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(dollars in thousands, except per share amounts) 1999
Net sales $8,676,711
Net income 163,729
Diluted earnings per common share 1.55
Current assets $3,423,725
Current liabilities 810,594
Long-term debt 2,894,616
Guaranteed Preferred Beneficial Interests
in the Company’s Subordinated Debentures 531,579
Stockholders’ equity 2,832,834
Number of stores 342
Number of employees 61,824
Gross square footage (in thousands) 57,000
$10,000 $10,000
8,000 8,000
6.000 6,000
4,000 4,000
2,000 2,000
0 0

95 96 97 98 99 95 96 97 98 99
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1998 1997

$7,762,778 $6,610,064
135,259 258,325
1.26 2.31

$3,450,249 $3,000,494
1,013,480 1,098,850
3,002,595 1,365,716

LS =
2,841,522 2,807,938

335 270
54,921 44,616
55,000 43,300

$3,000
2,000
1,000

1996

$6,199,247
238,621
2.09

$2,763,048
894,746
1,173,018

2,717,178

250
43,470
40,000

95 96 97 98 99

1995

$5,885,503
167,183
1.48

$2,660,842
869,680
1,157,864

2,478,327

238
40,312
37,300



In 1999, Dillard’s opened new
stores in the following locations:

« Citrus Park Towne Center in
Tampa, FL

« MacArthur Center in Norfolk, VA

« Mall of Georgia in Atlanta, GA

« North East Mall in Hurst, TX

« Arbor Place Mall in Douglasville, GA

« The Mall at Sierra Vista in
Sierra Vista, AZ

« Antelope Valley Mall in Palmdale, CA

« Boynton Beach Mall in
Boynton Beach, FL

« Pemberton Square in Vicksburg, MS

« Park Place in Tucson, AZ
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Dillard’s is the largest name in fashion apparel retailing, with 342 stores in
29 states — all carrying the recognized Dillard’s nameplate. With revenues exceeding
$8.9 billion, the Company ranks among the nation’s top three fashion apparel and

home furnishing retailers.

There has never been a more exciting time to be in retail than right now. Our business
is changing daily. Our customer now has more shopping options than ever before and
expects more of us than ever, as well. We have answered this demand in recent
months with Internet shopping at www.dillards.com and with our new VIP Rewards™
customer loyalty program. We welcome change — it makes us sharper. But one
thing remains constant — the Dillard’s brand and all it represents. It’s on all 342
stores and is uniquely ours. Our customers from Palmdale, California, to Billings,
Montana, to West Palm Beach, Florida, to Cincinnati, Ohio, know exactly what to

expect from us — the finest quality merchandise, delivered at exceptional value.

What's in a name? We're Dillard’s ... and our name means everything.
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Following a strong first quarter marked by brisk sell-through of our merchandise
and a solid performance across all operating margins in our core Dillard's loca-
tions, the second quarter proved to be disappointing. In the stores acquired in
the 1998 Mercantile transaction, sales did not reach planned levels. Gross margin
was pressured by a lack of sales leverage and non-routine markdown activity.
Specifically, we identified several branded and private label lines in our acquired
stores which did not reflect the quality and selection now expected by our new
Dillard's customers. We discontinued these lines, on which outstanding commit-
ments with vendors existed, which further depressed gross margin. This combination
of lower than planned sales and margin pressure impeded our ability to adequately
cover our fixed costs in the second quarter, which is typically our lowest volume

quarter of the fiscal year.

Our disappointment with the Company’s second quarter performance was firmly
echoed by the investment community. By the following quarter, Dillard’s stock price
was depressed to a level that, in our view, clearly underestimated the value of the
Company. After carefully considering our available sources of cash, existing debt
structure and market conditions, our Board of Directors approved a $250 million
share repurchase program which we announced on September 14, 1999. Our stated

intention is to complete this buy-back program without incurring any new debt.
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Upper right: William Dillard, II, Chief Executive Officer. Lower right: Alex Dillard, President.
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Appealing to a broad segment of the shopping public, Dillard’s stores nationwide feature an extensive variety of merchandise
in a Wlde range Of PriCeS - from housewares ﬂnd home furnis}lings to Casual dnd elegant fﬂshion apparel.
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We entered the fourth quarter with a renewed direction — to run our business in

a manner that will enable us to continue aggressively repurchasing our common
stock, paying down debt on schedule and further enhancing our financial position.
To accomplish these goals, we have committed ourselves to an operating plan
focused on managing our inventory more productively, liquidating underperforming
assets and monitoring capital spending. This strategic plan, executed during the
fourth quarter, is already generating tremendous results. By year-end, we had
repurchased approximately $168 million of our Class A common stock without
incurring new debt — in fact, we reduced our debt on schedule and still had $199

million in cash remaining.

