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Corporate Profile

Family Dollar Stores, Inc. is one of the fastest growing discount store chains in the United States. During the last 
ten years, nearly 3,000 new stores have been added to the chain, of which over 2,000 were added in the last five years.
The merchandising concept that drives this growth offers customers good values in low cost, basic merchandise for
family and home needs. Our merchandise is sold at everyday low prices in a no frills, low overhead, self-service
environment. Most merchandise is priced under $10.00.

Stores are located in a contiguous 43-state area ranging northeast to Maine, southeast to Florida, as far northwest 
as North Dakota and southwest to Arizona. Family Dollar stores generally range in size from 7,500 to 9,500 square
feet, and most are operated in leased facilities. The relatively small size permits the Company to open new stores in
rural areas and small towns, as well as in large urban neighborhoods. Within these markets, the stores are located in
shopping centers or as freestanding buildings or in urban storefronts convenient to the Company’s value-conscious
customer base.

During the fiscal year ended August 30, 2003, the Company opened 475 new stores and closed 64 stores to bring the
number of stores in operation at fiscal year-end to 5,027. Family Dollar presently plans to open about 565 new stores
and close approximately 60 during the current fiscal year ending August 28, 2004.

Family Dollar’s headquarters are located in Matthews, North Carolina, just outside of Charlotte. The Company operates
automated full-service distribution centers in Matthews; West Memphis, Arkansas; Front Royal, Virginia; Duncan,
Oklahoma; Morehead, Kentucky; Maquoketa, Iowa; and Odessa, Texas. An eighth distribution center is scheduled 
to open in early 2005. The Company has been a publicly held corporation since 1970 and its Common Stock is listed
on the New York Stock Exchange under the ticker symbol FDO.
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Celebrating the Opening of 

Our 5,000th Store

On August 28, 2003, in Jacksonville, Florida,

Family Dollar opened the 5,000th store in 

the chain. While we celebrate this milestone,

it’s not our final destination. Through

improvements in our stores’ standards and

“shopability,” upgrades in the quality of our

merchandise, and investments in our people

and supply chain, we are building the foun-

dation for continued profitable growth.

Family Dollar’s low overhead, self-service,

small store format draws an ever growing

base of value-conscious consumers looking

for great values on low cost, basic family

and home merchandise. Family Dollar is

taking the right steps to ensure we still have 

a long way to grow!
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Family Dollar Stores, Inc. and Subsidiaries

Financial Highlights

August 30, August 31, Percentage
Years Ended (In thousands, except per share amounts) 2003 2002 Change

Net sales $4,750,171 $4,162,652 14.1%

Cost of sales 3,145,788 2,766,733 13.7

Gross margin 1,604,383 1,395,919 14.9

Selling, general and administrative expenses 1,214,658 1,054,298 15.2

Income before income taxes 389,725 341,621 14.1

Income taxes 142,250 124,692 14.1

Net income 247,475 216,929 14.1

Net income per common share—basic $ 1.44 $ 1.26 14.3

Net income per common share—diluted $ 1.43 $ 1.25 14.4

Dividends declared $ 49,890 $ 44,106 13.1

Dividends declared per common share $ .29 $ .251⁄2 13.7

Customers
Growing our base of loyal and satisfied
customers by offering convenience and 
great values

Merchandise
Growing our assortment of nationally adver-
tised name brand merchandise and improving
quality standards to bring greater value to
our customers

Stores
Growing our Company one new store at a
time, while offering exceptional value and
convenience to our neighborhood shoppers

Supply Chain
Growing efficiencies in the supply chain to
support our aggressive expansion plans

Locations
Growing our store base to meet the needs 
of value-conscious consumers across 

the country
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With nearly 3,000 stores added to the chain in the last 
ten fiscal years, Family Dollar has experienced explosive
growth. And with 30 consecutive quarters of record sales
and earnings on a comparable quarter basis, our growth
has been consistent and profitable. Family Dollar has come
a long way since the opening of the first store in 1959, and
while we celebrate milestones such as the opening of the
5,000th store in August 2003, our focus always is on the
opportunities ahead. The statement on the cover page of
this Annual Report that “We’ve still got a long way to grow!”
captures this focus. Our Company’s performance in fiscal
2003, coupling the highest sales and earnings in our his-
tory with record levels of reinvestment in our business,
positions Family Dollar for continued profitable growth.

Highlights of Fiscal 2003
The year ended August 30, 2003, was highlighted by:

• Gains in sales of 14.1%, including a 3.8% increase in
existing store sales

• Growth in net income of 14.1%
• Net addition of 411 new stores, increasing the number

of stores in operation at fiscal year-end to 5,027
• Planning and beginning implementation of a multi-year

“Store of the Future” project
• Opening on-time, on-budget in Odessa, Texas, of a state-

of-the-art, automated distribution center
• Increase in cash dividends declared per share of Common

Stock of 13.7%
• Strengthening our Company’s financial condition, with

a balance sheet at fiscal year-end with no debt

Fiscal 2003 Operating Results
Sales for the fifty-two weeks in the fiscal year ended
August 30, 2003, were $4,750.2 million, or 14.1% above
sales of $4,162.7 million for the fifty-two weeks in the
fiscal year ended August 31, 2002. Net income was $247.5 

million for fiscal 2003, or 14.1% above net income of
$216.9 million for fiscal 2002, and net income per diluted
share increased to $1.43 from $1.25.

In a challenging retail sales environment, in fiscal 2003
sales in existing stores increased approximately 3.8%. This
included increases of about 4.3% in sales of hardlines and
about 2.1% in sales of softlines. The average transaction
increased about 1.6% to $8.87, and the customer count,
as measured by the number of register transactions in
existing stores, increased about 1.9%.

Several merchandising initiatives contributed to the sales
gains in fiscal 2003. Over the past several seasons, our
apparel departments have done an outstanding job of
raising quality standards while at the same time hitting
the low-end price points our customers need. As a result,
we reported in fiscal 2003 increases in softline sales in
existing stores for the first time since fiscal 1999. We
expect this momentum to continue in fiscal 2004.

We have taken this same focus on quality to our home
departments (mainly domestics, housewares and giftware)
with promising initial results. Today, not only are the
goods a higher quality, they are better coordinated and
more consistent with fashions seen in higher end retailers.
In both the apparel and home departments, we are doing a
better job of meeting our customers’ needs for fashionable
yet affordable merchandise.

Consumables continue to represent a large and growing
part of our business. Investments in our supply chain in
recent years have positioned us to more aggressively man-
age inventory turns in this area. This provides us with
opportunities to expand our merchandise assortments to
drive existing store sales without increasing overall inven-
tory. The continued expansion of name brand products
also supports our quality image. Last fiscal year, nationally
advertised brand merchandise accounted for 35% of sales.

Investments
In fiscal 2003, Family Dollar continued to invest in the
future of our Company. We committed significant resources
towards key initiatives, including new store openings and
store focused technology. Four hundred seventy-five new
stores were added to the chain, including the first stores
in Wyoming and North Dakota. Sixty-four stores were
closed bringing the total number of stores in operation at
the end of the fiscal year on August 30, 2003, to 5,027
stores in 43 states.

We also announced a series of initiatives under the umbrella
of what we call the “Store of the Future.” The objective is
to build an infrastructure that will provide the capability
to improve the shopping experience for our customers
while simplifying processes for our Associates. These
initiatives will take several years to fully implement. One
immediate result is that beginning in November 2003
customers are able to use PIN-based debit cards in most
stores. We also are currently testing a software system
that will streamline the hiring process and give us consis-
tency in pre-employment assessments and interviewing.
The infrastructure investments also provide a foundation
for more interactive communications with the stores,
putting us in a position, for example, to introduce com-
puter assisted training.

Fiscal year 2003 also marked the opening in Odessa, Texas,
of our seventh distribution center. We open our state-of-
the-art distribution facilities using proven processes that
permit us to rapidly ramp-up new centers to full-service
standards.

Finally, we invested in the senior management team with
a number of promotions and new hires. Most notably,
David Alexander, who has assumed increasing responsi-
bilities since he joined Family Dollar in 1995, succeeded
me as President in January 2003. David’s leadership
ability is a great asset to our Company.

Financial Condition and Dividend Growth
Despite a challenging retail sales environment in fiscal
2003, Family Dollar continued to strengthen its financial
condition. The Company maintains its 44-year history of
no long-term debt, and there also was no short-term debt
outstanding at any time during fiscal 2003.

Family Dollar’s financial strength is reflected by the growth
of cash dividends. The first quarterly cash dividend was
paid in fiscal 1976, and dividends have been increased in

To Our Shareholders
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each of the succeeding 27 years. In fiscal 2003, cash divi-
dends declared per share of Common Stock increased
13.7% from $.251⁄2 to $.29.

