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A WARNING ABOUT FORWARD LOOKI NG STATEMENTS: W have made

"forward-1 ooki ng

statenents”" in this document as that termis used in the Private
Securities

Litigation Reform Act of 1995. Such statenents are based on the beliefs

and

assunptions of our managenent, and on information «currently available to
our

managenent. Qur assunptions, beliefs and current information could be

m st aken.

Forward-looking statementsinclude any statements preceded by, followed by or including words such as"believe," "anticipate,"
"expect,” "i plan," "view" or "estimate." Forward-looking statements also include, and are subject to risks relating to, our

intend,
future operations, performance, or financial condition such as:

0 comparable store net sales trends,
0 expansion plans and store openings,

0 dependence on imports and vulnerability to foreign economic and political conditions as well as import restrictions, duties and
tariffs,

0 increases in shipping costs, the minimumwage, and other costs,

o theintegration of Step Ahead,

o the capacity and the performance of our distribution centers and systems,
0 our ahility to sublease the Memphis facility, and

0 Year 2000 compliance.

Any statements concerning our future operations, performance, or financial condition could be inaccurate or incorrect. For additional
discussion of thefactors that could affect our actual operations, performance or financial condition, see "Business," and
"Management's Discussion and Analysis of Financial Condition and Results of Operations.”

Investors should also be aware that whilewe do, from time to time, communicate with securities analysts, it is against company policy
to disclose to them any material non-public information or other confidential commercial information. Accordingly, shareholders
should not assume that we agree with any statement or report issued by any analyst irrespective of the content of the statement or
report. We also have a company policy against issuing financial forecasts or projections or confirming thoseissued by others. Thus, to
the extent that reports issued by securities analysts contain any projections, forecasts or opinions, such reports are not our

responsibility.

INTRODUCTORY NOTE: Unless otherwise stated, financial and other data describe Dollar Tree and Step Ahead on a combined
basis, and referencesto "we," "our" and the"company" refer to the combined company.

PART I
[tem 1. BUSINESS

Dollar Tree Stores, Inc. wasestablished in 1986 by J. Douglas Perry, our Chairman, Macon F. Brock, Jr., our President and Chief
Executive Officer, and H. Ray Compton, our Executive Vice President. They have worked together for 20 yearsbuilding first a chain
of toy stores and then the discount variety store chain that became Dollar Tree. After selling thetoy storesin 1991, they concentrated
solely on developing and expanding Dollar Tree variety stores and selling merchandise at the $1.00 price point.

We have opened over 100 new stores in each of the last three years. Dollar Tree stores have been successful in major metropolitan
areas, mid-sized cities and small towns with populations under 25,000. Our stores perform well in a variety of locations. They are
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typically between 4,500 to 5,000 square feet in size and stock a wideassortment of products in traditional variety store categories.
Much of this merchandise is directly or indirectly imported from vendors located abroad.

In December 1998, we merged Dollar Tree with Step Ahead Investments, Inc., and obtained its sixty-six "98 Cent Clearance Center"
stores located in northern and central California and northwestern Nevada. These stores average 10,000 to 14,000 squarefeet and are
more than twice as large as the typical Dollar Tree store. They aso stock more consumable merchandise and generally

3
target customers with lower incomesthan thosethat Dollar Tree targets. Although Step Ahead does not directly import merchandise, a
portion of its goods purchased from domestic vendors are manufactured abroad.

During 1999, we will make several changesto the 98 Cent Clearance Centers so that they will more closely resemble our Dollar Tree
stores. These changesinclude:

o changing the name, layout and look of the stores,

o improving the quality and selection of merchandise,

o improving merchandise presentation, and

o convertingthe $0.98 price point to match our $1.00 price point.
Business Strategy

Our goal isto continue our leadership position inthe$1.00 price point segment of the discount retail industry. Factors contributing to
the success of our operations include:

Vaue Offering. We striveto exceed customers expectations of the range and quality of products that can be purchased for $1.00.
Management believes that many of theitems we sell for $1.00 aretypically sold for higher prices elsewhere. We are able to offer such
vauein part by purchasing a substantial portion of our products directly from foreign manufacturers, allowing usto pass on additional
value 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. In addition to our wide assortment of quality everyday core merchandise, we have a constantly changing
mix of new and exciting products. These can include seasonal goods, such as Easter gifts, summer toys, back-to-school products and
Christmas wrapping paper, as well as closeout merchandise. We also take advantage of the availability of lower priced, private label
goods, which are comparable to national name brands.

Strong and Consistent Store Level Economics. The early profitability of our stores and theflexibility of our rea estate strategy provide
uswith awide range of real estate opportunities. Dollar Tree and 98 Cent Clearance Center stores have historically been profitable
within thefirst full year of operations. Dollar Tree stores have an average store level operating income of approximately $185,000
(approximately 23% of net sales) for stores whosefirst full year of operations was 1998. 98 Cent Clearance Centershave anaverage
store level operating income of approximately $252,000 (approximately 15% of net sales) for stores whose first full year of operations
was 1998. In addition, the operating performance of both Dollar Tree and 98 Cent Clearance Center stores has been very consistent.
Over 90% of those storesopen for theentire year have store level operating income marginsin excess of 15% for 1998. We expect
most future stores we opento resemblethe Dollar Tree model.

Cost Control. Given our pricing structure, it iscritical that we monitor expenses, inventories and operating margins. We closely
manage both retail inventory shrinkage and retail markdownsof inventory, limiting each to anaverage of not more than 2.5% of
annual net sales over thelast five years. In the past five years, on a combined basis and excluding merger related costs, we have kept
our gross profit marginsin the 35.7% to 37.9% range and increased our operating incomemargin from 10.3% to 13.4%.

Growth Strategy

Historically, our net sales growth hascome primarily from new store openings, as well as comparable store net salesincreases. For the
five yearsended December 31, 1998, net sales increased at a compound annual growth rate of 35% and operating income, excluding
merger related costs, increased at a compound annual growth rate of 44%. Management anticipates that the primary sources of future
sales growth will be new store openings and, to alesser degree, salesincreases from expanded and relocated stores and comparable
store net salesincreases. We anticipate expanding by approximately 215 to 225 stores in 1999, 24 of which have been added as of
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March 1, 1999. Our new store openingsin 1999 will continue to be concentrated within our existing eastern marketsto take advantage
of market opportunities, distribution efficiencies and field management efficiencies. In 1999, we expect to add approximately six to ten
stores in the western market. We also plan to selectively enter new markets.

4
Merchandising and Store For mat

Our primary goal in merchandisingisto offer awideassortment of products which exceed customer expectations of the value
available for $1.00. We seek to accomplish this goal by:

o offering a balanced mix of everyday core products and changing selectionsin traditional variety store categories,
0 maintainingadisciplined, global purchasing program, and
0 emphasizing the effective presentation of merchandise in the stores.

Merchandise Mix. Our merchandise mix distinguishes Dollar Tree from other discount variety stores selling at the $1.00 price point.
Our stores offer awell stocked selection of coreand changing products withintraditional variety store categories. These categories
include housewares, seasonal goods, candy and food, toys, health and beauty care, party goods, gifts, stationery, personal accessories,
books and other consumer items. The actual items and brands offered at any one time will vary.

We use seasonal and, to alimited extent, selected closeout merchandise to add to thevariety and freshness of our stores core products.
Seasonal goods include Easter gifts, summer toys, back-to-school products and Christmas wrapping paper. We purchase closeout
merchandise, which management believes can be effective in generating recognized value and excitement, as opportunities present
themselves, but limit the percentage of total inventory represented by closeout merchandiseto lessthan 20%. The 98 Cent Clearance
Centers have, inthe past, carried dightly more closeout merchandise and dightly less seasonal goods than the traditional Dollar Tree
stores.

The merchandise mixin the 98 Cent Clearance Center stores focuses considerably more on consumable products. Whilewe expect the
historical balance between consumable and "impulse" merchandise for the West Coast stores to remain relatively the same in 1999,
within thismerchandise mix we will focus on faster selling items and replace lower quality goods with the higher quality merchandise
already carried in our eastern stores. We also expect to broaden the selection of items available within particular categories, such as
gifts, party goods, toys and seasonal goods.

Purchasing. Management believes that our disciplined purchasing program, our relationships with our suppliers and the exclusive
focus of our buyingpower at the $1.00 price point contribute to our successful purchasing strategy. We believe that offering perceived,
aswell asreal, value to our customers while maintaining target merchandise margins in our purchasing program is critical to our
SUCCESS.

We purchase merchandise from 850 to 900 vendors annually, buying both directly from manufacturers and indirectly from trading
companies and brokers. No vendor accounted for more than 10% 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 highlevels of value.

Wedeal with our suppliers principally on an order-by-order basis. We have no long-term purchase contracts or other contractual
assurance of continued supply or pricing. Management believes that a continuing and increasing supply of quality merchandise suited
to a$1.00 sales price will be available in sufficient quantities to meet our plansfor future growth.

Imports. A mgjority of the merchandise sold in Dollar Tree stores isimported fromforeign sources, particularly China. On a combined
basis, in 1997, we imported approximately 29% of our merchandise based on cost and approximately 33% based on retail, directly
from vendors located abroad, primarily in Hong Kong and Taiwan (through which our Chinese importsflow), Thailand, Mexico,
Indonesia, Italy and India. In 1998, we imported approximately 36% of our merchandise based on cost and approximately 40% based
onretail. In 1999, we expect imports to account for approximately 40% of total purchases at retail. Historically, Step Ahead did not
purchase a significant amount of direct imports. However, we believe that aportion of the non-consumable goods both companies
purchased from domestic vendors was indirectly imported from foreign countries.

Chinaisthe sourcefor alarge majority of our direct imports. We believeit isaso thelargest source of our indirect imports. Our
imports from China are generally subject to favorable United Statesimport duties because Chinais currently afforded "most favored
nation" status by the United States. This status for Chinais reviewed annually by the United States government and is currently
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extended through July 2, 1999. Asaresult of unresolved trade and other issues between the United States and China, thereis
significant opposition in the U.S. Congressto therenewal of "most favored nation" status for China. Loss of this status for China or the
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imposition of trade restrictions such aspunitive tariffs or duties could impose significantly higher purchasing costs on us. Although no
punitive import duties are currently imposed, these duties could equal as much as 100% of the cost of certain Chinese goods.

The countries of Southeast Asia have beeninvolved in aneconomic crisis characterized by currency devaluations, rising interest rates,
deteriorating economic growth and declining capital markets. In 1998, the Southeast Asia crisis resulted in a shortage of shipping
containers available for shipments from Asia. Continued financial pressure on overseas marketsor fluctuationsin thevaue of the
Chinese or Hong Kong currency may resultin disruptionsin the sourcing of goods, increases in the cost of goods, reductionsin the
quality of goods, product shortages, nonshipment of goods, and/or strikes.

While we believe we could find aternative sources of supply inresponseto anincrease in tariffs, duties or other import costsor to an
interruption or delay in the supply of goods from foreign sources, the transition to aternative sources may not occur in time to meet
our demands. Also, products from alternative sources may be of lesser quality and/or more expensive than those we currently
purchase. The result could be amaterial adverse effect on our business and results of operations.

Visual Merchandising. Management believes that the presentation of our merchandise is critical to communicating value and
excitement to our customers. Our stores are attractively designed, using vibrant colors, uniform decorative signsand accent lighting,
and provide carpeting and background music to create an inviting atmosphere for shoppers. We use a variety of merchandising
fixtures, including slat walls, bins and shelving, and adjustable gift displays. These fixturesallow usthe flexibility to rearrange
merchandise to feature seasonal products. Some of these fixtureshave been specifically designed for us, such as the customized shelf
display designed to promote our polyresin and porcelain gift products at thefront of the stores. We maintain afield merchandising
group, including store display coordinators, who maintain a consistent visual presentation in stores throughout the chain and expedite
the store opening process. We rely on attractive exterior signs and in-store merchandising as the primary forms of advertising. We
generally do not use other formsof advertising, except when promoting the opening of a new store.

The wide variety, value and freshness of our merchandise together with thelively 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. After-hours stocking and "recovery” of the stores help maintain the stores' clean, neat appearance as well as ensure that the
maximum amount of merchandise is displayed. The size and layout of the store, merchandising by category, our $1.00 price point and
convenient locations combinefor atime-efficient shopping experience.

Centralized check-out at thefront of the store andthe even-dollar pricing policy ensurethat customersare not kept waiting. We do not
have a point-of-sale system. Credit and debit cardsare accepted at a select number of stores.

During 1999, thelayout of the 98 Cent Clearance Center stores will be changed to more closely resemble our eastern stores. We will
install shelving and display fixturesconsistent withcurrent Dollar Tree standards and update the checkout area for better efficiency.
Weintend to update these stores to create a moreattractive, inviting atmosphere.

Site Selection and Stor e L ocations

We maintain a disciplined, cost-sensitive approach to site selection, favoring strip centers and selected enclosed malls. In the last five
years, we have opened primarily strip center based stores. These stores have historically required lower initial capital investment and
generated higher operating marginsthan mall stores. We favor opening new stores in strip center locations anchored by strong mass
merchandisers such as Wal-Mart, Kmart and Target, whosetarget customers management believes are similar to those of Dollar Tree.
We also open stores in neighborhood centers anchored by large grocery retailers. Our stores have been successful in major
metropolitan areas, mid-sized cities and small towns with populations under 25,000. Management believes that our stores can perform
well in avariety of locations. Management also believes that our stores have a relatively small shopping radius, which alowsthe
concentration of multiple stores in a single market. Our ability to open new stores is contingent upon, among other factors, locating
suitable sites and negotiating favorable |ease terms.

Larger Store Format

The format of our Dollar Tree storeshas evolved over time from a predominantly mall-based store, averaging 2,500 to 3,000 square
feet, inthe late 1980s to a preference for strip center locations of approximately 4,500 to 5,000 square feet in more recent years. Prior
to our acquisition of the 98 Cent Clearance Centers, we began testing alarger Dollar Tree store
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format. These larger storesrange from 7,500 to 14,000 square feet, and provide a better opportunity to display our variety store
merchandise. Although we characterize a 10,000 squarefoot store as "larger," we believe that thisis still "small box" retailing within
the discount retail industry. Our management does not view these storesas a departure from our core business, but rather a variation on
our core philosophies of value, variety and convenience.

In these larger stores, alower profile gondola fixture, wider aisles and lower shelf display allow the customer to see virtualy thewhole
store, which creates a sense of openness and space. The merchandise mix displayed within thelarger Dollar Tree storesislargely
identical tothatin all of our Dollar Tree stores, with our ongoing focus on offering a wide selection of variety merchandise. Because
of theadded space in thelarger stores, weare able to display alarger selection of certain items, such as picture framesand candles,
and to create attractive displays, suchas a gift wrap center.