MANAGING OUR INVENTORY BETTER Last fall, we made the com-
mitment to improve our inventory management and enhance cash flow by buying
less and buying smarter. By the end of the third quarter, comparable store inventory
had increased 9 percent over 1998 levels. Aggressively executing our plan to
decrease inventory in the fourth quarter, we successfully managed our merchandise
down to a lean, comparable store decrease of 7 percent by year-end. Although
costly on the income statement, this aggressive change in strategy accomplished
the planned results. We identified a problem, tackled the problem, and imple-
mented change. In the process, we monetized an asset, creating cash flow to
repurchase our common stock. Going forward, we are firmly positioned to continue

executing our inventory strategy to buy less and buy smarter.

LIQUIDATING UNDERPERFORMING ASSETS Next, we took a hard
look further down the balance sheet at our stores. Although we continually analyze
our performance on a store-by-store basis, this time we looked at our stores with
a fresh perspective and a firm directive. We made the decision to no longer tolerate

underperforming assets and to monetize underperforming assets wherever
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possible. With this directive in mind, we evaluated our stores and measured the
value each adds to our overall organization. Eight underperforming units were
identified in the fourth quarter, and we are now closing these stores after recording
an aftertax asset impairment charge of $55.5 million or $0.55 per share. In addi-
tion, we are currently monitoring several more stores and will make a decision

regarding them when appropriate.

Closing underperforming stores not only monetizes our investment in these units,
but frees up cash otherwise earmarked for inventory purchases and operations.
We also eliminate the negative effect of these stores on our profitability. In turn,
the cash generated will strengthen our ability to repurchase our stock, pay down
our debt and enhance our financial position. To further intensify this effort, we are

focusing on liquidating non-strategic assets we obtained in the Mercantile transaction.

Rather than a one-time exercise, this effort represents a dramatic change in the
way we run our business. We will continue making the tough decisions in this area

and will no longer tolerate underperforming assets.

MONITORING CAPITAL SPENDING We then turned our attention from
existing assets to future ones, taking a fresh look at our planned capital spending.
We made the decision to significantly cut capital spending for 2000 and for the
following year. For 2000, we reduced our planned capital expenditures of more than
$300 million by approximately $100 million. In the current environment, we believe
our cash can be best used to repurchase our shares or pay down debt. Although
we are enthusiastic about our Company’s growth in store count and square
footage, we continue to focus on the compelling price of our stock and on our
debt reduction plan. Once we have addressed these issues and maximized the

opportunity in these areas, we will be better poised for growing our Company.
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Dillard’s offers customers exceptional value and unsurpassed quality in both private label and branded merchandise — such as the
new Daniel Cremieux line of ﬁnely tailored sportswear for men, available exclusively at Dillard’s (lower left and right).
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We know variety is important to our customers — presenting a variety of assortments in a variety of prices to match a variety of lifestyles.
Featured are selections from the Daniel Cremieux tie collection, available exclusively at Dillard’s (lower right).
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There were a number of other key accomplishments in 1999. We successfully
completed the integration of the stores acquired in the Mercantile transaction in
the fall of 1998 with the continued implementation of significant changes. These
changes included altering the merchandise assortment to reflect the Dillard’s

merchandise mix, adopting a more balanced pricing approach, and changing the

names of the stores to Dillard's — the largest nameplate in fashion apparel retailing.

Also in 1999, we built 10 new stores and ended the year with a total of 342 stores
in 29 states. We launched a new Internet site — www.dillards.com — offering
customers the convenience of online shopping, and we initiated our new VIP

Rewards™ loyalty program to reward our valued customers.

We are extremely pleased with our accomplishments over the past few months.
We are making great progress in strengthening our Company — identifying prob-
lems, tackling them head-on and creating opportunities in the process. We are
running our business better — maximizing opportunities with inventory turns,

asset management, debt reduction and share repurchases. We are serving our
customers better — offering a fresher, cleaner merchandise selection both

in-store and online.

We are not finished yet. We continue to look for ways to better deliver value to
our customers and to our shareholders. And we applaud our associates and

shareholders in helping us continue to shape our success.

Wae.- 80844 Ay O Mo
William Dillard, Il Alex Dillard

Chief Executive Officer President
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Our Company leaders provide insight into their strategic vision

for continued success at Dillard's.