Repurchase of Common Stock
In October 2002, the Company’s Board of Directors
authorized the purchase from time to time, as market con-
ditions warrant, of up to 5 million shares of the Company’s
Common Stock. The Board took such action in the belief
that the Common Stock is a good investment and the
repurchase program builds value for shareholders. In
fiscal 2003, we purchased 2.2 million shares at a cost of
$65.9 million.

Fiscal 2004 Outlook
Building on the remarkable legacy left by Founder and
Chairman Emeritus Leon Levine upon his retirement in
January 2003, Family Dollar continues its consistent
record of performance. Our financial strength permits us
to make substantial investments in our Company’s future.

In fiscal 2004, we plan to open approximately 565 new
stores, expand or relocate about 125 stores, close about 
60 stores, begin construction of an eighth distribution
center, and continue investing in our Associates and in
technology. Initiatives in fiscal 2004, as discussed above,
include store focused technology infrastructure investments
to bring more value and convenience to our customers.
We do, indeed, still have a long way to grow, and through
sound investments and the dedicated efforts of all Associ-
ates, our Company will continue to gain market share 
and build upon its record of profitable growth.

Howard R. Levine
Chairman of the Board and Chief Executive Officer

November 2003

“Our Company’s performance in fiscal 2003, coupling the highest sales and
earnings in our history with record levels of reinvestment in our business,
positions Family Dollar for continued profitable growth.”
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Beginning with our very first customer in 1959, Family Dollar established a standard of providing exceptional value and

neighborhood convenience to an underserved yet growing population of low to middle income consumers. Today we serve

nearly eleven million customers each week; a number that is still growing. Last year the number of transactions in existing

stores increased by nearly 2%, and we continued our expansion into new neighborhoods opening 475 new stores. While 

our Company originally focused on small town customers, some of our most enthusiastic new customers live in large urban

markets. These markets now represent some of our best growth opportunities.

Family Dollar targets a growing customer base: low and lower middle income consumers. This is the fastest growing sector 

of the population. According to ACNielsen surveys, the percent of consumer households who shopped in a dollar store rose

from 47% in 1998 to 62% in 2002. Even without further growth in our targeted customer base, we believe that Family Dollar

could more than double our current store count within the continental United States.

We know that we have to earn the right to serve our customers each day. That is why we focus so

much time and effort on understanding and responding to their needs. For example, we shifted our

merchandise mix in recent years to meet more of the basic everyday needs of our customers during

a more difficult economic environment. Our customers also closely associate value with quality. 

We have expanded our assortment of nationally advertised name brand merchandise in recent 

years. We have also significantly raised the quality standards of our apparel and domestic merchan-

dise while at the same time hitting the low-end price points our customers need.

Customer focus groups and surveys tell us that we are making good progress. In fact, in the Third

Annual Shopper Report, a nationwide survey of 6,000 households by Chain Store Age magazine 

and Cap Gemini Ernst & Young, consumers picked Family Dollar as the overall winner in the

“Discount Stores” category. We are grateful for this recognition and at the same time know that 

we still have a long way to grow.

CustomersFamily Dollar
We’ve Still Got a 
Long Way to Grow
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Growing Customer Base

After several years of coping with a difficult

economy, today’s discount store shopper

profile may be a surprise. Independent

research released in the summer of 2003

shows that dollar stores are attracting

value-conscious shoppers at every income

level. Indeed, between 2000 and 2002,

households shopping in dollar stores not

only increased considerably in the $30,000

and under category, but every category

including households with incomes greater

than $70,000 experienced double-digit

increases. While low to middle income

households continue to be the highest

category of dollar store shoppers, house-

holds with incomes greater than $70,000

were the fastest growing percentage of

dollar store shoppers. Our focus continues

to be on low to lower middle income

customers, but by offering convenience

and great values, Family Dollar appeals 

to consumers across the income spectrum.

47%

52%
55%

59%
62%

’98 ’99 ’00 ’01 ’02

Percent of Consumer
Households That
Shopped in a 
Dollar Store

(Source: ACNielsen Homescan
Consumer Insights 2003)
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Our low to middle income value-conscious customers know that Family Dollar provides products at everyday low prices with

the convenience of relatively small stores located in their neighborhoods. The value equation at Family Dollar, however, is

more than just low prices and convenience. To meet our customers’ needs, the merchandise must meet the quality standards

found in full price retailers.

While keeping prices affordable for our budget-savvy shoppers, in recent years we have focused on raising the quality of our

apparel assortments. The best evidence that these efforts have been recognized by our customers is that last year we realized

increases in softline sales in existing stores for the first time in four years. In recent months our home departments have 

seen the introduction of higher quality, coordinated assortments in home furnishings, giftware, housewares and domestics,

such as bedding, window treatments, pillows and towels. As with our apparel results, initial customer response to these

changes is promising.

MerchandiseFamily Dollar
We’ve Still Got a 
Long Way to Grow
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Even as we focus attention on improving our softlines merchandise, we continue to expand our offerings of popular, nation-

ally advertised name brand products in such hardlines departments as household chemicals, health and beauty aids, paper

goods and food. The growing assortment of name brand products, which now represents about 35% of sales, also enhances

our quality image.

Low prices and shopping convenience continue to be the foundation of Family Dollar’s merchandising concept. At the same

time, expanding the assortment of preferred name brands and improving quality standards throughout the stores bring even

greater value to our shoppers. With quality merchandise at highly competitive prices in a convenient format, Family Dollar 

is attracting a growing base of satisfied customers.

Family Dollar’s 
Team Approach 
to Merchandising

Family Dollar’s Merchandising Teams are

successful because they understand our

customers’ needs. To meet these needs,

they offer the best basic and seasonal

merchandise incorporating quality, time-

liness and durability, all while being 

mindful that many of our customers have

limited disposable incomes. By taking a

collaborative approach to merchandising,

teaming a Buyer, Planner and Logistical

Specialist, they seamlessly move the right

goods into our stores at the right time.

The process begins with analysis of our

customers’ needs through surveys, focus

groups and studies of their buying patterns.

This information combined with a study 

of market trends prepares our Buyers for

their global quest for ever-increasing values.

Once an item is located, our Buyers depend

on our supply chain to move the goods 

to our customers in the most cost-efficient

way. Our team method of merchandising

provides quality goods to our customers 

at prices they can afford.
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Family Dollar reached a milestone this year with the opening in Jacksonville, Florida, of our 5,000th store. For us, while

exciting, it was but one of 475 new stores launched across the nation in fiscal 2003. Why are we not more thrilled by 5,000

grand openings? We believe it’s not just about the milestone numbers we achieve. What does excite us is the friendly, clean,

neat and convenient shopping experience Family Dollar offers to neighborhood shoppers. Our success lies not just in the

number of new stores opened, but the ability of each new store to meet and exceed performance standards.

Continuing our emphasis on urban areas, store openings in fiscal 2003 were strong, with sales in new stores equal to approxi-

mately 96% of chain average. We attribute this strong showing to continued improvement of our site selection models, more

effective merchandising of new stores, and new recruiting and training programs that have enabled us to better

staff new stores.

During fiscal 2003, Family Dollar identified a number of key store-centered initiatives that

are designed to improve customer service while simplifying processes for our Associates.

Titled “Store of the Future,” this project is a comprehensive, multi-year endeavor that

envisions future customer, Associate and technology needs vital to supporting our rapid

StoresFamily Dollar
We’ve Still Got a 
Long Way to Grow



Appealing Urban
Opportunities

Family Dollar’s future is positive with growth

opportunities in urban locations, large

towns, small towns and rural areas. Our

stores’ small format ensures that no low to

middle income consumer market need be

overlooked and no customers left unserved.

We opened 475 new stores in fiscal 2003,

with approximately 55% of those openings

in urban (city populations above 75,000)

or major urban markets (city populations

above 200,000). Continuing our aggres-

sive store expansion program, we expect

urban and major urban market store

openings to grow to 60% or higher in

fiscal 2004.

Opening stores in densely populated urban

areas holds particular interest for Family

Dollar as stores in these areas continue to

be top performers. Urban locations offer

neighborhood convenience and great

values for our growing low to middle

income customer base while furthering

supply chain efficiencies through the

clustering of stores.

expansion. Two of the initiatives are successfully underway. First, designed to boost convenience and give our shoppers more

payment choice, our stores now accept debit and electronic benefits (EBT) transactions. Second, to ensure a positive shopping

experience for our customers, we continue to focus on hiring the right people. In a major urban market, we are currently

piloting a complete hiring solution system that provides candidates with a consistent pre-employment assessment and interview

process. Looking forward to fiscal 2004, we will continue to develop, implement and execute strategic Store of the Future

initiatives as we focus on satisfying the needs of our customers and workforce.

81%

88%

96%

’01 ’02 ’03

Sales for Fiscal Years
in New Stores as a
Percentage of Chain
Average Store Sales
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Supply ChainFamily Dollar
We’ve Still Got a 
Long Way to Grow

In recent years Family Dollar has reengineered its core supply chain processes, supported by software ranging from new

inventory management tools, to new distribution systems to new systems for merchandise allocation and replenishment.

