's
expansion plans, there can be no assurance that the Company has anticipated, or will anticipate all of the changing demands whichits
expanding operations will impose oniits receiving and distribution system. The delivery of merchandise to the storescould be
disrupted by delays in the opening of the proposed Olive Branch distribution center, complicationsin the operations of the Olive
Branch or Chesapeake distribution centers, or in thetransition from the Memphis facility, or eventswhich may be beyond the control
of the Company.

TRADEMARKS. The Company istheowner 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," each of which expiresin 2003 or later. A small number of the
Company's stores operate under the name "Only $1.00," for which the Company has not obtained a service mark registration; if it were
required to change the name of these stores, the Company does not believe that this would have a material adverse effect oniits
business. Additionally, with the acquisition of Dollar Bills in January 1996, the Company became the owner of various Federal service
mark registrations, including a concurrent useregistration for "Dollar Bill$" and the related logo which expire in 2005. During 1997,
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the Company acquired the rights to use trade namespreviously owned by Everything's A Dollar, aformer competitor in the $1.00 price
point industry. Several trade names were included in the purchase, includingthe marks "Everything's $1.00," theregistration of which
ispending, and "The Dollar Store," theregistration of which expires in 2001. The Company aso occasionally usesvarious brand
names under whichit markets products, although management believes that these brand names are not material to the Company's
operations.

SEASONALITY. The Company hashistorically experienced and expectsto continueto experience seasonal fluctuationsin its net
sales, operating income and net income. See "Management's Discussion and Analysis--Seasonality and Quarterly Fluctuations."

COMPETITION. Theretail industry is highly competitive. The Company's competitors include mass merchandisers (such as
Wal-Mart), discount stores (such as Dollar Generd), variety stores (such as Waoolworth), closeout stores (such as Odd Lots and Big
Lots) and other $1.00 price point stores. In January 1996, the Company acquired all of the stock of one of its competitors, Dollar Bills.
Severa of the largest operators of discount storesat the $1.00 price point (or their parent companies) have filed for or emerged from
bankruptcy protection in U.S. bankruptcy court and have closed a number of their stores, while othershave liquidated in bankruptcy,
abandoned the $1.00 price point concept, and/or reconfigured their stores. The Company expectsto face increased competition in the
future which could have an adverse effect on its financial results.

EMPLOY EES. The Company employed approximately 13,000 employeesat December 31, 1997, approximately 3,200 of whom were
full-time and 9,800 part-time. The number of part-time employees fluctuates depending on seasonal needs. None of the Company's
employees are currently represented by alabor union. On March 31, 1994 and March 20, 1996, the employees of the Company's
Norfolk distribution center voted against union representation by the International Brotherhood of Teamstersin elections certified by
the National Labor Relations Board. Within thelast several months, the Teamsters have actively attempted to organize the Company's
employees at its Chesapeake and Chicago distribution centers. There can be no assurance that the Company's employees at any of its
three distribution centers will not in thefuture elect to be represented by a union. The Company considers itsrelationship with
employees to be good and hasnot experienced significant interruptions of operations due to labor disagreements.
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ITEM 2. PROPERTIES
Asof December 31, 1997, Dollar Tree operated 887 stores in 26 states, 652 of whichwere located in strip centers and 235 of which

were located in malls. A summary of Dollar Tree's historical unit growth by state over the past threeyears is presented below (number
represents stores open as of the date indicated):
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SCQUTHEAST:

Florida.......... ... . ... . .. ...

96

North Carolina...................

38

South Carolina...................

35

MSSIiSSIippi oo vvie i

20
M DWEST:

Mchigan.........................

57

Illinois......... ... . . . . ...

49

Indiana. ............ ...

28

Kentucky......... ... ... ... .....

19

MSSOUIi vt oo e e e

22

Wsconsin............ooiiinin...

15

Mnnesota............ovuiuiiin...

M D- ATLANTI C;

Virginia......... ... ... . . ...

84

Pennsylvania.....................

51

Maryland.........................

47

West Virginia....................

15

Arkansas. ........... ...

12
NORTHEAST:

14

TOt al .............. 2"1‘;”‘_“1 EDGARpra | 2002

1995

66
48
40
31
26
23

12

25

35

Decenber

1996

85
52
50
37
33
27

15

49
47
46
27
15
13

72
45
39

16
12

16
10
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Of the 887 Dollar Tree stores open at December 31, 1997, the magjority are located in the Southeastern and Midwestern regionsof the
United States. The acquisition of Dollar Bills in 1996 increased the Company's presence primarily in Illinois, Indiana, Maryland, and
Michigan. Additionally, the Company operates three distribution centers, oneeach in Chesapeake, Virginia, in Memphis, Tennessee
and in the Chicago, lllinois, area. The Company anticipates expanding by approximately 200 to 205 stores in 1998.

The Company currently leases all of its existing store locations and expectsthat its policy of leasing rather than owning stores will
continue asit expands. The Company's store leases typically provide for a short initial |ease termwith options on the part of the
Company to extend. Management believes that this lease strategy enhances the Company'sflexibility to pursue various expansion and
relocation opportunities resulting from changing market conditions. The Company's ability to open new stores is contingent upon
locating satisfactory sites, negotiating favorable leases, obtaining necessary financing and recruiting and training additional qualified
management personnel.

Ascurrent leases expire, the Company believesthat it will be able either to obtain lease renewalsif desired for present store locations,
or to obtain leases for equivalent or better locations in the same general area. To date, the Company hasnot experienced difficulty in
either renewing leases for existing locations or securing leases for suitable locationsfor new stores. A substantial majority of the
Company'sstore leases contain certain provisions related to changes in control of the Company. These provisions may be applicable in
asmall number of leases asaresult of the public offerings of the Company's common stock. Based primarily on the
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Company'sbhelief that it maintains good relations with its landlords, that most of its leases are at market rents, and that it has
historically been able to secure leases for suitable locations, management believes that these provisions will not have a material
adverse effect on thebusiness or financial position of the Company.

The Chesapeake distribution center consists of 400,000 square feet; the Memphis distribution center encompasses 244,000 square feet;
and the Chicago distribution center comprises 250,000 sguare feet. The Company believes its distribution centers have the capacity to
service 1,600 stores. The Company ownsits Chesapeake Store Support Center, constructed in 1997, and continues to lease itsformer
Norfolk distribution center. The lease expires in June 2004. The distribution center in Memphisisalso leased; this lease expires in
September 2005, with four additiona five-year termsavailable. Additionally, the Company leases the Chicago distribution center; this
lease expires in June 2005, with certain options to renew.

In March 1998, the Company purchased approximately 43 acres of land in Olive Branch, Mississippi, for the purpose of building a
new distribution center to replace theexisting facility located in Memphis, Tennessee. The new facility will be modeled after the
recently completed Chesapeake distribution center and will contain similar advanced materials handling technologies. The Olive
Branch facility will be approximately 425,000 square feet andis expected to require an investment of approximately $20 million.
Management believes that, upon completion of thisfacility, the Company's capacity to service stores will increase to approximately
2,000 stores. The Company believes that the facility will be operational in early 1999.

The Company isliable for rent and pass-through costs under the Norfolk lease until June2004. InMarch 1998, the Company
subleased its Norfolk facility through June 2004 for an annual amount that management expects will at least equal the Company's
annual obligation under the primelease. In addition, the Company isliable for rent and pass-through costs under the Memphis lease
until September 2005, at a current annual cost of approximately $702,000. Although the Company expects to be able to sublease the
Memphis facility, no assurance can be given that an acceptable sublease will be secured.

ITEM 3. LEGAL PROCEEDINGS

On January 31, 1996, the Company bought all of the capital stock of Dallar Bills, pursuant to a stock purchase agreement. In March
and April 1996, Michadl and PamelaAlper (the "Alpers"), former shareholders of Dollar Bills, together with a corporation they
control, filed lawsuitsin the stateand federa courts in lllinois, against the Company and oneof its employees, relating to the Dollar
Billstransaction. The lawsuits sought to recover compensatory damages of not lessthan $10.0 million, punitive damages, attorney's
fees and other relief. The plaintiffs claimed that the Company defrauded the Alpers into selling the wholesal e operations which were
owned by Dollar Bills; improperly obtained and misused confidential and proprietary information; breached the provisions of a
confidentiality agreement and stock purchase agreement relating to the acquisition; intentionally or negligently misrepresented its
intentions with respect to the wholesale operations; conspired to violate antitrust law; and violated securities laws.

The Company filed motionsto dismiss thelitigation in both state and federal courts. On June 28, 1996, the state court denied the
Company'smoation to dismiss. Plaintiffs subsequently dismissed their suit in state court voluntarily. The Company then appesled the
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state court'sdenia of its motionto dismiss. The Company's appeal wasdismissed by the state appellate court on December 15, 1997
for lack of jurisdiction.

On November 26, 1996, the federal court dismissed all counts of the plaintiffs lawsuit against the Company and the co-defendant.
Plaintiffs federal securities and federal antitrust claims against the Company were dismissed with prejudice and the state claimswere
dismissed without prejudice. The plaintiffsdid not appeal.

No litigation is currently pending in this matter. However, in light of the history of this dispute, the Alpers may attempt to refile their
state law claims against the Company in the future.

Based on management's understanding of the facts (which facts are contested by the plaintiffs), and the advice of its lead litigation
counsel for this matter in reliance on such facts, the Company believesit is unlikely that the plaintiffswill ultimately prevail onthe
merits of this dispute. Accordingly, the Company believes that the ultimate outcome of this matter will not have a material adverse
effect on the Company's results of operations or financial condition. Nevertheless, particularly in light of the contested factual
assertions,
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there can be no assurance regarding the ultimateoutcome of any future litigation or that any such litigation will not have a material
adverse effect on the Company's results of operations or financial condition.

The Company isaso in the process of recalling (in cooperation with the Consumer Products Safety Commission) approximately
155,000 retractable dog leashes sold by the Company. The Company has learned of several minor personal injuriesinvolving the
leashes. More importantly, one of theleashes allegedly caused a serious personal injury in January 1998 which may result in a product
liability claim. Management does not believe that these injuries will have amaterial adverse effect on the Company. There can be no
assurance, however, that additional seriousinjuries will not occur in the future.

Additionally, the Company is a party to ordinary routine litigation and proceedings incidental to its business, including certain matters
which may occasionally be asserted by the Consumer Product Safety Commission, none of whichisindividually orin the aggregate
materia to the Company.
ITEM 4. SUBMISSION OF MATTERS TO AVOTE OF SECURITY HOLDERS
No matterswere submitted to a vote of security holders during the fourth quarter of the Company's 1997 calendar year.

PART I
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS
The Company's Common Stock has been traded on the NASDAQ National Market under the symbol "DLTR" since the Company's
initial public offering on March 6, 1995. The following table setsforth the high and low salesprices of the Company's Common Stock

as reported on the NASDAQ National Market for the periods indicated, restated to reflect 3-for-2 stock splits effected as stock
dividendsin April 1996 and July 1997.
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1996: H gh Low

First Quarter......... ... ... $ 20 9/16 10

57/ 64

Second Quarter.......... ... .., 30 19

21/ 64

Third Quarter.......... ... . ... 28 15

21/ 64

Fourth Quarter......... .. ... ... ... ... .. .... 28 43/ 64 20

11/ 64

1997:

First Quarter.......... ... $ 30 21/64 21 1/2
Second Quarter.......... ... ., 33 43/ 64 28 5/8
Third Quarter........ ... ... ... 47 3/8 31

53/ 64

Fourth Quarter........... ... ... ... . ... .... 44 7/ 8 34 1/2

On March 24, 1998, the last reported sale price for the Company's Common Stock as quoted by NASDAQ was $50 5/8 per share. As
of March 24, 1998, the Company had approximately 364 shareholders of record.

The Company anticipates that all of itsincomein the foreseeable future will be retained for the devel opment and expansion of its
business and the repayment of indebtedness, and therefore doesnot anticipate paying dividends on its Common Stock in the
foreseeable future. The Company'scredit facilitiescontain financial covenants which restrict the Company'sability to pay dividends.

ITEM 6. SELECTED FINANCIAL DATA

The following table setsforth for the periods indicated selected financial datafor the Company. The selected income statement and
balance sheet items which follow have been derived from the Company's consolidated financial statementsthat have been audited by
KPMG Peat Marwick LLP, independent certified public accountants. This information should be read in conjunction with the
Consolidated Financial Statements and related notes, "Management's Discussion and Analysis of Financial Condition and Results of
Operations' andthe other financial information included elsewhere in this Form 10-K. The pro formadata have not been audited but,
in the opinion of management, include all adjustments necessary to present fairly the information set forth therein including the matters
referred to in footnotes4 and 5 on page 12.
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ITEM 6. SELECTED FINANCIAL DATA, CONTINUED
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Year Ended Decenber 31,

(Dol lars in thousands, except per share data
and sal es per square foot data)
| NCOVE STATEMENT DATA:

Net  Sal ©S. . . $167, 753 $231, 601 $300, 229 $493, 037 $635, 473
Cost Of Sal ©S. ..o 106, 318 145, 481 187, 552 310, 900 397,116
G OSS Profit. . ..o e 61, 435 86, 120 112, 677 182, 137 238, 357
Selling, general and administrative expenses:.....................
Operati NG EXPENSES. . ottt et e e e 39, 559 54,993 70, 504 111, 401 143, 438
Depreciation and anortization......... ... 3,054 4,186 5,468 10, 527 13,125
Recapitalization expenses(l)....... ... 4,387 --- ---
Tot Al .o 47, 000 59,179 75,972 121,928 156, 563
Qperating I NCOMB. . ...ttt e e e 14, 435 26,941 36, 705 60, 209 81, 794
[Nt erest EXPeNSE. . ... 1, 837 4,028 2,617 5,193 2,812
I ncone before incone taxes and extraordinary loss................. 12, 598 22,913 34, 088 55, 016 78, 982
Provision for inCOMe taXesS. .. ... ..ot 3,152 9, 546 13,125 21,181 30, 408
Inconme before extraordinary 10SS. .........uiiiiiiiiiiinennn... 9, 446 13, 367 20, 963 33, 835 48,574
Extraordinary loss, net of income tax(2).......................... 1, 253 --- ---
Net I NCOMB. . ot $ 9,446 $ 12,114 $ 20, 963 $ 33,835 $ 48,574

I ncome Per Share Data(3):
Basic net income per share............ ... $ 0.33 $ 0.56 $ 0.89 $ 1.24

Diluted net income per share...............iiiiuiiiiiennnnnan.. $ 0.32 $ 0.51 $ 0.80 $ 1.13

Pro FOI‘[TH Dat a:

Net 1 NCOMB. . o oot e e e $ 9,446
Pro forma adjustnent for C corporation inconme taxes(4)............ 1, 838
Pro forma net income(4). ... ... $_7;308
Pro forma basic net incone per share(5)............. ... .. ... ..... ;"_0_._2_0_
Pro forma diluted net income per share(5)............. ... ... .. .... ;_“5._2_6

Wei ght ed average nunber of conmon shares
outstanding, in thousands(3 and 5)............ ... 37,233 37,233 37,271 38, 217 39, 033

Wi ght ed aver age nunber of common shares and common
share equival ents outstanding, in thousands(3 and 5)............ 38, 158 38, 158 41, 026 42,171 43, 106

SELECTED COPERATI NG DATA:

............................................................ 145 154 173 202 235

SEri P CONL I . . e 183 255 327 535 652

Tot Al .o 328 409 500 737 887

Net sales growth(B) . ......... i et 39. 2% 38. 1% 29. 6% 64. 2% 28. 9%

Conparabl e store net sales increase(7)....... ..o 6. 9% 9. 1% 7.3% 6. 2% 7.8%

Average net sales per store(8)...........uiiiiiiiiiii $ 555 $ 606 $ 649 $ 691 $ 767
Average net sales per square foot(8):

T $ 224 $ 241 $ 246 $ 249 $ 239

SEII P CBNt O . o ottt $ 188 $ 197 $ 209 $ 220 $ 217

Al StOres. . $ 206 $ 214 $ 221 $ 229 $ 222

1993 1994 1995 1996 1997
BALANCE SHEET DATA:
VWOrking capital . ... $ 7,742 $ 14,334 $ 29,133 $ 23,488 $ 60,213
Tot @l ASSetS. .ottt 42,188 60, 688 91, 621 171, 099 272,576
Total debt. .. ... . 17,768 14, 205 14,518 4,353 31,121
Sharehol ders' equity. ... ... ... 3, 660 17, 274 39, 087 101, 590 154, 926
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(1) Represents recapitdization expenses of $4.4 million incurred in connection with a 1993 recapitalization, comprised of $3.6 million
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of management incentive expenses and $0.8 million of transaction expenses.

(2) Represents redemption premiums of approximately $1.3 million plus write off of original issue discount financing costs of $0.9
million (net of incometax benefit of approximately $0.9 million) on the early retirement of the Company's 12% Senior Subordinated
Notes and 12% Junior Subordinated Notes.

(3) The extraordinary loss recognized in 1994 reduced basic and diluted net incomeper share by $0.03, respectively. Basic and diluted
income per share data have been computed by dividing its components by theweighted average number of common shares
outstanding, and by theweighted average number of common shares and common share equivalents outstanding, respectively. All
warrants and options outstanding at December 31, 1994 have been considered outstanding for the entire year ended December 31,
1994 and areincluded in the calculation of theweighted average number of common shares and common share equivalents
outstanding for net income per share computations in accordance with therules of the Securities and Exchange Commission. For all
periods after December 31, 1994, common share equivalents include the weighted average number of shares subject to stock options
and warrants outstanding at the end of the period, after applying the treasury stock method.

(4) Prior to September 30, 1993, the Company was treated asa subchapter S corporation for Federal and certain state incometax
purposes. Assuch, income of the Company for that period was taxable to the individual shareholders rather than to the Company.
Accordingly, theprovision for income taxes for the nine months ended September 29, 1993, represents corporate level state income
taxes onincome earned in those statesthat do not recognize subchapter S corporation status. On September 30, 1993, the Company
converted to a subchapter C corporation. Accordingly, incomesince September 30, 1993 was taxable to the Company. Pro forma net
income reflectsa provision for incometaxes as if the Company were a C corporation for all of 1993 at an assumed effective tax rate of
approximately 40%.

(5) Pro formabasic net incomeper share has been computed by dividing pro forma net incomeby the weighted average number of
common shares outstanding. Pro formadiluted netincome per share hasbeen computed by dividing pro formanet income by the
weighted average number of common shares and common share equivalents outstanding. Common share equivalents include all
outstanding stock options and warrants after applying thetreasury stock method. All warrantsand options outstanding at December 31,
1994 have been considered outstanding for the year ended December 31, 1993, and are included in the calculation of the weighted
average number of common shares and common share equivalents outstanding for the pro forma diluted net income per share
computation in accordance with therules of the Securitiesand Exchange Commission.

(6) The Company closed two storesin 1993, one store in 1994, three stores in 1995, three stores in 1996 and one store in 1997. 1996
data reflects the addition of 136 Dollar Bills storeson January 31, 1996.

(7) Comparable storenet sales increase compares net sales for stores open at the beginning of the first of the two periods compared.
The comparable store net sales increase calculation for the year ended December 31, 1997 includes net sales of Dollar Bills stores for
the twelve months ended December 31, 1996 and December 31, 1997.

(8) For storesopen the entire period presented. Dollar Bills stores are only included in the calculation for 1997. The 1996 calculation
does not include the 28 stores expanded in 1996 dueto remodeling and/or relocation, which increased total square footage by
approximately 29,900 square feet. The calculation for 1997 does not include the 29 stores expanded in 1997 due to remodeling and/or
relocation, whichincreased total square footage by approximately 46,000 square feet.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALY SIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

The following discussion should be read in conjunction with the consolidated financial statements and notes thereto appearing
elsawhere in this Form 10-K.