During 1998, we opened four larger format stores and remodeled three of our existing Dollar Tree stores to this format. Due to the
short amount of time that these storeshave been open with thisformat, we do not have actual annual operating results available. Our
management believes that sales in the large format Dollar Tree stores will rangefrom $1.2 to $1.5 million, and will produce store-level
operating marginssimilar to margins historically seen at the Dollar Tree stores. We expect to open 20 to 25 of these larger stores
during 1999. Wewill continueto locate these stores in markets that serve the middle income customer looking for a convenient
shopping experience. We expect future new store sguare footage to range from approximately 4,500 to 10,000 square feet. Our godl is
to select the size which webelieve can best serve our customer in each location.

Warehousing And Distribution

Warehousing and distribution are managed centrally from our corporate headquarters, located on the same site asour Chesapeake,
Virginia distribution center. We view maintaining strong warehousing and distribution support for our stores asa critical element of
our expansion strategy and our ability to maintain alow cost operating structure. Aswe continue our expansion, we intend to open new
units in regions around our distribution centers.

Our financial results depend in large part on whether we get our inventory from suppliersto stores in atimely and efficient manner.
Substantialy all of our inventory is shipped or picked up directly from suppliers and delivered to our distribution centers wherethe
inventory is processed andthen distributed to stores.

We believe that our distribution centers currently allow usto service over 2,000 stores. However, the Californiafacility can only
service 75 stores and we currently have sixty-six 98 Cent Clearance Center stores. As aresult, anew leased distribution center will be
built in 1999 in Stockton, California and is expected to open in early 2000. For more information on this facility, see "Properties’ on
page 10.

Our substantial distribution center capacity allowsusto receive manufacturers early shipment discounts and buy large quantities of
goods at favorable prices. In addition, during the past several yearswe have used off-site facilities to accommodate large shipments of
seasonal merchandise. Since the distribution centers maintain back-up inventory and provide weekly delivery to each store, in-store
inventory requirements arereduced and weare able to operate with smaller stores than would otherwise be required. Off-hours
stocking, aswell as off-site storage space, is used to support thestores' inventory turnover.

Our merchandise replenishment software generates distribution models that can be based on variables such as store volume and certain
demographic and physical characteristics of the stores. Each store has a weekly and monthly budgeted inventory requirement based on
our projected sales for theyear and our existinginventory levels. Storesreceive weekly shipments of merchandisefrom distribution
centers based on their anticipated inventory requirements for each week and communication via telephone or electronic mail between
store managers and the distribution group. We have the ability to make two weekly deliveries to high volume stores during the busy
Christmas season. The magjority of our inventory is delivered to the stores by contract carriers, supplemented by a small internal fleet
of lessthan 50 tractors.

The orderly operation of our receiving and distribution process depends on effective management of our distribution centers and strict
adherence to shipping schedules (especialy those from the Far East). We are continually looking for opportunities to reduce our
freight and distribution costs and periodically evaluate various delivery options. We may not have anticipated all of the changing
demands our expanding operations will impose on our distribution network. Eventsbeyond our control, such as disruptions in
operations due to labor disagreements or shipping problems, may result in unexpected costs or delaysin the delivery of merchandise to
stores.
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Competition

The retail industry is highly competitive. Our competitors include mass merchandisers (such as Wal-Mart), discount stores (such as
Dollar Generd), closeout stores (suchas Odd Lots and Big Lots) and other variety stores. Inpast years, our principal competitors have
not been other single price point retailers. However, management expects that our expansion plans, as well as the expansion plans of
other single price point retailers, will bring usincreasingly into direct competition with other single price point retailers. For example,
we expect competition to increase with such companies as 99 Cents Only in California and Dollar Express in the Northeast. Increased
competition could have a material adverse effect on business andfinancial results.

Trademarks

We are the owners of Federal service mark registrationsfor "Dollar Tree," the "Dollar Tree" logo, "1 Dollar Tree" together with the
related design, and "One Price . . . One Dallar," each of which expiresin 2003 or later. A small number of our stores operate under the
name "Only $1.00," for which we have not obtained a service mark registration; if we were reguired to change the name of these
stores, we do not believe that thiswould have a material adverse effect on our business. We also own a concurrent use registration for
"Dallar Bill$" and therelated logo which expirein 2005. During 1997, we acquired the rights to use trade names previously owned by
Everything's A Dollar, aformer competitor in the $1.00 price point industry. Several trade names wereincluded in the purchase,
including the marks "Everything's $1.00 We Mean Everything," and "Everything's $1.00," theregistration of whichis pending, and
"The Dollar Store," theregistration of which expires in 2001. In 1998, with the acquisition of Step Ahead, webecame the owner of
additional Federal service mark registrations which include"98 Cent Clearance Center" and "98 Cent Clearance Centers' together
with therelated design. These marksexpire in 2003.

We also occasionally use various brand names under which we market products, although management believes that these brand names
are not material to our operations.

Seasonality

Dollar Tree has historically experienced and expects to continue to experience seasonal fluctuationsin itsnet sales, operating income
and net income. See "Management's Discussion and Analysis--Seasonality and Quarterly Fluctuations.”

Employees

We employed approximately 16,000 employees at December 31, 1998, approximately 3,800 of whom were full-time and 12,200
part-time. The number of part-time employees fluctuates depending on seasonal needs. None of our employees are currently
represented by alabor union. On March 31, 1994 and March 20, 1996, the employees of our Virginia distribution center voted against
union representation by the International Brotherhood of Teamsters in elections certified by the National Labor Relations Board.
During 1998, the Teamsters attempted to organize our employees at our Chesapeake and Chicago, Illinois area distribution centers. In
the future, our employees at any of our distribution centers may elect to be represented by a union. We consider our relationship with
employees to be good, and we have not experienced significant interruptions of operations due to labor disagreements.

8
[tem 2. PROPERTIES

Asof December 31, 1998, we operated 1,156 stores in 31 states. A summary of our historical unitgrowth by state over the past three
yearsis presented below (number represents stores open as of the date indicated):
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SQUTHEAST:
Florida....................
117
North Carolina.............

Mssissippi................
23
M DWEST:
Mchigan...................
69
Ilinois...................

54
Wsconsin..................
30
Indiana. ...................
30
Mssouri...................
25
Kentucky...................
24
Mnnesota..................

M D- ATLANTI C.
Virginia...................
99
Pennsylvania...............
57
Maryland. ..................
54
West Virginia..............

17

Louisiana. .................
16

Cklahoma. . .................
4
NORTHEAST:

New York. ..................
45

New Jersey.................
16

Connecticut...... B, s EDGARpra
5

Massachusetts..............

2
\\COT

Decenber

1997

85 96
52 61
50 60
37 41
27 35
33 38
15 20
49 57
47 58
46 49
7 15
27 28
13 22
15 19
3 6
1 2
72 84
45 51
39 47
9 11
2 3
16 20
9 12
12 15
0 0
16 23
10 14
2009. _EDGAR Online, Inc. O
0 0

31,



Of the 1,156 stores open at December 31, 1998, the mgjority arelocated in the Southeastern and Midwestern regions of the United
States. Additionally, we operate four distribution centers, oneeach in Chesapeake, Virginia; Olive Branch, Mississippi; the Chicago,
Illinois area; and the Sacramento, California area. We anticipate expanding by approximately 215 to 225 stores in 1999.

We currently lease all of our existing store locations and expect that our policy of leasing rather than owning stores will continue as we
expand. Our leases typically provide for a short initial lease term and give usthe option to extend. Management believes that this lease
strategy enhances our flexibility to pursue various expansion and relocation opportunities resulting from changing market conditions.
Our ability to open new stores is contingent upon:

o locating satisfactory sites,

0 negotiating favorable leases,

0 obtaining necessary financing, and

o recruiting and training additional qualified management personnel.

Ascurrent leases expire, we believe that we will be able either to obtain leaserenewals if desired for present store locations, or to
obtain leases for equivalent or better locationsin the same general area. To date, we have not experienced difficulty in either renewing
leases for existing locations or securing leases for suitable locations for new stores. We may have violated prohibitions against a
change in control of Dollar Tree in aminority of our leases. Many of our

9
leases contain provisions with which we do not comply, including provisions requiring purchase of insurance upon leasehold
improvements and/or property located in the stores, requiring usto advertise or prohibiting us from operating another store withina
specified radius. Management believes that these provisions will not have a material adverse effect on the business or financial
position of Dollar Tree based primarily on our belief that we maintain good relations with the landlords, that most of our |eases are at
market rents, and that wehave historically been able to secure leases for suitablelocations.

The following table includes information about the distribution centers we currently havein use. It shows wherethose distribution
centers arelocated; whether we own the facility or lease it, and, if leased, when thelease expires; theoverall size in square feet of the
facility; and the number of stores we believe can be served from each distribution center.

Esti mat ed
Locati on Own/ Lease Lease Expires Square Feet Store Capacity
Chesapeake, Virginia Own N A 400, 000 800
Aive Branch, M ssissippi Onn N A 425, 000 800
Chicago area, Illinois Lease June 2005, with 250, 000 400
options to renew
Sacranento area, California Lease June 2008 140, 000 75

Our Store Support Center in Chesapeake, Virginia, was built in 1997 to replace our original locationin Norfolk, Virginia. The lease on
our former Norfolk location expiresin December 2009 and thefacility hasbeen subleased. The distribution center in Olive Branch,
Mississippi, became operational in January 1999 and replaced aformer location in Memphis, Tennessee. The lease on our former
Memphis distribution center expires in September 2005; we hope to sublease thisfacility in the future (see"Management's Discussion
and Analysis of Financial Condition and Results of Operations”).

The Chesapeake and Olive Branch distribution centers contain advanced materials handling technologies, including an automated
conveyor and sorting system, radio-frequency inventory tracking equipment and specialized information systems. The Chicago area
and Sacramento area distribution centers are not automated. The Sacramento area distribution center is aso supported by three satellite
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locations totaling approximately 220,000 square feet.

We expect to replace thedistribution center in the Sacramento area with a new leased facility in Stockton, California. Construction of
this 317,000 square foot, non-automated facility is scheduled to beginin the second quarter of 1999. Management anticipates
operation of this distribution center to begin in early 2000.

Item 3. LEGAL PROCEEDINGS

Alper Lawsuit. On January 31, 1996, we bought all of the capital stock of Dollar Bills, Inc. pursuant to a stock purchase agreement. In
March and April 1996, Michael and Pamela Alper, former shareholders of Dollar Bills, together with a corporation they contral, filed
lawsuits in the state and federal courtsin Illinois, against our company and oneof our employees, relating to the Dollar Bills
transaction. The lawsuits sought to recover compensatory damages of not lessthan $10.0 million, punitive damages, attorney'sfees and
other relief. The plaintiffs claimed contract violations, fraud, misrepresentation, and other violationsin connection with our purchase
of thewholesale operations whichwere owned by Dollar Billsand continued by Dollar Tree. Plaintiffs subsequently dismissed their
suit in state court voluntarily. On November 26, 1996, the federal court dismissed all counts of the plaintiffs lawsuit against usand the
co-defendant. Plaintiffs federal securities and federal antitrust claimsagainst uswere dismissed with prejudice and the stateclaims
were dismissed without prejudice. No litigation is currently pending against usin this matter. However, in light of the history of this
dispute, the Alpers may attempt to refile their statelaw claimsin the future.

We believe that the ultimate outcome of this matter will not have a material adverse effect on our financial condition or results of
operations. Nevertheless, there can be no assurance regarding the ultimate outcome of any future litigation, and any such litigation may
have a material adverse effect on our financial condition or results of operations.

Consumer Products Liability. Werecalled (in cooperation with the Consumer Products Safety Commission) approximately 155,000
retractable dog leashes which we sold between November 1997 and January 1998. We learned of several minor injuriesinvolving the
leashes, and one leashallegedly caused a serious personal injury in January 1998 which hasresulted in aproduct liability claim. The
claimant hasindicated she may seek punitivedamages. Management does not believe that potential claimsarising from these injuries
will have a material adverse effect on our company. However, additional serious injuries giving rise to potential claimscould occur in

the future.
10

Additionally, the company is a party to ordinary routine litigation and proceedings incidental to our business, including certain matters
which may occasionally be asserted by the Consumer Products Safety Commission, none of whichisindividualy or in 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 our 1998 calendar year.

PART II
Item 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS
Dollar Tree's common stock has been traded on The Nasdag Stock Market(R) under thesymbol "DLTR" since our initial public

offering on March 6, 1995. The following table givesthe highand low salesprices of our common stock as reported by Nasdaq for the
periods indicated, restated to reflect 3-for-2 stock splits effected as stock dividendsin July 1997 and June 1998.
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1997: H gh Low

First Quarter................... $ 20. 222 $
14. 333

Second Quarter.................. 22. 444

15. 750

Third Quarter................... 31.583

21. 222

Fourth Quarter.................. 29.917

23. 000

1998:

First Quarter................... $ 36.083 $
23. 000

Second Quarter.................. 41. 917

33. 417

Third Quarter................... 49. 500

27. 875

Fourth Quarter.................. 48. 750

23. 750

On March 15, 1999, the last reported sale price for our common stock as quoted by Nasdaq was $37.25 per share. As of March 15,
1999, we had approximately 450 shareholdersof record.

We anticipate that all of our income in the foreseeable future will be retained for the development and expansion of our business and
the repayment of indebtedness. Management does not anticipate paying dividends on our common stock in the foreseeable future.
Additionally, our credit facilities contain financial covenants which restrict our ability to pay dividends.

Item 6. SELECTED FINANCIAL DATA

This section of our report presents our selected financial datafor the last five years. Thisinformation is different from theinformation
reported in last year's table because we merged with Step Ahead Investments, Inc. during 1998. We accounted for the merger as a
pooling of interests, which required usto combinethe financial statementsof Dollar Tree with those of Step Ahead, retroactively. The
following table identifies the reporting periods that have been combined:

Hi storical Fiscal Period Currently Reported

Dol | ar Tree St ep Ahead Conbi ned Peri od

Jan. 1, 1994 - Dec. 31, 1994 Jan. 3, 1994 - Jan. 1, 1995 Cal endar Year 1994
Jan. 1, 1995 - Dec. 31, 1995 Jan. 30, 1995 - Jan. 28, 1996 Cal endar Year 1995
Jan. 1, 1996 - Dec. 31, 1996 Jan. 29, 1996 - Jan. 26, 1997 Cal endar Year 1996
Jan. 1, 1997 - Dec. 31, 1997 Jan. 27, 1997 - Jan. 25, 1998 Cal endar Year 1997
Jan. 1, 1998 - Dec. 31, 1998 Jan. 26, 1998 - Dec. 31, 1998 Cal endar Year 1998

After January 1, 1995 and prior to themerger with Dollar Tree in 1998, Step Ahead reported financial results based on a 52-week
period that ended on the last Sunday in January. For this reason, our combined calendar year 1998 financia statementsinclude only an
11-month period for Step Ahead.