Today, we have one of the best supply chain infrastructures in retail. Importantly, these investments position us to continuously

improve inventory productivity in the years ahead.

With all that has been accomplished, the supply chain remains an area of intense focus and investment. In 2003, Family Dollar

began implementation of a new transportation management system which will improve the visibility and cost control for both

import and domestic freight movement. The Company also purchased new statistical modeling tools which are now being used

to improve performance analysis in diverse areas from inventory turnover to distribution center productivity. The Family

Dollar distribution network continued its expansion with the opening of a seventh distribution center located in Odessa, Texas,

and plans call for construction to begin on an eighth distribution center in 2004.

Merchandise planning and space management are also being improved and will be key areas of investment in coming years 

as we look to better meet our customers’ needs while maximizing the sales and profit potential of our stores’ square footage.

Family Dollar’s excellence in the supply chain is a core competitive advantage that will grow to support our aggressive

expansion plans.



2003
Odessa, Texas
907,000 Square Feet

2002
Maquoketa, Iowa
907,000 Square Feet

2000
Morehead, Kentucky
907,000 Square Feet

1999
Duncan, Oklahoma
907,000 Square Feet

1998
Front Royal, Virginia
907,000 Square Feet

1994
West Memphis, Arkansas
850,000 Square Feet

1974
Matthews, North Carolina
930,000 Square Feet

Distribution Centers

Announcing the Opening of Our Newest 
State-of-the-Art Distribution Center
With the on-time, on-budget opening of our newest facility in

Odessa, Texas, in July 2003, we operate a modern and effi-

cient network of seven distribution centers. Strategically

located in west Texas, the Odessa facility will service

approximately 750 Family Dollar stores in western states.

Though this distribution center has been in service for less

than a year, it has already been recognized by the state of

Texas. Cited for extensive community and economic develop-
11



Family Dollar
We’ve Still Got a 
Long Way to Grow
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Since opening the first store in Charlotte 44 years ago, Family Dollar has expanded rapidly from its base in North Carolina.

During the past ten fiscal years, 2,992 new store locations have been added to the chain, representing nearly 60% of the

stores in operation. The 475 stores added in fiscal 2003 include 70 in Texas, 35 in Michigan, 26 in Illinois, 25 in Ohio and 

21 in Louisiana.

More than 5,000 Family Dollar stores now operate in 43 states and the District of Columbia, ranging from as far northwest 

as North Dakota, northeast to Maine, southeast to Florida and southwest to Arizona. Store expansion will continue to play 

a major role in Family Dollar’s profitable growth, and both existing and new markets offer great opportunities for expansion.

During the current fiscal year, Family Dollar plans to open about 565 stores and close 60 stores, bringing the number of

stores in operation to over 5,500 by the Company’s fiscal year-end on August 28, 2004.

Locations

12
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Family Dollar Stores, Inc. and Subsidiaries

Management’s Discussion and Analysis of 
Financial Condition and Results of Operations

This discussion summarizes the significant factors affecting the consolidated results
of operations and financial condition of the Company for the fiscal years ended
August 30, 2003 and August 31, 2002. This discussion should be read in conjunction
with the Consolidated Financial Statements and Notes to Consolidated Financial
Statements included in this Annual Report.

Net Sales
Net sales increased approximately 14.1% ($587.5 million) in fiscal 2003 compared
with fiscal 2002, and approximately 13.6% ($497.3 million) in fiscal 2002 compared
with fiscal 2001. The calendar followed by the Company and most retailers included
a non-comparative fifth week in January 2001 resulting in there being 53 weeks in
fiscal 2001. Sales for this week were approximately $66.5 million. The increases in
fiscal 2003 and fiscal 2002 were attributable to increased sales in existing stores (stores
open more than 13 months) and sales from new stores opened as part of the Company’s
store expansion program.

Sales in existing stores increased approximately 3.8% in fiscal 2003 and 5.8% in fiscal
2002, as compared with the respective prior years, as customers continued to respond
favorably to the Company’s everyday low pricing strategy and shift in the merchan-
dise mix toward more basic consumable hardlines merchandise. In fiscal 2003, the
customer count, as measured by the number of register transactions in existing stores,
increased approximately 1.9%, and the average transaction increased approximately
1.6% to $8.87. Increased sales of hardlines merchandise have been the primary con-
tributor to the overall sales increases, with hardlines sales increases in existing stores
of approximately 4.3% in fiscal 2003. Hardlines as a percentage of total sales increased
to 76.7% in fiscal 2003 compared to 76.4% in fiscal 2002. Softlines as a percentage of
sales decreased to 23.3% in fiscal 2003 (with hanging apparel and shoes representing
12.4%, basic apparel 4.4% and domestics 6.5%) compared to 23.6% in fiscal 2002
(with hanging apparel and shoes representing 12.4%, basic apparel 4.5% and domes-
tics 6.7%). By the end of the second quarter of fiscal 2003, all stores had anniver-
saried the fiscal 2002 program in which the Company eliminated approximately 

Summary of Selected Financial Data
August 30, August 31, September 1, August 26, August 28,

Years Ended (In thousands, except per share amounts and store data) 2003 2002 2001 2000 1999

Net sales $4,750,171 $4,162,652 $3,665,362 $3,132,639 $2,751,181
Cost of sales and operating expenses 4,360,446 3,821,031 3,366,940 2,861,728 2,528,502
Income before income taxes and cumulative effect of accounting change 389,725 341,621 298,422 270,911 222,679
Income taxes 142,250 124,692 108,917 98,894 82,600
Income before cumulative effect of accounting change 247,475 216,929 189,505 172,017 140,079
Cumulative effect of change in method of accounting for income taxes — — — — —
Net income 247,475 216,929 189,505 172,017 140,079
Earnings per common share:

Income before cumulative effect of accounting change(1) $ 1.43 $ 1.25 $ 1.10 $ 1.00 $ .81
Net income(1) $ 1.43 $ 1.25 $ 1.10 $ 1.00 $ .81

Dividends declared $ 49,890 $ 44,106 $ 40,352 $ 36,858 $ 33,657
Dividends declared per common share $ .29 $ .251⁄2 $ .231⁄2 $ .211⁄2 $ .191⁄2

Total assets $1,985,695 $1,754,619 $1,399,745 $1,243,714 $1,095,252
Working capital $ 561,161 $ 525,079 $ 416,971 $ 338,655 $ 341,408
Shareholders’ equity $1,310,969 $1,154,948 $ 959,015 $ 797,964 $ 690,650
Stores opened 475 525 502 406 366
Stores closed (64) (50) (50) (41) (59)
Number of stores—end of year 5,027 4,616 4,141 3,689 3,324

(1) Figures represent diluted earnings per common share.
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one-half of the shoe inventories. Therefore, the sales of hardlines and softlines is now
on a more comparative basis year over year. Notwithstanding this change, softline
sales in existing stores increased approximately 2.1% in fiscal 2003. For fiscal 2004,
the Company’s plan is for sales in existing stores to increase in the 4% to 6% range.

The Company reduced the number of advertising circulars distributed in fiscal 2003
to one, which was one less than was distributed in fiscal 2002. The adverse sales impact
of discontinuing one circular was offset by the increased customer traffic generated
by the everyday low pricing strategy and shift in the merchandise mix. For fiscal 2004,
the Company plans to distribute one circular.

The existing store sales increase of approximately 5.8% in fiscal 2002 was also pri-
marily attributable to the favorable customer response to everyday low pricing and
increased sales of hardlines. In fiscal 2002, the average transaction increased approxi-
mately 1.9% to $8.75 and the customer count increased approximately 3.8%. In fiscal
2002, existing store hardlines sales increased approximately 8.4% and softlines sales 

August 29, August 31, August 31, August 31, August 31,
1998 1997 1996 1995 1994

$2,361,930 $1,994,973 $1,714,627 $1,546,895 $1,428,440
2,195,942 1,873,496 1,615,861 1,452,519 1,328,323

165,988 121,477 98,766 94,376 100,117
62,700 46,800 38,178 36,266 38,157

103,288 74,677 60,588 58,110 61,960
— — — — 1,139

103,288 74,677 60,588 58,110 63,099

$ .60 $ .44 $ .35 $ .34 $ .36
$ .60 $ .44 $ .35 $ .34 $ .37
$ 30,116 $ 26,849 $ 24,435 $ 21,837 $ 18,656
$ .171⁄2 $ .152⁄3 $ .141⁄3 $ .122⁄3 $ .11
$ 942,180 $ 780,294 $ 696,808 $ 636,234 $ 592,822
$ 303,354 $ 283,476 $ 273,694 $ 264,672 $ 230,235
$ 578,150 $ 500,198 $ 444,957 $ 407,751 $ 370,172

315 236 223 213 202
(65) (50) (58) (12) (22)

3,017 2,767 2,581 2,416 2,215

230

265 274 283
303

341 339

417

525

561

’94 ’95 ’96 ’97 ’98 ’99 ’00 ’01 ’02 ’03

Working Capital
(millions of dollars)

593
636

697
780

942

1,095

1,244

1,400

1,755

1,986

’94 ’95 ’96 ’97 ’98 ’99 ’00 ’01 ’02 ’03

Total Assets
(millions of dollars)

.11
.12 2⁄3

.14 1⁄3
.15 2⁄3

.17 1⁄2

.19 1⁄2

.21 1⁄2

.23 1⁄2

.25 1⁄2

.29

’94 ’95 ’96 ’97 ’98 ’99 ’00 ’01 ’02 ’03

Dividends Declared 
Per Common Share
(dollars)

2.18
2.40 2.61

2.92

3.36

4.00

4.66

5.57

6.66

7.61

’94 ’95 ’96 ’97 ’98 ’99 ’00 ’01 ’02 ’03

Book Value Per Common Share
(dollars)
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Management’s Discussion and Analysis of 
Financial Condition and Results of Operations (continued)

decreased approximately 1.7%. Sales in fiscal 2002 were impacted by a space realloca-
tion program completed in all stores in January 2002 that reduced the space allocated
to shoes. The Company distributed two advertising circulars in fiscal 2002 and three
advertising circulars in fiscal 2001.