RESULTS OF OPERATIONS

The following table setsforth, for the periods indicated, certain selected income statement data asa percentage of net sales:
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Year Ended Decenber 31,

1995 1996 1997
Net sales......... ... ... 100. 0% 100. 0%
100. 0%
Cost of sales........... ... ... ... ....... 62.5 63.1 62.5
Goss profit...... ... ... . .. . ... 37.5 36.9 37.5
Selling, general and
admini strative expenses:
Operating expenses.................... 23.5 22.6 22.5
Depreciation and anortization......... 1.8 2.1 2.1
Total ......... . 25.3 24. 7 24. 6
Qperating income......... ..., 12.2 12.2 12.9
Interest expense........... ..., 0.9 1.1 0.5
I ncome before income taxes.............. 11.3 11.1 12. 4
Provision for income taxes.............. 4.4 4.3 4.8
Net income........... .. .o, 6. 9% 6. 8%

7.6%

YEAR ENDED DECEMBER 31, 1996 COMPARED TO YEAR ENDED DECEMBER 31, 1997

Net salesincreased $142.5 million, or 28.9%, to $635.5 million for 1997, from $493.0 million for 1996. Of thisincrease, (i)
approximately 71.0%, or $101.2 million, was attributable to stores opened in 1996 and 1997, whichare not included in the Company's
comparable store net sales calculation, and (i) approximately 29.0%, or $41.3 million, was attributable to comparable store net sales
growth, which represented a 7.8% increase over comparable store net sales for 1996. The comparable store net sales increase includes
sales at Dollar Bills stores for thetwelve month periods ended December 31, 1996 and December 31, 1997. Because substantially all
the Company'sproducts sell for $1.00, the increase in comparable store net sales wasa direct result of increased unit volume.
Comparable store net sales increases weredriven primarily by a strong in-stock position throughout the year, particularly in the first
quarter of theyear; increased customer trafficin 1997, coupled with adlight increase in the average purchase per customer; continued
improvementsin the quality and variety of merchandise offered; and the improved performance in the Dollar Bills stores resulting in
part from their shift towardsthe Dollar Tree merchandise mix throughout 1996. The Company opened 151 new storesand closed one
store during 1997, compared to opening 104 new storesand closing three stores during 1996. The Company also added 136 Dollar
Bills stores on January 31, 1996.

Management anticipates that the primary source of future salesgrowth will be new store openings and, to a lesser degree, comparable
store net salesincreases. Management expects that any future increases in comparable store net sales will be smaller than those
experienced historically, and that decreasesin average net sales per squarefoot will occur as the average store size increases. See "'--
Seasonality and Quarterly Fluctuations.”

Gross profit, which consists of net sales less cost of sales (including distribution and certain occupancy costs), increased $56.2 million,
or 30.9%. Asa percentage of net sales, gross profit increased to 37.5% from 36.9%, primarily due to improved merchandise costs
(including freight) and improved inventory shrinkage costs as apercentage of net sales, partially offset by an increase in distribution
costs as a percentage of net sales. Throughout 1996, management shifted the merchandise mix at Dollar Bills storesaway fromtheir
historical consumable product emphasisto more closdly resemble the merchandise mix at Dollar Tree stores. While this changein mix
benefited merchandise costs, management does not anticipate this level of improvement in the future. Distribution costsincreased asa
result of increased costsinherent in transitioning operations to the new Chesapeake distribution center and in theinstallation of the
Company's new warehouse management system in all three distribution centers early in 1997. In 1998, management expects its
recently elevated level of distribution costs, as a percentage of net sales, to continue due to the construction of the new Olive Branch
facility. Costs could further increase
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inthe event of afailure to sublease the leased facilitiesin Memphis. The Company isliable for rent and pass-through costs under the
Memphis lease until September 2005, at a current annual cost of approximately $702,000. Management al so expects that shipping
costsfrom Asia may increase in 1998 as aresult of the announcement by a trans-Pacific ocean-shipping cartel that it will try to forcea
10% rateincrease in thespring of 1998. 1n 1997, the Company's shipping costs from Asia were approximately $7 million, or 1.1% of
net sales.

Selling, general and administrative expenses, whichinclude operating expenses and depreciation and amortization, increased $34.6
million, or 28.4%, but decreased slightly asa percentage of net sales to 24.6% from 24.7%. This decrease, as a percentage of net sales,
resulted primarily from approximately $2.5 million in expense incurredin 1996 as aresult of the Dollar Bills acquisition and litigation.
Amortization of goodwill relating to the Dollar Bills acquisition amounted to $1.9 million for 1997. Excluding the expenses incurred
in 1996 related to the Dollar Bills acquisition, selling, general and administrative expensesincreased as a percentage of salesto 24.6%
in 1997 from 24.2% in 1996 primarily due to an increase of approximately $2 million in payroll costs resulting from thefederally
mandated increase in the hourly minimum wage. Management believes that the increase in 1998 payroll costs due to this minimum
wage change will be greater thanin 1997.

Operating income increased $21.6 million, or 35.9%, to $81.8 million for 1997 from $60.2 million for 1996, and increased as a
percentage of net salesto 12.9% from 12.2% during the same period for the reasons noted above.

Interest expense decreased $2.4 million to $2.8 million in 1997 compared to $5.2 million in 1996. This decrease was primarily a result
of lower levels of debt in 1997 compared to 1996, when the Company hadincreased borrowingsrelated to the purchase of Dollar
Bills. In 1997, the Company capitalized $916,000 of interest relating to the construction of the Chesapeake facility. Interest charges on
debt incurred to finance the construction of the Chesapeake Store Support Center will not be capitalized in 1998 but will be charged to
interest expense. The Company expectsto capitalizethe interest incurredin 1998 relating to the construction of the Olive Branch
facility.

YEAR ENDED DECEMBER 31, 1995 COMPARED TO YEAR ENDED DECEMBER 31, 1996

Net sales increased $192.8 million, or 64.2%, to $493.0 million for 1996, from $300.2 million for 1995. Of thisincrease, (i)
approximately 54.3%, or $104.7 million, was attributable to the 136 Dollar Bills stores added on January 31, 1996, (ii) approximately
37.2%, or $71.8 million, wasattributable to 198 stores opened in 1995 and 1996, which are not included in the Company's comparable
store net salescalculation, and (iii) approximately 8.5%, or $16.3 million, was attributableto comparable store net sales growth, which
represented a 6.2% increase over comparable store net sales for 1995. Dollar Bills storesare not included in the comparable store net
sales calculations for 1996. Because substantially all the Company's products sell for $1.00, the increase in comparable store net sales
was a direct result of increased unit volume. Management believes that thisincrease in volume resulted from strong holiday selling
seasons in 1996, increased inventory levelscompared to the preceding year, and continued improvementsin the quality and variety of
merchandise offered. The Company opened 104 new stores (in addition to the 136 Dollar Bills stores added on January 31, 1996), and
closed three storesduring 1996 compared to opening 94 new stores and closing three stores during 1995.

Gross profit increased $69.5 million, or 61.6%. As a percentage of net sales, gross profit decreased to 36.9% from 37.5%, reflecting,
as a percentage of net sales, decreased merchandise margin (gross profit before inventory shrinkage, markdowns, and distribution and
occupancy costs) and adlight increase in inventory shrinkage, partially offset by lower inbound freight costs and lower store
occupancy costs. The decrease in merchandise margin as a percentage of net sales isaresult of increased salesof domestically
purchased products which generally carry alower gross margin than imported merchandise. The increase in inventory shrinkage is due
largely to higher shrinkage experienced at the Dollar Bills stores. The decrease in inbound freight arose primarily from morefavorable
terms negotiated with shippers and consolidators. The decrease in store occupancy costs as a percentage of net salesisaresult of the
comparable store net sales growth.

Asaresult of theDollar Bills acquisition in 1996, there wasa shift in overall merchandise mix toward higher levels of domestic,
consumable merchandise (for instance, food and health and beauty aids), which generally carry a higher merchandise cost.
Management believes that changesin the overall merchandise mix arising from the acquisition are substantially complete and that
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the Company will continue to carry somewhat higher levels of domestic, consumable merchandisethan in prior years. However, the
Company expects imports to continue to account for approximately 35% to 40% of total purchases at retail.

Sdlling, general and administrative expensesincreased $46.0 million, or 60.5%, but decreased as a percentage of net sales to 24.7%
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from 25.3% during the same period. The decrease is due primarily to strengthened cost controls relating to hourly payroll at the store
level. Management doesnot expect similar payroll cost savings in the future due to federally mandated increases in the minimum
wage. During 1996, the Company's operating expensesincurred in connection with the Dollar Bills acquisition and litigation amounted
to approximately $2.5 million. Depreciation and amortization expenseincreased $5.0 million, increasing as a percentage of net sales to
2.1% from 1.8% for 1995. Of this increase, $1.8 million related to the amortization of goodwill recognized in connection with the
acquisition of Dallar Bills.

Operating income increased $23.5 million, or 64.0%, to $60.2 million for 1996 from $36.7 million for 1995 and remained constant as
a percentage of net sales at 12.2%.

Interest expense increased $2.6 million to $5.2 million in 1996 compared to $2.6 million in 1995. This increase isaresult of increased
borrowing incurred in connection with the Dollar Bills acquisition. The development facility used for the acquisition was repaid prior
to year end. In addition, the Company redeemed and extinguished its9% Subordinated Notes in June 1996.

SUBSEQUENT EVENTS
In March 1998, the Company entered into an agreement to sublease its Norfolk facility through June2004. See"Properties”.

In March 1998, the Company purchased approximately 43 acres of land in Olive Branch, Mississippi, for the purpose of building a
new distribution center to replace the existing facility located in Memphis, Tennessee. The new facility will be modeled after the
recently completed Chesapeake distribution center and will contain similar advanced materials handling technologies. The Olive
Branch facility will be approximately 425,000 square feet andis expected to require an investment of approximately $20 million.
Management believes that, upon completion of thisfacility, the Company's capacity to service stores will increase to approximately
2,000 stores. The Company believes that the facility will be operational in early 1999.

LIQUIDITY AND CAPITAL RESOURCES

The Company's ongoing capital requirements result primarily from capital expendituresrelated to new store openings and working
capital requirements related to new and existing stores. The Company's working capital requirements for existing stores are seasonal in
nature and typically reach their peak near the end of the third and beginning of the fourth quarter of theyear. Historicaly, the
Company has met its seasona working capital requirements for existing storesand funded its store expansion program from internally
generated funds and borrowings under its credit facilities.

During 1995, 1996 and 1997, net cash provided by operations was $27.2 million, $39.2 million and $69.7 million, respectively. Net
cash used in investing activities during the same periods was $11.6 million, $68.7 million, and $57.5 million, respectively. During
1995, net cash used in investing activities consisted primarily of capital expenditures relating to new store expansion. During 1996,
$52.2 million (net of cash acquired) was used for the purchase of Dollar Bills, funded with borrowings under the Company's credit
facility, in addition to capital expenditures relating to new store expansion. During 1997, net cash used in investing activities consisted
primarily of capital expenditures relatingto the Chesapeake Store Support Center and new store expansion. Net cash provided by
financing activities during the same periods was $0.8 million, $10.1 million and $28.5 million, respectively. In 1995, the funds
provided were primarily aresult of the exercise of stock optionsgranted under the Company's Stock Option Plan. In 1996, the funds
provided were primarily aresult of the issuance of 1,125,000 shares of common stock in a public offering completed in Juneand the
exercise of stock options granted under the employee stock compensation plans, reduced by the repayment of subordinated debt and
notes payable to banks. In 1997, net fundsprovided by financing activitieswere primarily the result of the issuance of $30 million of
Senior Notes.
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The Company expectsto expand by approximately 200 to 205 stores during 1998. In 1997, the average investment per new store,
including capital expenditures, initia inventory and pre-opening costs, was approximately $168,000 per store. The Company's cash
needs for opening new storesin 1998 are expected to total approximately $34.9 million, $19.5 million of which is budgeted for capital
expenditures and $15.4 million of which is budgeted for initial inventory and pre-opening costs. The Company'stotal planned capital
expenditures for 1998 are approximately $50 million, including approximately $20 million relating to the Olive Branch distribution
center and including planned expenditures for expanded and relocated stores, additional equipment for the distribution centers and
computer system upgrades.

On September 27, 1996, the Company entered into an amended and restated credit agreement with its banks which currently provides
for a$135 million unsecured revolving credit facility to be used for working capital, letters of credit and devel opment needs, bearing
interest at the agent bank's prime rate or LIBOR plus a spread, at the Company's option. As of December 31, 1997, the interest rate
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was approximately 6.5%. The credit agreement, among other things, requiresthe maintenance of certain specified ratios, restricts the
amount of capital expenditures, restricts the paymentsof cash dividends and other distributions, limits theamount of debt, prohibits a
change in control of the Company, establishes minimumbeneficial ownership requirements of the founding shareholders and requires
that aggregate borrowings must be paid down to a specified amount for at least 30 consecutive days at any time between December 1
and March 1 through March 1, 2000. The original maturity date of the facility was May 31, 2000, which wasextended to May 31,
2002 in 1997.

On April 30, 1997, the Company issued $30 million of 7.29% unsecured Senior Notes. The proceeds from theissuance of the Notes
were used to pay down a portion of the revolving credit facility, which enabled the Company to use that credit facility to fund capital
expendituresfor the new Store Support Center. The Company pays interest on the Notes semi-annually on April 30 and October 30
each year and will pay principa in five equal annual installments of $6 million beginning April 30, 2000. The Note holders have the
right to require the Company to prepay the Notes in full without premium upon a change of control or upon certain asset dispositions
or certain other transactions by the Company. The Note agreements, among other things, prohibit certain mergers and consolidations,
require the maintenance of certain specified ratios, require that the Notes rank pari passu with the Company's other debt and limit the
amount of Company debt. In the event of default or a prepayment at the option of the Company, the Company isrequired to pay a
prepayment penalty equal to a make-whole amount.

Except for the cost of the new Olive Branch facility, the Company believes that it can adequately fund its planned capital expenditures
and working capital requirements for the next several yearsfrom net cash provided by operations and availability under its credit
facilities. The Company plans to borrow an additional $20 million under a proposed loan facility to fund the cost of the proposed
Olive Branch distribution center. The Company believes that it will obtain the required consent fromits existing lendersfor the
proposed loan facility.

SEASONALITY AND QUARTERLY FLUCTUATIONS

The Company has historically experienced and expects to continue to experience seasonal fluctuationsin its net sales, operating
income and net income. The highest sales periods for the Company are the Christmas and Easter seasons. A disproportionate amount
of the Company's net sales and a substantial mgjority of the Company's operating and net incomeare generally realized during the
fourth quarter. In anticipation of increased sales activity during thesemonths, the Company purchases substantial amounts of inventory
and hires a significant number of temporary employees to bolster itspermanent store staff. If for any reason the Company's net sales
were below seasonal norms during the fourth quarter or Easter season, including as a result of merchandise delivery delays due to
receiving or distribution problems, the Company's operating results, particularly operating and net income, could be adversely
affected. Historically, net sales, operating income and net income have been weakest during the first quarter, and the Company expects
this trend to continue. The Company's quarterly results of operations may also fluctuate significantly as a result of a variety of factors,
including thetiming of new store openings, the net sales contributed by new stores and the merchandise mix.

Shifts inthetiming of certain holidays may also have an effect on quarterly results. In 1998, the Easter holiday will fall in the second
quarter instead of the first quarter, asit did in 1997. This change could have an adverse impact on comparable store net salesin the
first quarter of 1998 because the Company expects that most 1998 Easter sales will occur in the second quarter.
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The following table setsforth certain unaudited results of operations for each quarter of 1996 and 1997. The unaudited information has
been prepared on the same basis as the audited consolidated financial statements appearing elsewherein this Form 10-K and includes
all adjustments, consisting only of normal recurring adjustments, which management considers necessary for afair presentation of the
financial data shown. The operating results for any quarter are not necessarily indicative of results for any future period. Although the
Company has experienced significant increases in comparable store net sales historically, management expectsthat any increasesin
comparable net sales in thefuture will be smaller than those experienced historically.
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Quarter Ended

Mar. 31, June 30, Sept. 30, Dec. 31, Mar. 31, June 30, Sept. 30, Dec. 31,
1996 1996 1996 1996 1997 1997 1997 1997

(Dollars in thousands)

Net sales............ $84, 975 $102, 689 $110, 588 $194, 785 $117,746  $129, 332 $142, 386 $246, 009
Goss profit......... $29,070 $ 35,659 $ 41,890 $ 75,518 $ 41,291 $ 46,164 $ 53,836 $ 97,066
Operating incone..... $ 2,570 $ 7,586 $ 11,134 $ 38,919 $ 6,243 $ 10,588 $ 15,065 $ 49,898
Stores open at end

of period.......... 660 686 712 737 767 812 865 887
Conpar abl e store net

sal es increases.... 11. 8% 1.5% 4. 3% 7.6% 10. 9% 8. 2% 7. 4% 5.5%

INFLATION AND OTHER ECONOMIC FACTORS

The Company's ability to provide quality merchandiseat the $1.00 price point is subject to certain economic factors which are beyond
the Company's control, including inflation, minimumwage levels, operating costs, consumer confidence and general economic
conditions. Therecan be no assurance that such factors will remain favorable and in particular that hourly minimum wage rates, health
care costs, shipping costs, or other costswill remain at current levels. The federally mandated minimum wage increased by $0.50 per
hour on October 1, 1996 and by an additional $0.40 per hour on September 1, 1997. These changesincreased payroll costs by
approximately $2 million during 1997, and management believes that the increase in 1998 payroll costs due to the minimumwage
changeswill be greater than in 1997. On February 12, 1998, President Clinton announced support for aplan that would raise the
minimumwage by an additional $0.50 per hour in January 1999 and an additional $0.50 per hour in 2000. Management expects that
this plan, if it is passed into law, will have a significantly greater impact on payroll costs than the increases in the minimumwage
implemented in 1996 and 1997. Additionally, in November 1997, an ocean-shipping cartel indicated that it would try to force a 10%
rate increase on U.S. imports from Asiain the spring of 1998. 1n 1997, the Company's shipping costs from Asia were approximately
$7 million. Unless offsetting cost savings arerealized (and no assurance can be given that they will be), anincrease ininflation,
minimumwage levels, shipping costsor other operating costs, or adecline in consumer confidence or general economic conditions,
could have a material adverse effect on the Company'sbusiness and results of operations, especialy given the constraints on the
Company'sability to passon any incremental costs through price increases.

YEAR 2000 COMPLIANCE

The Company utilizes a significant number of in-house and vendor-supplied computer software programs across its entire
organization, including applications used in purchasing, distribution, retail store management, financial business systems and various
administrative functions. To the extent that the Company's software applications contain source code that is unable to appropriately
interpret the upcoming calendar year "2000" and beyond, some level of modification or replacement of such applications will be
necessary.

The Company has conducted a preliminary assessment of its computer systems and made inquiries regarding the computer systems of
other entities with which the Company does business, such as contractors, suppliers and creditors. Management believes that the
Company'sinternal systems, including computer programs housed on its mainframe and those used to accumulate data fromits stores,
are currently Year 2000 compliant. Given information known at this time about the Company's systems, management does not expect
Y ear 2000 compliance coststo have a material adverse impact on the Company's business or results of operations. No assurance can
be given, however, that unanticipated or undiscovered Y ear 2000 compliance problems will not have a
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materia adverse effect on the Company's business or results of operations. In addition, if the Company's significant contractors,
suppliers or creditors do not successfully achieveY ear 2000 compliance, the Company's business and operations could be adversely
affected.