O

We want our customers to think of Dillard’s
first as a premier place to shop for the finest
in branded merchandise. Our branded vendors
are very valuable to us, and we actively seek
out these vendors and strive to cultivate these
relationships. A recent example is our launch
of the Daniel Cremieux line of menswear, a
collection of finely tailored sportswear for
men, available exclusively at Dillard’s. We are
confident that this collection with its classic
appeal and comfortable textures will soon be
a favorite among our customers. We are very
excited about this partnership going forward.

There are times when we feel our customer
needs another shopping alternative. In these
cases, our private label program gives us
another means to deliver exceptional value
at a fair price. We are not trying to outsell
our branded vendors. We are simply filling
a customer need where branded vendor

choices may be limited.

It’s all about delivering value to our customer,
whether through an exclusive brand, like Daniel

Cremieux, or through our private label program.

O

We are continually encouraged by the results
in our acquired stores. We now operate all
stores under the Dillard’s name. The mer-
chandise is Dillard’s merchandise, and our
store associates are now comfortably serving

our customers the Dillard’s way.

In 1999, we experienced sales declines
beyond what we originally expected, as we
continued to move these stores from a highly
promotional pricing strategy to a more bal-
anced pricing approach.

Our changes in these stores have shaped

them for success. We are confident that our
commitment to better merchandise and better
service will further develop our customer base
in these markets. We remain optimistic that

our results will improve.

William Dillard, Il
Chief Executive Officer
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Much is being said today about brick and
mortar vs. Internet retailing. At Dillard’s,
there is room for both. We recognize that,
while most of our customers wish to touch
and feel our merchandise, sometimes they

desire the convenience of shopping at home.

To answer this, we launched online shopping
at www.dillards.com in the fall of 1999.
Our site offers a strong basic selection,
complemented by the latest in fashion
assortment from all merchandise categories.
Perhaps the most significant feature of the

site is our online wedding registry shopping.

Our goal with www.dillards.com is to comple-
ment our existing business. Not only do
we offer online shopping, but we also use
www.dillards.com to inform our customers
about what's happening at Dillard’s. It is a

great tool and a great opportunity for us.

Today, 75 percent of our stores are owned
by the Company. This is one of the highest
ownership percentages among our peers.

In most cases, we prefer to own our stores
rather than lease them. By owning our stores,
we have more control over significant
changes to our property and to the center.
One of our highest priorities is to provide our
customers with a pleasant, updated shopping
environment. By owning our stores, we have
much more control over maintaining our high
standards of store planning, construction and
remodeling.

11 1999 Annual Report

Alex Dillard
President

We carry a broad range of merchandise in a
wide variety of price points. We feel that just
about anyone can find what they need in
fashion apparel or for their home at Dillard’s.
Our core customer appreciates quality and
knows that Dillard’s delivers value. Generally,
our customer has shopped us before and
knows what to expect from us. It is a rela-

tionship we have built over time.

To retain and reward these valuable customers,
we launched our VIP Rewards™ program in
the fall in 1999. Qualifying customers
receive our special VIP Rewards credit card
and all the privileges that accompany it —
privileges such as free gift wrap, free ship-
ping, exclusive shopping opportunities, free
makeovers and special travel incentives,
just to name a few. We are pleased with the
response to this program and are happy to
reward our valuable Dillard’s shoppers.

Our new customer today will be our core
customer tomorrow. We are targeting new
customers by searching out more fashion for-
ward brands, hosting exciting special events

and enhancing our advertising approach.
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(dollars in thousands, except share and per share amounts) 1999 1998 1997
Net sales $ 8,676,711 $ 7,762,778 $ 6,610,064

Percent increase 12% 17% 7%
Cost of sales 5,762,431 5,184,132 4,371,603

Percent of sales 66.4% 66.8% 66.1%
Interest and debt expense 236,566 196,680 129,237
Income before taxes 283,949 219,084 410,035
Income taxes 120,220 83,825 151,710
Net income 163,729 135,259 258,325
Per Common Share

Diluted earnings per share .55 1.26 2.31

Dividends 0.16 0.16 0.16

Book value 28.68 26.57 25.70
Average number of shares outstanding 105,617,503 107,636,260 111,993,814
Accounts receivable 1,137,458 1,230,059 1,186,491
Merchandise inventories 2,047,830 2,157,010 1,784,765
Property and equipment 3,619,191 3,684,629 2,501,492
Total assets 7,918,204 8,172,001 5,591,847
Long-term debt 2,894,616 3,002,595 1,365,716
Capitalized lease obligations 24,659 27,000 12,205
Deferred income taxes 702,467 681,061 314,971
Guaranteed Preferred Beneficial Interests

in the Company’s Subordinated Debentures 531,579 531,579 —
Stockholders’ equity 2,832,834 2,841,522 2,807,938
Number of employees — average 61,824 54,921 44,616
Gross square footage (in thousands) 57,000 55,000 43,300
Number of Stores