Hardlines merchandise includes primarily household chemical and paper products,
health and beauty aids, candy, snack and other food, electronics, housewares and
giftware, toys, school supplies, hardware and automotive supplies. Softlines merchan-
dise includes men’s, women’s, boy’s, girl’s and infant’s clothing and accessories,
shoes, and domestic items such as blankets, sheets and towels.

During fiscal 2003, the Company opened 475 stores and closed 64 stores for a net
addition of 411 stores, compared with the opening of 525 stores and closing of 50
stores for a net addition of 475 stores during fiscal 2002. In the last two years, the
Company’s traditional opportunistic approach to locating potential new sites has
become more strategic with the objective of improving new store performance. The
Company is realizing this objective with the sales performance of new stores (stores
open 13 months or less) equal to approximately 96% of the chain average in fiscal
2003 versus 88% in fiscal 2002. This strategic approach has lead to an increase in 
the number of new stores opened in urban markets with approximately 55% of fiscal
2003 new stores opened in urban markets versus 40% of fiscal 2002 new stores. The
time it is taking to open new stores in urban markets, including time for the permit-
ting process and the completion of leasehold improvements and new construction, 
is substantially longer than the time for opening stores in non-urban markets. This
impacted the number of stores the Company was able to open in fiscal 2003. The
Company also expanded or relocated 103 stores in fiscal 2003, compared with 121
stores that were expanded or relocated in fiscal 2002. In addition, approximately
42 stores in both fiscal 2003 and 2002 were renovated. The Company currently plans
to open approximately 565 stores and close approximately 60 stores for a net addition
of 505 stores during fiscal 2004. The Company also currently expects to renovate an
additional 50 stores and expand or relocate approximately 125 stores in fiscal 2004.
Store opening, closing, expansion, relocation and renovation plans are continuously
reviewed and are subject to change.

Cost of Sales and Margin
Cost of sales increased approximately 13.7% ($379.1 million) in fiscal 2003 compared
with fiscal 2002, and approximately 13.4% ($327.5 million) in fiscal 2002 compared
with fiscal 2001. These increases primarily reflected the additional sales volume in each
of the years. Cost of sales, as a percentage of net sales, was 66.2% in fiscal 2003, and
66.5% in both fiscal 2002 and fiscal 2001. The decrease in the cost of sales percentage

for fiscal 2003 was due primarily to improved initial margins and the favorable
impact of supply chain initiatives including the opening of the seventh full-service
distribution center and the implementation of a transportation management system.
The cost of sales percentages also are impacted by the effectiveness of merchandise
purchasing programs and by changes in merchandise shrinkage losses and freight
costs. The cost of sales percentage for fiscal 2002 remained at the same level as for
fiscal 2001 as the adverse margin impact of increased sales of basic consumables was
offset by lower markdowns of seasonal merchandise in the second and fourth quar-
ters of fiscal 2002.

For fiscal 2004, the Company’s plan is for the cost of sales percentage to decrease
slightly as compared to the percentage in fiscal 2003, primarily as a result of a 
change in the accounting for certain vendor allowances. This change is pursuant to
Emerging Issues Task Force Issue No. 02-16, as described in “Recent Accounting
Pronouncements” below.

Selling, General and Administrative Expenses
Selling, general and administrative expenses increased approximately 15.2% ($160.4 mil-
lion) in fiscal 2003 compared with fiscal 2002, and approximately 13.6% ($126.6
million) in fiscal 2002 compared with fiscal 2001. The increases in these expenses
primarily were attributable to additional costs arising from the continued growth in
the number of stores in operation and the ramp-up of the seventh distribution center.
As a percentage of net sales, selling, general and administrative expenses were 25.6%
in fiscal 2003 and 25.3% in both fiscal 2002 and fiscal 2001. The increase in the sell-
ing, general and administrative expense for fiscal 2003 was due primarily to increased
insurance costs (primarily workers’ compensation) and legal related costs. In addi-
tion, the loss of planned sales due to opening of a lesser number of new stores than
originally planned also adversely impacted expense leverage. This was offset slightly
due to the elimination of an advertising circular distributed in fiscal 2002 at the end
of November and the beginning of December.

The percentage remained at the same level in fiscal 2002 as compared to fiscal 2001.
Increased labor productivity, lower utility costs and the elimination of an advertising
circular coupled with expense leverage from a 5.8% increase in existing store sales
were offset by rising insurance and store lease costs and the prior year leverage effect
of the extra week in fiscal 2001.

For fiscal 2004, the Company’s plan is for the selling, general and administrative
expense percentage of sales to increase slightly as compared to the percentage in fiscal
2003, primarily as result of the change in the accounting for certain vendor allowances.
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Income Taxes
The effective tax rate was 36.5% in fiscal 2003, fiscal 2002, and fiscal 2001. For fiscal
2004, the Company’s plan is for the effective tax rate to remain at approximately the
same level as the rate in fiscal 2003.

Liquidity and Capital Resources
The Company has consistently maintained a strong liquidity position. Cash provided
by operating activities during fiscal 2003 was $295.0 million as compared to $402.6
million in fiscal 2002 and $165.9 million in fiscal 2001. These amounts have enabled
the Company to fund its regular operating needs, capital expenditure program, cash
dividend payments and any repurchase of the Company’s Common Stock. In addition,
the Company maintains $200 million of unsecured revolving credit facilities with banks
for short-term financing of seasonal cash needs. One hundred million dollars of the
facilities expires on May 27, 2004 and the remaining $100 million expires on May 31,
2005. The Company had no borrowings against these facilities during fiscal 2003.
There were no long-term borrowings during fiscal 2003, 2002 or 2001.

Merchandise inventories at August 30, 2003 increased 11.4% over the level at August 31,
2002. This increase was due to additional inventory for 411 net new stores, early receipt
of certain seasonal merchandise, and a buildup to support a transition in the merchan-
dise assortments of the home departments (domestics, houseware and giftware). This
was partially offset by improved inventory turnover due to supply chain initiatives.

The increase in capital expenditures to $219.8 million in fiscal 2003 from $186.7 mil-
lion in fiscal 2002 primarily was due to expenditures incurred in fiscal 2003 to com-
plete construction of the seventh distribution center and costs incurred to purchase a
greater number of owned stores. Capital expenditures for fiscal 2004 are expected to
be approximately $275 million, which primarily represent estimated expenditures for
new store expansion, including construction of an increased number of stores, existing
store expansion, relocation, and renovation, the construction of the eighth distribution
center and expenditures related to store-focused technology infrastructure. The new
store expansion and eighth distribution center will also require additional investment
in merchandise inventories.

Capital spending plans, including store expansion, are continuously reviewed and are
subject to change. Cash flow from current operations is expected to be sufficient to
meet planned liquidity and capital resource needs, including store expansion and other
capital spending programs and any repurchase of the Company’s Common Stock. In
addition, the Company has available revolving credit facilities as discussed above.

On October 9, 2002, the Board of Directors authorized the purchase of up to 5 million
shares of its outstanding Common Stock from time to time as market conditions
warrant. The Company purchased in the open market 2.2 million shares at a cost 
of $65.9 million in fiscal 2003.