NEW ACCOUNTING PRONOUNCEMENTS

The Financial Accounting Standards Board has issued Statements No. 128, EARNINGS PER SHARE (SFAS 128), No. 129,
DISCLOSURE OF INFORMATION ABOUT CAPITAL STRUCTURE (SFAS129), No. 130, REPORTING COMPREHENSIVE
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INCOME (SFAS 130), and No. 131, DISCLOSURES ABOUT SEGMENTS OF AN ENTERPRISE AND RELATED
INFORMATION (SFAS 131). The Company adopted SFAS 128 for theyear ended December 31, 1997 and recalculated its net
income per share accordingly. SFAS 129 continues the requirements to disclose certain information about an enterprise's capital
structure prescribed by previous accounting standards; the Company's current disclosures are in compliance with the requirements of
SFAS 129. SFAS 130 and SFAS 131 areeffective for the Company beginning January 1998 and for the year ended December 31,

1998, respectively.
FORWARD LOOKING STATEMENTS

This report includesforward-looking statementswithin the meaning of the Private Securities Litigation Reform Act of 1995
concerning the Company's operations, economic performance and financial condition. Such statements may be identified by the use of
words such as "believe," "anticipate" and "expect." The forward-looking statements concern, among other things, the Company's
expansion plans and store openings; sales per square foot and comparable store net sales trends; dependence on imports and
vulnerability to import restrictions, particularly nonrenewal of MFN status and the imposition of punitive duties, the Asian financial
crisis and other factors relating to China; the projected capacity and the performance of the Chesapeake and the proposed Olive
Branch distribution centers; the opening date and cost of the Olive Branch distribution center; the subleasing of the Memphis facility;
labor disagreements and union organizing activities; increases in shipping or distribution costs; increases in costsincluding the impact
of increases in the minimumwage; the Dollar Billslitigation; the potential products liability claims; adverse economic factors;
purchasing abilities; and capital requirements. Such forward-looking statements are subject to variousknown and unknown risks and
uncertainties. Actual results, performance or actions of the Company could differ materially from those currently anticipated due to a
number of factors, including those discussed here.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Not applicable.
ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

INDEX TO CONSOLIDATED FINANCIAL STATEMENTS

I ndependent Audi tors' RepPOrt. ... ... ..
20

Consol i dat ed Bal ance Sheets as of Decenber 31, 1996 and 1997..............
21

Consol i dated Incone Statenents for the years ended Decenber 31,
1995, 1996 and 1997. . . . . ..
22

Consol i dated Statenents of Sharehol ders' Equity for the years ended
Decermber 31, 1995, 1996 and 1997.......... . . ..

23

Consol i dated Statenents of Cash Flows for the years ended Decenber 31,
1995, 1996 and 1997. . . . . ..

24

Notes to Consolidated Financial Statements...............c. ...,
25

19
INDEPENDENT AUDITORS REPORT

The Board of Directors and Shareholders
Dollar Tree Stores, Inc.:
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We have audited the accompanying consolidated balance sheets of Dollar Tree Stores, Inc. and subsidiaries (the Company) as of
December 31, 1996 and 1997, and the related consolidated income statements and statements of shareholders equity and cash flows
for each of theyears in thethree-year period ended December 31, 1997. These consolidated financial statements are the responsibility

of the Company's management. Our responsibility isto express anopinion on these consolidated financial statements based on our
audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards require that weplan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on atest basis, evidence supporting the amounts and disclosuresin thefinancial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evauating the overall financial
statement presentation. We believe that our audits provide a reasonable basisfor our opinion.

In our opinion, the consolidated financial statementsreferred to above present fairly, in al material respects, the financia position of
Dollar Tree Stores, Inc. and subsidiaries as of December 31, 1996 and 1997, and the results of their operations and their cash flows for
each of theyears in thethree-year period ended December 31, 1997, in conformity with generally accepted accounting principles.

/s/ KPMG Peat Marw ck
LLP

Norfol k, Virginia
January 20, 1998
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AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

December 31, 1996 and 1997
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1996 1997

(I'n thousands, except
ASSETS share data)
Current assets:
Cash and cash equival ent s. .. ... . $ 2,987 $ 43, 695
AccouNnt s recei vabl €. . ... . 1, 855 1, 406
Merchandi Se i NVENE OF i ©S. . . ..o e e 75, 081 89, 066
Deferred tax asset (NOL e 2) . .. ... ...t e e 2,002 5,093
Prepai d expenses and other current asSetsS................iiiiiininanannnnnnnn. 4,028 3,762
Total CUrrent aSSel S. .. ...ttt e e e 85, 953 143, 022
Property and equi pnent (Note 4):
AN, L - 6, 275
BUI | i NGS. .. - 7,864
Leasehol d i mprovemBNt S. . . ..o e 23, 376 32,010
Furniture and fiXtUres. ... .. 33, 867 46, 841
Transportati on vehi Cl es. .. ... 1,420 1,463
CONSEIUCTTI ON I N PrOgr BSS. . . vttt ettt e et e e e e e e e e e e e e e e e e e 1, 596 22,459
Total property and equi PITBNT. . . ...ttt e 60, 259 116, 912
Less accunul ated depreciation and anbrtization................ ... 24,224 34, 841
Net property and equi PIBNT . . . ...t e 36, 035 82,071
Deferred tax asset (NOt e 2) . ... ... e e e 1, 947 2,029
Goodwi ||, net of accunulated anortization (Note 3).......... ... 46, 405 44,478
QL NI S SO . e 759 976
TOTAL ASSET S, o oot $ 171, 099 $ 272,576
LI ABI LI TIES AND SHAREHOLDERS' EQUI TY
Current liabilities:
ACCOUNE'S PaYabl €. . . oo $ 35, 296 $ 44,058
Accrued liabilities (NOt e B) . ... e e e 14, 260 19, 526
Income taxes payabl e (NOt e 2) . ... ... .. 12, 607 18, 908
Current installments of obligations under capital leases (Note 4)................. 302 317
Total current liabilities. ... ... ... e 62, 465 82, 809
Seni or NOteS (NOt & B) . ... i e - 30, 000
Revolving credit facility (Note 6)....... .. ... .. e 3,000 -
bl i gations under capital |eases, excluding current installnments (Note 4)............. 1,051 804
O her iabiliti @S, o 2,993 4,037
Total liabilities. . ... 69, 509 117, 650
Conmi t nents, contingencies and subsequent events (Notes 4, 6, 7, 8, 11 and 12)
Shar ehol ders' equity (Notes 7, 8 and 11):
Conmon stock, par value $0.01. Authorized 100, 000,000 shares,
38, 847, 258 shares and 39, 139, 965 shares i ssued and outstanding at Decenber 31,
1996 and 1997, respecti Vel y. ... ... 259 391
Additional paid-in capital...... ... 31, 555 36, 185
Ret ai Ned Bar Ni NOS. . . v ottt et e e e e 69, 776 118, 350
Total sharehol ders' equity.......... .. e 101, 590 154, 926
TOTAL LI ABILITIES AND SHAREHOLDERS EQUI TY. . ..ottt $ 171, 099 $ 272,576

See accompanying Notes to Consolidated Financial Statements.
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Y earsended December 31, 1995, 1996 and 1997

1995 1996 1997

(I'n thousands, except per share data)

Net Sal @S, .. . $ 300, 229 $ 493, 037 $ 635, 473
Cost Of sal @S ... . . 187, 552 310, 900 397, 116
Goss profit.. ... ... . 112, 677 182, 137 238, 357

Sel ling, general and administrative expenses (Notes 3, 4, 7, 10 and 11):

QpErati NG EXPENSES. . .\ vttt ittt et e 70, 504 111, 401 143, 438
Depreciation and ambrtization. . .......... ..., 5, 468 10, 527 13,125

Total selling, general and administrative expenses........... 75, 972 121, 928 156, 563

QperatiNg 1 NCOIMB. . ..o e e e e e 36, 705 60, 209 81, 794
Interest expense (NOt e B) . ... ...t e 2,617 5,193 2,812
Income before I NCOMB taXeS. . ... i e e e 34,088 55, 016 78, 982
Provision for income taxes (NOte 2). ... .. .. ..t 13,125 21,181 30, 408
Net 1 NCOMB. . ..o $ 20, 963 $ 33, 835 $ 48, 574

Net incone per share (Note 9):

Basi c net iNCOME Per Share.............iuuiuiiei i $ 0.56 $ 0. 89 $ 1.24
Wei ght ed average nunber of common shares outstanding................... 37,271 38, 217 39, 033
Diluted net income per share............ ... . . .. $ 0.51 $ 0. 80 $ 1.13

Wi ght ed average nunber of common shares
and common share equivalents outstanding............................ 41, 026 42,171 43, 106

See accompanying Notes to Consolidated Financial Statements.
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Bal ance at Decenber 31, 1994..........................
Net inconme for the year ended Decenber 31, 1995.......

Conversion of Series ACass | and Il, no par stock,

into Conmon Stock, $0.01 par value (Note 8).......

Exerci se of stock options, including income

tax benefit of $592 (Note 11).....................

Bal ance at Decenber 31, 1995............. ... .. .. ......

Transfer from additional paid-in capital for Comron

Stock dividend......... ... . ...
Net income for the year ended Decenber 31, 1996.......

I ssuance of stock under Enployee Stock Purchase

Plan (Note 11). ... ...t
I ssuance of stock in public offering (Note 8).........

Exerci se of stock options, including income

tax benefit of $2,266 (Note 11)...................

Bal ance at Decenber 31, 1996..........................

Transfer from additional paid-in capital for Comron

Stock dividend. . ... ... . . ...
Net inconme for the year ended Decenber 31, 1997.......

I ssuance of stock under Enpl oyee Stock Purchase

Plan (Note 11).. ... ...

Exerci se of stock options, including income

tax benefit of $2,752 (Note 11)...................

Bal ance at Decenber 31, 1997.............. ... ... .

Bal ance at Decenber 31, 1994................ ... . ......
Net income for the year ended Decenber 31, 1995.......

Conversion of Series ACass | and Il, no par stock,

into Common Stock, $0.01 par value (Note 8).......

Exerci se of stock options, including income

tax benefit of $592 (Note 11).....................

Bal ance at Decenber 31, 1995..........................

Transfer from additional paid-in capital for Common

Stock dividend........ ... ... ... . ... .
Net incone for the year ended Decenber 31, 1996.......

I ssuance of stock under Enpl oyee Stock Purchase

Plan (Note 11). ... ...
I ssuance of stock in public offering (Note 8).........

Exerci se of stock options, including income

tax benefit of $2,266 (Note 11)...................

Bal ance at Decenber 31, 1996.................ccvuo....

Transfer from additional paid-in capital for Common

Stock dividend. ........... . ..
Net income for the year ended Decenber 31, 1997.......

I ssuance of stock under Enployee Stock Purchase

Plan (Note 11).. ... ..

Exerci se of stock options, including income

tax benefit of $2,752 (Note 11)...................

Bal ance at Decenber 31, 1997............. ... . ...,

Series A Series A
Conmon Cass | Cdass Il
st ock st ock st ock Conmon
shares shares shares St ock
(I'n thousands, except share data)
- 18, 616, 391 18, 616, 391 $ -
37,232,782 (18, 616, 391) (18, 616, 391) 165
133, 162 - - 1
37, 365, 944 - - 166
- - - 83
13, 752 - - -
1,125,000 - - 8
342, 562 - . 2
38, 847, 258 - - 259
- - - 130
14, 765 - - -
277,942 - . 2
39, 139, 965 - - 391
Addi ti onal
paid-in Ret ai ned Shar ehol ders'
capital ear ni ngs equity

(I'n thousands, except

$ 2,29 $ 14,978
- 20, 963
(165) -
849 -
2,980 35, 941
(83) -
- 33,835
180 -
25,325 -
3,153 -
31, 555 69, 776
(130) -
- 48,574
343 -
4,417 -
$ 36,185 $ 118, 350

See accompanying Notes to Consolidated Financia Statements.
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AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Y earsended December 31, 1995, 1996 and 1997

1995 1996 1997
(I'n thousands)
Cash flows from operating activities:
Nt OB, L oottt $ 20,963 $ 33,835 $ 48,574
Adj ustments to reconcile net incone to net cash provided by operating = --------- oo oo
activities:
Depreciation and amortization.............. ... 5, 467 10, 527 13,125
Loss on disposal of property and equiprment....................... 248 275 290
Provision for deferred income taxes.................iiuiiinn.n. 579 (1, 010) (3,173)
Changes in assets and liabilities increasing (decreasing) cash and
cash equival ents:
Accounts receivable..... ... ... ... .. 46 (1, 026) 449
Merchandise inventories. ......... ..., (8, 069) (18,673) (13, 985)
Prepai d expenses and other current assets................... (810) (1,544) 266
QL her @SS S. . . e (47) 683 (14)
Accounts payable. .. ... . 6, 441 9,879 8,762
Accrued liabilities.. ... ... .. e 2,348 3,426 5, 266
I ncone taxes payable... 1,558 2,833 9, 053
Gher liabilities..... ... .. (1,531) 2 1,044
Total adjustmentsS. . ........o i 6, 230 5,372 21, 083
Net cash provided by operating activities.............. 27,193 39, 207 69, 657
Cash flows frominvesting activities:
Capital expendi tUres. . ... ... e (11, 614) (16, 530) (57, 501)
Proceeds from sale of property and equipnment........................... 32 59 50
Purchase of Dollar Bills, Inc., net of cash acquired of $414........... - (52, 216) -
Net cash used in investing activities.................. (11, 582) (68, 687) (57, 451)
Cash flows from financing activities:
Repaynents of revolving credit facilities (9, 550) (148, 643) (209, 600)
Proceeds fromrevolving credit facilities 9, 550 151, 643 206, 600
Proceeds from devel opnent facility........ L - 52,630 -
Repaynent of developnent facility....... .. ... . i, - (52, 630) -
Repaynents of senior subordinated notes - (7,000) -
Repaynents of junior subordinated notes - (7,000) -
Principal paynents on notes payable to bank................. ... . ... ... - (6, 900) -
Proceeds from Seni or NOteS. ... .... ... ... e - - 30, 000
Payment of credit facility fees...... ... .. ... . . .. . .. . . ... - (445) (203)
Princi pal payrments under capital |ease obligations..................... (62) (271) (305)
Proceeds from exercise of stock options............. ... ... i 850 3,155 1,667
Proceeds frompublic offering....... ... ... . . - 25, 333 -
Proceeds from stock purchased under the Enployee Stock Purchase Plan... - 180 343
Net cash provided by financing activities.............. 788 10, 052 28, 502
Net increase (decrease) in cash and cash equivalents....................... 16, 399 (19, 428) 40, 708
Cash and cash equivalents at beginning of year............. ... ... ........ 6,016 22,415 2,987
Cash and cash equivalents at end of year........... .. .. i, $ 22,415 $ 2,987 $ 43, 695
Suppl enent al di sclosure of cash flow information:
Cash paid during the year for:
Interest, net of amobunt capitalized............ ... . ... ... . ... ... $ 2,634 $ 4,042 $ 3,414
I NCOME £ AX S, o o vttt ettt et e $ 10, 396 $ 15,656 $ 24,288
See accompanying Notes to Consolidated Financial Statements.
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DOLLAR TREE STORES, INC.
AND SUBSIDIARIES

NOTESTO CONSOLIDATED FINANCIAL STATEMENTS
(In thousands, except share and per share data)

NOTE 1- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Description of Business

Dollar Tree Stores, Inc. (DTS) owns and operates discount variety retail stores whichsall substantially all itemsfor $1.00. The
Company'sheadquarters and one of itsdistribution centers arelocated in Chesapeake, Virginia. The Company also operates
distribution centers in Memphis, Tennessee and in the Chicago, Illinocisarea. Most of the Company's stores arelocated in the eastern
half of the United States. The Company's merchandise includes housewares, seasonal goods, food, toys, health and beauty aids, gifts,
party goods, stationery, books, hardware and other consumer items. A substantial portion of the Company's merchandise is purchased
directly or indirectly from countries in the Far East, principally China. The Company is not dependent on afew suppliers.

Principles of Consolidation

DTS has two wholly owned subsidiaries, Dollar Tree Management, Inc. (DTM) and Dollar Tree Distribution, Inc. (DTD). DTM
provides management, retail store leasing, accounting and administrative services to DTS for afee, and DTD provides merchandise
procurement, purchasing, warehousing and distribution services to DTS for afee. Effective October 29, 1996, DTD established a
wholly owned subsidiary, Dollar Tree Properties, Inc. (DTP). DTPis organized as areal estate holding company and owns certain
undeveloped property. The consolidated groupisreferred to throughout the notes as "the Company". The consolidated financial
statementsinclude the financial statements of Dollar Tree Stores, Inc. andits wholly owned subsidiaries. All significant intercompany
balances and transactions have been eliminated in consolidation.

Cash and Cash Equivalents

Cash and cash equivalents at December 31, 1997 includes $39,400 of investmentsin money market securities and bank participation
agreements which are valued at cost, which approximates market. The underlying assets of these short-term participation agreements
are primarily commercial notes. There were no such investments held at December 31, 1996. For purposes of the statements of cash
flows, the Company considers al highly liquid debt instruments withoriginal maturities of three months or less to be cash equivalents.

Merchandise Inventories

Merchandise inventories are stated at thelower of cost or market. Cost is assigned to store inventories usingthe retail inventory
method, determined on afirst-in, first-out (FIFO) basis. Costs directly associated with warehousing and distribution are capitalized as
merchandise inventories. Total warehousingand distribution costs capitalized into inventories amounted to $3,589 and $4,546 at
December 31, 1996 and 1997, respectively.

Property and Equipment

Property and equipment are stated at cost. Buildings aredepreciated using the straight-line method over 39 years, the estimated useful
life of theassets. Furniture and fixturesare depreciated using the straight-line method over four to seven years, the estimated useful
lives of the respective assets. Transportation vehicles are depreciated using the straight-line method over four to six years, the
estimated useful lives of the respective assets. L easehold improvements and assets held under capital |eases are amortized using the
straight-line method over threeto ten years, the estimated useful lives of therespective assets or terms of the related leases, whichever
isless.

Interest is capitalized in connection withthe construction of major facilities. The capitalized interest isrecorded as part of theasset to
whichit relates and is amortized over the asset's estimated useful life. In 1997, $916 of interest cost was capitalized. No interest was
capitalized in 1995 or 1996.
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(In thousands, except share and per share data)
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Goodwill

Goodwill, which represents the excess purchase price over fair value of net assets acquired, is amortized on a straight-line basis over
25 years. The Company assesses therecoverability of thisintangible asset by comparing the carrying amount of the asset to expected
future net cash flowsof the acquired organization. The recoverability of goodwill will be impacted if estimated future net cash flows
are not achieved.

Cost of Sales

The Company includes the cost of merchandise, warehousing and distribution costs, and certain occupancy costs in cost of sales.
Store Opening Costs

The Company expenses store opening costs when the store opens.

Income Taxes

Income taxes are accounted for under the asset and liability method. Deferred tax assets and liabilities are recognized for thefuture tax
consequences attributable to differencesbetween financial statement 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 incomein the
yearsin whichthose temporary differences are expected to be recovered or settled. The effect on deferred tax assetsand liabilities of a
change in thetax ratesisrecognized inincomein the period that includesthe enactment date of such change.

Stock-Based Compensation

The Company applies Accounting Principles Board Opinion No. 25, ACCOUNTING FOR STOCK ISSUED TO EMPLOYEES (APB
No. 25), and related Interpretations in accounting for its stock-based compensation plans. The Company has adopted the
disclosure-only provisions of Statement of Financial Accounting Standards (SFAS) No. 123, ACCOUNTING FOR STOCK-BASED
COMPENSATION (SFASNo. 123).

Net IncomePer Share

Asrequired, the Company adopted the provisions of SFAS No. 128, EARNINGS PER SHARE (SFAS No. 128), for theyear ended
December 31, 1997. Basic net income per share ascalculated in accordance with SFAS No. 128 has been computed by dividing net
income by the weighted average number of common shares outstanding. Diluted net income per share reflects the potential dilution
that could occur assumingthe inclusion of common share equivalents and hasbeen computed by dividing net income by the weighted
average number of common shares and common share equivalents outstanding. Common share equivalents include all outstanding
stock optionsand warrants after applying thetreasury stock method. The market price usedin applying thetreasury stock method was
$6.67 per share (the original public offering price) for the periods prior to March 6, 1995 and the closing market price of the stock at
the end of each day thereafter. All share and per share data in these consolidated financial statements and the accompanying notes have
been retroactively adjusted to reflect the implementation of SFAS No. 128.