Opened 8 5 12

Acquired 0 65 11

Closed 1 5 3
Total — end of year 342 335 270

*53 Weeks

Sales by Merchandise Category
(percentage of total sales)

Long-term Debt
to Capitalization
(percentage)

60%

50

40

Children’s
Clothing 6.7%
Women'’s
Home 9.4% and Juniors’
Clothing 31.2%
Cosmetics
13.0%
Men’s Clothing and \

Accessories 19.5% Shoes, Accessories

and Lingerie 20.2%

30

20

10

0

95 96 97 98 99
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1996 1995* 1994 1993 1992 1991 1990
$ 6,199,247 $ 5,885,503 $ 5,506,738 $ 5,073,918 $ 4,635,833 $ 3,958,749 $ 3,520,134
5% 7% 9% 9% 17% 12% 15%
4,096,427 3,861,251 3,575,563 3,250,027 2,965,194 2,488,261 2,202,507
66.1% 65.6% 64.9% 64.1% 64.0% 62.9% 62.6%
120,599 120,054 124,282 130,915 121,940 109,386 97,032
378,761 269,653 406,110 399,534 375,330 322,157 280,778
140,140 102,470 154,320 158,400 138,900 116,000 98,000
238,621 167,183 251,790 241,134 236,430 206,157 182,778
2.09 1.48 2.23 2.14 2.11 1.84 1.67
0.14 0.12 0.10 0.08 0.08 0.07 0.07
23.91 21.91 20.55 18.42 16.28 14.19 12.31
113,988,633 113,143,842 113,013,998 112,808,262 112,292,575 111,832,758 109,351,914
1,154,673 1,123,103 1,117,411 1,111,744 1,106,710 1,004,496 932,544
1,556,958 1,486,045 1,362,756 1,299,944 1,178,562 1,052,683 889,333
2,191,933 2,035,538 1,984,145 1,921,470 1,688,682 1,338,434 1,088,753
5,059,726 4,778,535 4,577,757 4,430,274 4,107,114 3,498,506 3,007,979
1,173,018 1,157,864 1,178,503 1,238,293 1,381,676 1,008,967 839,490
13,690 20,161 22,279 31,621 32,381 29,489 31,284
261,094 248,469 302,801 284,981 178,311 143,463 115,854
2,717,178 2,478,327 2,323,567 2,081,647 1,832,018 1,583,475 1,364,885
43,470 40,312 37,832 35,536 33,883 32,132 31,786
40,000 37,300 35,300 34,900 33,200 29,100 26,600
15 9 7 10 11 10 4
0 0 0 0 12 7 23
3 0 5 1 3 5 3
250 238 229 207 218 198 186

Total Number

of Stores

350

300

250
200
150
100
50
0

95 96 97 98 99

Growth in All Store
Square Footage

(annual percentage increase)

30%

25

20

15

10

5

0

95 96 97 98 99

Growth in Owned Store

Square Footage

(annual percentage increase)

25%

20

15

10

5

0

95 96 97 98 99
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During fiscal 1998, the Company completed its acquisition
(the “Acquisition”) of Mercantile Stores Company, Inc.
(“Mercantile”) for approximately $3 billion in cash. Mercantile
was a conventional department store retailer engaged in the
general merchandising business, operating 106 department
and home fashion stores under 13 different names in a
total of 17 states.

The Acquisition was accounted for under the purchase
method and, accordingly, the results of operations have
been included in the Company’s results of operations
since August 13, 1998, and the purchase price has been
allocated to Mercantile’s assets and liabilities based on
their estimated fair values as of that date. The excess

of cost over net assets acquired was approximately
$666 million.

In connection with the Acquisition, the Company entered
into two separate agreements whereby the Company sold
in the aggregate 26 of the acquired stores to Proffitt’s,
Inc. and The May Department Stores Company. In addi-
tion, the Company entered into an agreement with Belk,
Inc. to exchange seven of the acquired stores for nine
Belk, Inc. stores. The results of operations of the sold or
exchanged stores are included in the accompanying state-
ments of operations from the date of acquisition to the

date of sale or exchange.