The following table shows the Company’s obligations and commitments as of August 30,
2003, to make future payments under contractual obligations (In thousands):

Payments Due During One Year Fiscal Period Ending

Contractual August August August August August There-
Obligations Total 2004 2005 2006 2007 2008 after

Merchandise letters 
of credit $ 56,430 $ 56,430 $ — $ — $ — $ — $ —

Operating leases 796,565 190,840 167,434 136,444 102,997 67,204 131,646
Construction 

obligations 17,044 17,044 — — — — —

Total Contractual 
Cash Obligations $870,039 $264,314 $167,434 $136,444 $102,997 $67,204 $131,646

The following table shows the Company’s other commercial commitments as of
August 30, 2003 (In thousands):

Other Commercial Commitments Total Amounts Committed

Standby letters of credit $50,600
Surety bonds 6,018

Total Commercial Commitments $56,618

At August 30, 2003, approximately $41.2 million of the merchandise letters of credit
are included in accounts payable on the Company’s balance sheet. A substantial por-
tion of the outstanding amount of standby letters of credit and surety bonds (which
are primarily renewed on an annual basis) are used as surety for future premium and
deductible payments to the Company’s workers’ compensation and general liability
insurance carrier. The Company accrues for these liabilities as described in the
“Critical Accounting Policies” section of this discussion.
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Recent Accounting Pronouncements
In March 2003, the Emerging Issues Task Force (EITF) reached final consensus on
EITF Issue No. 02-16, “Accounting by a Customer (including a Reseller) for Cash
Consideration Received from a Vendor” (EITF 02-16). Under EITF 02-16, cash con-
sideration received from a vendor is presumed to be a reduction of the purchase cost
of merchandise and should be reflected as a reduction of cost of sales or revenue as
prescribed in the consensus unless it can be demonstrated this offsets an incremental
expense, in which case it can be netted against that expense. The new guidance should
be applied to new arrangements, including modifications of existing arrangements,
entered into after December 31, 2002. The Company adopted EITF 02-16 in fiscal
2003 with no significant impact on its financial position or results of operations.

In December 2002, the Financial Accounting Standards Board issued Statement of
Financial Accounting Standards No. 148, “Accounting for Stock-Based Compensation—
Transition and Disclosure” (SFAS No. 148). SFAS No. 148 amends SFAS No. 123,
“Accounting for Stock-Based Compensation.” Although SFAS No. 148 does not require
use of fair value method of accounting for stock-based employee compensation, it does
provide alternative methods of transition. SFAS No. 148 also amends the disclosure
provisions of SFAS No. 123 and APB No. 28, “Interim Financial Reporting,” to require
disclosure in the summary of significant accounting policies of the effects of an entity’s
accounting policy with respect to stock-based employee compensation on reported net
income and net income per common share in annual and interim financial statements.
SFAS No. 148’s amendment of the transition and annual disclosure requirements is
effective for fiscal years ending after December 15, 2002. The amendment of disclo-
sure requirements of APB No. 28 is effective for interim periods beginning after
December 15, 2002. Although the Company has not changed to the fair value method,
the disclosure requirements of SFAS No. 148 have been adopted beginning with the
third quarter of fiscal 2003.

Critical Accounting Policies
Management believes the following accounting principles are critical because they
involve significant judgments, assumptions, and estimates used in the preparation of
the Company’s consolidated financial statements.

Merchandise Inventories:
Inventories are valued using the retail method, based on retail prices less
markon percentages, which approximates the lower of first-in, first-out (FIFO)
cost or market. The Company records adjustment to inventory through cost of 

goods sold when permanent retail price reductions, or markdowns, are taken 
against on-hand inventory. In addition, management makes estimates and judg-
ments regarding, among other things, initial markups, markdowns, future
demand for specific product categories and market conditions, all of which can
significantly impact inventory valuation. If actual demand or market conditions
are different than those projected by management, additional markdowns may
be necessary. This risk is generally higher for seasonal merchandise than for
non-seasonal goods. The Company also provides for estimated inventory losses
for damaged, lost or stolen inventory for the period from the physical inventory
to the financial statement date. These estimates are based on historical experi-
ence and other factors.

Property and Equipment:
Property and equipment is stated at cost. Depreciation for financial reporting
purposes is being provided principally by the straight-line method over the esti-
mated useful lives of the related assets. The valuation and classification of these
assets and the assignment of useful depreciable lives involves significant judg-
ments and the use of estimates. The Company generally assigns no salvage value
to property and equipment. Property and equipment is reviewed for impairment
whenever events or changes in circumstances indicate that the carrying amount
of an asset may not be recoverable. Historically, impairment losses on fixed
assets have not been material to the Company’s financial position and results 
of operations.

Insurance Liabilities:
The Company is primarily self-insured for health care, property loss, workers’
compensation and general liability costs. These costs are significant primarily
due to the large number of the Company’s retail locations and employees. The
Company’s self-insurance liabilities are based on the total estimated costs of
claims filed and estimates of claims incurred but not reported, less amounts
paid against such claims, and are not discounted. Management reviews current
and historical claims data in developing its estimates. The Company also uses
information provided by outside actuaries with respect to workers’ compensation
and general liability claims. If the underlying facts and circumstances of the claims
change or the historical trend is not indicative of future trends, then the Company
may be required to record additional expense or a reduction to expense which
could be material to the reported financial condition and results of operations.
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Forward-Looking Statements
Certain statements contained herein and elsewhere in this Annual Report which are
not historical facts are forward-looking statements made pursuant to the safe harbor
provisions of the Private Securities Litigation Reform Act of 1995. These forward-
looking statements address the Company’s plans and activities or events which the
Company expects will or may occur in the future, such as future capital expenditures,
store openings, closings, renovations, expansions and relocations, additional distribu-
tion facilities, sales, cost of sales, expenses, the outcome of legal proceedings and other
aspects of the Company’s business and operations. A number of important factors could
cause actual results to differ materially from those expressed in any forward-looking
statements, whether written or oral, made by or on behalf of the Company. Such factors
include, but are not limited to, competitive factors and pricing pressures, general
economic conditions, the impact of acts of war or terrorism, changes in consumer
demand and product mix, unusual weather that may temporarily impact sales, inflation,
merchandise supply constraints, general transportation delays or interruptions,

dependence on imports, changes in currency exchange rates, tariffs, quotas and freight
rates, availability and costs of real estate, costs and delays associated with building,
opening and operating new distribution facilities and stores, costs and potential prob-
lems associated with the implementation of new systems and technology, including
supply chain systems and electronic commerce, changes in energy prices and the
impact on consumer spending and the Company’s costs, legal proceedings and claims,
changes in health care and other insurance costs, and the effects of legislation on
wage levels and entitlement programs. Consequently, all of the forward-looking state-
ments made are qualified by these and other factors, risks and uncertainties. Readers
are cautioned not to place undue reliance on these forward-looking statements, which
speak only as of the date of this Annual Report. The Company does not undertake to
publicly update or revise its forward-looking statements even if experience or future
changes make it clear that projected results expressed or implied in such statements
will not be realized.

Family Dollar Stores, Inc. and Subsidiaries

Market Price and Dividend Information

Family Dollar’s Common Stock is traded on the New York Stock Exchange under the ticker symbol FDO. At November 1, 2003, there were approximately 1,825 holders of record
of the Common Stock. The accompanying tables give the high and low sales prices of the Common Stock and the dividends declared per share for each quarter of fiscal 2003
and 2002.

Market Prices and Dividends
2003 High Low Dividend 2002 High Low Dividend

First Quarter $32.45 $23.75 $.061⁄2 First Quarter $31.35 $23.30 $.06
Second Quarter 32.30 27.43 .071⁄2 Second Quarter 33.95 27.00 .061⁄2

Third Quarter 36.59 25.46 .071⁄2 Third Quarter 37.25 30.06 .061⁄2

Fourth Quarter 40.46 35.55 .071⁄2 Fourth Quarter 36.88 25.00 .061⁄2



To the Board of Directors and Shareholders 
of Family Dollar Stores, Inc.

In our opinion, the accompanying consolidated balance sheets and the related consoli-
dated statements of income, of shareholders’ equity and of cash flows present fairly,
in all material respects, the financial position of Family Dollar Stores, Inc. and its sub-
sidiaries at August 30, 2003 and August 31, 2002, and the results of their operations
and their cash flows for each of the three years in the period ended August 30, 2003
in conformity with accounting principles generally accepted in the United States of
America. These financial statements are the responsibility of the Company’s manage-
ment; our responsibility is to express an opinion on these financial statements based
on our audits. We conducted our audits of these statements in accordance with audit-
ing standards generally accepted in the United States of America, which require that 
we plan and perform the audit to obtain reasonable assurance about whether the 

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

September 29, 2003
Charlotte, North Carolina

Report of Independent Auditors
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August 30, August 31, September 1,
Years Ended (In thousands, except per share amounts) 2003 2002 2001

Net sales $4,750,171 $4,162,652 $3,665,362
Costs and expenses:

Cost of sales 3,145,788 2,766,733 2,439,261
Selling, general and administrative 1,214,658 1,054,298 927,679

4,360,446 3,821,031 3,366,940

Income before income taxes 389,725 341,621 298,422
Income taxes (Note 5) 142,250 124,692 108,917

Net income $ 247,475 $ 216,929 $ 189,505

Net income per common share—basic (Note 9) $ 1.44 $ 1.26 $ 1.10

Average shares—basic (Note 9) 172,346 172,800 171,568

Net income per common share—diluted (Note 9) $ 1.43 $ 1.25 $ 1.10

Average shares—diluted (Note 9) 173,354 174,049 172,774

The accompanying notes are an integral part of the consolidated financial statements.