In connection with stock dividends authorized by the Board of Directors in 1996 and 1997, the Company issued one-half sharefor
each outstanding share of Common Stock, payable April 19, 1996 to shareholders of record asof April 5, 1996 and payable July 21,
1997 to shareholders of record as of July 14, 1997, respectively. All shareand per share datain these consolidated financial statements
and the accompanying notes have been retroactively adjusted to reflect these dividends, each having the effect of athree-for-two stock

split.
New Accounting Standards

In June 1997, the FASB issued SFAS No. 130, REPORTING COMPREHENSIVE INCOME. This Statement establishes standards for
the reporting and display of comprehensiveincome; however, it does not affect the principles of measurement of items that comprise
comprehensive income. This Statement is effective for the Company beginning January 1, 1998.

In June 1997, the FASB issued SFAS No. 131, DISCLOSURES ABOUT SEGMENTS OF AN ENTERPRISE AND RELATED
INFORMATION. This Statement requires publicly-held entities to report financial and descriptive information about their reportable
operating segments. Reportable operating segments are components of an entity about which separate financial informationis available
that isregularly evaluated by the chief operating decision maker in deciding how to allocate resources and in assessing performance.
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This Statement is effective for the Company for the year ended December 31, 1998.
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AND SUBSIDIARIES

NOTESTO CONSOLIDATED FINANCIAL STATEMENTS-(Continued)
(In thousands, except share and per share data)

Use of Estimates

The preparation of financial statementsin conformity with generally accepted accounting principles requires management to make
estimates and assumptions that affect the reported amounts of assetsand liabilities and disclosures of contingent assets and liabilities at
the date of thefinancial statements and the reported amounts of revenues and expenses during the reported period. Actual results could
differ fromthose estimates.

NOTE 2- INCOME TAXES

The provision for income taxes for the years ended December 31, 1995, 1996 and 1997 consists of the following:

1995 1996 1997
Federal --CQurrent. ............ i $ 10, 966 $ 19, 160 $ 29,028
Federal --Deferred. ....... ... .. . . . . .. 468 (877) (2,787)
State--CUrrent. ... e 1, 580 3,031 4,553
State--Deferred....... ... 111 (133) (386)
$ 13,125 $ 21,181 $ 30, 408

A reconciliation of the statutory Federal income tax rate and the effective rate for the years ended December 31, 1995, 1996 and 1997
follows:

1995 1996 1997
Statutory tax rate.......... . 35. 0% 35. 0% 35. 0%
Ef fect of:
State and | ocal incone taxes, net of
Federal incone tax benefit...................... 3.3 3.4 3.4
QX her, Net......... .. e e 0.2 0.1 0.1

Effective tax rate....... ... ... i 38.5% 38.5% 38.5%

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets and liabilities for
financial reporting purposes and the amounts used for incometax purposes. Deferred tax assets and liabilitiesare classified on the
balance sheet based on the classification of the underlying asset or liability. Significant components of the Company's net deferred tax
assets as of December 31, 1996 and 1997 are as follows:
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Deferred tax assets:
Def erred conpensation, due to accrual for financial

FEPOMt i NG PUMPOSES. & v vttt et e ettt e et e $ 247 $ 186
Property and equi prent, principally due to differences
1N depreciati ON. . ... 1,921 2,450
Accrued expenses, due to accrual for financia
FEPOrti NG PUMPOSES. . vttt ettt ettt e e e 1,432 4,116
Inventories, due to differences in inventory valuation
for book and tax purpoSesS. . ... .. ... 1,212 2,363
Total deferred tax assets...........iiiiii . 4,812 9,115

Deferred tax liabilities
Supplies inventory, due to difference in accounting

for store supplies for book and tax purposes.................. (174) (131)
Goodwi I I, due to differences in anortization..................... (689) (1, 862)
Total deferred tax liabilities........ ... . ... ... ... .... (863) (1,993)

Net deferred tax assets...........iiiii i, $ 3,949 $ 7,122

In assessing the realizability of deferred tax assets, management considers whether it is more likely than not that some portion or all of
the deferred taxeswill not be realized. Based upon the availability of carrybacks of future deductible amountsto 1995, 1996 and 1997
taxable income and management's projections for future taxable income over the periods in whichthe deferred tax assets are
deductible, management believes the existing net deductible temporary differences will reverse during periods in which carrybacks are
available and/or in which the Company generates net taxable income. However, there can be no assurance that the Company will
generate any income or any specific level of continuing income in future years.
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NOTE 3- ACQUISITION

On January 31, 1996, the Company acquired al of the outstanding capital stock of Dollar Bills, Inc. (Dollar Bills), formerly known as
Terrific Promotions, Inc., which owned and operated 136 discount variety retail stores under the name Dollar Bill$. The Company has
assumed operations of a distribution center and wholesale division in the Chicago area. The acquisition wasaccounted for by the
purchase method of accounting and these consolidated financial statementsinclude the operating results of Dollar Billsfrom the date
of acquisition through December 31, 1997. The acquisition cost for the purchasewas allocated on the basis of the estimated fair value
of assets acquired and liabilities assumed withthe excess purchase price allocated to goodwill. Total cash paid was $52,630 and
goodwill of $48,170 was recorded on thedate of acquisition. Accumulated amortization relating to goodwill approximates $1,765 and
$3,692 at December 31, 1996 and 1997, respectively.

The following unaudited pro forma consolidated income statement information combines the consolidated historical results of the
Company with the historical resultsof Dollar Billsfor theyears ended December 31, 1995 and 1996, after giving effect to certain
adjustments, as explained below, before any nonrecurring charges or credits, such as severance costs, one-timetraining costs, and
other nonrecurring operational costs of thetransaction.

These unaudited pro forma consolidated statements do not purport to be indicative of the resultsthat would have occurred had the
transaction taken place at the beginning of the periods presented or of future results.
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Pro forma
i nconme st at enent

(Unaudi t ed)
1995 1996

Net sal €S. ... $ 404, 079 $ 499, 519
G 0SS profit. .. .. 140, 176 183, 940
Selling, general and administrative expenses.......... (96, 144) (124, 171)
Qperating iNCOMB. .. ... 44,032 59, 769
[Nt erest eXPeNnSe. . ... (6,973) (5,567)
I ncone before income taxes.............uiiiiunn... 37, 059 54, 202
Provision for income taxes.......... ... ... (14, 268) (20, 867)
Net I NCOMB. . ..o e $ 22,791 $ 33, 335
Net incone per share:

BaSi C. it $ 0.61 $ 0. 87

Diluted. . ... ... $ 0.56 $ 0.79

The pro forma 1995 income statement reflects adjustments related to the elimination of duplicative operating costs associated with
Dollar Bills corporate headquarters and distribution facility; amortization of goodwill over a 25-year period; interest expenserelated
to acquisition debt; and income taxesrelating to the conversion of Dollar Billsto a C corporation at an assumed effective rate of
38.5%.

The pro forma 1996 income statement reflects adjustments related to the January 1996 operating results of Dollar Bills; elimination of
duplicative operating costs associated with Dollar Bills corporate headquarters and distribution facility; amortization of goodwill;
interest expense related to the acquisition debt; and incometaxes relating to the conversion of Dollar Billsto a C corporation at an
assumed effective rate of 38.5%.

Pro formabasic netincome per share is computed by dividing pro forma net income by the weighted average number of common
shares outstanding. Pro formadiluted netincome per share is computed by dividing pro formanet income by the weighted average
number of common shares and common share equivalents outstanding. Common share equivalents includeall outstanding stock
options and warrants after applying the treasury stock method. The market price used in applying the treasury stock method was $6.67
(the original public offering price) per share for the periods prior to March 6, 1995 and the closing market price of the stock at the end
of each day thereafter.
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NOTE 4- LEASES

Future minimum lease payments under noncancelable store, distribution center and former corporate headquarters operating leases and
the present value of future minimum capital lease paymentsas of December 31, 1997 are as follows:
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Capi t al Operating

| eases | eases
Year endi ng Decenber 31:
1008 $ 396 $ 40,195
1099 L 323 38, 223
2000 L 314 32,001
2000 244 23, 140
2002 21 13, 830
LAt Br Y aAr S, . ot - 23, 261
Total mnimumlease paymBNtS. . ... ... 1, 298 $ 170, 650
Less anount representing interest (at an average rate of
approxXimat ely 8o . ... .ot 177
Present value of net mninumcapital |ease payments.................. 1,121
Less current installments of obligations under
capital | ases. . ... 317
Obl i gations under capital |eases, excluding current
instal | Ment S. . ... $ 804

The above paymentsinclude amounts for |eases that were signed prior to December 31, 1997 for stores that were not open as of
December 31, 1997. Minimum rental paymentsfor operating leases do not include contingent rentals that may be paid under certain
store leases based on a percentage of salesin excessof stipulated amounts.

The Company isa party to alease agreement for theformer corporate headquarters and distribution center in Norfolk, Virginia, witha
partnership owned by certain Company shareholders. The leaseincludes land, a building and certain equipment and expiresin June
2004 with optionsto renew for threefive-year periods. The lease currently provides for an aggregate annual rental payment of $656
whichis included in the future minimum lease payments above. The Company a so |eases properties for three of its stores from related
partnerships. The total rental payments related to theleasesfor theformer corporate headquarters and distribution center and these
stores were $765, $746 and $789 for the yearsended December 31, 1995, 1996 and 1997, respectively. Rental paymentsfor these
properties areincluded in the rental expense disclosure below.

Included in property and equipment at December 31, 1996 and 1997 areleased furniture and fixtures and transportation vehicles with
acost of $1,671 and $1,744 and accumulated amortization of $373 and $702 at December 31, 1996 and 1997, respectively.

Rental expense for store, distribution center and former corporate headquarters operating leases included in the accompanying
consolidated income statements for the years ended December 31, 1995, 1996 and 1997 wasas follows:

1995 1996 1997
Mnimumrental S..... ... $ 16, 619 $ 27,685 $ 35,441
Contingent rentals.......... ... .. .. 1,231 1, 060 1, 490
Total . ... $ 17, 850 $ 28,745 $ 36,931

NOTE 5- ACCRUED LIABILITIES

Accrued liabilities as of December 31, 1996 and 1997 consisted of thefollowing:
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Conmpensation and benefits....... ... .. . . . $ 6,186 $ 9, 283
Taxes (other than income taxes)..... ... ..., 6, 934 8, 664
L B 1= 1, 140 1,579
Tot Al .o $ 14, 260 $ 19,526
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NOTE 6- LONG-TERM DEBT

On December 31, 1994, the Company issued $7,000 of noncallable 9% Senior Subordinated Notes and $7,000 of noncallable 9%

Junior Subordinated Notes (collectively, 9% Subordinated Notes) to certain Company shareholders. The 9% Subordinated Notes were
paid in full during June 1996.

Interest expense related to this debt was$1,260 and $574 for the years ended December 31, 1995 and 1996, respectively.

On January 11, 1996, the Company replaced its previous credit agreement with a new credit facility which provided for, among other
things:

(1) a$60,000 development facility, bearing interest at LIBOR, plus a spread and (2) a $60,000 working capital line and letter of credit
facility, bearing interest at LIBOR, plus a spread.

On September 27, 1996, the Company entered into an Amended and Restated Revolving Credit Agreement withits banks (the
Agreement). The Agreement provides for, among other things: (1) a $135,000 revolving line of credit, bearing interest at the agent
bank's prime interest rate or LIBOR, plus a spread, at the option of the Company; (2) an annual facilitiesfee and annual agent'sfee
payable quarterly; and (3) thereduction of amounts outstanding under the Agreement for a period of 30 consecutive days between
each December 1 and March 1 to the following:

Decenmber 1, 1997 to March 1, 1998......................

$30, 000
Decenber 1, 1998 to March 1, 1999......................
20, 000
Decenmber 1, 1999 to March 1, 2000......................
10, 000

There are no reduction requirements beyond those indicated above.

The Agreement, among other things, requires the maintenance of certain specified financial ratios, restricts the amount of capital
expenditures and the payment of certain distributions, prohibits the incurrence of certain new indebtedness and establishes certain
minimum beneficial ownership requirements of the founding shareholders. The Agreement was amended to remove collatera
requirementsin January 1997. Also during 1997, the Agreement was amended to extend its term for two additional years. The
Agreement matures on May 31, 2002. During 1996 and 1997, the weighted average interest rate charged by the banks under the
Company'scredit agreements approximated 6.5% and 6.4%, respectively. At December 31, 1997, approximately $28,500 of the
$135,000 available under the Agreement was committed to certain lettersof credit issued in relation to the routine purchase of foreign
merchandise.
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On April 30, 1997, the Company issued $30,000 of 7.29% unsecured Senior Notes (Notes). The principal amount is payable in five
equal annual installments of $6,000 beginning April 30, 2000. Interest is payable semi-annually on April 30 and October 30 of each
year. The Note holders have the right to require the Company to prepay the Notes in full without premium upon a change of control or
upon certain other transactions by the Company. The Note agreements, among other things, prohibit certain mergersand
consolidations, reguirethe maintenance of certain specified ratios, requirethat the Notes rank pari passu with the Company's other
debt and limit the amount of Company debt. In the event of default or a prepayment at the option of the Company, the Company is
required to pay a prepayment penalty equal to a make-whole amount.

The carrying value of the Company'slong-term debt approximates its fair value. The fair value is estimated by discounting the future
cash flows of each instrument at rates offered for similar debt instruments of comparable maturities.

NOTE 7- MANAGEMENT ADVISORY SERVICES

The Company has afinancial and management advisory service agreement with oneof its nonemployee shareholders. The agreement
initially provided for the payment of $250 annually. During 1995, the shareholder agreed to reduce the annual payment to $200 over
the remaining term of the agreement. The agreement is terminable by vote of the Company'sBoard of Directors. During theyears
ended December 31, 1995, 1996 and 1997, the Company paid $210, $200 and $200, respectively, under this agreement.
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NOTE 8- SHAREHOLDERS EQUITY

The Company issued unattached warrantsto purchase 1,861,633 shares of Common Stock on September 30, 1993 for $0.27 per
warrant and unattached warrants to purchase 1,861,633 shares of Common Stock on February 22, 1994 for $0.27 per warrant. The
warrants, which areheld by certain Company shareholders, carry an exercise price of $1.29 per share, have been exercisable since
March 6, 1995 (the effective date of the Company's initial public offering), and expire on December 31, 2003. All warrants were
outstanding at December 31, 1997.

Effective February 1, 1995, the Articles of Incorporation were amended to authorize 50,000,000 shares of Common Stock, $0.01 par
value per share, and 10,000,000 shares of Preferred Stock, $0.01 par value per share. Upon the closing of theinitial public offering,
each share of the Company's Series A Class | and Class |1 Stock automatically converted into one share of the Company's Common
Stock. On July 23, 1996, the shareholders of the Company approved an increase in authorized shares of Common Stock from
50,000,000 to 100,000,000 shares.

On June 10, 1996, the Company sold 1,125,000 shares of Common Stock, $0.01 par value per share, pursuant to aregistration
statement filed on Form S-3 under the Securities Act of 1933. In connection with this offering, the Company received $25,333, net of
offering expenses.

NOTE 9- NET INCOME PER SHARE

The following table setsforth the calculation of basic and diluted net income per share:
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1995 1996 1997

(I'n thousands, except per share data)
Basi c net inconme per share:

Net I NCOMB. . ..o $20, 963 $33, 835 $48, 574

Wi ght ed average nunber of common shares
outstandi NQ. . ... 37,271 38, 217 39, 033
Basic net income per share..................... $0. 56 $0. 89 $1.24

Di luted net incone per share:

Net 1 NCOMB. . . $20, 963 $33, 835 $48, 574
Wi ght ed average nunber of common shares

outstandi NG. . ...t 37,271 38, 217 39, 033
Dilutive effect of stock options and warrants (as deter-

m ned by applying the treasury stock nmethod)....... 3,755 3,954 4,073
Wi ght ed average nunber of comon shares and

common share equivalents outstanding............... 41, 026 42,171 43, 106

Diluted net income per share................... $0. 51 $0. 80 $1.13

NOTE 10- PROFIT SHARING AND 401(K) RETIREMENT PLAN

The Company maintains a defined contribution profit sharing and 401(k) plan which isavailable to al employees over 21 yearsof age
who have completed one year of service in whichthey have worked at least 1,000 hours. Eligible employees may make elective salary

deferrals. The Company may make contributions at its discretion.

Contributions to and reimbursements by the Company of expenses of the planincluded in the accompanying consolidated income
statementsfor the years ended December 31 were asfollows:
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NOTE 11- STOCK COMPENSATION PLANS

At December 31, 1997, the Company hasthree stock-based compensation plans, which are described below. The Company applies
APB No. 25 and related Interpretations in accounting for its plans. No compensation cost has been recognized in the accompanying
consolidated income statements for the stock-based compensation plans under APB No. 25.

The Company adopted the disclosure-only option under SFAS No. 123 as of January 1, 1996. If the accounting provisions of SFAS
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No. 123 had been adopted asof the beginning of 1995, the Company's net income and net incomeper share would have been reduced
to the pro formaamounts indicated below:

1995 1996 1997

Net incone:

As reported. ... ... ... $20, 963 $33, 835 $48, 574

Pro forma. . ... ... $20, 617 $32, 506 $45, 873
Basi ¢ net incone per share:

As reported. . ... $0. 56 $0. 89 $1. 24

Pro forma. ..... ... $0. 55 $0. 85 $1. 18
Diluted net income per share:

As reported....... ... ... $0. 51 $0. 80 $1.13

Pro forma. ... ... $0. 50 $0. 77 $1. 06

The full impact of calculating compensation cost for stock optionsunder SFAS No. 123 is not reflected in the pro formanet income
and net income per share amounts presented above because compensation cost is reflected over the options' vesting periods and
compensation cost for options granted prior to January 1, 1995 is not considered. These pro forma amounts may not be representative
of future disclosures because compensation cost is reflected over the options' vesting periods and because additional options may be
granted in future years.

Fixed Stock Option Plans

The Company has two fixed stock option plans. Under the Non-Qualified Stock Option Plan (SOP), the Company granted options to
its employees for 465,447 shares of Common Stock in 1993 and 465,864 sharesin 1994. Options granted under the SOP have an
exercise price of $1.93 and arefully vested at the date of grant.

On June4, 1997, the Company's shareholders approved an increase in thetotal number of sharesissuable under the 1995 Stock
Incentive Plan (SIP) from 1,350,000 to 3,600,000. Under the original termsof the SIP, options for no more than 405,000 shares of
Common Stock may be granted in any calendar year. Thisrestriction on the number of shares granted in any one year was removed by
the Board of Directorsin 1997. Under the SIP, the exercise price of each option equals the market price of the Company's stock at the
date of grant, unless a higher price is established by the Board of Directorsand an option's maximumtermisten years. Options
granted under the SIP vest over a three-year period.