On January 31, 1996, we bought all of the stock of Dollar Bills, Inc. in an acquisition accounted for as a purchase. For thisreason, the
operating results for theyear ended December
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31, 1996 only include 11 months of results for Dollar Bills. The operating results for the years ended December 31, 1994 and 1995 do
not include any Dollar Bills results.

The selected income statement and balance sheet items for December 31, 1996, 1997 and 1998 come from our consolidated financial
statementsthat have been audited by KPMG LLP, independent certified public accountants. Thisinformation should be read in
conjunction withthe consolidated financial statementsand related notes, "Management's Discussion and Analysis of Financial
Condition and Results of Operations’ and other financial information found elsewherein this report.
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Year Ended Decenber 31,

(Dol lars in thousands,

1996

except per

1997

and sal es per selling square foot data)

I ncome Statement Data:

Net sales....... ... $275, 192 $351, 432 $558, 841
Cost of sales............ e 176, 939 223, 554 356, 179
Merger related COStS (2)......ouvuiiiniiiiinnnnn - - -
Goss profit...... ... 98, 253 127,878 202, 662
Sel ling, general and administrative expenses:
Qperating exXpPensSes. .. .. ... 65, 166 83, 286 127, 996
Merger related expenses (2)..............vuvunn - - -
Depreciation and anortization................... 4,715 6, 119 11, 426
Total .. 69, 881 89, 405 139, 422
Qperating iNCOMB. . ...ttt e 28,372 38,473 63, 240
Interest exXpense. . .......... . 4,408 2,975 5, 643
I ncone before incone taxes and extraordinary |oss.. 23,964 35, 498 57,597
Provision for income taxes......................... 9,594 13,392 22,249
Income before extraordinary loss................... 14, 370 22,106 35, 348
Extraordinary |oss, net of income tax (3).......... 1, 253 - -
Net I NCOMB. . .ot e $ 13,117 $ 22,106 $ 35, 348
I ncome Per Share Data (4):
Basic net income per share......................... $ 0.23 $ 0.38 $ 0.60
Diluted net income per share....................... $ 0.22 $ 0.35 $ 0.54
Wei ght ed average nunber of common shares
outstanding, in thousands (4).................... 57, 443 57, 506 58, 934
Wei ght ed average nunber of common shares and
dilutive potential comopn shares outstanding,
in thousands (4).......... .. 58, 831 63, 139 64, 993
Sel ected Qperating Data:
Nunber of stores open at end of period (5)......... 442 538 785
Net sales growth......... ... ... .. . . . ... ... ... 34. 9% 27. 7% 59. 0%
Conparabl e store net sales increase (6)............ 8. 0% 6. 7% 5. 6%
Average net sales per store (7).................... $ 671 $ 712 $ 747
Aver age net sales per selling square foot (8)...... $ 235 $ 241 $ 250

$723, 202
458, 601

Year Ended Decenber 31,

1994(1) 1995(1)
Bal ance Sheet Data:
Working capital ... .. $ 15, 849 $ 31,326
Total asSetsS. . ... 72,801 107, 563
Total debt....... . .. . . . . 16, 463 19, 836
Sharehol ders' equity......... ... i 18, 972 41, 759

(1) Effective January 30, 1995, Step Ahead changed its fiscal year froma
52-week period ending on the Sunday nearest Decenber 31 to the last Sunday in
January. For this reason, Step Ahead's results of operations for the four-week
period ended January 29, 1995 are not included in the results of operations for
the year ended Decenber 31, 1994 or for the year ended Decenber 31, 1995. The
net loss for this four-week period was $0.169 mllion.

(2) Represents nerger related expenses of $5.3 million incurred in connection
with the 1998 nerger with Step Ahead, primarily conprised of professional fees
and inventory and fixed asset witedowns.
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1996

$ 24,811
195, 636
13, 039
105, 848

TN A
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$ 62,149
302, 588
41, 166
161, 053

share data

$918, 807
571,012
1,301

44,533

$109, 710
399, 621
49, 426
244,224



(3) Represents redenption prem uns of approximately $1.3 mllion plus

write-off

of original issue discount and deferred financing costs of $0.9 million (net
of

i ncone tax benefit of approximately $0.9 nillion) on the early retirenent
of

subordi nated notes in 1994,

(4) The extraordinary 1loss recognized in 1994 reduced basic and diluted

net

i ncome per share by $0.02, respectively. Basic and diluted income per share
dat a

have been computed by dividing its conmponents by the weighted average nunber
of

common shares outstanding, and by the weighted average nunber of common
shar es

and dilutive potential conmon shares outstanding, respectively.
Dilutive

potential comon shares include all outstanding stock options and warrants
after

appl ying the treasury stock nethod.

(5) We closed one store in 1994, three stores in 1995, six stores in 1996
one

store in 1997 and seven stores in 1998

(6) Conparable store net sales increase conpares net sales for stores

open
dﬂring the entire two periods conpared. The conparable store net sales

i ncrease

calculation for the year ended Decenber 31, 1997 includes net sales of
Dol | ar

Bills stores for the conparable period. The conparable store net sales

i ncrease

calculation for the year ended Decenber 31, 1998 includes net sales for
Step

Ahead for the 11-nonth periods ended Decenmber 31, 1997 and 1998

(7) For stores open the entire period presented. Dollar Bills stores

are
included in the calculations beginning in 1997. The average net sal es per
store

calculation for 1998 includes Step Ahead's net sales for the 12-nonth
peri od

ended Decenber 31, 1998

(8) For stores open the entire period presented. Dollar Bills stores
?;gluded in the calculations beginning in 1997. The average net sales
gg{ling square foot calculation for 1998 includes Step Ahead's net sales for
ag?nnnth peri od ended Decenber 31, 1998. Dollar Tree's selling square footage
is

estimated to be 83% of gross square feet per store.

[tem 7. MANAGEMENT'S DISCUSSION AND ANALY SIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

Introduction
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In Management's Discussion and Analysis, we explain thegeneral financial condition and the results of operations for our company,
including:

o what factors affect our business,

0 what our earnings and costswere in 1997 and 1998,

0 why those earnings and costs were different from theyear before,

0 whereour earnings come from,

o how all of this affects our overall financial condition,

0 what our expenditures for capital projects were in 1996, 1997, and 1998 and what we expect them to be in 1999, and
o wherefunds will come from to pay for future expenditures.

Asyou read Management's Discussion and Analysis, it may be helpful to refer to our consolidated financial statements, included in
Item 8 of this Form 10-K, which present the results of operations for 1996, 1997 and 1998. In Management's Discussion and Analysis,
we analyze and explain the annual changesin some specific line itemsin the consolidated financial statements.

Y ou may notice some changes in this year's discussion, compared to past years. The Securities and Exchange Commission has recently
required public companies to writecertain financial documents in plain English. As aresult, we have rewritten our entire
Management's Discussion and Analysis sectionin language that is more easily understood. In addition, werecently merged with Step
Ahead Investments, Inc., the operator of 98 Cent Clearance Centers. We accounted for the merger as a"pooling of interests." Under
this formof accounting, we combinethe financial statementsof Dollar Tree with those of Step Ahead, not only since the date of the
merger, but also retroactively. As aresult, wehave adjusted our consolidated financial statementsto reflect results of operations as if
Step Ahead had been a part of Dollar Tree throughout all of the yearsdiscussed. For each period presented, the outstanding Step
Ahead shares have been converted into Dollar Tree shares based on the exchange ratio usedin themerger. This hasthe effect of
changing our prior netincome per share calculations. Our Management's Discussion and Analysis section reflects the merger with Step
Ahead under these "pooling-of-interests' rules.
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Before the merger with Dollar Tree, Step Ahead reported financial results based on a 52-week period that ended onthe last Sunday in
January. Dollar Tree'sfiscal year ends on December 31. In combining our financial statementswith those of Step Ahead, we used Step
Ahead's historical reporting periods most comparable to Dollar Tree's, as follows:

Hi storical Fiscal Period Currently Reported

Dol | ar Tree Step Ahead Conbi ned Peri od

Jan. 1, 1996 - Dec. 31, 1996 Jan. 29, 1996 - Jan. 26, 1997 Cal endar Year 1996
Jan. 1, 1997 - Dec. 31, 1997 Jan. 27, 1997 - Jan. 25, 1998 Cal endar Year 1997
Jan. 1, 1998 - Dec. 31, 1998 Jan. 26, 1998 - Dec. 31, 1998 Cal endar Year 1998

Our combined calendar year 1998 financial statements includeonly an 11- month period for Step Ahead.
Key Eventsand Recent Developments

Since the beginning of 1997, several events occurred which had or are expected to have a significant effect on our results of
operations. When reading Management's Discussion and Analysis, you should keep in mind these key events:

0 In1997, webuilt a new headquarters and distribution center facility, known asour Store Support Center, in Chesapeske, Virginia
The 400,000 square foot distribution center, which replaced our original location in Norfolk, opened in January 1998.
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0 On December 10, 1998, we completed our merger with Step Ahead. We reserved or issued approximately 2,152,000 shares of our
common stock for Step Ahead's existing shareholders and itsoption holders. Step Ahead operated sixty-six stores in northern and
central Californiaand Nevada under the name of "98 Cent Clearance Center."

o InJanuary 1999, we opened a new 425,000 square foot distribution center in Olive Branch, Mississippi, which replaces our
Memphis, Tennessee facility.

o InMarch 1999, we were in the process of negotiating an operating |ease agreement for a new distribution center. This facility, which
is expected to be located in Stockton, California, will replace theleased sitelocated in the Sacramento, California areawhich services
the 98 Cent Clearance Center stores.

Resultsof Operations

In this section, we discussin detail our 1997 and 1998 operations and factors affecting them. Our net sales derive fromthe sale of
merchandise in our retail stores. Two major factors tend to affect our net salestrends. Firstis our success at opening new storesor
adding new stores through acquisitions. Second, sales at our existing stores change from oneyear to the next. Werefer tothisasa
change in "comparable store net sales,” because we compare only those stores which are open for the entire two years being compared.

Most retailers can increase the price of their merchandise as well assell more merchandisein order to increase their "comparable store
net sales." As afixed price point retailer, we do not have the ability to raise our prices, so our comparable store net sales will only
increase if we sell more merchandise. In 1999, however, we expect to increase the price point in the sixty-six 98 Cent Clearance
Centers from $0.98 to $1.00, whichwe anticipate will only have a minor impact on our comparable store net sales. We believe that our
future comparable store net sales increases, if any, will be lower than those wehave experienced in the past. Our internal business plan
continues to call for atwo to three percent increase in comparable store net salesin 1999.

Our management anticipates that future net sales growth will come mostly from new store openings. We plan to expand by 215 to 225
stores in 1999. We also expect our average store size to increase in 1999, whichwe believe will result in a decrease in our average net
sales per selling square foot.
Increases in expenses have a negative impact on our operating results. Thisis especialy true since we cannot passon increased
expensesto our customersby increasing our merchandise prices. Consequently, our future success will depend in large part on our
ability to control costs.
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The following table expresses certain expenses asa percentage of net sales:
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Year Ended Decenber 31,

1996 1997 1998
Net sal @S. ... i 100. 0% 100. 0% 100. 0%
Cost of sales........ ... . 63.7 63. 4 62. 2
Merger related costs ...... ... . i - - 0.1
Goss profit... ... .. 36.3 36.6 37.7
Selling, general and adm nistrative expenses:
Qperating eXPenSesS. . ...ttt 22.9 22.9 22.3
Merger related expenses. .............iiiin. - - 0.4
Depreciation and anortization.................... 2.1 2.0 2.2
Total .. 25.0 24.9 24.9
Qperating I NCOIMB. . .. ...t 11.3 11.7 12.8
INterest exXpense. . ... 1.0 0.5 0.5
Income before income taxes......................... 10.3 11.2 12.3
Provision for income taxes......................... 4.0 4.3 4.8
Net I NCOIMB. ... ... e 6. 3% 6. 9% 7.5%

1997 Compared to 1998

Net Sales. Net sales increased 27.0% from $723.2 million for 1997 to $918.8 million for 1998. We attribute this $195.6 million
increase to two factors:

o Approximately 80% of theincrease camefrom storesopened in 1997 and 1998, which are not included in our comparable store net
sales calculation.

o Approximately 20% of theincrease camefrom comparable store net sales growth. Comparabl e store sales increased 6.8% during
1998. This comparable store net sales calculation includes sales at 98 Cent Clearance Center stores for the 11-month periods ended
December 31, 1997 and December 31, 1998.

We believe net sales increased in comparable storesbecause:

0 We stocked a more consistent quantity of basic consumable goods during the first half of 1998.

o Customerspurchased a higher average number of items, and more customers visited our stores.

0 The Easter selling season lengthened because Easter shifted from March 31 in 1997 to April 12in 1998.
0 We continued to improve thequality and variety of merchandise offered in our stores.

We opened 217 new stores and closed seven stores during 1998, comparedto 162 new stores opened and one store closed the previous
year. We acquired nine of the new stores in 1998 from two small dollar store operators.

Gross Profit. Grossprofit increased $381.9 million, or 30.9%. Our gross profit expressed as a percentage of net salesiscalled our
"gross profit margin." Our gross profit marginincreased from 36.6% in 1997 to 37.7% in 1998. If you exclude merger related costs
otherwise included in cost of sales (related to merchandise markdowns), the gross profit margin increased to 37.9%. This increase
occurred mainly because certain costs declined as a percentage of net sales:

o Our increased sales volume gave us greater buying power with merchandise vendors, whichin turn lowered our overall merchandise
costs expressed as a percentage of net sales. We believe that favorable foreign currency rates had only a minor effect on the lower cost
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of our imported goods.
0 Weimported ahigher percentage of our goods.

0 We experienced lower occupancy costs expressed as a percentage of net sales because occupancy coststend to be mostly fixed. The
ability to lower fixed costs asa percentage of net sales because of a growthin salesis knownin the industry as "leverage."