Family Dollar Stores, Inc. and Subsidiaries

Consolidated Statements of Income
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August 30, August 31,
(In thousands, except share amounts) 2003 2002

Assets
Current assets:

Cash and cash equivalents $ 206,731 $ 220,265
Merchandise inventories 854,370 766,631
Deferred income taxes (Note 5) 61,769 49,941
Income tax refund receivable (Note 5) — 6,469
Prepayments and other current assets 33,622 12,553

Total current assets $1,156,492 $1,055,859
Property and equipment, net (Note 2) 812,123 685,617
Other assets 17,080 13,143

$1,985,695 $1,754,619

Liabilities and Shareholders’ Equity
Current liabilities:

Accounts payable $ 401,799 $ 381,164
Accrued liabilities (Note 4) 192,861 149,616
Income taxes payable (Note 5) 671 —

Total current liabilities 595,331 530,780

Deferred income taxes (Note 5) $ 79,395 $ 68,891

Commitments and contingencies (Note 7)
Shareholders’ equity (Notes 8 and 9):

Preferred stock, $1 par; authorized and unissued 500,000 shares
Common stock, $.10 par; authorized 600,000,000 shares 18,691 18,583
Capital in excess of par 87,457 63,294
Retained earnings 1,315,600 1,118,015

1,421,748 1,199,892

Less common stock held in treasury, at cost 110,779 44,944

1,310,969 1,154,948

$1,985,695 $1,754,619

The accompanying notes are an integral part of the consolidated financial statements.

Family Dollar Stores, Inc. and Subsidiaries

Consolidated Balance Sheets
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Years Ended August 30, 2003, August 31, 2002 and September 1, 2001 Common Capital in Retained Treasury
(In thousands, except per share and share amounts) stock excess of par earnings stock

Balance, August 27, 2000
(183,636,698 shares common stock; 12,504,786 shares treasury stock) $18,364 $28,517 $ 796,039 $ 44,956

Net income for the year 189,505
Issuance of 901,895 common shares under employee stock option plan, including tax benefits (Note 8) 90 11,768
Issuance of 1,832 shares of treasury stock under the Family Dollar 2000 outside directors plan 33 (7)
Less dividends on common stock, $.231⁄2 per share (40,352)

Balance, September 1, 2001
(184,538,593 shares common stock; 12,502,954 shares treasury stock) 18,454 40,318 945,192 44,949

Net income for the year 216,929
Issuance of 1,292,308 common shares under employee stock option plan, including tax benefits (Note 8) 129 22,941
Issuance of 1,288 shares of treasury stock under the Family Dollar 2000 outside directors plan 35 (5)
Less dividends on common stock, $.251⁄2 per share (44,106)

Balance, August 31, 2002
(185,830,901 shares common stock; 12,501,666 shares treasury stock) 18,583 63,294 1,118,015 44,944

Net income for the year 247,475
Issuance of 1,079,092 common shares under employee stock option plan, including tax benefits (Note 8) 108 24,098
Purchase of 2,202,200 common shares for treasury 65,851
Issuance of 2,583 shares of treasury stock under the Family Dollar 2000 outside directors plan 65 (16)
Less dividends on common stock, $.29 per share (49,890)

Balance, August 30, 2003
(186,909,993 shares common stock; 14,701,283 shares treasury stock) $18,691 $87,457 $1,315,600 $110,779

The accompanying notes are an integral part of the consolidated financial statements.

Family Dollar Stores, Inc. and Subsidiaries

Consolidated Statements of Shareholders’ Equity
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August 30, August 31, September 1,
Years Ended (In thousands) 2003 2002 2001

Cash flows from operating activities:
Net income $ 247,475 $ 216,929 $ 189,505
Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization 88,315 77,015 67,685
Deferred income taxes (1,325) 12,499 24,281
(Gain) Loss on disposition of property and equipment 3,905 2,287 (809)
Changes in operating assets and liabilities:

Merchandise inventories (87,739) (45,071) (76,946)
Income tax refund receivable 6,469 (1,533) (4,936)
Prepayments and other current assets (21,069) 2,478 (4,094)
Other assets (3,937) (1,542) (6,144)
Accounts payable and accrued liabilities 62,233 139,541 (15,455)
Income taxes payable 671 — (7,177)

294,998 402,603 165,910

Cash flows from investing activities:
Capital expenditures (219,777) (186,687) (162,848)
Proceeds from dispositions of property and equipment 1,051 2,647 2,678

(218,726) (184,040) (160,170)

Cash flows from financing activities:
Net (purchases)/reissuance of stock for treasury (65,835) 5 7
Exercise of employee stock options, including tax benefits 24,271 23,105 11,891
Payment of dividends (48,242) (43,161) (39,443)

(89,806) (20,051) (27,545)

Net increase (decrease) in cash and cash equivalents (13,534) 198,512 (21,805)
Cash and cash equivalents at beginning of year 220,265 21,753 43,558

Cash and cash equivalents at end of year $ 206,731 $ 220,265 $ 21,753

Supplemental disclosures of cash flow information:
Cash paid during the year for:

Interest $ — $ 158 $ 554
Income taxes 129,619 103,601 91,113

The accompanying notes are an integral part of the consolidated financial statements.

Family Dollar Stores, Inc. and Subsidiaries

Consolidated Statements of Cash Flows
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Family Dollar Stores, Inc. and Subsidiaries

Notes to Consolidated Financial Statements
Years Ended August 30, 2003, August 31, 2002 and September 1, 2001

1. Description of Business and Summary of Significant Accounting Policies:

Description of business:
The Company operates a chain of neighborhood retail discount stores in 43 con-
tiguous states in the Northeast, Southeast, Midwest and Southwest. The Company
manages its business on the basis of one reportable segment. The Company’s
products include hardlines merchandise such as household products, health and
beauty aids and snack and other food, and softlines merchandise such as cloth-
ing, shoes and domestic items.

Principles of consolidation:
The consolidated financial statements include the accounts of the Company and
its subsidiaries, all of which are wholly-owned. All significant intercompany
balances and transactions have been eliminated.

Cash equivalents:
The Company considers all highly liquid investments with an original maturity
of three months or less to be cash equivalents. The carrying amount of the
Company’s cash equivalents approximates fair value due to the short maturities
of these investments and consists primarily of money market funds, U.S. govern-
ment agency securities and tax-exempt notes and bonds. The Company maintains
cash deposits with major banks which from time to time may exceed federally
insured limits. The Company periodically assesses the financial condition of
the institutions and believes that the risk of any loss is minimal.

Merchandise inventories:
Inventories are valued using retail prices less markon percentages, and approxi-
mate the lower of first-in, first-out (FIFO) cost or market.

Property and equipment:
Property and equipment is stated at cost. Depreciation for financial reporting
purposes is being provided by the straight-line method over the estimated useful
lives of the related assets.

Estimated useful lives are as follows:

Buildings 33–40 years
Furniture, fixtures and equipment 3–10 years
Transportation equipment 3–10 years
Leasehold improvements 5–10 years

The Company capitalizes certain costs incurred in connection with developing,
obtaining and implementing software for internal use. Capitalized costs are
amortized over the expected economic life of the assets, generally ranging from
five to eight years.

Property and equipment is reviewed for impairment whenever events or
changes in circumstances indicate that the carrying amount of an asset may 
not be recoverable.

Revenues:
The Company recognizes revenue, net of returns, at the time the customer tenders
payment for and takes possession of the merchandise.

Insurance liabilities:
The Company is primarily self-insured for health care, property loss, workers’
compensation and general liability costs. These liabilities are based on the total
estimated costs of claims filed and estimates of claims incurred but not reported,
less amounts paid against such claims, and are not discounted.

Advertising costs:
Advertising costs, net of co-op recoveries from vendors, are expensed the first
time the advertising is run. Net advertising expense amounts were not material
in fiscal 2003, 2002 and 2001.
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Vendor allowances:
In January 2003, the Emerging Issues Task Force (“EITF”) issued EITF 02-16,
“Accounting by a Customer (Including a Reseller) for Certain Consideration
Received from a Vendor.” Under this EITF, cash consideration received from
a vendor is presumed to be a reduction of the purchase cost of merchandise
and should be reflected as a reduction of cost of sales or revenue unless it can
be demonstrated this offsets an incremental expense, in which case it can be
netted against that expense. The provisions of this consensus have been applied
prospectively. The adoption of EITF 02-16 did not have a material impact on
the Company’s financial position or results of operations.

Store opening and closing costs:
The Company charges pre-opening costs against operating results when incurred.
For properties under operating lease agreements, the present value of any remain-
ing liability under the lease, net of expected sublease and lease termination
recoveries, is expensed when the closing has occurred.

Selling, general and administrative expenses:
Buying, warehousing and occupancy costs, including depreciation, are included
in selling, general and administrative expenses.