The fair value of each option grant is estimated on the date of grant using the Black-Scholes option-pricing model withthe following
weighted-average assumptions used for grants in 1995, 1996 and 1997:

Expected term......... ... .. . . .. ... 8- 10
years
Expected volatility........ ... .. .. ... ... .. ... 49%
Annual dividend yield............ ... ... ... .. ... 0%
Risk-free interest rate........................
5.83-6. 74%
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Stock Option Activity

1995 1996 1997
Wi ght ed Wi ght ed Wi ght ed
Aver age Aver age Aver age
Exerci se Exerci se Exerci se
Shar es Price Shar es Price Shar es Price
Qut st andi ng at begi nni ng
of year.............. 925, 012 $ 1.93 1, 189, 054 $ 4.20 1, 205, 776 $ 10.00
Ganted................ 405, 091 8.63 390, 949 21.64 503, 141 23.42
Exercised.............. (133, 162) 1.93 (342, 562) 2.60 (277,942) 6.01
Forfeited.............. (7,887) 3.39 (31, 665) 16. 17 (47, 057) 20. 93
Qut standi ng at end
of year.............. 1, 189, 054 4,20 1, 205, 776 10. 00 1, 383, 918 15. 31
Options exercisabl e
at end of year....... 820, 147 2.25 624, 595 3.88 596, 484 8. 08
Wei ght ed average fair
val ue of options
granted during the year........... $ 5.82 $ 15.15 $ 15.79

Stock Options Outstanding and Exercisable

Options Cutstanding Options Exercisable
Wi ght ed

Number Aver age Wi ght ed Nunber Wi ght ed

Range of Qut st andi ng Renzi ni ng Aver age Exerci sabl e Aver age

Exerci se at Decenber 31, Cont r act ual Exerci se at Decenber 31, Exerci se
Prices 1997 Life Price 1997 Price
$1.93. ... 305, 375 (a) $ 1.93 305, 375 $ 1.93
$6.67 to $11.83....... 291, 676 7.4 years 9. 05 180, 604 9.31
$15.22 to $22.32...... 302, 040 8.3 years 21.81 91, 740 21.43
$22.33 to $37.50...... 484, 827 9.2 years 23. 46 18, 765 30.97
$1.93 to $37.50....... 1,383,918 8.5 years $ 15.31 596, 484 $ 8. 08

(8) Options granted under the SOP in 1993 and 1994 have no expiration date. They are therefore not included in thetotal
weighted-average remaining life.

Employee Stock Purchase Plan

Under the Dollar Tree Stores, Inc. Employee Stock Purchase Plan (ESPP), the Company is authorized to issue up to 337,500 shares of
Common Stock to eligible employees. Under theterms of the ESPP, employees can choose to have up to 10 percent of their annual
base earnings withheld to purchase the Company's Common Stock. The purchase price of thestock is85 percent of the lower of the
price at the beginning or the price at theend of the quarterly offering period. Under the ESPP, the Company has sold 28,517 sharesas
of December 31, 1997.

Under SFAS No. 123, compensation cost is recognized for thefair value of the employees' purchase rights, which wasestimated using
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the Black-Scholes model with thefollowing assumptions:

Expected term ......... .. . . . . . 3 nont hs
Expected volatility.......... ... .. .. .. ... ... .... 21% to 30%
Annual dividend yield.......... ... .. ... .. ... . ... 0%
Risk-free interest rate......... ... ... ... ... .... 5.32% 5. 88%

(annual i zed)

The weighted-average fair value of those purchaserights granted in 1995, 1996 and 1997 was $3.05, $3.52, and $5.95, respectively.
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NOTE 12- SUBSEQUENT EVENTS (Unaudited)

In preparation for moving to the Chesapeake corporate headquarters and distribution center, the Company listed its Norfolk facility
with acommercial real estate agent for sublease. Subsequent to year end, the Company wasin the process of negotiating a sublease
agreement for this facility.

During February 1998, the Company entered into a contract to purchase approximately 43 acres of land for approximately $1,685 in
Olive Branch, Mississippi, for the purpose of building a new distribution center to replace theexisting facility located in Memphis,
Tennessee. The new facility will be designed after the new Chesapeake distribution center and will include an automated conveyor and
sorting system. The Company has also entered intoa contract to equip the new facility. The total commitment under this contract
approximates $3,700. The new facility is scheduled to be operational in early 1999. The Company intendsto secure new financing for
construction of this facility.

In preparation for moving to the Olive Branch facility, the Company haslisted itsMemphis distribution center witha commercia real
estate agent for sublease. The Company's current lease on its Memphis facility expires in September 2005, and the Company will be
responsible for rent paymentsthrough thisdate if a suitable sublease cannot be secured.

ITEM 9. CHANGES IN AND DISAGREEMENTSWITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE

None.
34
PART |11
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERSOF THE REGISTRANT
The information concerning the Company's Directors and Executive Officers required by this Itemisincorporated by reference to
Dollar Tree Stores, Inc.'sProxy Statement relatingto the Company's Annual Meeting of Shareholdersto be held on June4, 1998 (the

"Proxy Statement"), under the caption "Election of Directors'.

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

ITEM 11. EXECUTIVE COMPENSATION
Information set forth in the Proxy Statement under the caption "Compensation of Executive Officers’, with respect to executive
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compensation, isincorporated herein by reference.
ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

Information set forth in the Proxy Statement under the caption "Ownership of the Common Stock of the Company", with respect to
security ownership of certain beneficial owners and management, is incorporated herein by reference.

ITEM 13. CERTAIN RELATIONSHIPSAND RELATED TRANSACTIONS

Information set forth in the Proxy Statement under the caption "Certain Relationships and Related Transactions' isincorporated herein
by reference.

PART IV
ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTSON FORM 8-K
(8) Documentsfiled as part of thisreport:

1. Financia Statements. Reference is made to the Index to the Consolidated Financial Statements set forth under Part 11, [tem 8, on
page 19 of this Form10-K.

2. Financia Statement Schedules. All schedules for which provision is made in the applicable accounting regulations of the Securities
and Exchange Commission are not required under therelated instructions, are not applicable, or the information isincluded inthe
Consolidated Financial Statements, and therefore have been omitted.

3. Exhibits. The exhibits listed on the accompanying Index to Exhibitsare filed as part of, or incorporated by referenceinto, this
report.

(b) No report on Form 8-K was filed by the Company during thelast quarter of 1997.

The Company filed two Forms 8-K on March 4, 1998, one of whichincluded the Company'saudited consolidated financia statements
for the yearsended December 31, 1995, 1996 and 1997. The second Form 8-K filed on March 4, 1998 included the Company's press
release regarding thefiling of a Form S-3 the same day.
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SIGNATURES

Pursuant to therequirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant hasduly caused this report
to be signed onits behalf by the undersigned, thereunto duly authorized.

DOLLAR TREE STORES, INC.

DATE: March 30, 1998 By: /sl Macon F. Brock, Jr.

Macon F. Brock, Jr
Presi dent and Chi ef Executive
O ficer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by thefollowing persons on
behalf of the Registrant and in the capacities and on the dates indicated.
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Si gnature Title Dat e

/sl J. Douglas Perry Chai rman of the Board; Mar ch 30,
1998
---------------------- Di rector

J. Douglas Perry

/sl Macon F. Brock, Jr. Presi dent and Chief Executive March 30,
1998
----------------------- Oficer; Director (principal

Macon F. Brock, Jr. executive officer)
/'s/ H Ray Conpton Executive Vice President and Mar ch 30,
1998

------------------------ Chief Financial Oficer; Director
H Ray Conpton (principal financial and
accounting officer)

/sl John F. Megrue Vice Chairman; Director Mar ch 30,
1998

John F. Megrue

/sl Allan W Karp Director Mar ch 30,
1998

Allan W Karp

/s/ Thomas A. Saunders, 111 D rector March 30,
1998

Thomas A. Saunders, |11

/sl Alan L. Wirtzel D rector March 30,
1998

Alan L. Wirtzel

Director
Frank Doczi Date
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Index to Exhibits
3. Articles and Bylaws

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

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

10. Materia Contracts

(a) The following documents are filed herewith:

10.1 Lease dated March 27, 1998 by and between the Company and Raytheon Service Company.
10.2 Lease Guarantee dated March 27, 1998 by and between the Company and Raytheon Company.

(b) The following document, filed as Exhibit 10.1 to the Company's Current Report on Form 8-K on March 4, 1998 isincorporated
herein by thisreference:

10.3 Fourth Amendment to Amended and Restated Revolving Credit Agreement (the "Amended Credit Agreement") among The First
National Bank of Boston, NationsBank, N.A., Signet Bank, Crestar Bank, First Union National Bank of Virginia, Amsouth Bank of
Alabama, and Union Bank of California, N.A., the Company, Dollar Tree Distribution, Inc., and Dollar Tree Management, Inc.

(c) The following document, filed as Exhibit 10.6 to the Company's Quarterly Report on Form 10-Q for the fiscal quarter ended
September 30, 1997 isincorporated herein by this reference:

10.4 Third Amendment to the Amended Credit Agreement.

(d) The following documents, filed as Exhibits 10.1 and 10.2 to the Company's Form S-3 filed on June 6, 1997, are incorporated
herein:

10.5 Second Amendment to Dollar Tree Stores, Inc. Stock Incentive Plan ("Stock Incentive Plan).
10.6 Standard Form of Agreement between Owner (Dollar Tree Stores, Inc.) and Contractor (Clancy & TheysConstruction Company).

(e) The following documents, filed as Exhibits 10.4, 10.5 and 10.6 to the Company's Quarterly Report on Form 10-Q for thefiscal
quarter ended March 31, 1997 isincorporated herein by this reference:

10.7 $30 million, 7.29% Senior Guaranteed Notes, due April 30, 2004 (the "Notes").
10.8 Composite Conformed Copy of Note Agreements by Dollar Tree Distribution, Inc. and the Company, regarding the Notes.
10.9 Guaranty Agreement by Dollar Tree Management, Inc. regarding the Notes.

(f) The following documents, filed as Exhibits 10.1, 10.2 and 10.3 to the Company's Annual Report on Form 10-K for thefiscal year
ended December 31, 1996, are incorporated herein by reference:

10. 10 Purchase and Sal e Agreenent by and anong Volvo Cars of North
Anerica, Inc. the Conpany, Dollar Tree Properties, Inc. and
Dol lar Tree Distribution, Inc.

10. 11 First Amendnent to Amended and Restated Revolving Credit
Agr eenent
by and among the Conpany, Dollar Tree Distribution, Inc., Dollar
Tree Managenent, Inc. and the Banks and The First National Bank
of
Boston as Agent for the Banks.

10. 12 First Amendnent to the Conpany's Stock Incentive Plan.
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(9) The following document filed as Exhibit 10.1 to the Company's Quarterly Report on Form 10-Q for the fiscal quarter ended
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September 30, 1996 isincorporated herein by this reference:

10. 13

of

Bank

Amended and Restated Revolving Credit Agreenent (the "Anended
Credit Agreenent") anong the Conpany, Dollar Tree Distribution,
Inc., Dollar Tree Managenent, Inc., and The First National Bank

Boston, NationsBank, N. A, Signet Bank, Crestar Bank, First Union
National Bank of Virginia, Amsouth Bank of Al abama, and Union

of California, N. A (collectively, the "Banks").

(h) The following documents filed as Exhibit 10.19 - Exhibit 10.21 to the Company's Quarterly Report on Form 10-Q for thefiscal
guarter ended March 31, 1996 areincorporated herein by this reference:

10. 14

10. 15
St ock

10. 16

Pl an")

Fourth Anmendment to Dollar Tree Stores, Inc. Amended and Restated
Stock Option Plan (the "Stock Option Plan") (with forms of Second
Amendnent to 1993 Stock Option Agreement and Second Amendnent to
1994 Stock Option Agreenent).

Technical Carification to Dollar Tree Stores, Inc. Enployee
Purchase Plan (the "Stock Purchase Pl an").

Second Anmendnent to the Amended and Restated Dol lar Tree Stores,
Inc. Deferred Conpensation Plan (the "Deferred Conpensation

(i) The following document filed as Exhibit 10.14 to the Company's Annua Report on Form 10-K for the fiscal year 1995 is
incorporated herein by this reference:

10.17 Non-Competition Agreements--Michael Alper and Pamela Alper.

() The following document filed as Exhibit 2 to the Company's Current Report on Form 8-K dated February 14, 1996 for the fiscal
year 1995 are incorporated herein by this reference:

10.18 Agreement for Sale and Purchase of Stock.

(k) The following document filed as Exhibit 10.1 to the Company's Quarterly Report on Form 10-Q for the fiscal quarter ended June
30, 1995 isincorporated herein by thisreference:

10.19 Third Amendment to the Stock Option Plan.

() The following documentsfiled as Exhibit 2.1, Exhibit 10.3, and Exhibit 10.13 - Exhibit 10.19 to the Company's Quarterly Report
on Form 10-Q for thefiscal quarter ended March 31, 1995 are incorporated herein by this reference:
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10. 20 Amended and Restated Stockhol ders Agreenent effective March 13,
1995 among the Conpany, John F. Megrue, Thomas A Saunders, 111,
and certain sharehol ders.

10. 21 Form of First Amendnent to the Warrant for the Purchase of Shares
of Common Stock of the Conpany.

10. 22 Second Amendnent to the Stock Option Plan.

10. 23 First Amendnent to the Deferred Conpensation Plan.

10. 24 St ock Incentive Plan.

10. 25 Dol l ar Tree Stores, Inc. Enployee Stock Purchase Pl an.

10. 26 First Amendnent to the Advisory Agreenent (annual fee) between

the Conpany and Saunders, Karp & Conpany, L.P. (The "Advisory
Agreenent").

10. 27  Assignnent of the Industrial Lease Agreenment between Industri al

Devel oprments International, Inc. and the Conpany dated August 9,
1993 (the "Industrial Lease Agreenent").
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(m) The following documentsfiled as Exhibit 2.1, Exhibit 2.3, Exhibit 10.8, Exhibit 10.19, Exhibit 10.20, Exhibit 10.27, and Exhibit
10.31 - Exhibit 10.33 to the Company's Registration Statement on Form S-1, No. 33-88502, are incorporated herein by this reference:
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10. 28 Agreement for the Purchase and Sale of Stock dated Septenber 24,
1993 among J. Douglas Perry, Patricia W Perry, Micon F. Brock,
Jr., Joan P. Brock, H Ray Conpton and The SK Equity Fund, L.P.

10. 29 Securities Purchase Agreenent dated Septenber 30, 1993 anong the
Conpany, J. Douglas Perry, Patricia W Perry, Mcon F. Brock, Jr,
Joan P. Brock, H Ray Conpton, John F. Megrue, Thomas A
Saunder s,
I, Allan W Karp, Christopher K Reilly, and the SK Equity
Fund,
L.P. and the First Anendnent thereto.

10. 30 Form of Warrant for the Purchase of Shares of Common Stock of the
Company.

10. 31 Stock Option Plan with exhibits thereto (including the
Restrictive
St ock Agreenment) and First Anendment thereto.
10. 32 Def erred Conpensati on Pl an.
10. 33 Advi sory Agreenent.

10. 34 I ndustrial Lease Agreenent and First Anmendnent thereto.

10. 35 Lease dated Cctober 1, 1991 by and between DMK Associ ates and the
Conpany (Parcel 29), Amendnent and Assignment.

10. 36 Lease dated Cctober 1, 1991 by and between DMK Associ ates and the
Conpany (Parcel 31), Amendnent and Assignment.

21. Subsidiaries of the Registrant
21.1 Subsidiaries
23. Consents of Experts and Counsel
23.1 Consent of Independent Auditors
27. Financial Data Schedule
27.1 Financial Data Schedule for year ended December 31, 1997
27.2 Financial Data Schedule for year ended December 31, 1996 (restated to reflect the implementation of SFAS No. 128)
27.3 Financial Data Schedule for year ended December 31, 1995 (restated to reflect the implementation of SFAS No. 128)
39

LEASE
THIS LEASE, Made and entered into as of the 27th day of March, 1998, by and between DOLLAR TREE STORES, INC., aVirginia
corporation, having itsprincipal office at 500 Volvo Parkway, Chesapeake, Virginia 23320 (herein called "Landlord") and
RAYTHEON SERVICE COMPANY, aDelaware corporation, having its principal office at 141 Spring Street, Lexington,
Massachusetts 02173, (herein called "Tenant™).

WITNESSETH:

IN CONSIDERATION of the covenants and agreements herein contained and to be performed on the part of Tenant and the payment
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of therental herein reserved and for other good and valuable consideration, Landlord and Tenant hereby agree as follows:

1. Premises. Landlord hereby demisesand leasesto Tenant, and Tenant hereby takes and Leasesfrom Landlord, those certain parcels
of land, together with the buildings, improvements and equipment located thereon and all easements appurtenant thereto, which are
leased by Landlord from DMK Associates and as more particularly described in Exhibit A attached hereto and hereby made a part
hereof. Said premises areherein referred to as the"premises’ or the"demised premises'. The premisesconsists of a parcel of land
containing approximately ten (10) acres on which a warehouse containing approximately 207,000 square feet (of which 21,000 square
feet is finished for office use), 232 parking spaces and approximately 2.5 acres of paved truck and trailer parking are located. Personal
property and fixtures, including but not limited to, warehouse racking, modular furniture, telephone system and security systems, are
hereby leased and shall be deemed to be a part of the demised premises. The premises are acknowledged by Tenant to be in good
physical condition and otherwise suitable for the use set forth herein and are accepted by Tenant "asis’, in their present condition on
the date hereof.

2. Term.

a. Initial Term. The term of this Lease, unless sooner terminated as herein provided, shall be for aterm of ten (10) Lease Y ears
commencing on March 1, 1998 (the "Commencement Date"). Landlord shall provide notice to Tenant of the date the demised
premises are available for occupancy by Tenant and Tenant may take possession of the premises prior to March 1, 1998,

1

provided Tenant provides Landlord with certificates of insurance as required by

Section 10 hereof and Tenant gives Landlord notice of the date Tenant first takespossession of the premises. "Lease Year" as used in
this Lease shall mean the period from the first day of theterm hereof to the last day of thetwelfth full calendar month thereafter and
each and every successive twelve(12) month period during theterm hereof.

b. Prime Leases. As amaterial inducementto Tenant to execute this Lease, Landlord and DMK Associates, jointly and severaly,
hereby represent to Tenant that:

(i) the followingare all of the outstanding and subsisting leases related to the premises:

0 Lease (Parcel 31) dated October 1, 1991, between DMK Associates, as Lessor, and Only One Dallar, Inc., asLessee; and

0 Lease (Parcel 29) dated October 1, 1991, between DMK Associates, as Lessor, and Only One Dallar, Inc., asLessee.
The foregoing Leases are referred to herein as the "Prime L eases'.

(ii) theterm of the Prime Leasesruns until December 31, 2009; and

(iii) notwithstanding any greater obligations imposed on, or lesser rights granted to Landlord by DMK Associates under the Prime
Leases, solong asTenant isin compliance with this Leasein all material respects, neither Landlord nor DMK Associates will take any
action to disturb Tenant's occupancy and quiet enjoyment of the premises, by way of gectment or otherwise. For the ten (10) year term
hereof, Landlord covenants and agreesto pay all rents and to comply with all terms, covenants and conditions of the Prime L eases and,
solong asTenant isin compliance with the terms hereof, Tenant's occupancy and quiet enjoyment of the premises shall not be
disturbed in any way or respect by DMK Associates. DMK Associates joinsherein to evidence its full consent to al of the termsand
conditions of this Lease, agrees to assume and be bound by all of theterms, covenants and conditions hereof, and shall performthe
duties, obligations andliabilities of the Landlord hereunder in the eventthat the Prime Leasesare ever terminated pursuant to their

2

termsprior to theexpiration of this Lease to the same extent as if DMK Associates were itself Tenant's Landlord. The word
"Landlord" asused herein shall include both DMK Associates and Dollar Tree Stores, Inc., astheir responsibilities and interests might
appear and shall be liberally construed generally asboth DMK Associates and Dollar Tree Stores, Inc., and DMK Associates hereby
guarantees the duties, obligations and liabilities of Landlord hereunder fromand after the expiration or earlier termination of the Prime
Leases.