In 1998, we brought in an unusually large amount of imports, which generally cost lessthan domestic product, and these goods
improved our gross profit margin for the year. Management expects the amount of importsin 1999 to return to levels similar to 1997
and prior years. We
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also intend in 1999 to buy more consumable items, such as food and household chemicals, to meet customer demand. Consumables are
generally domestically produced and carry a higher cost than imports. Management expects the changing merchandise mix will result
inareduction in gross profit marginin 1999.

In May 1998, certain ocean shippers increased freight charges by $300 per container. The higher charges, which apply only to
imported goods, added approximately $700,000 to our freight costs. More increases in shipping costs have been proposed for 1999.
For more discussion on thistopic, please seethe section entitled "Inflation and Other Economic Factors' later in this analysis.

Our new distribution centers are designed to be more efficient and improve our ability to service stores. However, since the
distribution centers are not yet operating at optimal capacity, we don't expect to see significant cost savings due to efficiencies in 1999,
Additionally, in 1999, wewill be preparing to move to a new leased distribution center in California. Thiswill keep our distribution
center costsat alevel similar to 1998.

SGA Expenses. Selling, general and administrative (SGA) expensesincreased $48.7 million or 27.1%. As a percentage of net sales,
SGA expenses remained constant at 24.9%. If you exclude merger related expenses, SGA expenses decreased as a percentage of net
sales from 24.9% in 1997 to 24.5% in 1998. This decline happened primarily because we wereable to leverage fixed costs across a
higher sales volume because of a high comparable store salesincrease. Depreciation and amortization increased $6.0 million, from
2.0% as a percentage of net salesin 1997 to 2.2% in 1998. This percentage increase is mainly the result of depreciation related to the
new Store Support Center in Chesapeake.

During 1998, we recorded a $1.125 million loss contingency in SGA expenses due to our uncertainty about being able to sublease our
Memphis facility for anamount that would cover our remaining payments. We are responsible for rent and pass-through costs under
the Memphis lease until September 2005, at a current annual cost of approximately $745,000. We could record up to $400,000 in
SGA expenses in 1999 if a subleaseis not obtained.

Operating Income. Our operating income increased $33.2 million or 39.1%. As apercentage of net sales, operating income increased
from 11.7% in 1997 to 12.8% in 1998. If you exclude merger related costs and expenses, operating incomeincreased from $84.7
million in 1997 to $123.2 million in 1998 and increased as a percentage of net sales from 11.7% to 13.4%. These increases were
attributable to our improved gross profit margin and the decrease in our SGA expenses discussed above.

Interest Expense. Interest expense increased $0.9 million from $3.5 millionin 1997 to $4.4 million in 1998. Thisincrease was
primarily aresult of higher levels of debt in 1998 compared to 1997 resulting from borrowings related to our two new distribution
centers. In 1998, we capitalized $402,000 of interest relating to the construction of the Olive Branch facility.

1996 Compared to 1997

Net Sales. Net sales increased 29.4% from $558.8 million for 1996 to $723.2 million for 1997. We attribute this $164.4 million
increase to two major factors:

0 Approximately 77% came from stores opened in 1996 and 1997, which arenot included in our comparable storenet sales
calculation.

0 Approximately 23% came from comparable store net sales growth. Comparable store sales increased 7.6% for the year. This
comparable store net sales calculation includes sales at Dollar Bills stores for the 12-month periods ended December 31, 1996 and
1997.
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Because our products sell for afixed price, theincrease in comparable store net sales was a direct result of more itemssold. We
believe net sales increased in comparable stores because:

0 We carried more consistent levels of inventory throughout the year, particularly in the first quarter.

0 More customers shopped in our stores compared to 1996, combined with a dight increase in the average number of items purchased
per customer.

0 We continued to improve the quality and variety of merchandise offered.

0 We saw improved sales in the Dollar Bills stores, partly because we changed their merchandise throughout 1996 to include more of
the itemsregularly carried by Dollar Tree.
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We opened 162 new stores and closed one store during 1997, compared to opening 117 new stores and closing six storesduring 1996.
We also added 136 Dallar Bills storeson January 31, 1996.

Gross Profit. Grossprofit increased $61.9 million, or 30.6%. Asa percentage of net sales, gross profit increased from 36.3% to 36.6%,
primarily due to improved merchandise costs (including freight) whichwas partially offset by an increase in distribution costs as a
percentage of net sales. Throughout 1996, management shifted the merchandise mix at Dollar Bills stores away from their historical
consumable product emphasisto more closely resemble the merchandise mix at traditional Dollar Tree stores; this change in mix
benefited merchandise costs in 1997. Distribution costsincreased as a result of costs inherent in transitioning operations to the new
Chesapeake distribution center and in the installation of our new warehouse management systemin all three distribution centers early
in1997.

SGA Expenses. SGA expenses increased $40.5 million, or 29.0%, but decreased dightly asa percentage of net sales from 25.0%in
1996 t0 24.9% in 1997. This decrease, asa percentage of net sales, is primarily the result of additional expensesin 1996 of
approximately $2.5 million 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. If you exclude the expenses incurred in 1996 related to the Dollar Bills
acquisition, SGA expensesincreased asa percentage of sales from 24.5% in 1996 to 24.9% in 1997. Thisincrease was primarily due
to an increase of approximately $2 million in payroll costs resulting from thefederally mandated increase in the hourly minimum
wage.

Operating Income. Operating income increased $21.5 million, or 33.9%, from $63.2 million for 1996 to $84.7 million for 1997. As a
percentage of net sales, operating incomerose from 11.3% to 11.7% during the same period for the reasons noted above.

Interest Expense. Interest expense decreased $2.2 million from $5.6 million in 1996 to $3.5 millionin 1997. This decline was
primarily aresult of lower levelsof debt in 1997 compared to 1996, when we had increased borrowings related to the purchase of
Dallar Bills. In 1997, we capitalized $916,000 of interest relating to the construction of the Chesapeake facility.

Liquidity and Capital Resour ces

Overview

Our business requires capital primarily to open new stores and operate existing stores. Our working capital requirements for existing
stores are seasonal in nature and typically reach their peak in the months of September and October. Historically, we have met our
seasonal working capital requirementsfor existing stores and funded our store expansion program from internally generated funds and

borrowings under our credit facilities.

The following table compares certain cash-related information for 1996, 1997 and 1998:
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1996 1997 1998

(in mllions)
Net cash provided by (used in):

Operations.................... $40. 4 $68. 4 $68. 7
Investing activities.......... (71.0) (59.9)

(53.3)
Financing activities.......... 13. 4 30.4 10. 7

We generally expended net cash used in investing activitiesto open new stores and to meet the following additional needs:
0 $52.2 million (net of cash acquired) for the purchase of Dollar Bills in 1996,
0 $30.0 million for the construction of the Chesapeake Store Support Center in 1997, and

0 $17.9 million for part of the construction of the Olive Branch distribution center in 1998. We expect to spend another $1 to $2
million on that project in 1999.

Net funds provided by financing activities reflects funds which came from sources other than normal operations. We obtained funds
from the exercise of stock options and thefollowing sources:

0 In1996, wereceived $25.3 million from public offering proceeds. The proceeds werereduced by therepayment of subordinated
debt and notes payable to banks.
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0 1n 1997, wereceived $30.0 million from theissuance of senior notes.

0 1n 1998, wereceived $16.5 million from theissuance of callable bonds related to the construction of the Olive Branch distribution
facility. These funds were reduced by the repayment of notes payable to banks.

Our borrowings under our bank facility, senior notes and bonds were $46.5 million at December 31, 1998. Borrowings at December
31, 1997, amounted to $40.0 million. At December 31, 1998, we had an additional $135.0 million available through our bank facility.
Of this amount, approximately $34.8 million is committed to lettersof credit issued for the routine purchase of foreign merchandise.

Funding Requirements

We expect to expand by approximately 215to 225 stores during 1999 and by approximately 250 stores during 2000. In 1998, the
averageinvestment per new store, including capital expenditures, initial inventory and pre-opening costs, was approximately $186,500
per store. Of our new Dollar Tree stores in 1998, four werea dlightly larger format than our traditional prototype. Average investment
for these larger stores wasapproximately $315,000. We expect our cash needs for opening new storesin 1999, including
approximately 20to 25 of the larger format stores, to total approximately $45 million and have budgeted $25 million for capital
expenditures and $20 million for initial inventory and pre-opening costs. Our total planned capital expenditures for 1999 are
approximately $50 million, including planned expenditures for expanded and relocated stores, additional equipment for the
distribution centers, computer system upgrades and remodeling and upgrading the 98 Cent Clearance Center stores.

We believe that we can adequately fund our planned capital expenditures and working capital requirements for the next several years
from net cash provided by operations and availability under our credit facility.

Bank Credit Facility. On September 27, 1996, we entered into an amended and restated credit agreement with our banks which
currently provides for a$135 million unsecured revolving credit facility to be used for working capital, letters of credit and
development needs, bearing interest at the agent bank's prime rate or LIBOR plus a spread, at our option. Asof December 31, 1998,
the interest rate was approximately 6.1%. The credit agreement, among other things, requires the maintenance of certain specified
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ratios, restricts the payments of cash dividends and other distributions, limits the amount of debt, and, through March 1, 2000, 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. The facility matures May 31, 2002.

During 1998, our banksagreed to remove the requirement that our founding shareholders maintain a minimum beneficial ownership in
the company and to eliminate requirements which restricted the amount of our capital expenditures.

Debt Securities. On April 30, 1997, weissued $30 million of 7.29% unsecured senior notes. We used the proceeds to pay down a
portion of the revolving credit facility, which enabled usto use that credit facility to fund capital expendituresfor the new Store
Support Center. We pay interest on the notes semiannually on April 30 and October 30 each year and will pay principal in five equal
annual installments of $6 million beginning April 30, 2000. The note holders have the right to require usto prepay the notesin full
without premium upon a change of control or upon certain asset dispositions or certain other transactions wemay make. The note
agreements prohibit certain mergers and consolidations in which our company is not the surviving company, require that we maintain
certain specified ratios, require that the notes rank on a par with our other debt and limit the amount of debt we can incur. Inthe event
of default or a prepayment at our option, we must pay a prepayment penalty equal to a make-whole amount.

Revenue Bond Financing. On May 20, 1998, we entered into an agreement with the Mississippi Business Finance Corporation

(MBFC) under which the MBFC issued $19.0 million of Taxable Variable Rate Demand Revenue Bonds. We used the proceeds from
the bonds to finance the acquisition, construction, and installation of land, buildings, machinery, and equipment for our new
distribution facility in Olive Branch, Mississippi. At December 31, 1998, the balance outstanding on the bonds was$16.5 million. We
begin repayment of the principal amount of the bonds on June 1, 2006, witha portion maturing each June 1 until the final portion
matures on June 1, 2018. The bonds do not have a prepayment penalty aslong asthe interest rate remains variable. The bonds contain
ademand provision and, therefore, outstanding amounts are classified as current liabilities. We pay interest monthly based on a
variable interest rate which was 5.4% at December 31, 1998. The bonds are supported by a $19.3 million letter of credit issued by one
of our existinglending banks. The letter of credit is renewable annually. The letter of credit and reimbursement agreement requires that
we maintain certain specified ratios and restricts our ability to pay dividends.
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Operating Lease Agreement. During March 1999, we were in the process of negotiating an operating lease agreement to finance
construction coststo build a new distribution center in Stockton, California. Thisdistribution center will replace the existing facilities
located in the Sacramento, California area. Under this agreement, the lessor purchases the property, paysfor the construction costs and
subsequently leases thefacility to us. Unlike the Chesapeake and Olive Branch distribution centers, the new facility will not initially
include an automated conveyor and sorting system. The new facility is expected to be operational in early 2000.

Seasonality and Quarterly Fluctuations

We experience seasonal fluctuations in our net sales, operating incomeand net income, and management expects this trend to
continue. Our quarterly results of operations may aso fluctuate significantly asaresult of avariety of factors, including:

o thetiming of certain holidays (such as Easter) which may fall in different quartersfrom year to year,
o thetiming of new store openings,

o thenet sales contributed by new stores, and

0 seasonal and other changesin the merchandise mix and in operating expenses.

Our highest sales periods are the Christmas and Easter seasons. We generally realize a disproportionate amount of our net sales and a
substantial majority of our operating and net income during the fourth quarter. In anticipation of increased sales activity during these
months, we purchase substantial amounts of inventory and hire a significant number of temporary employees to supplement our
permanent store staff. Our operating results, particularly operating and net income, could suffer if our net sales were bel ow seasonal
norms during thefourth quarter or Easter season for any reason, including merchandise delivery delays due to receiving or distribution
problems. Historically, net sales, operating income and net income have been weakest during the first quarter. We expect this trend to
continue.

Our unaudited results of operations for the eight most recent quartersare shown in atable in Footnote 12 of the consolidated financial
statementsin Item 8 of this Form 10-K. To reconcile the combined company's quarterly information with that previously reported by
Dollar Tree, refer to our Form 8-K, filed on February 5, 1999, which included quarterly information for the separate, aswell as
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combined, companies.
Inflation and Other Economic Factors

Our ahility to provide quality merchandise at a fixed price point is subject to certain economic factors which are beyond our control,
including inflation, minimum wage levels, operating costs, consumer confidence and general economic conditions. These factors may
not remain favorable. In particular, ocean shipping costs, hourly minimumwage rates, or other costs may not remain at current levels.

Ocean Shipping Costs. In May 1998, a trans-Pacific ocean-shipping cartel imposed a freight increase of $300 per container on U.S.
imports from Asia. This increase took effect with shipments beginning in mid-May 1998 and added approximately $700,000 in freight
expensesto our cost of sales for the second half of 1998. The cartel recently announced its intention to impose a further increase of up
to $900 per container for shipments from Asia to the West Coast of the United States and $1,000 for shipmentsto the East Coast, with
a$300 per container surcharge during the peak shipping season fromJune 1 through November 30. Although we are uncertain whether
the cartel will be successful in implementing theincrease at the announced rates, the target effective date for the increaseisMay 1,
1999.

Minimum Wage. 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 changes increased payroll costs by approximately $2 million during 1997 and by approximately
$5 million during 1998. In his 1999 State of the Union Address, President Clinton announced support for aplan that would raise the
minimumwage by an additional $0.50 per hour in each of 1999 and 2000. Congressional Republicans have generally opposed any
increase in the minimumwage. Based on the proposals before the Congress, management believes that a proposed increase, if
eventually passed into law, may have a significantly greater impact on payroll coststhan the increases in the minimum wage
implemented in 1996 and 1997.