Income taxes:
The Company records deferred income tax assets and liabilities for the expected
future tax consequences of temporary differences between the financial report-
ing bases and the income tax bases of its assets and liabilities.

Stock options:
The Company accounts for stock-based compensation using the intrinsic value
method prescribed in Accounting Principles Board Opinion No. 25, “Accounting
for Stock Issued to Employees,” and related Interpretations. The exercise price
of options awarded under the Company’s non-qualified stock option plan has
been equal to the fair market value of the underlying common stock on the date
of grant. Accordingly, no compensation expense has been recognized for options
granted under the plan. Income tax benefits attributable to stock options exercised
are credited to capital in excess of par.

The Company utilizes the disclosure-only provisions of Statement of Financial
Accounting Standards No. 148, “Accounting for Stock-Based Compensation—
Transition and Disclosure.” If compensation cost for the Company’s stock-based
compensation plan had been determined based on fair value at the grant date
for awards under this plan consistent with the methodology prescribed under
this statement, net income and net income per share would have been reduced 
to the pro forma amounts indicated in the table below (In thousands, except
per share amounts):

August 30, August 31, September 1,
2003 2002 2001

Net income—as reported $247,475 $216,929 $189,505
Pro forma stock-based compensation cost (5,988) (4,280) (3,458)
Net income—pro forma $241,487 $212,649 $186,047

Net income per share—as reported
basic $ 1.44 $ 1.26 $ 1.10
diluted $ 1.43 $ 1.25 $ 1.10

Net income per share—pro forma
basic $ 1.40 $ 1.23 $ 1.08
diluted $ 1.39 $ 1.22 $ 1.08

Fiscal year:
The Company’s fiscal year generally ends on the Saturday closest to August 31.
Fiscal years 2003 and 2002 included 52 weeks, and fiscal year 2001 included
53 weeks.

Use of estimates:
The preparation of the Company’s consolidated financial statements, in conform-
ity with accounting principles generally accepted in the United States of America,
requires management to make estimates and assumptions. These estimates and
assumptions affect the reported amounts of assets and liabilities, the disclosure
of contingent assets and liabilities at the date of the financial statements, and
the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from these estimates.
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Family Dollar Stores, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

Years Ended August 30, 2003, August 31, 2002 and September 1, 2001

2. Property and Equipment:
(In thousands) August 30, 2003 August 31, 2002

Buildings $ 335,882 $ 256,400
Furniture, fixtures and equipment 616,159 552,284
Transportation equipment 57,203 44,785
Leasehold improvements 173,494 152,320
Construction in progress 20,074 24,367

1,202,812 1,030,156
Less accumulated depreciation and amortization 435,182 376,289

767,630 653,867
Land 44,493 31,750

$ 812,123 $ 685,617

3. Revolving Credit Facilities and Short-Term Borrowings:
The Company has unsecured revolving credit facilities with banks for short-term borrowings of up to $200 million. One hundred million dollars of the facilities expires on May 27,
2004, and the remaining $100 million expires on May 31, 2005. The Company expects that the facilities expiring on May 27, 2004 will be extended. Borrowings under these facilities
are at a variable interest rate based on short-term market interest rates. The Company may convert up to $100 million of the facilities expiring on May 31, 2005 into a five-year
term loan, at the banks’ variable prime rate.

Interest expense, average and maximum borrowings outstanding and interest rates for each of the three years in the period ended August 30, 2003 were as follows (In thousands):

2003 2002 2001

Interest expense — $ 158 $ 554
Average borrowings outstanding — $ 5,800 $ 7,700
Maximum month-end outstanding — $42,500 $54,700
Interest rates at year-end N/A N/A N/A
Daily weighted average interest rates N/A 2.7% 6.9%

4. Accrued Liabilities:
(In thousands) August 30, 2003 August 31, 2002

Compensation $ 43,880 $ 35,624
Self-insurance reserves 89,773 63,733
Taxes other than income taxes 35,077 32,611
Other 24,131 17,648

$192,861 $149,616
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5. Income Taxes:
The tax effects of temporary differences that give rise to significant portions of the deferred tax assets and deferred tax liabilities as of August 30, 2003 and August 31, 2002 were as
follows (In thousands):

August 30, 2003 August 31, 2002

Deferred income tax liabilities:
Excess of book over tax basis of property and equipment $79,395 $68,891

Deferred income tax assets:
Excess of tax over book basis of inventories $18,280 $18,947
Currently nondeductible accruals for:

Self-insurance 34,571 24,792
Vacation and bonus pay 5,018 3,959

Other 3,900 2,243

Total deferred income tax assets $61,769 $49,941

The provisions for income taxes in each of the three years in the period ended August 30, 2003 were as follows (In thousands):
2003 2002 2001

Current:
Federal $130,923 $103,210 $ 77,866
State 12,652 8,983 6,770

143,575 112,193 84,636

Deferred:
Federal (1,469) 11,839 22,761
State 144 660 1,520

(1,325) 12,499 24,281

Total $142,250 $124,692 $108,917

The following table summarizes the components of income tax expense in each of the three years in the period ended August 30, 2003 (In thousands):

2003 2002 2001

% % %
Income tax of pre-tax Income tax of pre-tax Income tax of pre-tax

expense income expense income expense income

Computed “expected” federal income tax $136,404 35.0 $119,567 35.0 $104,448 35.0
State income taxes, net of federal income tax benefit 8,290 2.1 6,363 1.9 5,518 1.8
Other (2,444) (0.6) (1,238) (0.4) (1,049) (0.3)

Actual income tax expense $142,250 36.5 $124,692 36.5 $108,917 36.5
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6. Employee Benefit Plans:

Incentive compensation plan:
The Company has an incentive profit-sharing plan whereby, at the discretion 
of the Board of Directors, the Company may pay certain employees and officers
an aggregate amount not to exceed 5% of the Company’s consolidated income
before income taxes. Expenses under the profit-sharing plan were $7.3 million
in fiscal 2003, $6.3 million in fiscal 2002 and $2.7 million in fiscal 2001.

Compensation deferral plans:
The Company has a voluntary compensation deferral plan, under Section 401(k)
of the Internal Revenue Code, available to eligible employees. At the discretion of
the Board of Directors, the Company makes contributions to the plan which are
allocated to participants, and in which they become vested, in accordance with for-
mulas and schedules defined by the plan. Company expenses for contributions to
the plan were $2.3 million in fiscal 2003, $2.0 million in fiscal 2002 and $1.7 mil-
lion in fiscal 2001. In fiscal 2003, the Company adopted a deferred compensation
plan to provide certain key management employees the ability to defer a portion 
of their base compensation and bonuses. The plan is an unfunded nonqualified
plan. The deferred amounts and earnings thereon are payable to participants, 
or designated beneficiaries, at specified future dates, upon retirement or death.
The Company does not make contributions to this plan or guarantee earnings.

7. Commitments and Contingencies:

Operating leases:
Except for its executive offices and primary distribution centers, the Company
generally conducts its operations from leased facilities. Normally, store real
estate leases are for initial terms of from five to ten years with multiple 
renewal options for additional five-year periods. Certain leases provide for 
contingent rental payments based upon a percentage of store sales. The
Company also has long-term leases for equipment generally with lease 
terms of five years or less.

Rental expenses on all operating leases, both cancellable and non-cancellable,
for each of the three years in the period ended August 30, 2003 were as follows
(In thousands):

2003 2002 2001

Minimum rentals, net of minor sublease rentals $207,732 $180,318 $154,654
Contingent rentals 5,134 5,054 4,295

$212,866 $185,372 $158,949

The following table shows the Company’s obligations and commitments as of August 30, 2003, to make future payments under contractual obligations, including future
minimum rental payments required under operating leases that have initial or remaining non-cancellable lease terms in excess of one year (In thousands):

Payments Due During One Year Fiscal Period Ending

August August August August August There-
Contractual Obligations Total 2004 2005 2006 2007 2008 after

Merchandise letters of credit $ 56,430 $ 56,430 $ — $ — $ — $ — $ —
Operating leases 796,565 190,840 167,434 136,444 102,997 67,204 131,646
Construction obligations 17,044 17,044 — — — — —

Total Contractual Cash Obligations $870,039 $264,314 $167,434 $136,444 $102,997 $67,204 $131,646

Family Dollar Stores, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

Years Ended August 30, 2003, August 31, 2002 and September 1, 2001
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The following table shows the Company’s other commercial commitments as of
August 30, 2003 (In thousands):

Other Commercial Commitments Total Amounts Committed

Standby letters of credit $50,600
Surety bonds 6,018

Total Commercial Commitments $56,618

At August 30, 2003, approximately $41.2 million of the merchandise letters of
credit are included in accounts payable on the Company’s balance sheet. A sub-
stantial portion of the outstanding amount of standby letters of credit and surety
bonds (which are primarily renewed on an annual basis) are used as surety
for future premium and deductible payments to the Company’s workers’
compensation and general liability insurance carrier. The Company accrues 
for these future payment liabilities based on the total estimated costs of claims
filed and claims incurred but not reported, and are not discounted.