3. Rent.

a. Base Rent. Tenant covenants and agrees to pay to Landlord as rent for the demised premises, without offset and without previous
demand therefor, Base Annual Rent in the following amountsin equal monthly installments on thefirst day of each calendar month of
the term hereof in advance:

Lease Years 1 through 10 $776,250.00/year $64,687.50/month

Notwithstanding the foregoing, one-half of the Base Rent for the months of March and April, 1998, shall be abated and the first full
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monthly installment of Base Rent shall be due and payable on May 1, 1998. Tenant's occupancy prior to March 1, 1998, shall not
require the payment of Base Rent.

b. Additional Rent. All other paymentsand charges due and payable by Tenant to Landlord under the termsand provisions of this
Lease shall constitute additional rent and shall commenceto accrue and be payable from and after Tenant's occupancy of the premises.
c. Place for Payment of Rent. Rent shall be payable at the office of the Landlord as set forth above or at such other place as Landlord
shall have given Tenant written notice of at least thirty (30) daysin advance.

d. Late and Returned Check Charges. Tenant covenants and agrees to pay Landlord as a latecharge of two percent (2%) of the amount
due onall overduerent and al other overdue sums payable to Landlord under this Lease, if said sums have not been paid by thefifth
day following their respective due dates. In addition to the late charge set forth in the preceding sentence, if any portion of the rent or
any other sumpayable by Tenant to Landlord hereunder shall be due and unpaid for more than thirty

3

(30) days, then Tenant shall pay Landlord interest on said past due amount at the prime rate of interest asannounced from time to time
by First Union National Bank of Virginia (or its successor) plus two percent (2%) per annum, as the same may be adjusted from time
to time. Interest on said past due sum(s) shall commence to accrue on the duedate thereof and shall continue to accrue until paid.
Landlord expressly reserves all other rights and remedies provided for herein and by law with respect to non-payment or late payment
of therent and other sums payableto Landlord hereunder.

4. Taxes, Utilities, and Maintenance.

a Taxes.

(1) Tenant shall, during theterm of thisLease, as additional rent, pay and discharge punctually, as and when the same shall become
due and payable, all property taxes (both real and personal), special and general assessments, impact fees, other governmental
impositions and charges of every kind and nature whatsoever, extraordinary as well asordinary whether billed in the name of DMK
Associates, Landlord or Tenant (hereinreferred to as "Taxes"), and each and every installment thereof which shall be charged, levied,
assessed or imposed, with respect to the premisesor any part thereof, together with al interest or penalties thereon, during the term of
this Lease.

(2) To the extent that the same may be permitted by applicable law, Tenant shall have theright to apply for the conversion of any
assessment for local improvements assessed against the premises or any part thereof during theterm of thisLease into annual,
semi-annual or quarterly installments, and upon such conversion Tenant shall pay and discharge punctually said installments as they
become dueand payable. Landlord agrees to permit the application for theforegoing conversion to be filed in Landlord's name, if
necessary, and shall execute any and all documentsrequested by Tenant to accomplish the foregoing result, at Tenant's sole cost and
expense.

(3) Tenant shall be deemed to have complied with the covenants of thissubparagraph 4.a. if all Taxes shall have been paid either
within any period allowed by law or by the governmental authority imposing the same during which payment is permitted without
penalty or interest or before the same shall become alien upon the premises or any part thereof. Tenant shall produce and exhibit to
Landlord satisfactory evidence of
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such payment within thirty (30) daysof the payment of the Taxes, or any installment thereof.

b. Apportionment of Taxes. All Taxes, including, without limitation, any assessmentsthat have been converted into installments as set
forth in Subparagraph a.(2) above, which shall become payable during each of the calendar or fiscal years, as the case may be, in
whichthe term of this Lease commences or terminates, shall be apportioned pro rata between Landlord and Tenant in accordance with
the respective portions of suchyear during which theterm of thisLease shall be in effect.

c. Contest of Taxes. Tenant shall have theright to protest, contest or review all such Taxes by legal proceedings or in such other
manner as it may deem suitable (which, if instituted, Tenant shall conduct promptly at Tenant's sole cost and expense, and free of any
expense to Landlord). Landlord shall cooperate in all reasonable respectswith any such effort by Tenant and shall execute documents
in respect thereof, including, asappropriate, and as may be required by the governmental authority imposing the Taxes, a special or
limited appointment of Tenant as Landlord's agent solely for the purpose of contesting the taxes. Notwithstanding the foregoing,
Tenant shall promptly pay all such Taxes if at any time the premises or any part thereof shall then be subject to forfeiture, without right
of stay or appeal, or if Landlord shall be actually subject to, or threatened by any public authority with any crimina liability, arising
from the non-payment thereof. Landlord shall have theright, but not the obligation, to pay any uncontested and unpaid delinquent
Taxes, or, if Tenant is contesting any Taxes and the Landlord is nevertheless about to be divested of title to the demised premises. In
the former case, (but not the latter), Landlord may add the amount so paid, together with interest thereon at the rate of eighteen percent
(18%) per annum, to the next installment of Base Annual Rent or to any subsequent installment of said rent, and the same shall be
collectable as additional rent in the same manner and withthe same remedies as if it had been originally reserved as rent hereunder.
Landlord shall give Tenant written notice of any payments made by Landlord pursuant hereto.

d. Tax Refunds. Landlord covenants and agrees that if there shall be any refunds or rebateson account of the Taxes paid or reimbursed
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to or on behalf of Landlord by Tenant under the provisions of this Lease, such refund or rebate shall belong and, if paidto Landlord,
be paid over to Tenant. Landlord shall,

5

upon the request of Tenant, sign any receipts that may be necessary to secure the payment of any such refund or rebate, and shall pay
over to Tenant such refund or rebate asreceived by Landlord.

e. Taxes for Which Tenant is Not Responsible. Nothing herein contained shall require or be construed to require Tenant to pay any
income, franchise, grossreceipts, corporation, capital levy, excess profits, revenue, inheritance, gift or estate tax by whatsoever
authority imposed or howsoever designated that are or may be imposed upon DMK Associates, Landlord, their successors or assigns.
f. Utilities. Tenant shall pay for thefollowing utilities and shall arrange for said utilities to be billed directly to Tenant:

(2) dl water, gas, eectricity and fuel consumed on the premises;

(2) al sewer charges assessed by the municipal authority having jurisdiction;

(3) al storm water management fees or charges assessed by the municipal authority having jurisdiction;

(4) al assessmentsfor public improvements relating to the construction, installation or improvement of a sewer systemand/or sewage
treatment plant whether or not such assessments are measured by the amount of water consumed by Tenant on the demised premises;
and

(5) al costsassociated with trash and garbage pick up and removal.

0. Maintenance by Tenant. (1) Tenant shall at al timesduring theterm of this Leaseand at its sole cost and expense, keep the
premises, the building which formsa part of the premises, the components thereof and the appurtenances thereto, including without
limitation the heating systems, air conditioning systems, hydraulic systems, sprinkler systems, electric system, telephone system,
security system, tailets, plumbing lines, windows, doors, glass, modular furniture, storage racks, fixturesand equipment, and the
driveways, paved parking areas and any landscaping located on the premises in good condition of repair, making such replacements as
may be necessary from time to time, it being expressly understood that Tenant will be obligated to makeall repairs and replacements
necessary to keep the premises, thebuilding that forms a part of the premises, the components thereof and the appurtenancesthereto in
good order and condition during theterm hereof, except for the
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items to be replaced or repaired (during thefirst LeaseY ear) by Landlord as specifically set forth in subparagraph 4.h. below.

(2) Tenant shall keep the premisesfree from insects, pests and vermin of all kinds.

(3) Tenant shall surrender the premises, including the components thereof and the appurtenances thereto asset forth in subparagraph
4.g. above, at the end of this Lease in the same condition in which Tenant has agreed to keep the same during theterm hereof,
reasonable wear and tear and damage by casualty or condemnation excepted. Accordingly, Tenant shal remove any leasehold
improvements, fixtures, trade fixtures and equipment that Tenant has made to or installed in the premises during theterm hereof and
shall repair any and all damages caused by said removal. This obligation of Tenant to restore the premises and remove its
improvements, fixturesand equipment shall specifically survive theexpiration or earlier termination of the term hereof.

(4) In the event Tenant shall fail to perform such maintenance or makesuch repairs or replacements, as called for by this subparagraph
4.g., withinthirty (30) daysof the date Landlord gives notice to Tenant of the need for such maintenance, repairs or replacements,
Landlord may, but shall not be required to, perform such work and charge the actual amount of the expense therefor to Tenant, which
shall be payable by Tenant to Landlord withinthirty

(30) days of the presentation to Tenant of Landlord's invoicelisting the costsincurred by Landlord.

h. Replacements by Landlord.

(1) Landlord agrees that it shall be responsible for the replacement of theroof and structural components of the building that forms a
part of the premises, but shall not be responsible for the routine maintenance and repair thereof; said maintenance and repair being the
sole responsibility of Tenant pursuant to subparagraph 4.g. above.

(2) Landlord warrants that the heating systems, air conditioning systems, hydraulic systems, electric system and plumbing systems will
be in good working order on the commencement of theterm hereof and for thefirst Lease Y ear. Pursuant to such warranty, Landlord
shall be responsible for the costs of repairs to said systemsfor thefirst Lease Y ear, unlessthe need for repair of said systems arises
from thealteration or addition to said systemshby Tenant, the failure of Tenant to provide routine maintenance of said systems or from
the negligence or misuse of said systems by Tenant, in which event,

7
Tenant shall bear the costs of maintenance andrepair of said system(s).
5. Use of Premises. The demised premisesshall be used solely as a service shop, light assembly, overhaul, repair, office and

warehouse facilities, and for no other purpose without Landlord's consent.
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6. Operations. Tenant shall operate its business on thedemised premises at al times during the term of this Lease, except for
temporary closures for remodeling or repairs or caused by a casualty or condemnation; provided, however, that Tenant may leavethe
Premises vacant for business reasons so long as such vacancy does not affect the scope or pendency of theinsurance coverage for the
Premises. In theevent Tenant leaves the Premises vacant for ninety (90) days, Tenant shall take all reasonable actions to maintain the
security of the Premises and maintain the building, improvements, systems, fixtures and equipment located on the Premises so that said
building, improvements, systems, fixturesand eguipment remain in good condition and do not deteriorate. In order to ensure that
Tenant is complying with this obligation, Landlord shall have theright to inspect the premises and test the condition of the systems and
equipment on a monthly basisfor solong as Tenant leaves the premises vacant.

7. Compliance withLaws.

a Tenant to Comply with Laws. During theterm of this Lease, Tenant shall, at its own cost and expense, promptly observe and comply
with all present and future laws, ordinances, requirements, orders, directives, rules and regulations of all governmental or
guasi-governmental authorities or agenciesaffecting the premises or any part thereof or the business conducted thereon, whether the
same are in force at the commencement of theterm of this Leaseor may in thefuture be passed, enacted or directed. Tenant shall pay
all costs, expenses, liabilities, losses, damages, fines, penalties, claims and demands, including reasonable attorneys' fees, that may in
any manner arise out of or be imposed because of the failure of Tenant to comply withthe covenants of this

Section 7, and shall indemnify and hold Landlord harmlesswith respect to the same. The premises shall not be used for any illegal or
immoral purpose.
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b. Right to Contest. Tenant shall havetheright to contest by appropriate legal proceedings diligently conducted in good faith, in the
name of the Tenant, or Landlord (if legally required), or both (if legally required), without cost or expense to Landlord, the validity or
application of any law, ordinance, rule, regulation, or requirement of the nature referred to in subparagraph 7.a. and, if by theterms of
any suchlaw, ordinance, order, rule, regulation or requirement, compliance therewith may legally be delayed pending the prosecution
of any such proceeding, Tenant may delay such compliance therewith until the final determination of such proceeding so long as such
delay does not materially adversely affect the premises or Landlord'sinterest in the premises.

c. Landlord's Cooperation. Landlord agrees to execute and deliver any appropriate papersor other instruments that may be necessary
or proper to permit Tenant to contest thevalidity or application of any such law, ordinance, order, rule, regulation or requirement and
to cooperate fully with Tenant in such contest, provided Tenant bears all costs and expensesincurred by Landlord in cooperating with
Tenant.

8. Trade Fixtures and Alterations.

a. Fixtures. Tenant shal have theright to install its trade fixturesin the premises and suchinstallation shall be at the risk and expense
of Tenant. All tradefixtures installed in the premises by Tenant shall remain the property of, and shall be removed by, Tenant at the
expiration of thisLease, and Tenant agrees promptly to repair all damagesto the Leased Premises occasioned by theremoval of said
fixtures. Any fixturesthat Tenant failsto remove at the expiration of this Lease shall become the sole property of Landlord, and
Tenant shall reimburse Landlord for theactual costsincurred by Landlord in removal and disposal of such fixtures, which obligation
on the part of Tenant shall expressly survive the expiration or earlier termination of the term hereof. Notwithstanding the foregoing,
Tenant shall have no interest in and no right to remove the storage racks, modular furniture, telephone system, and security system
leased to Tenant pursuant to the terms hereof and deemed to be a part of the premises described herein.

b. Alterations. During theterm hereof, Tenant shall not make any alterations, additions, improvements, or other changesto the
premises costing more than $50,000.00, without the prior written approval of Landlord and in such cases only in accordance
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with plans and specifications approved in writingby Landlord. All aterations, additions or improvements made by Tenant to the
premises shall comply with all applicable laws, ordinances, codes and regulations. If required hereunder, Tenant shall submit its
proposed plans and specifications to Landlord. If the costs of the proposed alterations, additions or improvements exceed $50,000,
then Tenant shall submitto Landlord a certificate from alicensed architect, engineer or other building official stating that Tenant's
plans and specifications comply with all applicable laws, ordinances, codes and regulations. In such cases, Landlord shall either
approve said plans and specifications or provide Tenant with specific itemswhich Landlord does not approve withinfifteen (15) days
of receipt of said plansand specifications. If Landlord does not respond to Tenant within said fifteen (15) days, said plansand
specifications shall be deemed to be approved. Landlord shall not impose any charge upon Tenant for thereview or approval of
Tenant's plans and specifications. On or before thetermination of this Lease, Tenant shall remove any such aterations or additions and
repair any damage to the premises occasioned by their installation or removal and restore the premises to substantially the same
condition as existed prior to the time whenany such alterations or additions were made and this obligation of Tenant to Landlord shall
specifically survive theexpiration or earlier termination of the term hereof.
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9. Limited Right to Subleaseor Assign.

a. Genera Prohibition; Limited Exceptions. Without Landlord's prior written consent, such consent not to be unreasonably
conditioned, delayed, denied or withheld, Tenant may not sublease the premises nor assign itsinterest in this Leasefor a use that
differsfrom Tenant's use, except that Tenant may, without Landlord's consent, sublet supporting facilities (such asa shipping
department or a billing department) on the premises in the ordinary course of Tenant's business and Tenant may sublet the premises to
asubsidiary or affiliated corporation which isunder common control of Tenant or Raytheon Company, aDelaware Corporation. In the
event of a sublease of the premises or assignment of thisLease, Tenant shall remain primarily liable to Landlord for the performance
of al of the Tenant'sobligations hereunder.

b. Sublease Terms. Tenant shall make no subleases that extend beyond the term of this L ease, except with the Landlord's prior written
consent. Landlord shall accept or reject such
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subleases within sixty (60) days of its receipt thereof and if Landlord failsto respond withinsaid sixty (60) day period then such
subleases shall be deemed accepted by Landlord.

c. Mortgage of Leasehold. Without the prior written consent of Landlord, which consent Landlord may grant or deny inits sole and
absol ute discretion, Tenant may not mortgage or otherwise encumber its interest in this Lease, in the premisescovered by this Leaseor
the personal property and fixtures leased to Tenant by Landlord. If Landlord does consent to Tenant's encumbering its interest in this
Lease, it shall be an express condition of said consent that the holder of said mortgage provides to Landlord copies of all notices either
given by Tenant to said holder or given by said holder to Tenant.

10. Insurance.

a. Property Insurance. Tenant covenantsthat it will keep the demised premises insured against damage by fire, extended coverage and
other perils, in an amount not lessthan 100% of the replacement cost of all of the buildings andimprovements located on the demised
premises. Said insurance shall designate the Landlord as an additional insured and loss payee, as its interests may appear. The
following shall apply to the insurance provided by Tenant pursuant to theterms hereof:

(2) Tenant shall maintain property damage insurance on an all-risk formfor thefull replacement value of the premises, and all of the
buildings, improvements and fixtures owned by Landlord, with responsible insurance companies permitted to insurerisks in Virginia,
reasonably satisfactory to the Landlord, naming Landlord as an additional insured and loss payee, as its interests may appear, and
providing for at least thirty (30) days written notice to Landlord prior to amendment, modification, termination or cancellation thereof.
With regard to Landlord's persona property that is leased by Landlord to Tenant hereunder, Tenant may self insure said personal
property against loss or damage, provided that at the termination of this Lease, Tenant shall return said personal property or suitable
replacements therefor in the same condition as whenleased to Tenant, reasonable wear and tear excepted.

(2) During the course of any construction, reconstruction, addition, alteration or repair of the building or improvements located on the
premises, Tenant shall maintain builder's risk insurance on a completed value form against "all risk of physical loss," naming Landlord
as an additional insured
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and loss payee, including collapse and transit coverage, covering thetotal value of work performed and equipment, supplies and
materials furnished.

(3) Certificates of insurance duly signed by the agent issuing the policies and endorsements thereto shall be delivered to the Landlord
annually until the termination of thisLease. Each of the above-described certificates of insurance shall contain a provision stating that
the policies cannot be materially amended, modified, cancelled or terminated without giving at least thirty (30) days' prior written
notice to the Landlord. In the event Tenant receives notice that any such insurance will lapse, be terminated or otherwise become
unavailable, then Tenant shall, prior to thedate of such lapse, termination or unavailability, provide replacement policies in formand
substance similar to that theretofore in place in the sameprincipal amount of such prior policy of insurance. Not lessthan thirty (30)
days prior to the expiration of any insurance policy, Tenant shall deliver to Landlord satisfactory evidence of the renewal of such
policies and the payment of the premium therefor. The insurance coverage required herein may be provided under blanket policies,
whichinsure the demised premises as well as other properties owned or leased by Tenant (or its affiliates).

b. Liability Insurance. Tenant further agrees that it shall provide at its sole expense, and keep in force during the term of this Lease,
comprehensive general liability insurancein agood and solvent insurance company or companies licensed to do businessin the
Commonwesdlth of Virginia, and reasonably satisfactory to Landlord, in the amount of Three Million Dollars ($3,000,000) combined
singlelimit with respect to injury, death or property damage. Tenant agreesto deliver certificates of suchinsurance to Landlord at the
beginning of theterm of this Leaseand thereafter not lessthan thirty (30) days prior to the expiration of any such policy. Said
insurance shall be non-cancelable without thirty (30) days written notice to Landlord.

c. Waiver of Subrogation. All insurance policies carried by Tenant and Landlord, including but not limitedto contents, fire, and
casualty insurance, shall expressy waive any right on the part of theinsurer to be subrogated against the other party or parties named
on said policies.
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d. Workers' Compensation. Tenant further agrees that it shall carry workers compensation insurance having limits not
12

lessthan those required by Virginiaand Federal law, if applicable, and covering al persons employed by Tenant in the conduct of its
operations on the premises. Said policy or policies shall be written by good and solvent insurance company or companies licensed to
do business in the Commonwealth of Virginiaand reasonably satisfactory to Landlord.

e. Additional Provisions Regarding Insurance.

(2) In the event Tenant failsto causethe insurance policies described in this Section 10 to be written and pay the premiums therefor
and deliver such policiesand renewa certificates thereof to Landlord (notwithstanding Landlord'sright to declare an Event of
Default), Landlord shall nevertheless have the right, without being obligated to do so, but only after reasonable prior written notice has
been furnished to Tenant of Landlord'sintention to do so, to effectuate such insurance and pay the premiums therefor. All such
premiums paid by Landlord shall be repaid by Tenant to Landlord on demand as additional rent.