Unless offsetting cost savings arerealized (and we can't be sure they will be), an increase in inflation, minimum wage levels, shipping
costs or other operating costs, or a decline in consumer confidence or general economic conditions, could have a material adverse
effect on our financial condition and results of operations.
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Year 2000 Compliance

We use alarge number of computer software programs throughout our entire organization, such as purchasing, distribution, retail store
management, financial business systemsand various administrative functions. We devel oped some of these programs in-house and
bought others from vendors. If our software applications are unable to appropriately interpret the upcoming calendar year 2000 and
beyond, then we will likely need to modify or replace such applications in order to ensure™Y ear 2000 compliance.”

We have been evaluating and adjusting al known date-sensitive systems and equipment for Y ear 2000 compliance. We divided our
Y ear 2000 project into four phases:

o inventory and initial assessment,

o remediation andtesting,

0 implementation and re-testing, and

0 contingency planning.

The assessment and remediation and testing phases of the Y ear 2000 project are complete and include both information technology
systems, such as computer equipment and software, as well as non-information technology equipment, such as warehouse conveyor
systems. We arein the process of re-testing our systems after the implementation of certain modifications.

Our plan provides for internal compliance of all mission-critical systems by mid-1999. We believe that the mgjority of our internal
systems are currently Y ear 2000 compliant. Some programs and equipment were replaced beginning in late 1998 by routine upgrades
which provided numerous system enhancements. These replacement programs and equipment are Y ear 2000 compliant. The upgrades
were previously planned and were not accelerated due to Y ear 2000 issues. We have not deferred any information technology projects

to address the Y ear 2000 issue.

We plan to continue to rely primarily oninternal resources to identify, correct or reprogram and test systems for Y ear 2000
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compliance. To date, we have spent lessthan $150,000 in modifying our systemsfor the Y ear 2000; the total costs of modifying our
current systemsare not expected to exceed $500,000. These costs are hot expected to have a materia adverse effect on our financial
condition and results of operations in future periods.

Additionally, we are in the process of communicating with service providers and domestic suppliers of merchandise to assess their

Y ear 2000 readiness and the extent to which we may be vulnerable to any third parties failureto correct their own Y ear 2000 issues.
Many of these parties have stated that their ability to supply us will not be affected by the Y ear 2000 issue. However, we cannot be
sure of their timely compliance and our operations could suffer dueto thefailure of asignificant third party to become Y ear 2000
compliant.

Wefeel we are unable to adequately assess the potential effect of Y ear 2000 problemson our international suppliers, particularly in
China. Several recent studies suggest that the preparedness of Chinaand other Asian countries is considerably lessthanthat of the
United States and Europe, particularly in the fields of manufacturing and utilities. We cannot predict the duration or severity of any
disruptions which may occur in Chinaor the home countries of our other overseas suppliers. In addition, we are currently evaluating
the preparedness of third parties who handle our international merchandise shipping. A failurein our normal merchandise supply chain
from China or other overseas suppliers could have a material adverse effect on our business.

Although we anticipate that minimal business disruptionwill occur as aresult of Year 2000 issues, possible consequences include, but
are not limited to, loss of communications links withstore locations, customs delays, 1oss of electric power, inability to process
transactions, or engage in similar normal business activities. In addition, the United States and other world economies could witness
unusual purchasing patterns or other disruptions if large numbers of consumers believe interruptions in power, communications, water
or food supplies are likely, regardiess of theactual risks. Any such disruptions could affect our business operations. We also fed we
are currently unable to estimate reasonably likely worst-case effects of the arrival of the Year 2000 and do not currently have a
contingency planin placefor such occurrence. We intend to analyze reasonably likely worst-case scenarios and theneed for such
contingency planning once the upgrade and testing of internal systemsand review of third party preparedness described above have
been compl eted.
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The cost of the conversions and the completion dates are based on management's best estimates and may be updated as additional
information becomes available. The above section, even if incorporated into other documents or disclosures, isa Y ear 2000 readiness
disclosure as defined under the Y ear 2000 Information and Readiness Disclosure Act of 1998.

New Accounting Pronouncements
Groups responsible for financia accounting standards have recently issued two statements which are relevant to our company:

0 InJune 1998, the Financial Accounting Standards Board issued its Statement of Financial Accounting Standards No. 133,
"Accounting for Derivative Instruments and Hedging Activities' (SFAS No. 133). SFAS No. 133 establishes standards for derivative
instruments and hedging activities and requires that companies recognize all derivatives as either assets or liabilities in the statement of
financial position and measurethose instrumentsat fair value. SFAS No. 133 iseffective for all fiscal quartersof fiscal years
beginning after June 15, 1999.

0 The Accounting Standards Executive Committee of the American Institute of Certified Public Accountantsissued Statement of
Position (SOP) 98-5, "Reporting on the Costs of Start-up Activities," on April 3, 1998. It requires pre-opening costs to be expensed as
incurred for fiscal yearsbeginning after December 15, 1998.

Management does not expect theimplementation of these pronouncements to have a material effect on our financia condition or
results of operation.

[tem 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We are exposed to various types of market risk in the normal course of our business, including the impact of interest rate changes and
foreign currency rate fluctuations. We have the option of entering into interest rate swapsto manage exposure to interest rate changes,
and we may employ other risk management strategies, including the use of foreign currency forward contracts. We do not hold
derivatives for trading purposes.

We have financia instrumentsthat are subject to interest rate risk, comprised of debt obligations issued at variable and fixed rates.
Historically, we have not experienced material gainsor losses dueto interest rate changes. Based on amounts outstanding on our

[T S— .
E=amas EDGARSr 9002, EDGAR Online. Inc.




variable rate debt obligations at December 31, 1998, our exposureto interest raterisk is not considered material. We are considering
an interest rate swap to fix a portion of our variable rate debt obligations due to the current favorable interest rate environment. Our
fixed rate debt obligation is not callable until maturity.

We are subject to foreign currency exchange raterisk relating to paymentsto a supplier in Italian lire. As ageneral policy, we
substantially hedge foreign currency commitments of future paymentsby purchasing foreign currency forward contracts. Asof
December 31, 1998, we did not have any forward contracts outstanding. Lessthan one percent of our expenditures are contracted in
Italian lire and the market risk exposure relating to currency exchange is not material.
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INDEPENDENT AUDITORS REPORT

The Board of Directors and Shareholders
Dollar Tree Stores, Inc.:

We have audited the accompanying consolidated balance sheets of Dollar Tree Stores, Inc. and subsidiaries (the Company) as of
December 31, 1997 and 1998, 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, 1998. 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 thefinancia statements. An audit also includes

ng the accounting principles used and significant estimates made by management, as well as evaluating 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, 1997 and 1998, and the results of their operations and their cash flows for
each of theyears in thethree-year period ended December 31, 1998, in conformity with generally accepted accounting principles.
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/sl KPMG LLP

Nor f ol k,
Virginia
January 20, 1999
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DOLLAR TREE STORES, | NC.
AND SUBSI DI ARl ES

CONSCLI DATED BALANCE SHEETS
Decenber 31, 1997 and 1998

ASSETS

Current assets:
Cash and cash equival ents. . ... ... .. ..
Merchandi se i NVeNtori @S. ... ...
Deferred tax asset (Note 3)........ . e
Prepai d expenses and other current assets.............. . ..iuiuii..
Total current assets .......... i
Net property and equipnment (Notes 4 and 5)........... .. ...
Deferred tax asset (NOte 3) . ... ... e
Goodwi I I, net of accumulated anortization (Note 2)............ .. ............
G her assets (NOt e 2) . . ...t
TOTAL ASSETS. . e e

LI ABI LI TI ES AND SHAREHOLDERS' EQUI TY
Current liabilities:

Current portion of long-termdebt (Note 6)...........................
Accounts payabl e. ... ...
Income taxes payable (Note 3)...... ... ...

O her current liabilities (Notes 4 and 5)............... ... ...

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

Long-termdebt (NOte B) ... ... ...
Gher liabilities (NOte 4). . ... e
Total liabilities. ... ... .. . .

Conmi t nents and conti ngenci es
(Notes 1, 4, 6, 8 and 11)

Shar ehol ders' equity (Notes 2, 7, 8 and 11):
Common stock, par value $0.01. Authorized 100, 000, 000 shares,
60, 372,676 shares and 60, 878,818 shares issued and outstandi ng
at Decenber 31, 1997 and 1998, respectively.......................
Additional paid-in capital....... ... ... ..
Retai Ned earni NOS. . . ...

Total shareholders' equity........ ... . ... ... .

TOTAL LI ABILITIES AND SHAREHOLDERS' EQUITY..................

1997

1998

(I'n thousands,
except share data)

402
38, 936
121,715

See acconpanying Notes to Consolidated Financial
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$ 71,119
140, 949
6, 709
7,287

122, 385
2,194
42,551
6, 427

$ 16, 500

609
53, 010
190, 605
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DOLLAR TREE STORES, | NC
AND SUBSI DI ARl ES

CONSCOLI DATED | NCOVE STATEMENTS
Years ended Decenber 31, 1996, 1997 and 1998

1996 1997 1998

(I'n thousands, except
per share data)

Net sal @S. ... $ 558, 841 $ 723,202 $ 918, 807
Cost of sales. . ... . 356, 179 458, 601 571, 012
Merger related costs (Note 2)...... ... . . ... .. - - 1, 301

G 0SS profit... ..o 202, 662 264, 601 346, 494

Selling, general and adnministrative expenses
(Notes 2, 4, 7, 10 and 11):

Qperati Ng eXPENSES. . . .ttt e e 127, 996 165, 444 204, 160
Merger related expenses (Note 2).................... - - 4,024
Depreciation and anmortization....................... 11, 426 14, 457 20, 452

Total selling, general and admi nistrative
EXPENSES. & ot it 139, 422 179, 901 228, 636
Operating i NCOMB. . ..o e 63, 240 84, 700 117, 858
Interest expense (Note B)........ ... ... 5, 643 3,477 4, 435
I ncome before i NCOMB taXxXesS. . ...ttt e e e 57,597 81, 223 113, 423
Provision for income taxes (Note 3)........... ... ... ... 22,249 31, 295 44,533
Net 1 NCOMB. . ..o e e $ 35, 348 $ 49,928 $ 68,890

Net income per share (Note 9):

Basic net income per share..............c.cuiiiiiiiiiin.. $ 0. 60 $ 0. 83 $ 1.14
Wei ght ed average nunber of common shares outstanding..... 58, 934 60, 212 60, 683
Diluted net income per share...............cuiiiiiiinn.. $ 0.54 $ 0.75 $ 1.03

Wi ght ed average nunmber of common shares
and dilutive potential commn shares outstanding....... 64, 993 66, 480 67,124

See acconpanying Notes to Consolidated Financial Statenents.
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Common Addi ti onal
St ock Conmon Pai d-in Ret ai ned
Shar es St ock Capi t al Ear ni ngs
(I'n thousands, except share data)
Bal ance at Decenber 31, 1995.................. 57, 648, 981 $ 171 $ 5,149 $ 36,439
Transfer from additional paid-in
capital for Cormmon Stock dividend........... - 85 (85) -
Net income for the year
ended Decenber 31, 1996..................... - - - 35, 348
| ssuance of stock under Enpl oyee
Stock Purchase Plan (Note 11) and
other plans........ ... ... . ... . ... . . .. 29,373 - 253 -
I ssuance of stock in public
offering (Note 8)...... ... ... 1, 687, 500 8 25, 325 -
Exerci se of stock options, including
income tax benefit of $2,266 (Note 11)...... 513, 843 2 3,153 -
Bal ance at Decenber 31, 1996.................. 59, 879, 697 266 33, 795 71,787
Transfer from additional paid-in
capital for Common Stock dividend........... - 134 (134) -
Net incone for the year
ended Decenber 31, 1997..................... - - - 49, 928
| ssuance of stock under Enpl oyee
Stock Purchase Plan (Note 11) and
other plans.......... ... ... 26, 078 - 358 -
Exerci se of stock options, including
income tax benefit of $2,752 (Note 11)...... 466, 901 2 4,917 -
Bal ance at Decenber 31, 1997.................. 60, 372, 676 402 38, 936 121, 715
Transfer from additional paid-in
capital for Common Stock dividend........... - 196 (196) -
Net inconme for the year
ended Decenber 31, 1998..................... - - - 68, 890
I ssuance of stock under Enpl oyee
Stock Purchase Plan (Note 11) and
other plans.......... ... ... 24,235 7 634 -
Gant of stock options under the 1998
Special Stock Option Plan (Note 11)........ - - 4,413 -
Exerci se of stock options, including
income tax benefit of $4,916 (Note 11)...... 481, 907 4 9,223 -
Bal ance at December 31, 1998.................. 60, 878, 818 $ 609 $ 53,010 $ 190, 605
See acconpanyi ng Notes to Consolidated Financial Statenents.
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CONSQLI DATED STATEMENTS OF SHAREHOLDERS' EQUI TY

Years ended Decenber 31, 1996, 1997 and 1998
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Equity



DOLLAR TREE STORES,

I NC.

AND SUBSI DI ARI ES
CONSOLI DATED STATEMENTS OF CASH FLOWS

Years ended Decenber 31, 1996, 1997 and 1998

1996
Cash flows from operating activities:
Net 1 NCOMB $ 35,348
Adj ustments to reconcile net income to net cash
provi ded by operating activities:
Depreciation and anortization........................... 11, 426
Loss on disposal of property and equipment.............. 348
Provision for deferred incone taxes..................... (1, 087)
Changes in assets and liabilities increasing
(decreasing) cash and cash equival ents:
Merchandise inventories............ ... ... (22, 362)
Prepai d expenses and other current assets......... (3,124)
QL her asSetsS. ... ... 49
Accounts payable....... ... . .. ... 12, 786
Inconme taxes payable............. ... ... ... ... .. ... 3, 466
O her current liabilities......................... 3,190
Gher liabilities......... ... ... 339
Total adjustments................ ... ... . ... ... 5,031
Net cash provided by operating activities...... 40, 379

Cash flows frominvesting activities:
Capital expenditures. ...... ... ... (18, 868)
Proceeds from sale of property and equipnent................. 59
Purchase of Dollar Bills, Inc., net of
cash acquired of $414. ... . . . . . . ... (52, 216)

Net cash used in investing activities.......... (71, 025)

Cash flows from financing activities:

Repaynments of revolving credit facility...................... (148, 643)
Proceeds fromrevolving credit facility...................... 151, 643
Proceeds from devel oprment facility........... ... .......... ... 52, 630
Repaynent of developrment facility........... ... .............. (52, 630)
Repayments of subordinated notes..................... ... ..... (14, 000)
Net change in notes payable to bank.......................... (3,597)
Proceeds from senior notes and demand bonds.................. -
Paynent of credit facility fees......... ... ... ... .. ... ...... (445)
Princi pal paynents under capital |ease obligations........... (271)
Proceeds from stock issued pursuant to stock-based
conmpensation plans. . ........... . e 3,335
Proceeds frompublic offering.......... ... ... ... . ... ... . ... 25, 333
Net cash provided by financing activities...... 13, 355
Net increase (decrease) in cash and cash equivalents............ (17, 291)
Cash and cash equivalents at beginning of year.................. 23, 458
Cash and cash equivalents at end of year........................ $ 6, 167

Suppl enental di scl osure of cash flow infornation:
Cash paid during the year for:
Interest, net of anount capitalized........................ $ 4,728

I NCOMB 1 AXES. ettt et e e e $ 16,696

See acconpanying Notes to Consolidated Financial
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1997

(I'n thousands)

$

I nc.