Litigation:
On January 30, 2001, Janice Morgan and Barbara Richardson, two individuals
who have held the position of Store Manager for subsidiaries of the Company,
filed a Complaint against the Company in the United States District Court for
the Northern District of Alabama. The Complaint has been amended to add as
plaintiffs five more individuals who had held the position of Store Manager for
subsidiaries of the Company. Thereafter, pursuant to the Court’s ruling, notice
of the pendency of the lawsuit was sent to approximately 13,000 current and
former Store Managers holding the position on or after July 1, 1999. Based on
currently available information, approximately 2,552 of those have filed consent
forms and joined the lawsuit as plaintiffs, including approximately 2,297 former
Store Managers and approximately 255 current Store Managers. The case is
proceeding as a collective action under the Fair Labor Standards Act (“FLSA”).
The Complaint alleges that the Company violated the FLSA by classifying the
plaintiffs and other similarly situated current and former Store Managers as

“exempt” employees who are not entitled to overtime compensation. Plaintiffs
seek to recover unpaid overtime compensation, prejudgment interest, liquidated
damages, an award of attorneys’ fees, costs and expenses, and such other relief
as the Court may deem proper. The lawsuit is in the discovery phase and the
Company is vigorously defending this action. The trial is currently expected 
to commence in early 2004. In general, the Company believes that the Store
Managers are “exempt” employees under the FLSA and have been properly
compensated and that the Company has meritorious defenses that should enable
it to ultimately prevail. However, the outcome of any litigation is inherently
uncertain. The Company bears the burden of proof at trial of establishing its
entitlement to the exemption from the overtime requirements of the FLSA, and
no assurances can be given that the Company will be successful in defending
this action; moreover, as a collective action, the determination of liability with
respect to each individual plaintiff depends in large part on the facts and cir-
cumstances which relate solely to that plaintiff. The nature of this action and
its present procedural posture mean that future rulings by the Court on both
substantive and procedural motions and issues may significantly impact the
course of proceedings, the issues in dispute, the number of plaintiffs who are
allowed to proceed to trial, and the presentation of evidence supporting the
Company’s position. Thus, those rulings may greatly affect the Company’s
effort to establish the exempt status of the plaintiff Store Managers. If there 
is an adverse verdict on the merits, particularly regarding the issues generally
applicable to the collective claims, the Company may be subject to liability for
damages that could have a material adverse effect on the Company’s financial
position or results of operation.

The Company is involved in numerous other legal proceedings and claims,
including employment, tort, consumer and other litigation. While the ultimate
results of these matters cannot be determined, the Company believes that they
should not have a material adverse effect on the Company’s financial position
or results of operations. 



At August 30, 2003, August 31, 2002 and September 1, 2001, options for 1.0 million, 1.5 million and 1.5 million shares were exercisable, respectively. The following table
summarizes information about stock options outstanding at August 30, 2003 (In thousands, except per share amounts):

Options Outstanding Options Exercisable

Number Weighted Average Number
Range of Outstanding Remaining Weighted Average Exercisable Weighted Average
Exercise Prices at 8/30/03 Contractual Life Exercise Price at 8/30/03 Exercise Price

$14.75 to $24.24 1,797 1.60 years $18.27 928 $18.44
24.25 to 28.24 1,332 3.06 24.43 33 25.04
28.25 to 39.00 1,872 4.12 29.16 5 28.76

$14.75 to $39.00 5,001 2.94 years $23.99 966 $18.72

At August 30, 2003, August 31, 2002 and September 1, 2001, shares available for granting of stock options under the Company’s stock option plan were 7.2 million, 2.9 million
and 4.2 million shares, respectively.
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8. Employee Stock Option Plan:
The Company’s non-qualified stock option plan provides for the granting of options to
key employees to purchase shares of common stock at prices not less than fair market
value on the date of the grant. Options are exercisable to the extent of 40% after the
second anniversary of the grant, an additional 30% annually on a cumulative basis,
and expire five years from the date of the grant.

If the provisions of SFAS No. 123 expensing had been applied, the Company’s net
income and net income per common share would have been impacted as summarized
in the discussion of the Company’s stock option accounting policy in Note 1.

The average fair value of options granted during fiscal 2003, 2002 and 2001 is $9.14,
$8.61 and $6.37 per share, respectively.

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

August 30, August 31, September 1,
2003 2002 2001

Expected dividend yield 0.89% 1.03% 1.26%
Expected stock price volatility 41.54% 44.31% 41.43%
Weighted average risk-free interest rate 2.74% 3.99% 5.96%
Expected life of options (years) 3.5 3.5 3.5

These assumptions are evaluated and revised, as necessary, to reflect market conditions
and experience.

The summary of the status of the Company’s stock-based compensation plan as of
August 30, 2003, August 31, 2002 and September 1, 2001, and changes during the
years then ended were as follows (In thousands, except per share amounts):

Options Range of Option Weighted Average
Outstanding Prices Per Share Exercise Price

Balance, August 27, 2000 4,169 $ 3.83 to $24.75 $12.76
Granted 1,344 17.50 to 30.25 18.41
Exercised (902) 3.83 to 24.25 7.13
Cancelled (225) 4.08 to 24.50 16.90

Balance, September 1, 2001 4,386 $ 5.58 to $30.25 $15.44
Granted 1,475 24.25 to 35.50 25.02
Exercised (1,292) 5.58 to 24.75 10.02
Cancelled (158) 11.38 to 34.75 20.42

Balance, August 31, 2002 4,411 $11.38 to $35.50 $20.05
Granted 1,793 24.75 to 39.00 28.99
Exercised (1,079) 11.38 to 27.75 16.11
Cancelled (124) 15.00 to 37.50 24.95

Balance, August 30, 2003 5,001 $14.75 to $39.00 $23.99

Family Dollar Stores, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

Years Ended August 30, 2003, August 31, 2002 and September 1, 2001
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9. Common Stock:
Basic net income per common share is computed by dividing net income by the weighted average number of shares outstanding during each period. Diluted net income per common
share gives effect to all securities representing potential common shares that were dilutive and outstanding during the period. In the calculation of diluted net income per com-
mon share, the denominator includes the number of additional common shares that would have been outstanding if the Company’s outstanding stock options had been exercised.

On October 9, 2002, the Board of Directors authorized the purchase of up to 5 million shares of its outstanding Common Stock from time to time as market conditions warrant.
The Company purchased in the open market 2.2 million shares at a cost of $65.9 million.

The following table sets forth the computation of basic and diluted net income per common share (In thousands, except per share amounts):

August 30, August 31, September 1,
2003 2002 2001

Basic net income per share:
Net income $247,475 $216,929 $189,505

Weighted average number of shares outstanding 172,346 172,800 171,568

Net income per common share—basic $ 1.44 $ 1.26 $ 1.10

Diluted net income per share:
Net income $247,475 $216,929 $189,505

Weighted average number of shares outstanding 172,346 172,800 171,568
Effect of dilutive securities—stock options 1,008 1,249 1,206

Average shares—diluted 173,354 174,049 172,774

Net income per common share—diluted $ 1.43 $ 1.25 $ 1.10
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10. Unaudited Summaries of Quarterly Results:

First Second Third Fourth
(In thousands, except per share amounts) Quarter Quarter Quarter Quarter

2003
Net sales $1,108,637 $1,256,183 $1,176,877 $1,208,474
Gross margin 380,832 417,521 408,382 397,648
Net income 57,478 72,715 69,605 47,677
Net income per common share* $ .33 $ .42 $ .40 $ .28

2002
Net sales $ 977,133 $1,105,165 $1,022,082 $1,058,272
Gross margin 334,413 364,745 355,347 341,414
Net income 50,207 63,768 61,060 41,894
Net income per common share* $ .29 $ .37 $ .35 $ .24

2001
Net sales $ 820,148 $1,037,368 $ 887,037 $ 920,809
Gross margin 284,414 338,459 312,432 290,796
Net income 41,461 60,455 53,489 34,100
Net income per common share* $ .24 $ .35 $ .31 $ .20

*Figures represent diluted earnings per share.

11. Related Party Transactions:
The Company purchased a variety of merchandise in the ordinary course of business from entities owned or represented by non-employee family members of the Company’s 
former Chairman of the Board and the current Chairman of the Board and Chief Executive Officer. These transactions totaled approximately $17.8 million, $11.3 million and
$8.9 million in fiscal 2003, 2002 and 2001, respectively. The Company also leased space in a building for storing merchandise from an entity in which the former Chairman of
the Board and his brother each owns a 50% interest. A total of $0, $171,470 and $257,208 in rent was paid in fiscal 2003, 2002 and 2001, respectively. The term of this lease
expired on April 30, 2002, and was not renewed.

Family Dollar Stores, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

Years Ended August 30, 2003, August 31, 2002 and September 1, 2001
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