(2) Tenant shall promptly comply with and conform to all provisions of each suchinsurance policy and all requirements of theinsurers
thereunder, applicableto Tenant or any portion of the demised premises.

f. Indemnification of Landlord. Tenant covenants and agrees to indemnify, defend, protect and save DMK Associates, Landlord, their
partners, officers, directors, employees and agents (and their heirs, successors and assigns) harmless from and against any and all
claims, demands, expenses, losses, suitsand damages asmay be occasioned by reason of (1) any accident or incident occurring on the
premises during the term of this Lease, causing injury to persons or damageto property (including the premises), (2) thefailure of
Tenant fully and faithfully to perform all material obligations and observe all material conditions of this Lease, and (3) the negligence
or other tortious act of Tenant, any permitted subtenant, or anyone on the premises on behalf of or at theinvitation or right of Tenant
or any permitted subtenant.

11. Damage by Fire or Other Casualty.

a. Rights of Parties. In theevent of damageto or destruction of the building or improvementslocated on the premisesby fire or other
casualty, that, in the reasonable opinion of Tenant, materially impairs Tenant's continued use of the building for Tenant's operations for
aperiod in excess of
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ninety (90) days, Tenant may elect to terminate thisLease. Such election shall be made within ten (10) working daysafter the Landlord
has furnished to Tenant a plan for, and an estimate of the cost of, repair of thedamage. Such plan and estimate shall be so furnished as
promptly as practicable, but in no event later than ten (10) working days after the damage occurs. Tenant shall provide thirty

(30) days prior written notice to Landlord of Tenant's election to terminate the L ease and the date of termination shall be no earlier
than thirty (30) daysafter the date of Tenant'snotice to Landlord. In the event Tenant opts to terminate this Lease, all insurance
proceeds related to the premises, including the building, the components thereof, the appurtenances thereto and the systems, fixtures
and equipment leased by Landlord to Tenant pursuant to theterms hereof shall be payableto Landlord and Tenant hereby waives any
rightstherein or any claimsagainst either Landlord or theinsurer related thereto. Insurance proceeds, if any, which relate solely to the
value of Tenant's estate, equipment and persona property may be retained by Tenant.

b. Tenant's Rebuilding. In the event of fire or other casualty and provided this Lease is not terminated pursuant to theterms of the
preceding subparagraph, then Tenant shall proceed diligently to restore the damaged property to substantially the same condition that
existed prior to the damage or destruction. Prior to the commencement of Tenant'srestoration work, Tenant shall submit to Landlord
for its approval the name and experience or qualifications of the general contractor selected by Tenant to do the work and the plans
and specifications for the restoration or renovation work. The plans and specifications for and Tenant's restoration or renovation work
shall comply with all applicable laws, ordinances, codes and regulations. In the event the cost of Tenant's work exceeds $50,000, then
in addition to submitting plans and specifications, Tenant shall submit to Landlord a certificate from alicensed architect, engineer or
other building officia stating that Tenant's plans and specifications comply withall applicable laws, ordinances, codes and regulations.
Landlord shall either approve said general contractor and said plans and specifications or provide Tenant with specific reasons why or
items which Landlord does not approve within fifteen(15) days of receipt of said plansand specifications. If Landlord does not
respond to Tenant withinsaid fifteen

(15) days, said general contractor and said plans and specifications shall be deemed to be approved.
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Landlord shall not impose any charge upon Tenant for the review or approval of Tenant's plans and specifications or any change order
submitted in accordance with the terms hereof. Tenant shall commenceits work within thirty (30) daysof receipt of Landlord's
approva of Tenant's plans and specifications and diligently prosecute its work to completion. In the event the Tenant or the general
contractor desireto make a changein the scope of the work as shown on the plans and specifications that have been approved by
Landlord, then such change must aso be approved by Landlord. Tenant shall submit a copy of therequested change order together
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with all drawings and data supporting the change order to Landlord for itsapproval. Landlord shall either approve said change order or
provide Tenant with specific objectionsto the proposed change order withinfourteen (14) days of receipt of the change order and
supporting data. If Landlord does not respond within said fourteen (14) days, said change order shall be deemed to be approved.

c. Paymentsfor Rebuilding. If thecost of Tenant'srestoration or renovation work exceeds $250,000, prior to undertaking any material
portion of the proposed work, Tenant shall furnish Landlord with a copy of its planfor such work and afford Landlord ten working
days to comment thereon. To the extent commercially reasonable, Tenant shall endeavor to accommodate Landlord's comments
thereon so long as thereis not a material adverse impact on cost or schedule for the proposed work. In Tenant's contract withthe
general contractor for the work, Tenant shall require such contractor to submit to Tenant (with a copy to Landlord), on or before the
twenty-fifth of each month, a detailed invoice for the value of the work performed and materials furnishedfor thework (if thework is
done onatime and materials, cost-plusor other likebasis) or, if the work is performed on afixed price or similar basis, a certificate
detailing milestones or progress achieved. Landlord and Tenant shall promptly thereafter together inspect the work for the purposes of
verifying contractor's statements. Failure of Landlord to perform such inspection within five working days shall constitute Landlord's
agreement to Tenant's views. Landlord and Tenant shall make a good faith effort to resolve any disagreements concerning contractor's
work or progress; provided, however, that Landlord shall have no right to contact Tenant's contractor directly or to issue instruction or
direction of any kind to such contractor. Upon completion of construction, and as a condition of final payment to contractor, contractor
shall
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furnish Tenant (with a copy to Landlord) of: (1) a certificate that contractor has paid all materialmen, subcontractors, vendors and
laborers for goods and services connected in any way with the work; (2) contractor's fully-executed and acknowledged mechanic'slien
release; and (3) if required, a certificate of occupancy.

d. Delay in Rebuilding. The validity and effect of this Lease shall not be impaired by the failure of Tenant to complete the repair or
restoration of the building or any improvements to the premises withinany given period after commencement of thework, even if
Tenant had in good faith notified Landlord that the repair work could be completed within a shorter period, provided that Tenant
proceeds diligently withsuch repair or restoration and usesall reasonable efforts to have the work compl eted.

e. Tenant's Continuing Obligations. Inthe event of fire or other casualty and thisLease is not terminated, then the Base Annual Rent
and all other sums payable hereunder, shall be equitably abated based upon Tenant's loss of use of the premises until re-occupancy.

12. Mechanic's and Materialmen's Liens. Tenant covenants and agreesto keep the premisesfree and clear of mechanic's and
materialmen'sliens, which liens may arise from any repairs, alterations or improvements being performed by Tenant or from Tenant's
repair or restoration of the building and improvements following damageto or destruction of the building and improvements caused by
fireor other casualty. The foregoing repairs, aterations, improvements or restoration are to be performed at the sole cost of and for the
benefit of the Tenant and not the Landlord. In the event a Memorandum of Mechanic's Lien isfiled against the premisesas the result

of work performed by Tenant pursuant to the terms hereof, Tenant shall have said lien released (by payment, bonding or otherwise)
within thirty (30) daysof the filingof said lien. Tenant shall be solely responsible for the defense of said mechanic's or materialman's
clamand al costs (including reasonable attorney'sfees) incurred in said defense, including the cost of defending Landlord or its
interest in the premises, and Tenant shall indemnify Landlord for said costs, if not paidinitially by Tenant.

13. Condemnation.
a. Entire Demised Premises. If after the execution of this Lease and before the expiration of the term hereof, theentire

16

demised premisesshall be taken by right of eminent domain for any public or quasi-public purpose, thenthe term of this Lease shall
terminate as of thetime when Landlord shall be divested of its interest in the demised premises, and therent and charges, shall be
apportioned or refunded as of thedate of termination. Tenant shall pay al rent due and perform all other covenants hereof up to the
time when such possession is required.

In theinitial phase of the condemnation proceedings, Landlord shall permit Tenant to participate in the condemnation proceeding
described in Va. Code ss.25-46.21 as provided for in Va. Code ss.25- 46.21:1 and to provide evidence of thevalue of the
improvements made by Tenant to the demised premises in an effort to maximizethe fair market value of the property and theaward
made in such proceedings. Once theaward is determined, the Landlord shall receive the amount allocated for the taking of the land
comprising the demised premises and al buildings, improvements and fixtures located thereon owned and existing on the date hereof
by Landlord and Tenant shall receive the amount allocated for thetaking of all permanent leasehold improvements made by Tenant to
the premisesand Tenant's moving expenses. Nothing contained herein shall preclude Tenant from asserting a claim in the second
phase of the condemnation proceedings that Tenant is entitled to be compensated from the condemnation award for Tenant's costs
incurred in the proceeding and for the value of Tenant's leasehold interest, if any.

b. Substantial Taking. In theevent of ataking of lessthan all of the demised premises or the building located thereon by right of
eminent domain or voluntary conveyancein lieu thereof, then, if in the reasonable opinion of Tenant the remainder of the premises
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could no longer feasibly be used by Tenant for the operation of its business, then Tenant, at its option, may terminate the term of this
Lease by giving Landlord notice of its election within ninety (90) days after thereceipt of notice of such taking, said termination to be
effective not less than thirty (30) days after thedate on which said notice of terminationis givento Landlord. In the event Tenant shall
elect to terminate theterm of thisLease as provided in the preceding sentence, Tenant shall pay all rent due and perform all other
covenants hereof up and to thetime when such possession isrequired and thereafter Tenant shall have no further obligation to perform
any of the covenants of this Lease asto the premises, except as set forth in this paragraph.

17

¢. Minor Taking. In theevent of ataking of lessthan al of the premises by right of eminent domain or voluntary conveyancein lieu
thereof and Tenant does not elect to terminatethis Lease as permitted under subparagraph 13.b., then the award or payment
attributabl e to the taking of the premises shall be paid to and used by Tenant for restoration and Tenant shall promptly commence and
with due diligence restore or rehabilitate to the extent reasonable in light of the taking and theresultant new circumstancesthe portion
of the premises and building located thereon remaining after thetaking to substantially the same condition and tenantability as existed
immediately preceding thetaking. During any period of restoration, theamount of the rent and charges shall be equitably abated or
reduced, based upon Tenant's loss of use of the premises until re-occupancy by Tenant. Base Annual Rent for the remainder of the
Term shall be reduced by the amount determined by multiplying $3.75 by the number of square feet by which the usesble area of the
building isreduced as theresult of the condemnation. The amount by which the Base Annual Rent shall be reduced shall be set forth in
awritten memorandum signed by both Landlord and Tenant.

14. Landlord Not to Encumber Tenant's Interests. Landlord hereby covenants and agrees that during the term of this Lease, Landlord
shall not have theright or power to mortgage or otherwise create any security interestin or place other liens or encumbrances upon
Tenant's personal property, fixtures or equipment or affecting Tenant's interest in the demised premises, or any part thereof. However,
nothing contained herein isintended to limit the right of Landlord to mortgage its own interest in the premises and to assign its interest
inthis Lease, as collateral for any loan now or hereafter obtained by Landlord.

15. Quiet Enjoyment. Tenant, upon paying therent and all other sums and charges to be paid by it as herein provided, and observing
and keeping al covenants, agreements and conditions of this Lease onits part to be kept, shall quietly have and enjoy the demised
premises during the term of this Lease, without hindrance or molestation.

16. Default by Tenant.
a. Events of Default. Each of thefollowing shall be an event of defaullt:

18

(2) If Tenant commitsan event of default whichisnot cured within any applicable cure period pursuant to any security agreement
which creates alien or security interestin any assets of Tenant in favor of Landlord or its affiliates; or

(2) If Tenant shall default in the payment of Base Annual Rent, additional rent, or other amounts payable under this Lease, and such
default shall continue for ten (10) working days or more after written notice of default from Landlord (provided, however, that
Landlord shall only be required to provide suchwritten noticethree (3) times during any Lease Y ear so long as the Base Annual Rent
ispaid by means of direct deposit or electronic funds transfer); or

(3) If Tenant shall default in the payment of any other sumsand charges to be paid by Tenant pursuant to theterms hereof andthis
default shall continue for more than fourteen (14) days after Landlord has given to Tenant written notice of such default in accordance
with Section 27 hereof; or

(4) If Tenant shall default in the observance and/or performance of any of the other terms, covenants, conditions and agreements of
this Leaseto be performed by Tenant and any such default shall continuefor more than thirty (30) days after Landlord hasgiven to
Tenant written noticeof such default, or if by reason of the nature of such default, it cannot be corrected within said thirty (30) days,
then if Tenant shall not commenceto correct such default within said thirty (30) daysand thereafter prosecute the same to completion
with all due diligence; or

(5) If Tenant abandons the premises for a period of thirty

(30) consecutive days (except as the result of a casualty); or

(6) If Tenant makesa general assignment for the benefit of its creditors, files avoluntary petition under any law relatingto bankruptcy
or insolvency, thefiling of an involuntary petition by Tenant's creditors seeking the liquidation or reorganization of Tenant under any
law relating to bankruptcy or insolvency which petitionis not dismissed or stayed within sixty

(60) days of filing, or the appointment of areceiver or other custodian to take possession of al or substantially all of Tenant's assets or
itsinterest under this Lease; or

(7) If Tenant isinsolvent or unable to pay its debts as they mature, theentry by a court of a decree or order directing the winding up or
liquidation of Tenant or of
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substantially al of its assets, Tenant taking any action toward thedissolution or winding up of its affairs, or the attachment, execution
or other judicia seizure of substantially all of Tenant'sassets which is not discharged or bonded off withinthirty (30) days of filing.

b. Landlord's Remedies. Upon the happening of any one or more of the defaults or events of default set forthin subparagraph 16.a.,
this Leaseand the term hereof shall, a the option of Landlord, upon the date specified in a notice sent by registered or certified mail in
accordance with Section 27 hereof, which date shall not be lessthan fourteen (14) daysafter the date of mailing of such notice by
Landlord to Tenant, wholly cease and determine, withthe same force and effect as though the date so specified were the date
hereinabove first set forth as thedate of the expiration of theterm of thisLease and thereupon, or at any time thereafter, Landlord may
re-enter the demised premises (subject to the rights of any subtenantsto notice of a physical entry by Landlord), and have possession
of the premises and the buildings and improvements located thereon, or may recover possession thereof in the manner prescribed by
the statute relating to summary proceedings or similar statutes, it being understood that no demand for therent and no re-entry for
condition broken and no notice to quit possession or other notices prescribed by statute shall be necessary to enable Landlord to
recover such possession, but that al right to any such demand and any such re-entry, and any notice to quit possession or other notices
or prerequisites are hereby expressly waived by Tenant, except as may be required by applicable law.

c. Tenant Liable for Subsequent Rent. In case of default by Tenant, Tenant will indemnify Landlord against all loss of rent and other
payments provided herein to be paid by Tenant to Landlord between the time of the default and the expiration of theterm of this
Lease. It isunderstood and agreed that at the time of the default or at any time thereafter Landlord shall use reasonable efforts to rent
the demised premises and parts thereof to mitigate Landlord's damages. Such reletting shall not release Tenant fromany liability
whatsoever, that Tenant shall be liable for the reasonable expensesincurred by Landlord in connection with obtaining possession of
the demised premises and in connection with any reletting, and that any monies collected from any reletting shall be applied first to the
Landlord's expenses and thento payment of rent and all other payments due from Tenant to Landlord pursuant to theterms hereof.
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d. Tenant Liable for Landlord's Expenses. Tenant shall pay al costs incurred by Landlord on account of Tenant'sdefault hereunder,
including but not limited to, collection costs, court costs and reasonable attorneys' fees, aswell as any brokerage feesand costs
incurred in connection with any reletting of the premises. Acceptance by Landlord of delinquent rent after default shall not entitle
Tenant to possession of the demised premises and shall not be deemed to curethe default.

e. Notices and Cure Periods. No action or proceeding to oust Tenant from possession or to terminate this L ease shall be brought by
Landlord unless the notices herein specified be first given and the times to cure defaults hereinabove specified have expired without
the defaults having been cured.

f. Remedies Cumulative. It is mutually covenanted and agreed that the various rights, powers, options and remedies of Landlord
contained in this Lease shall be construed as cumulative and no one of them is exclusive of the other or exclusive of any rights,
priorities or remedies allowed either at law or in equity.

17. Right of Entry. Subject to the lawsof the United States regarding the protection of classified information (including the
requirement for anescort for persons not having therequisite level of security clearance), Tenant shall allow Landlord or its
representatives, agents or contractors to enter the premises, at any reasonable time during normal business hours, upon twenty-four
(24) hours prior notice to Tenant, for the purpose of inspecting the same or for making any repairs that L andlord deems necessary or
replacements that Landlord is obligated to makeor for showing the premises to any prospective purchasers or lenders.

18. Hazardous Materials.

a. Except asexpresdy permitted hereunder, Tenant shall not cause, or allow any of Tenant's employees, agents, customers, invitees,
licensees, contractors, assignees or sublessees (collectively, Tenant's Parties) to cause or permit any Hazardous Materials to be brought
upon, stored, manufactured, generated, blended, handled, recycled, treated, disposed of or used on, under or about the premises and
the building and improvements located thereon, and except for such activitiesthat are part of the ordinary course of Tenant's business
activitiesso long asin all cases said Hazardous Materials are used and disposed of in
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strict accordance with all Environmental Lawsand prior to conducting said activities Tenant shall have obtained any required permits
related to said Hazardous Materials.

b. Tenant and Tenant's Parties shall comply with all Environmental Lawsand promptly notify Landlord of the presence of any
Hazardous Materias on the premisesor any violation of any Environmenta Law for which Tenant has received notice. Subject to the
laws of the United States regarding the protection of classified information (including the requirement for anescort for persons not
having the requisite level of security clearance), Landlord shall have theright to inspect the premises and to conduct tests and
investigations to determine whether Tenant is in compliance with the provisions hereof. If such tests indicate the presence of any
non-permitted Hazardous Materials resulting from the activities of Tenant, Tenant shall reimburse Landlord for the cost of conducting
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such tests.

¢. Tenant shall indemnify, protect, defend and hold harmless Landlord and itspartners, directors, officers, employees, lenders, agents,
contractors and each of their respective heirs, successors and assigns from and against any and al claims, judgments, causes of action,
damages, penalties, fines, taxes, costs, liahilities, losses and expensesto the extent having arisen at any time during or after theterm
hereof as aresult (directly or indirectly) of or in connection with Tenant's breach of any provision of the preceding subparagraphs or
the presence of Hazardous Materials on, under or about the premisesas a result of Tenant'sactivities or failureto act in connection
with the premises. Thisindemnity shall include Tenant's allocable portion of the cost of any required or necessary repair, clean up, or
corrective action plan. Neither thewritten consent of Landlord to the presence of Hazardous Materials on, under or about the premises
nor thestrict compliance by Tenant with all Environmental Laws shall excuse Tenant from its obligation for indemnification herein.
Tenant's obligations pursuant to the foregoing indemnity shall expressly survivethe expiration or earlier termination of thisLease.

d. The term "Hazardous Materials' shall mean asbestos; radon; radioactive materias, explosives, any equipment which contains
dielectric fluid containing polychlorinated byphenyls ("PCBs") or "PCB items" (as defined in 40 C.F.R. Sec. 761.3); stored, leaked or
spilled petroleum products; or any other chemical, material or substance whichis regulated as a "toxic substance” (as defined by the
Toxic Substance Control Act, 15
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U.S.C. Sec. 2601 et seq., as amended), a "hazardous waste" (as defined by the Resource Conservation and Recovery Act, 42 U.S.C.
Sec. 6901 et seg., asamended), or a "hazardous substance” (as defined by the Comprehensive Environmental Response, Compensation
and Liability Act of 1980 ("CERCLA"), 42 U.S.C. Sec. 9601 et seg., as amended), or exposure to which is prohibited, limited or
regulated by any federal, state, municipal, local or other governmental statute, regulation, ordinance or authority. As used herein,
"Environmental Laws' means any and all Federal, state or local environmental, health or safety-related laws, regulations, standards,
decisions of courts, ordinances, rules, codes, orders, decrees, directives, guidelines or permits, currently existing and as amended,
enacted, issued or adopted in the future which are or become applicableto either Tenant or the premises.

e. Based upon a Phase | Environmenta Site Assessment provided by Tenant to Landlord, to the knowledge of Landlord, the premises
do not contain any Hazardous Materials and arein compliance with the Environmental Lawson the date hereof. Landlord shall be
responsible for the cost of removal of Hazardous Materials on the Premises when Tenant takes possession thereof if removal is
required by an agency that is responsible for the enforcement of the Environmental Laws (e.g. any required removal of asbestos).