49, 928

14, 457
305
(3, 503)

(20, 299)
1,471
(351)
10, 154

(209, 600)
206, 600

St at ement s.

$

20, 452
2, 814
(1,207)

(31, 466)
(407)
247
(2,212)
6, 682
4,572
351

(185, 800)
185, 800

(10, 045)
16, 500
(230)
(425)
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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 or the Company) owns and operates, in one business segment, discount variety retail stores which sell
substantially all items for $1.00; through a recent merger, the Company owns stores which sell substantially all items for $0.98. The
Company operates under the namesof Dollar Tree, Dollar Bills, Only One Dallar, and 98 Cent Clearance Center. The Company's
headquarters and one of its distribution centers are located in Chesapeake, Virginia. The Company also operates distribution centers in
Olive Branch, Mississippi, in the Chicago, Illincisareaand in the Sacramento, California area. Most of the Company's stores are
located in the eastern half of the United States; the 98 Cent Clearance Center storesare located in northern and central California and
Nevada. The Company's merchandise includes housewares, seasona goods, candy and food, toys, health and beauty care, party goods,
gifts, stationery, personal accessories, books and other consumer items. A substantial portion of the Company'smerchandise is
purchased directly or indirectly from countries in the Far East, principally China. The Company is not dependent on afew suppliers.

Principles of Consolidation

At December 31, 1998, DTS hasthree wholly owned subsidiaries, Dollar Tree Management, Inc. (DTM), Dollar Tree Distribution,
Inc. (DTD) and Dallar Tree West, Inc. (DTW). DTM provides management, retail store leasing, accounting and administrative
services to DTSfor afee and DTD provides merchandise procurement, purchasing, warehousing and distribution servicesto DTSfor
afee. DTW ownsand operates discount variety retail stores under the name 98 Cent Clearance Center and was merged with and into
DTSon January 1, 1999. Effective October 29, 1996, DTD established awholly owned subsidiary, Dollar Tree Properties, Inc. (DTP).
DTP isorganized asarea estate holding company and owns certain undeveloped property. The consolidated group is referred to
throughout the notes as "the Company." The consolidated financial statementsinclude thefinancial statements of Dollar Tree Stores,
Inc., and its wholly owned subsidiaries. All significant intercompany balances and transactions have been eliminated in consolidation.

On December 10, 1998, DTW completed a merger, which was accounted for as a pooling of interests, with Step Ahead (the Step
Ahead merger) in which Step Ahead became a wholly owned subsidiary of DTS. Prior to the merger, Step Ahead's fiscal year endwas
the 52-week period ending on the last Sunday in January. As aresult of the merger, the Company's consolidated financial statements
have been restated to retroactively combine Step Ahead's financial statements asif the merger had occurred at the beginning of the
earliest period presented.

The consolidated income statements, statements of shareholders equity and cash flows for the years ended December 31, 1996 and
1997 reflect theresults of operations and cash flowsfor Dollar Tree Stores, Inc. for the years then ended combined with Step Ahead
for the fiscal yearsended January 26, 1997 and January 25, 1998. The consolidated income statement and statements of shareholders
equity and cash flows for theyear ended December 31, 1998 reflect theresults of operations and cash flowsfor Dollar Tree Stores,
Inc. for theyear then ended combined with Step Ahead for the 11-month period ended December 31, 1998. The consolidated balance
sheet as of December 31, 1997 reflects thefinancial position of Dollar Tree Stores, Inc. on that date combined with the financial
position of Step Ahead as of January 25, 1998. The consolidated balance sheet as of December 31, 1998 reflects the combined
financial position of Dollar Tree Stores, Inc. and Step Ahead onthat date.

Cash and Cash Equivalents
Cash and cash equivalents at December 31, 1997 and 1998 includes $39,400 and $64,200, respectively, of investments in money
market securities and bank participation agreementswhich are valued at cost, which approximates market. The underlying assets of
these short-term participation agreementsare primarily commercial notes. For purposes of the statements of cash flows, the Company
considers al highly liquid debt instrumentswith original maturities of three monthsor less to be cash equivalents.
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Merchandise I nventories
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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 $5,731 and $7,790 at
December 31, 1997 and 1998, respectively.

Property and Equipment

Property and equipment are stated at cost. Buildings are depreciated 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. Improvements and assetsheld under capital leases are amortized usingthe straight-line
method over threeto ten years, the estimated useful lives of the respective assets or termsof therelated leases, whichever isless.

Interest is capitalized in connection withthe construction of major facilities. The capitalized interest isrecorded as part of the asset to
whichit relates and is amortized over the asset's estimated useful life. In 1997 and 1998, $916 and $402, respectively, of interest cost
was capitalized. No interest wascapitalized in 1996.

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 differences between 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 which those 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 has elected to apply Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to Employees (APB
No. 25), and related Interpretations in accounting for certain stock-based compensation plans as permitted by Statement of Financial
Accounting Standards (SFAS) No. 123, Accounting for Stock-Based Compensation (SFAS No. 123). The Company has adopted the
disclosure-only provisions of SFAS No. 123.

Net IncomePer Share

Basic netincome per share has been computed by dividing net income by the weighted average number of common shares
outstanding. Diluted netincome per share reflects the potential dilution that could occur assuming the inclusion of dilutive potential
common shares and has been computed by dividing net incomeby theweighted average number of common shares and dilutive
potential common shares outstanding. Dilutive potential common shares include al outstanding stock options and warrants after
applying the treasury stock method. The market price used in applying the treasury stock method was the closing market price of the
stock at the end of each day.
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In connection with stock dividends authorized by the Board of Directors in 1996, 1997 and 1998, the Company issued one-half share
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for each outstanding share of Common Stock, payable April 19, 1996 to shareholders of record as of April 5, 1996, payable July 21,
1997 to shareholders of record as of July 14, 1997 and payable June 29, 1998 to shareholders of record as of June 22, 1998,
respectively. All share and per share data in these consolidated financial statements and the accompanying notes have been
retroactively adjusted to reflect these dividends, each having the effect of a 3-for-2 stock split.

New Accounting Standards

The Financial Accounting Standards Board has issued Statement No. 133, Accounting for Derivative Instruments and Hedging
Activities. This statement establishes accounting and reporting standards for derivative instruments, including certain derivative
instruments embedded in other contracts, and for hedging activities. This standard is effective for al fiscal quarters of fiscal years
beginning after June 15, 1999. The impact of the implementation of this standard is not expected to be material to the Company's
financial position or results of operation.

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 disclosuresof 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. Inaddition, the Company hascontingent liabilitiesrelated to legal proceedings and other mattersarising
from thenormal course of operations. Management does not expect that amounts, if any, which may be required to satisfy such
contingencies will be material in relation to the accompanying consolidated financial statements.

Reclassifications
Certain 1996 and 1997 amounts have been reclassified for comparability with the 1998 financial statement presentation.

NOTE 2- ACQUISITIONS

On January 31, 1996, the Company acquired al of the outstanding capital stock of Dollar Bills, Inc. (Dollar Bills), formerly known as
Terrific Promations, 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 Bills from the date
of acquisition through December 31, 1998. 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 $3,692 and
$5,619 at December 31, 1997 and 1998, respectively.

On December 10, 1998, the Company completed the Step Ahead merger. The merger qualified as a tax-free exchange and was
accounted for as a pooling of interests. DTSissued 1.1212 shares of the Company's common stock for each share of Step Ahead
outstanding common and preferred stock. A total of 1,662,740 shares (after adjustment for fractional shares) of the Company's
common stock wasissued asaresult of themerger and Step Ahead's outstanding stock options were converted into options to purchase
323,207 common shares of the Company. Inaddition, the Company issued options to certain former shareholders of Step Ahead in
exchange for non-competition agreements and a consulting agreement. Included in other assets at December 31, 1998 is the present
value of these agreementsof $4,413 which will be amortized, generally, over aten-year period. The recording of these
non-competition agreements did not involve the use of cash and, accordingly, has been excluded fromthe accompanying consolidated
statements of cash flows. In connection with the merger, the Company incurred $5,325 ($4,201 after taxes or $0.06 diluted net income
per share) of merger related costs, consisting primarily of professional fees and writedownsof inventory and fixed assets, which were
charged to operations during theyear ended December 31, 1998.
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The following table presents a reconciliation of net sales and net income previously reported by the Company to those presented in the
accompanying consolidated financial statements.
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For the year ended Decenber 31,

1996 1997 1998
Net sal es
DTS. ... $ 493,037 $ 635,473 $
811, 991
Step Ahead. ................ 65, 804 87,729
106, 816
Conbined................... $ 558,841 $ 723,202 $
918, 807
Net incone
DTS. . .. $ 33, 835 $ 48, 574 $
67, 428
Step Ahead. ................ 1,513 1, 354
1, 462
Conbined................... $ 35, 348 $ 49, 928 $
68, 890

NOTE 3- INCOME TAXES

The provision for income taxes for the yearsended December 31, 1996, 1997 and 1998 consists of the following:

1996 1997 1998
Federal --Current........... $ 20,049 $ 29,967 $ 39,348
Federal --Deferred.......... (938) (3,067)
(1, 024)
State--Current............. 3, 287 4,831 6, 392
State--Deferred............ (149) (436)
(183)

A reconciliation of the statutory Federal income tax rate and the effective rate for the years ended December 31, 1996, 1997 and 1998
follows:
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1996 1997 1998

Statutory tax rate........ ... .. .. .. .. .. ... 35. 0% 35. 0%
35. 0%
Ef fect of:

State and | ocal inconme taxes, net of

Federal inconme tax benefit............ 3.4 3.4 3.6
Qher, net......... ... 0.2 0.1 0.7
Effective tax rate .......... . ... . ... .. .. ... 38. 6% 38. 5%
39. 3%

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 liabilities are 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, 1997 and 1998 are as follows:

1997 1998
Deferred tax assets:
Property and equi pnent, principally due to differences
in depreciation......... ... ..., $ 2,075 $ 2,359
Accrued expenses, due to accrual for financial
Feporting PUrPOSES. . .o ittt e e e e e e 5,001 5, 487
Inventories, due to differences in inventory val uation
for book and tax purposes............ ... ... 2,363 3, 147
O her 455 361
Total deferred tax assets...................... 9, 894 11, 354
Deferred tax liabilities:
Coodwi I, due to differences in anortization.......... (1, 862)
(2, 311)
O her (336)
(140)
Total deferred tax liabilities................. (2,198)
(2,451)
Net deferred tax assets........................ $ 7,696 $ 8,903

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 amounts to 1996, 1997 and 1998
taxable
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income and management's projections for future taxable income over the periods in which the deferred tax assets are deductible,
management believes the existing net deductible temporary differences will reverse during periods in which carrybacks areavailable
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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.

NOTE 4- LEASES

Future minimum |ease 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, 1998 are as follows:

Capita
Operating
Leases Leases

Year endi ng Decenber 31:

1999 . $ 704 $
57, 790

2000 ... e 655
52,721

200L ... 621
43, 727

2002 . e 523
32,936

2003 L. 479
21, 655

Later years. . ... ... ... 596
38,931
Total mninmumlease paynents............... .......... 3,578 $
247,760
Less ampunt representing interest

(at an average rate of approximately 8%......... 652
Present value of net mnimum capital |ease paynents.. 2,926
Less current installments of obligations under

capital |eases, included in other current

liabilities. ... ... 457
ol i gations under capital |eases, excluding current

installments, included in other liabilities...... $ 2,469

The above future minimumlease paymentsinclude amounts for |eases that were signed prior to December 31, 1998 for stores that
were not open as of December 31, 1998. Minimum rental paymentsfor operating leases do not include contingent rentals that may be
paid under certain store leases based on a percentage of sales in excess of stipulated amounts. Future minimum lease payments have
not been reduced by future minimum sublease rentals of $7,365 under operating leases.

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
December 2009 with options to renew for threefive-year periods. The lease currently provides for an aggregate annua rental payment
of $656 whichisincluded in the future minimumlease payments above; the Company receives annual rental paymentsin excess of this
obligation from a sublease agreement which expiresin February 2008. The Company also leases properties for three of its stores from
related partnerships. The total rental paymentsrelated to the leases for the former corporate headquarters and distribution center and
these stores were $746, $789 and $790 for the years ended December 31, 1996, 1997 and 1998, respectively. Rental payments for
these properties areincluded in the rental expense disclosure below.

During 1998, the Company built an automated distribution facility in Olive Branch, Mississippi to replace itsleased facility in
Memphis, Tennessee. In preparation for the moveto this new facility, the Company listed its Memphis facility with acommercial real
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estate agent for sublease. The Company is responsible for payments under theterms of thislease through September 2005. At
December 31, 1998, the Company had not obtained a sublease and the real estate market in Memphis did not indicate that a sublease
with termsthat would cover the remaining lease paymentswould be obtainable. Due to the uncertainty regarding the ultimate recovery
of thefuture lease payments and the investment in theimprovementsin the building, the Company recorded a $1,125 loss contingency
during 1998.