19. Brokerage Commission. Landlord shall pay a brokerage commission one-half (1/2) to Robinson Sigma Commercial Real Estate
and one-half (1/2) to S. L. Nusbaum Realty Co. in thetotal amount and for theterm as set forth in the separate agreement between
Landlord and Robinson SigmaCommercial Real Estate. Tenant represents to Landlord that Tenant's sole agent involved in the leasing
of thepremisesis S. L. Nusbaum Realty Co. and that no other agent or broker has a claimto a commission based upon the actions of
Tenant. Landlord acknowledgesthat Robinson Sigma Commercial Real Estate is Landlord's sole agentinvolved in theleasing of the
premises and that no other agent or broker has a claimto a commission based upon the actions of Landlord. Tenant and Landlord,
respectively, shall each indemnify, defend, protect, and hold the other harmless from and against any loss, cost or expense (including
reasonable attorneys feesand costs) resulting from any claim for afee or commission by any agent or broker in connection withthis
Lease
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of the premises other than Robinson Sigma Commercia Real Estate (asto Landlord) and S. L. Nusbaum Realty Co. (asto Tenant).

20. Holding Over; Surrender. If Tenant holds over in the premises or any part thereof after the expiration of the term hereof, such
holding over shall constitute a month-to-month tenancy, at arent equal to the Base Annual Rent in effect immediately prior to such
holding over plusfifty percent (50%) thereof. This provision shall not be construed as Landlord's permission for Tenant to hold over.
Acceptance of rent by Landlord following the expiration or termination of the term hereof shall not constitute arenewal or extension
of theterm hereof. Upon the termination of thisLease or Tenant's right to possession of the premises, Tenant will surrender the
premises, the building, the components and systems thereof and the fixturesand equipment leased to Tenant hereinin good condition
and repair, reasonable wear and tear excepted, and with any improvements, aterations or additions made by Tenant removed as
required in Sections 4 and 8 hereof. Conditions existing because of Tenant's failure to perform maintenance, repairs or replacements
shall not be deemed "reasonable wear and tear."

21. No Waiver. Failure of Landlord to complain of any act or omission on thepart of Tenant no matter how long the same may
continue, shall not be deemed to be awaiver by Landlord of any of its rights hereunder. No waiver by Landlord at any time, express or
implied, of any breach of any provision of this Lease by Tenant shall be deemed awaiver of a breach of any other provision of this
Lease or aconsentto any subsequent breach of the sameor any other provision. No acceptance by Landlord of any partial payment
shall constitute an accord or satisfaction, but shall only be deemed apart payment on account.
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22. Force Majeure. In theevent that either Landlord or Tenant shall be delayed, hindered in, or prevented from the performance of any
act required hereunder (other than the payment of rent) by reason of strikes, lock-outs, labor troubles, inability to procure materials,
failure of power, restrictive governmental laws or regulations, riots, insurrection, war, or theact, failureto act, or other reason beyond
their control, then performance of such act shall be excused for the period of the delay and the period for the performance of any such
act shall be extended for a period equivalent to the period of such delay.

24

23. Subordination, Non-disturbance and Attornment. In theevent Landlord encumbers its interest in the demised premises andthis
Lease, then thisL ease and the estate, interest and rights hereby created shall be subordinate to the mortgage placed upon the premises
or any estate or interest therein. Tenant agrees that in the event any person, firm, corporation or other entity acquires theright to
possession of the premises, including any mortgagee or holder of any estate or interest having priority over this Lease, Tenant shall,
within ten

(10) days of request by such person, firm, corporation or other entity, attornto and become the tenant of such person, firm, corporation
or other entity, upon the same terms and conditions as are set forth herein for the balance of the term; provided that such substitute
landlord agrees in writing not to disturb and acknowledges Tenant's rights under the termsof this Lease so long as Tenant isnot in
default of the terms hereof. Notwithstanding theforegoing, any mortgagee may, at any time, subordinate its mortgageto this Lease,
without Tenant's consent, by notice in writing to Tenant, and thereupon this L ease shall be deemed prior to such mortgage without
regard to their respective dates of execution and delivery, and in that event, such mortgagee shall have the same rights with respect to
this Lease as though it had been executed prior to the execution and delivery of the mortgage. Tenant, withinten (10) days of request
by Landlord, shall execute any such instruments in recordable form asmay be reasonably required by Landlord in order to confirm or
effect the subordination or priority of this Lease, as the case may be, the attornment of Tenant to future landlords, andthe
non-disturbance of future landlords to Tenant, in accordance with theterms of thissubparagraph.

24. Entire Agreement. No oral statement or prior written matter shall have any force or effect. Tenant agreesthat it is not relyingon
any representations or agreements other than those contained in this Lease. This Lease shall not be modified or cancelled except by
writing subscribed by both parties.

25. Successors and Assigns. The terms"Landlord" and "Tenant" whenever used herein shall mean only the owner at the time of
Landlord's or Tenant'sinterest herein, except that upon any sale or assignment of the interest of either Landlord or Tenant herein, their
respective successors in interest or assigns shall succeed to all rights and obligations of Landlord or Tenant, as

25

the casemay be, and during the term of their ownership of their respective estates herein, be deemed to be Landlord or Tenant, asthe
case may be. Except as herein otherwise expressly provided, the covenants, conditions and agreements contained in thisLease shall
bind and inure to the benefit of Landlord and Tenant and their respective successors, and assigns.

26. Limitation of Liability. The obligations of Landlord under this L ease are not personal abligations of the individual partners,
directors, officers, agents or employees of Landlord (or their respective heirs, successors and assigns), and Tenant shall ook solely to
the premisesand the Landlord's interest therein for satisfaction of any liability of Landlord to Tenant hereunder. Tenant shall not look
to any other assets of Landlord nor such recourse against the assets of the individual partners, directors, officers, agents or employees
of Landlord (or their respective heirs, successors and assigns) for performance of Landlord's abligations hereunder.

27. Notices. Any natice provided for to be given to Landlord shall be given by either hand delivery, by United States registered or
certified mail, postage prepaid, or by Federal Express or other recognized overnight delivery service, addressed to Landlord, attention
Dollar Tree Stores, Inc., Robert Gurnee, Vice President - Real Estate, 500 Volvo Parkway, Chesapeake, Virginia 23320, with a
required copy to Hofheimer Nusbaum, P.C., attention William A. Old, Jr., Esquire, 1700 Dominion Tower, 999 Waterside Drive,
Norfolk, Virginia23510, and shall be effective upon receipt. Any notice herein provided for to be given to Tenant shall be given by
either hand delivery, by United States registered or certified mail, postage prepaid, or by Federal Express or other recognized
overnight delivery service, addressed to Tenant, 141 Spring Street, Lexington, Massachusetts 02173, with arequired copy to Raytheon
Company, Office of General Counsel, 141 Spring Street, Lexington, Massachusetts 02173, and shall be effective upon receipt. Should
either party fail or refuseto accept delivery, the notice shall be deemed effective on the first date delivery is attempted, provided that a
written record is made of that date. Either party may changeits address by notice to the other party asprovided for herein.

28. Estoppel Certificates. Either party shall, without charge, at any time and from time to time hereafter, withinten (10) days
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after written request of the other, certify by written instrument duly executed and acknowledged to any mortgagee or purchaser, or
proposed mortgagee or proposed purchaser, or any other person, firmor corporation specified in such request: (a) as to whether this

L ease hasbeen supplemented or amended, and if so, the substance and manner of such supplement or amendment; (b) as to the validity
and force and effect of this Lease, in accordance with its tenor as then constituted; (c) as to the existence of any default thereunder; (d)
asto the existence of any offsets, counterclaims or defenses thereto on thepart of such other party; (€) as to the commencement and
expiration dates of theterm of this Lease; and (f) as to any other matters and exceptions as may reasonably be so requested. Any such
certificate may be relied upon by the party requesting it and any other person, firm, or corporation to whom the samemay be exhibited
or delivered, and the contentsof such certificate shall be binding on the party executing same.

29. Recording of Lease. Landlord and Tenant agree that this Lease shall not be recorded. However, a Memorandum of Leaseshall be

recorded in the Clerk's Officeof the Circuit Court of the City of Norfolk, Virginia, by Landlord. All fees and taxes associated with the
recording of a Memorandum of Lease shall be borne by Tenant. DMK Associates shall be a party to and join in said Memorandum of

Lease.

30. Governing Law. This Lease and the performance thereof shall be governed, interpreted, construed, and regulated by the laws of the
Commonwealth of Virginia

31. Invalidity of Provisions. If any term, covenant, condition, or provision of this Lease or the application thereof to any person or
circumstance shall, at any time or to any extent, be invalid or unenforceable, the remainder of this Lease, or the application of such
term or provision to persons or circumstances other than those asto whichit isheld invalid or unenforceable, shall not be affected
thereby, and eachterm, covenant, condition, and provision of this Leaseshall be valid and be enforced to thefullest extent permitted
by law.

32. Gender; Counterparts. Wherever herein the singular number is used, the same shall include the plural, andthe masculine gender
shall include the feminineand neuter genders, and vice versa, as
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the context shall require. This Lease may be executed in several counterparts, each of whichshall be an original, but all of which shall
congtitute one and the sameinstrument.

33. Consents. To the extent either Landlord or Tenant isrequired by the termsof this Lease to giveits consent to an action of theother
party, such consent shall not be unreasonably withheld or delayed and the provisions of this Lease shall be so interpreted unless
specifically provided to the contrary.

IN WITNESS WHEREOF, the parties hereto have hereunto set their hands theday and year first above written.

DOLLAR TREE STORES, INC,, a
Virginia corporation

By: /s/ Macon F. Brock, Jr.

Macon F. Brock, Jr.
Title: Presi dent and Chi ef Executive
Oficer

RAYTHEON SERVICE COMPANY, a
Delaware corporation
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By: /s/ Mrton L. Brand

Morton L. Brand
Title: Vice President and
Controller

DMK ASSOCIATES, a Virginia general partnership

By: [/s/ Macon F. Brock, Jr.

Macon F. Brock, Jr.
CGeneral Partner

By: [/s/ J. Douglas Perry

J. Douglas Perry
Ceneral Partner
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Exhibit A

ALL THAT certain lot, piece or parcel of land, withthe buildings and improvements thereon, situate, lying and being in the City of
Norfolk, State of Virginia, and numbered and designated as Parcel 31-A, Norfolk Commerce Park, Phase |1, on that certain plat which
isrecorded inthe Clerk's Office of the Circuit Court of the City of Norfolk, Virginia, in Map Book 45, at page 111, referenceto which
plat being hereby made for a more particular description of said property.
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LEASE GUARANTEE
GUARANTEE NO. 2265

LEASE INFORMATION:

LANDLORD: Name: Dollar Tree Stores, Inc., aVirginiacorporation Address: 500 Volvo Parkway Chesapeake, Virginia23320
Phone No.: (757) 321-5000 Fax No.: (757) 321-5111

TENANT: Narre: Rayt heon Service
Conpany
Addr ess: 2 Waysi de Road
Burlington, MA 01803

Phone No.: (781) 238-2318 Fax No.: (781) 238-2640

LEASE DATA: Date of Lease: March 27, 1998
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Prem ses: 2555 El |l srere Avenue, Norfolk, VA 23513
Square Footage: approx. 207,000 sq. ft. on 10 acres of
| and

Lease Term 10 years

Commencement Date: 3/1/98 End Date: 2/28/2008

WHEREAS, Landlord is entering into an agreement described above with Tenant, a wholly-owned subsidiary or affiliate of Raytheon
Company, for thelease agreement ("Lease") described above:

NOW, THEREFORE, in consideration of theforegoing, Raytheon Company hereby guarantees all payments and charges due under
the aforenoted L ease payable by Tenant withrespect to the Lease.

Raytheon Company's obligations under this Guarantee shall be subject to and conditional upon the following: (1) Landlord will
provide to Raytheon Company written notice of any default of Tenant under the Lease at the same time and by the same meansas
notice of such default is provided to Tenant pursuant to the terms of the Lease, and Raytheon Company shall have the same
opportunity to cure such default asis provided Tenant under the termsof the Lease; (2) there shall be no change inthe material terms
of the Lease without the prior written consent of Raytheon Company. Raytheon Company's address for noticesis 141 Spring Street,
Lexington, Massachusetts 02173-7899, Attn: Treasury Department; and (3) Guarantor's obligation under thisGuaranty shall be subject
to the same rights, offsets and defenses of Tenant under the Lease.

This Guarantee shall not be affected or diminished by any indulgence or extension of time that may be granted by Landlord to Tenant,
by Tenant's discharge in bankruptcy or by any assignment of the Lease by Tenant to a subsidiary or affiliated corporation whichis
under common

1

control of Tenant or Raytheon Company and shall be binding upon the successors and assigns of Raytheon Company andinure to the
benefit of Landlord's successors and assigns.

This Guarantee is designated No. 2265 to distinguish it from other Guarantees issued by Raytheon Company.

IN WITNESS WHEREOF, this instrument hasbeen duly executed and sealed by the undersigned as of the 26th day of March, 1998 in
the town of Lexington, Commonwealth of Massachusetts.
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ATTEST: RAYTHEON COVPANY

/sl Jack W Kappl es By: /sl Herbert Deitcher
Jack W Kappl es Her bert Deitcher

Assi stant Secretary Seni or Vice President -
Treasurer

ACKNOM.EDGED AND AGREED:
LANDL ORD:

DOLLAR TREE STORES, | NC.,
a Virginia corporation

By: /s/ Macon F. Brock, Jr.

Macon F. Brock, Jr.
Presi dent and Chi ef Executive
O ficer

EXHIBIT 21
SUBSIDIARIES OF THE REGISTRANT

The registrant is the parent company of Dollar Tree Distribution, Inc., a distribution, warehousing and wholesale company, and Dollar
Tree Management, Inc., a management services company, both of which are Virginiacompanies. Dollar Tree Distribution, Inc., isthe
parent of another Virginiacompany, Dollar Tree Properties, Inc., areal estate holding company.

EXHIBIT 23.1
INDEPENDENT AUDITORS CONSENT

The Board of Directors
Dollar Tree Stores, Inc.:

We consent to incorporation by reference in the registration statements on Form S-8 (Nos. 33-92812, 33-92814, 33-92816 and
333-38735) of Dollar Tree Stores, Inc. of our report dated January 20, 1998 relating to the consolidated balance sheets of Dollar Tree
Stores, Inc. and subsidiaries as of December 31, 1996 and 1997 and the related consolidated income statements and statements of
shareholders equity and cash flowsfor each of the yearsin the three-year period ended December 31, 1997 which report appears
herein.

/sl KPMG Peat Marw ck
LLP
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Norfolk, Virginia
March 30, 1998

ARTICLE 5

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION FROM THE COMPANY'S CONSOLIDATED FINANCIAL STATEMENTS FILED ON FORM 10-K FOR THE
PERIOD ENDED DECEMBER 31, 1997 AND ISQUALIFIEDIN ITS ENTIRETY BY REFERENCE TO SUCH FINANCIAL STATEMENTS.

MULTIPLIER: 1,000

PERIOD TYPE 12 MOS
FISCAL YEAR END DEC 311997
PERIOD END DEC 311997
CASH 43,695
SECURITIES 0
RECEIVABLES 1,406
ALLOWANCES 0
INVENTORY 89,066
CURRENT ASSETS 143,022
PP&E 116,912
DEPRECIATION 34,841
TOTAL ASSETS 272,576
CURRENT LIABILITIES 82,809
BONDS 0
PREFERRED MANDATORY 0
PREFERRED 0
COMMON 391
OTHER SE 154,535
TOTAL LIABILITY AND EQUITY 272,576
SALES 635,473
TOTAL REVENUES 635,473
CGS 397,116
TOTAL COSTS 397,116
OTHER EXPENSES 156,563
LOSSPROVISION 0
INTEREST EXPENSE 2,812
INCOME PRETAX 78,982
INCOME TAX 30,408
INCOME CONTINUING 48,574
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 48,574
EPSPRIMARY 124
EPSDILUTED 113
ARTICLE 5

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION FROM THE COMPANY'S CONSOLIDATED FINANCIAL STATEMENTS FILED ON FORM 10-K FOR THE
PERIOD ENDED DECEMBER 31, 1996 AND ISQUALIFIED IN ITS ENTIRETY BY REFERENCE TO SUCH FINANCIAL STATEMENTS. SUMMARY FINANCIAL INFORMATION
FOR THE PERIOD ENDED DECEMBER 31, 1996 ISHEREIN RE-PRESENTED TO REFLECT EARNINGSPER SHAREAS RECALCULATED FOR STATEMENT OF FINANCIAL
ACCOUNTING STANDARD NO. 128.

MULTIPLIER: 1,000

PERIOD TYPE 12MOs
FISCAL YEAR END DEC 31199
PERIOD END DEC 31199
CASH 2,987
SECURITIES 0
RECEIVABLES 1,855
ALLOWANCES 0
INVENTORY 75,081
CURRENT ASSETS 85,953
PP&E 60,259
DEPRECIATION 24,224
TOTAL ASSETS 171,099
CURRENT LIABILITIES 62,465
BONDS 0
PREFERRED MANDATORY 0
PREFERRED 0
COMMON 259
OTHER SE 101,331
TOTAL LIABILITY ANDEQUITY 171,099
SALES 493,037
TOTAL REVENUES 493,037
CGS 310,900
TOTAL COSTS 310,900
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OTHER EXPENSES 121,928

LOSSPROVISION 0
INTEREST EXPENSE 5,193
INCOME PRETAX 55,016
INCOME TAX 21,181
INCOME CONTINUING 33,835
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 33,835
EPSPRIMARY 0.89
EPSDILUTED 0.80
ARTICLE 5

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION FROM THE COMPANY'S CONSOLIDATED FINANCIAL STATEMENTS FILED ON FORM 10-K FOR THE
PERIOD ENDED DECEMBER 31, 1997 AND ISQUALIFIEDIN ITS ENTIRETY BY REFERENCE TO SUCH FINANCIAL STATEMENTS. SUMMARY FINANCIAL INFORMATION
FOR THE PERIOD ENDED DECEMBER 31, 1995ISHEREIN RE-PRESENTED TO REFLECT EARNINGSPER SHAREAS RECALCULATED FOR STATEMENT OF FINANCIAL
ACCOUNTING STANDARD NO. 128.

MULTIPLIER: 1,000

PERIOD TYPE 12 MOS
FISCAL YEAR END DEC 311995
PERIOD END DEC 311995
CASH 22,415
SECURITIES 0
RECEIVABLES 380
ALLOWANCES 0
INVENTORY 40,113
CURRENT ASSETS 66,020
PP&E 39,174
DEPRECIATION 16,083
TOTAL ASSETS 91,621
CURRENT LIABILITIES 36,887
BONDS 0
PREFERRED MANDATORY 0
PREFERRED 0
COMMON 166
OTHER SE 38,921
TOTAL LIABILITY AND EQUITY 91,621
SALES 300,229
TOTAL REVENUES 300,229
CGS 187,552
TOTAL COSTS 187,552
OTHER EXPENSES 75,972
LOSSPROVISION 0
INTEREST EXPENSE 2,617
INCOME PRETAX 34,088
INCOME TAX 13,125
INCOME CONTINUING 20,963
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 20,963
EPSPRIMARY 0.56
EPSDILUTED 0.51

End of Filing

TN A
Efllosman EDGARI® 5000 EDGAR Online, | nc.