Included in property and equipment at December 31, 1997 and 1998 areleased furniture and fixtures and transportation vehicles with
acost of $1,744 and $3,473 and accumulated amortization of $702 and $677 at December 31, 1997 and 1998, respectively.
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Rental expense for store, distribution center and former corporate headquarters operating leases included in the accompanying
consolidated income statementsfor the years ended December 31, 1996, 1997 and 1998 wasas follows:

1996 1997 1998
Mnimumrentals............... $ 30,726 $ 40,389 $
49, 494
Contingent rentals............ 1, 297 1, 837
1,374
Total ................ $ 32,023 $ 42,226 $
50, 868

NOTE 5- BALANCE SHEET COMPONENTS

Net property and equipment asof December 31, 1997 and 1998 consisted of the following:
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Land . ...
8,051
Bui 1dings ....... .
17,714
I MprovVemEeNt S. . ... e
47, 497
Furniture and fixtures.......... ... ... .. ... ......
80, 291
Transportation vehicles..........................
3,903
Construction in pProgress. . ....... ...
20,918

Total property and equipnment...........
178, 374
Less accunul ated depreciation and anortization..
55, 989

Total ........
122, 385

Other current liabilities as of December 31, 1997 and 1998 consisted of the following:

Conpensation and benefits........................
13, 455
Taxes (other than incone taxes)..................

10, 296
O her
2,592

NOTE 6- LONG-TERM DEBT

1998

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 expenserelated to this debt was $574 for the year ended December 31, 1996.

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
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each December 1 and March 1 to the following:
December 1, 1998 to March 1, 1999.............. $20,000 December 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 payment of certain
distributions and prohibits the incurrence of certain new indebtedness. During 1998, the Agreement wasamended to remove the
restrictions on the amount of capital expenditures and on the minimum beneficial ownership of the founding shareholders. The
Agreement matures on May 31, 2002. During 1997 and 1998, the weighted average interest rate charged by the banks under the
Company'scredit agreements approximated

6.4% and 6.0%, respectively. At December 31, 1997 and 1998, no amounts were outstanding under the Agreement; however,
approximately $34,782 of the $135,000 available under the Agreement wascommitted to certain |etters of credit issued in relationto
the routine purchase of foreign merchandise at December 31, 1998.
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On April 30, 1997, the Company issued $30,000 of 7.29% unsecured Senior Notes (the Notes). The principal amount is payablein
five equal annual installments of $6,000 beginning April 30, 2000. Interest is payable semiannually 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 mergers and
consolidations, requirethe 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. Outstanding amounts of $30,000 are included in long-term debt
at December 31, 1997 and 1998.

On May 20, 1998, the Company entered into a Loan Agreement with the Mississippi Business Finance Corporation (MBFC) under
whichthe MBFC issued Taxable Variable Rate Demand Revenue Bonds (the Bonds) in an aggregate principal amount of $19,000, to
finance the acquisition, construction, and installation of land, buildings, machinery and equipment for the Company's new distribution
facility in Olive Branch, Mississippi. The principal amount of the Bonds is payable beginning on June 1, 2006, with a portion maturing
each June 1 with thefinal portion maturing on June 1, 2018; the Bonds do not contain a prepayment penalty as long as the interest rate
remains variable. Interest is payable monthly based on a variable interest rate whichwas 5.4% at December 31, 1998. The Bonds are
supported by a $19,300 letter of credit issued by one of the Company'sexisting lending banks. The letter of credit is renewable
annually. The Letter of Credit and Reimbursement Agreement requires, among other things, the maintenance of certain specified ratios
and restricts the payment of dividends. The Bonds contain a demand provision and, therefore, outstanding amounts are classified as
current liabilities. At December 31, 1998 the balance outstanding on the Bonds is $16,500.

At December 31, 1997, the Company also has a loan and security agreement under which $9,241 of arevolving loan and $804 of a
term loan were outstanding. During December 1998, the Company repaid all amounts outstanding under this agreement, the agreement
was terminated and all security interests held by the lender werereleased.

The carrying value of the Company'slong-term debt approximates its fair value. The fair valueis 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 a financial and management advisory service agreement with oneof its non-employee shareholders. The agreement
initialy provided for the payment of $250 annually. During 1995, the shareholder agreed to reduce theannua payment to $200 over
the remaining term of the agreement. The agreement is terminable by vote of the Company'sBoard of Directors. During each of the
yearsended December 31, 1996, 1997 and 1998, the Company paid $200 under thisagreement.

NOTE 8- SHAREHOLDERS EQUITY

The Company issued unattached warrantsto purchase 2,792,450 shares of Common Stock on September 30, 1993 for $0.18 per
warrant and unattached warrants to purchase 2,792,450 shares of Common Stock on February 22, 1994 for $0.18 per warrant. The
warrants, which areheld by certain Company shareholders, carry an exercise price of $0.86 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, 1998.
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Effective February 1, 1995, the Articles of Incorporation wereamended 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. 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 1,687,500 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.
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NOTE 9- NET INCOME PER SHARE

The following table setsforth the calculation of basic and diluted net income per share:
1996 1997 1998

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

Net i NCOMB . ... e $ 35,348 $ 49,928 $ 68,890

Wi ght ed average nunber of conmon shares
outstanding. . ........ . 58,934 60, 212 60, 683
Basic net income per share......... $ 060 $ 083 $ 1.14

Diluted net income per share:
Net iNCOMB ... . e $ 35,348 $ 49,928 $ 68, 890
Wei ght ed average nunber of common shares
outstanding. . .......... . 58, 934 60, 212 60, 683
Dilutive effect of stock options and warrants
(as determ ned by applying

the treasury stock method)................... 6, 059 6, 268 6, 441

Wi ght ed average nunber of common shares and
dilutive potential common shares outstanding.. 64, 993 66, 480 67,124
Diluted net incone per share....... $ 054 $ 075 $ 1.03

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

The Company maintains defined contribution profit sharing and 401(k) planswhich are availableto al employees over 21 yearsof age
who have completed one year of service in whichthey have worked, in general, 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 plansincluded in the accompanying consolidated income
statementsfor the years ended December 31 were asfollows:

1996. .. ... $
2,012
1997. .. $
2,923
1998. .. .. $
4,017

NOTE 11- STOCK-BASED COMPENSATION PLANS
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At December 31, 1998, the Company hasfive stock-based compensation plans, which are described below. Effective with the Step
Ahead merger and in accordance withthe terms of the Step Ahead Investments, Inc. Long-Term Incentive Plan (SAl Plan),
outstanding Step Ahead options were assumed by the Company and converted, based on 1.1212 Company options for each Step
Ahead option, to options to purchasethe Company'scommon stock. Options issued as a result of this conversion were fully vested as
of thedate of the merger.

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

1996 1997 1998

Net incone:

As reported.................. $ 35, 348 $ 49, 928 $
68, 890

Pro forma.................... $ 33,742 $ 46, 920 $
62, 150
Basi ¢ net incone per share:

As reported.................. $ 0.60 $ 0.83 $
1.14

Pro forma.................... $ 0.57 $ 0.78 $
1.02
Diluted net incone per share:

As reported.................. $ 0.54 $ 0.75 $
1.03

Pro forma.................... $ 0.52 $ 071 $
0.93

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 isnot considered. These pro formaamounts may not
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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 four fixed stock option plans. Under the Non-Qualified Stock Option Plan (SOP), the Company granted options to
its employees for 698,176 shares of Common Stock in 1993 and 698,859 sharesin 1994. Options granted under the SOP have an
exercise price of $1.29 and arefully vested at the date of grant.

Under the 1995 Stock Incentive Plan (SIP), the Company may grant options to itsemployees for up to 5,400,000 shares of Common
Stock. The exercise price of each option equals the market price of the Company'sstock at the date of grant, unlessa higher price is
established by the Board of Directors, and an option's maximum term isten years. Options granted under the SIP vest over a three-year
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period.

The SAI Plan provided for the issuance of stock options, stock appreciation rights (SARs), phantom stock and restricted stock awards
to officers and key employees. At thedate of the merger, the SAl Plan was authorized to issue 400,000 shares subject to stock options,
40,000 phantom shares, 125,000 SARs, and 25,000 restricted stock awards. In 1996, Step Ahead converted al of the outstanding
SARs and phantom stock awards to stock optionsand restricted stock awards, respectively.

Under the 1998 Specia Stock Option Plan (Specia Plan), options to purchase 165,000 shares were granted to five former officers of
Step Ahead who are serving as employees or consultants of the Company. The options were granted as consideration for entering into
non-competition agreements and a consulting agreement. The exercise price of each option equal s the market price of the Company's
stock at the date of grant, and an option's maximumtermisten years. Options granted under the Special Plan vest over afive-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:

1996 1997 1998
Expected termin years....... 10 10 8
Expected volatility.......... 49% 47. 7%
50. 4%
Annual dividend yield........ - - -
Risk-free interest rate...... 6. 7% 5.8% 4. 9%

The following tables summarize the Company's various option plans, including the SAl Plan for the period prior to the Step Ahead
merger, as of December 31, 1996, 1997 and 1998, and changes during the years then ended and information about fixed options
outstanding at December 31, 1998.

Stock Option Activity

1996 1997 1998
Wi ght ed Wi ght ed Wi ght ed
Aver age Aver age Aver age
Per Share Per Share Per Share
Exerci se Exer ci se Exer ci se
Shar es Price Shar es Price Shar es Price
Qut standi ng at
begi nning of year.... 1,839,758 $ 2.99 2,183, 246 $ 7.07 2,404, 642 $ 10. 16
Ganted................. 934, 948 12. 40 798, 338 15. 64 1, 413,073 36. 30
Exercised............... (514, 047) 1.73 (473, 307) 4.59 (481, 806) 8.91
Forfeited............... (77,413) 10. 06 (103, 635) 12. 60 (84, 999) 18.19
Qut st andi ng at
end of year.......... 2,183, 246 7.07 2,404, 642 10. 16 3, 250, 910 21.50
Options exercisable
at end of year....... 1,108, 187 3.57 1, 087, 587 6. 04 1, 344, 067 8.98
Wi ghted average fair
val ue of options
granted during the year................ $ 8.31 $ 10. 39 $ 22.53
36
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Stock Options Qutstanding and Exercisable

Opti ons CQutstandi ng Options Exercisable
Wi ght ed
Nunber Aver age Wi ght ed Nunber Wi ght ed
Range of Qut st andi ng Remai ni ng Aver age Exerci sabl e Aver age
Exer ci se at Decenber 31, Cont r act ual Exer ci se at Decenber 31, Exer ci se
Prices 1998 Life Price 1998 Price
$1.29........ .. 310, 798 (a) $ 1.29 310, 798 $ 1.29
$4.44 to $8.92...... 599, 658 5.4 years 7.30 599, 658 7.30
$10.15 to $14.72.... 352, 218 7.0 years 14. 33 208, 846 14.12
$14.89 to $25.00.... 621, 321 8.0 years 16. 08 197, 690 17.35
$26.67 to $34.50.... 862, 660 9.3 years 34. 36 27,075 33.50
$38.56 to $45.38.... 504, 255 10.0 years 40. 55 - -
$1.29 to $45.38..... 3, 250, 910 7.3 years $ 21.50 1, 344, 067 $ 8.98

(a) Options granted under the SOP in 1993 and 1994 have no expiration date. They
are therefore not included in the total 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 506,250 shares of
Common Stock to eligible employees. Under theterms of the ESPP, employees can choose to have up to 10% of their annual base
earnings withheld to purchase the Company's Common Stock. The purchase price of the stock is 85% of the lower of theprice at the
beginning or the price at theend of the quarterly offering period. Under the ESPP, the Company hassold 67,012 shares as of
December 31, 1998.

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

Expected term.............. ... ........ 3 nont hs
Expected volatility.................... 21% to
30%

Annual dividend yield.................. -

Risk-freeinterest rate................ 5.32%-5.88% (annualized)
The weighted averagefair value of those purchase rights granted in 1996, 1997 and 1998 was$2.34, $3.97, and $6.28, respectively.
37
NOTE 12- QUARTERLY FINANCIAL INFORMATION (Unaudited)
The following table setsforth certain unaudited results of operations for each quarter of 1997 and 1998. The unaudited information has
been prepared on the same basis as the audited consolidated financial statements appearing elsewhere in this report 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.
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First Second Third Fourth
Quarter Quarter Quarter Quarter

(I'n thousands, except per share data)

1997:
Net sales............ ... ... $136, 867 $149, 242 $163, 577 $273, 516
Goss profit..... ... $ 46,725 $ 51,811 $ 60, 070 $105, 995
Operating income....................... $ 6,590 $ 10, 793 $ 15, 447 $ 51,870
Net income................coiiiinnn... $ 3,694 $ 6,040 $ 8,796 $ 31,398
Diluted net incone per share........... $ 0.06 $ 0.09 $ 0.13 $ 0. 47
Stores open at end of quarter.......... 819 866 923 946
Conparabl e store net sales increase.... 10. 1% 8. 0% 6. 8% 5.4%
1998:
Net sales..........cuiiiiiiiiiinnn.. $175, 531 $199, 255 $203, 998 $340, 023
Goss profit...... ... .. . . . $ 62,664 $ 72,292 $ 76,571 $134, 967 (1)
Operating income. ..............c.ouuun. $ 13, 356 $ 18,972 $ 21,241 $ 64,289 (1)
Net income........... . ... iiiiiiunnnn.. $ 7,731 $ 11, 029 $ 12,133 $ 37,997 (1)
Diluted net incone per share........... $ 0.12 $ 0.16 $ 0.18 $ 0.56 (1)
Stores open at end of quarter.......... 983 1,042 1,118 1, 156
Conpar abl e store net sales increase.... 6. 3% 12. 0% 5.0% 5.2%
(1) Included in gross profit is $1,301 of merger related costs. Included in

operating income is $1,301 of nerger related costs and $4,024 of nerger related
expenses. Excluding the effects of these nmerger related costs and nmerger related
expenses, for the fourth quarter of 1998, gross profit would have been $136, 268,
operating incone would have been $69, 614, net inconme woul d have been $42, 198 and
di luted net inconme per share would have been $0. 63.

[tem 9. CHANGES IN AND DISAGREEMENTSWITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE

None.
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PART I

[tem 10. DIRECTORS AND EXECUTIVE OFFICERSOF THE REGISTRANT

The information concerning our Directors and Executive Officers required by this Itemisincorporated by referenceto Dollar Tree
Stores, Inc.'s Proxy Statement relatingto our Annual Meeting of Shareholders to be held on June 3, 1999 (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.

[tem 11. EXECUTIVE COMPENSATION

Information set forth in the Proxy Statement under the caption "Compensation of Executive Officers," with respect to executive
compensation, isincorporated herein by reference.

[tem 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.

[tem 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Information set forth in the Proxy Statement under the caption "Certain Relationships and Related Transactions' isincorporated herein
by reference.
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PART IV
Item 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTSON FORM 8-K
(a) Documentsfiled as part of thisreport:

1. Financial Statements. Reference is made to the Index to the Consolidated Financial Statements set forth under Part 11, Item 8, on
page 22 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 in the
Consolidated Financial Statements, and therefore have been omitted.

3. Exhibits. The exhibits listed on the accompanying Index to Exhibits, on page 42 of this Form 10-K, are filed as part of, or
incorporated by referenceinto, thisreport.

(b) The following reports on Form 8-K were filed during thelast quarter of 1998.
1. Report on Form 8-K, filed October 8, 1998, included a press release regarding net sales for the quarter ended September 30, 1998.

2. Report on Form 8-K, filed October 29, 1998, included the Amendment to the Merger Agreement dated October 20, 1998 among
Dollar Tree Stores, Inc., Dollar Tree West, Inc. and Step Ahead Investments, Inc. It also included our press release regarding net
earnings for the quarter ended September 30, 1998.

3. Report on Form 8-K, filed December 7, 1998, included our press release regarding the announcement of the exchange ratio for the
merger of Dollar Tree Stores, Inc. and Step Ahead Investments, Inc.

4. Report on Form 8-K, filed December 23, 1998, announced the consummation of the merger between Dollar Tree Stores, Inc. and
Step Ahead Investments, Inc.

Also, in February 1999, wefiled two Forms 8-K.

1. Report on Form 8-K, filed February 5, 1999, included financial datafor the years 1997 and 1998 which has been restated on a
combined basisto account for the pooling-of-interests between Dollar Tree Stores, Inc. and Step Ahead Investments, Inc.

39
2. Report on Form 8-K, filed February 18, 1999, includes 30 days of post-merger combined financial results, reflecting the merger
between Dollar Tree Stores, Inc. and Step Ahead Investments, Inc.
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SIGNATURES

Pursuant to the requirements 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 25, 1999 By: /s/ Macon F. Brock, Jr.

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

Si gnature

/sl J. Douglas Perry

/'s/ Macon F. Brock, Jr.

Macon F. Brock, Jr.
1999

/sl H Ray Conpton

H Ray Conpton
1999

/s/ Frederick C. Coble

Frederick C. Coble
1999

/sl John F. Megrue

John F. Megrue
1999

/sl Allan W Karp

Thomas A. Saunders, 111
1999

/sl Alan L. Wirtzel

Alan L. Wirt zel
1999

/ s/ Frank Doczi
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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), asamended (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,
incorporated herein by this reference).

10. Materia Contracts

(a) The following document isfiled herewith:

10.1 Sixth Amendment to Amended and Restated Credit Agreement (Amended and Restated Credit Agreement) dated December 31,
1998 by and among Dollar Tree Stores, Inc., Dollar Tree Distribution, Inc., Dollar Tree Management, Inc., 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.

(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:

10.2 Fourth Amendment to Amended and Restated Revolving Credit Agreement.

(c) Thefollowing documents, filed as Exhibits 10.1 and 10.2 to the Company's Annua Report on Form 10-K for the fiscal year ended
December 31, 1997, are incorporated herein by this reference:

10.3 Lease dated March 27, 1998 by and between the Company and Raytheon Service Company.
10.4 Lease Guarantee dated March 27, 1998 by and between the Company and Raytheon Company.

(d) The following documents, filed as Exhibits 10.1, 10.2, 10.3, 10.4, 10.5 and 10.6 to the Company's Quarterly Report on Form 10-Q
for the fiscal quarter ended June 30, 1998 are incorporated herein by this reference:

10.5 Loan Agreement between Dollar Tree Distribution, Inc. and Mississippi Business Finance Corporation, dated May 1, 1998.
10.6 Placement Letter Agreement by First Union National Bank, dated May 1, 1998.

10.7 Tender Agency Agreement between Dollar Tree Distribution, Inc. and Amsouth Bank, dated May 1, 1998.

10.8 Remarketing Agreement between Dollar Tree Distribution, Inc. and First Union National Bank, dated May 1, 1998.

10.9 Guaranty Agreement by Dollar Tree Distribution, Inc., dated May 1, 1998.

10.10 Letter of Credit and Reimbursement Agreement between Dollar Tree Distribution, Inc. and First Union National Bank, dated
May 1, 1998.

(e) Thefollowing documents, filed as Exhibits 2.1 and 4.1 to the Company's Form 8-K on July 30, 1998 are incorporated herein by
this reference:

10.11 Merger Agreement dated July 22, 1998 by and among Dollar Tree Stores, Inc., Dollar Tree West, Inc., and Step Ahead
Investments, Inc.

10.12 Voting Agreement dated July 22, 1998 by and among Dollar Tree Stores, Inc., Gary L. Cino, Janet Cino, Gary L. Nett, Trustee
for The Cino Children's Trust dated March 18, 1997, and Gary and Janet Cino, Trustees of the Gary and Janet Cino Trust dated May
1,1991.
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(f) The following document, filed as Exhibits 10.4 to the Company's Form S-4 as Amended on October 21, 1998 isincorporated herein
by this reference:

10.13 Agreement of Lease by and between Step Ahead and 3222 Winona Way, L.P. dated February 17, 1993.

(9) The following document, filed as Exhibit 2.1 to the Company's Form 8-K on October 29, 1998 isincorporated herein by this
reference:

10.14 Amendment to the Merger Agreement dated October 20, 1998 by and among Dollar Tree Stores, Inc., Dollar Tree West, Inc.,
and Step Ahead Investments, Inc.

(h) The following document, filed as Exhibit 10.1 to the Company's Report on Form 10-Q on November 13, 1998 isincorporated
herein by thisreference:

10.15 Fifth Amendment to Amended and Restated Revolving Credit Agreement.

(i) The following documents, filed asExhibits 4.1, 4.2, 4.3, 4.4, 4.5 and 4.6 to the Company's Post-Effective Amendment on Form S-8
dated December 10, 1998 to its registration statement on Form S-4, are incorporated herein by thisreference:

10.16 Step Ahead Investments, Inc. Long Term Incentive Plan, as Amended.

10.17 Form of Step Ahead Investments, Inc. Incentive Stock Option Agreement.
10.18 Form of Step Ahead Investments, Inc. Non-statutory Stock Option Agreement.
10.19 Dollar Tree Stores, Inc. 1998 Specia Stock Option Plan.

10.20 Dollar Tree Stores, Inc. Non-qualified Stock Option Agreement with Gary Cino.

10.21 Form of Dollar Tree Stores, Inc. Non-qualified Stock Option Agreement with William Coyle, Eric Stauss, Eric Leon and
Anthony Leon.

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 as of and for theyears ended December 31, 1996, December 31, 1997 and December 31, 1998. Years
1996 and 1997 have been restated to give effect to the pooling-of-interests merger with Step Ahead Investments, Inc.

218048.1
SIXTH AMENDMENT TO AMENDED AND
RESTATED REVOLVING CREDIT AGREEMENT

This Sixth Amendment to Amended and Restated Revolving Credit Agreement (the "Sixth Amendment") is made as of the 31st day of
December, 1998 by and among

Dollar Tree Distribution, Inc. (the "Borrower"), aVirginiacorporation having its chief executive office at 500 Volvo Parkway,
Chesapeake, Virginia23320;

Dollar Tree Stores, Inc. ("DTS"), aVirginiacorporation having its chief executive office at 500 Volvo Parkway, Chesapeake, Virginia
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23320,

Doallar Tree Management, Inc. ("DTM"), aVirginiacorporation havingits chief executive office at 500 Volvo Parkway, Chesapeake,
Virginia 23320;

BankBoston, N.A. (f/k/aThe First National Bank of Boston), NationsBank, N.A., Crestar Bank, First Union National Bank (f/k/a First
Union National Bank of Virginia), Amsouth Bank of Alabama, Union Bank of California, N.A. and all other financial institutions
which are now or may hereafter become partiesto such Amended and Restated Revolving Credit Agreement (individually, a"Lender"
and collectively, the "Lenders"); and

BankBoston, N.A. (f/k/aThe First National Bank of Boston), anational banking association having its head officeat 100 Federal
Street, Boston, Massachusetts, as Agent for the Lenders (in such capacity, the "Agent”).

in consideration of the mutual covenants herein contained and benefits to be derived herefrom,
WITNESSETH:

WHEREAS, the Borrower, DTS, DTM, the Agent and the Lenders entered into an Amended and Restated Revolving Credit
Agreement dated asof September 27, 1996, asamended by a First Amendment to Amended and Restated Revolving Credit Agreement
dated January 25, 1997, as further amended by a Second Amendment to Amended and Restated Revolving Credit dated as of May 8,
1997, as further amended by a Third Amendment to Amended and Restated Revolving Credit dated asof September 2, 1997, as
further amended by a Fourth Amendment to Amended and Restated Revolving Credit dated as of November 7, 1997, as further
amended by a Fifth Amendment to Amended and Restated Revolving Credit Agreement dated as of September 30, 1998 and as further
amended by a Sixth Amendment to Amended and Restated Revolving Credit Agreement dated as of December 31, 1998 (collectively,
the "Agreement"); and

WHEREAS, the Borrower, DTS, DTM, the Agent, and the Lenders desire to further modify and amend the Agreement, as provided
herein.

NOW, THEREFORE, it is hereby agreed as follows:

0. Definitions. All capitalized terms used herein and not otherwise defined shall have the same meaning herein as in the Agreement.
0. Amendmentsto Section 9. The provisions ofss.ss.9.4 and 9.6 of the Agreement are hereby deleted in their entirety.

0. Ratification of Loan Documents. Except as provided herein, al termsand conditions of the Agreement and the other Loan
Documents remain in full force and effect. The Obligors each hereby ratify, confirm, and reaffirm all representations, warranties, and
covenants contained therein and acknowledge and agree that noneof them have any offsets, defenses, or counterclaims against the
Agent or any Lender thereunder, and to the extent that any such offsets, defenses, or counterclaims may exist, each of the Obligors

hereby waive and release the Agent and L enderstherefrom.

0. Miscellaneous.

(8) This Sixth Amendment may be executed in several counterparts and by each party on a separate counterpart, each of whichwhen
so executed and delivered shall be an original, and all of whichtogether shall constitute one instrument.

(a) This Sixth Amendment expresses the entire understanding of the parties with respect to the transactions contemplated hereby. No
prior negotiations or discussions shall limit, modify, or otherwise affect the provisions hereof.

IN WITNESS WHEREOF, the undersigned have hereunto executed this Sixth Amendment as a sealed instrument as of the date first
above written.

DOLLAR TREE DISTRIBUTION, INC.
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By: /s/ Frederick c. Coble

Nanme: Frederick C. Coble
Title: Senior Vice President
Chi ef Financial Oficer

DOLLAR TREE STORES, INC.

By: /s/ Frederick C Coble

Nane: Frederick C. Coble
Title: Senior Vice President
Chi ef Financial Oficer

DOLLAR TREE MANAGEMENT, INC.

By: /s/ Frederick C. Coble

Nane: Frederick C. Coble
Title: Senior Vice President
Chi ef Financial Oficer

BANKBOSTON, N.A. (f/k/aTHE FIRST NATIONAL BANK OF BOSTON), individually and as Agent

By: /s/ Judith C.E Kelly

Narme: Judith C E Kelly
Title: Vice President

CRESTAR BANK
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By /s/ Bruce W Nave

Nane: Bruce W Nave
Title: Senior Vice President

FIRST UNION NATIONAL BANK f/k/a FIRST
UNION NATIONAL BANK OF VIRGINIA

By: /s/ Sally H Bryson

Narme: Sally H Bryson
Title: Vice President

NATIONSBANK, N.A.

By: /s/ Eileen M Mayette

Narme: Eileen M Mayette
Title: Comercial Bank Oficer

UNION BANK OF CALIFORNIA, N.A.

By: /s/ J. WIIliam Bl oore

Name: J. WIIliam Bl oore
Title: Vice President

AMSOUTH BANK OF ALABAMA
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By: /s/ Mary Anna Raburn

Narme: Mary Anna Raburn
Title: Vice President

SUBSIDIARIES OF THE REGISTRANT

The registrant isthe 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.

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) andin the post-effective amendment of Form S-8to the registration statement on Form S-4 (No. 333-61139) of Dallar
Tree Stores, Inc. of our report dated January 20, 1999 relating to the consolidated balance sheets of Dollar Tree Stores, Inc. and
subsidiaries asof December 31, 1997 and 1998 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, 1998 which report appears herein.

I's/ KPMG LLP

Nor f ol k,
Virginia
March 25, 1999

ARTICLE 5

This schedule containssummary financial information from the Company's Consolidated Financia Statementsfiled on Form 10-K for the periods ended December 31, 1996, December 31, 1997
and December 31, 1998, and isqualifiedinitsentirety by reference to suchfinancial statements. The Financial Data Schedulesfor 1996 and 1997 are restated to give effect to the
pooling-of-interestsmerger with Step Ahead I nvestments, Inc.

MULTIPLIER: 1,000

PERIOD TYPE 12MOS 12 MOS 12MOS
FISCAL YEAR END Dec 311996 Dec 31 1997 Dec 31 1998
PERIOD END Dec 311996 Dec 31 1997 Dec 31 1998
CASH 6,167 45,018 71,119
SECURITIES 0 0 0
RECEIVABLES 3,490 2,351 1,811
ALLOWANCES 0 0 0
INVENTORY 89,184 109,483 140,949
CURRENT ASSETS 105,704 166,849 226,064
PP&E 66,364 125,367 178,374
DEPRECIATION 26,505 38,365 55,989
TOTAL ASSETS 195,636 302,588 399,621
CURRENT LIABILITIES 80,893 104,700 116,354
BONDS 0 0 0
PREFERRED MANDATORY 0 0 0
PREFERRED 0 0 0
COMMON 266 402 609
OTHER SE 105,582 160,651 243,615
EDGAR

i -
FE s EDGARRS 2002, EDGAR Online, Inc.




TOTAL LIABILITY AND EQUITY 195,636 302,588 399,621

SALES 558,841 723,202 918,807
TOTAL REVENUES 558,841 723,202 918,807
CGS 356,179 458,601 572,313
TOTAL COSTS 356,179 458,601 572,313
OTHER EXPENSES 139,422 179,901 228,636
LOSSPROVISION 0 0 0
INTEREST EXPENSE 5,643 3,477 4,435
INCOME PRETAX 57,597 81,223 113,423
INCOME TAX 22,249 31,295 44,533
INCOME CONTINUING 35,348 49,928 68,890
DISCONTINUED 0 0 0
EXTRAORDINARY 0 0 0
CHANGES 0 0 0
NET INCOME 35,348 49,928 68,890
EPSPRIMARY 0.60 0.83 114
EPSDILUTED 0.54 0.75 1.03

End of Filing
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