Sales increases were 12%, 17% and 7% for 1999, 1998
and 1997, respectively. The sales increase in 1999 is due
to a full year of sales generated by stores acquired in the
Acquisition as well as incremental revenue from traditional
store openings. The sales increase in 1998 is primarily
attributable to sales generated by stores acquired in the
Acquisition. Comparable store sales increases were 3%,
1% and 2% for 1999, 1998 and 1997, respectively.
Comparable store sales include sales for those stores
which were in operation for a full period in both the current
month and the corresponding month for the prior year.

In accordance with Securities and Exchange Commission
Staff Accounting Bulletin Number 101, “Revenue Recognition
in Financial Statements,” the Company has restated prior-

year sales amounts to exclude leased department sales.

Management believes that the majority of the increase in
sales in comparable stores was attributable to an increase
in the volume of goods sold rather than an increase in the

price of goods.

The sales mix for the past three years by category as

a percent of total sales has been:

1999 1998 1997
Cosmetics 12.9% 12.7% 12.7%
Women'’s and Juniors’ Clothing 30.9 30.9 30.7
Children’s Clothing 6.6 6.6 6.4
Men’s Clothing and Accessories 19.4 19.8 19.5
Shoes, Accessories and Lingerie 20.0 19.9 20.3
Home 93 9.6 10.3
Leased & Other .9 .5 1
Total 100.0% | 100.0%  100.0%
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Cost of sales as a percentage of sales was 66.4%, 66.8%
and 66.1% for 1999, 1998 and 1997, respectively. Cost
of sales for 1998 includes a charge of $39 million for
inventory valuation adjustments resulting from the align-
ment of Mercantile inventories to reflect the Company’s
merchandising and pricing philosophy. Prior to this charge,
cost of sales, as a percent of net sales, would have been
66.3% for 1998. Additionally, during the fourth quarter of
1998, the Company experienced significant merchandise
processing and distribution delays due to systems integra-
tion problems during consolidation of the Dillard’s and
Mercantile distribution systems. The delays resulted in
later than planned store receipts and subsequent higher
levels of markdowns in the post-holiday selling season.

In 1999, the Company experienced higher costs of sales
due to the elimination of spring season, private label
clothing lines, which resulted in higher markdown levels
than historically have been incurred. Additionally, in 1999
the Company concentrated on reducing merchandise
inventories with the actions necessary to reduce such
inventories resulting in higher cost of sales for 1999

compared to prior years.

Expenses as a percentage of sales for the past three

years were as follows:

1999 1998 1997
Advertising, selling, administrative
and general expenses 25.4% 26.7% 24.7%
Depreciation and amortization 3.4 3.1 3.0
Rentals 9 9 .8
Interest and debt expense 2.7 2.5 2.0

Included in advertising, selling, administrative and general
expenses (“SG&A”) for fiscal 1998 were certain business
integration and consolidation expenses (“BICE”) associ-
ated with the integration of Mercantile into the Company.
BICE included $43 million of severance costs, $26 million

of lease rejection costs for facilities closed subsequent

to the Acquisition and $22 million of costs associated
with operating Mercantile central office functions for a
transitional period. Excluding such charges, SG&A
expenses as a percentage of net sales were 25.4% for
fiscal 1998. The Company estimates that SG&A expenses
for fiscal 1998 included additional payroll and other systems
integration expenses of approximately $30 million primarily
relating to transitional distribution cost incurred to process
Mercantile-ordered merchandise in Dillard’s receiving
systems. The Company’s SG&A expenses for 1999 continue
to be negatively impacted by the stores obtained in the
Acquisition. Although the Company anticipated a decline

in sales at the acquired stores, a more rapid improvement
was expected than that which actually occurred. Accordingly,
staffing commitments at the acquired stores exceeded
sales activity. Depreciation and amortization increased as
a percentage of sales during 1999 and 1998. This increase
is primarily due to the amortization of goodwill related to
the Acquisition. Rentals increased as a percentage of
sales during fiscal 1999 and 1998 reflecting the relatively
higher percentage of leased property of Mercantile. A higher
level of borrowing due to the Acquisition caused the increase
in interest and debt expense as a percentage of net sales
for fiscal 1999 and 1998.

In the fourth quarter of fiscal 1999, the Company evalu-
ated its investment in long-lived assets, to be held and
used in operations on an individual store basis, and
determined that, based on historical operating results and
updated operating projections, the property and equipment
at eight of its stores and, in certain cases, related goodwill
was not supported by projected cash flows and an impair-
ment charge was therefore warranted. The amount of
impairment charge was measured on the basis of projected
discounted cash flows using a discount rate indicative of
the Company’s average cost of funds. The Company esti-
mated the fair value of assets at these stores based on
operating projections and future discounted cash flows.
As a result, the Company recorded an impairment charge
of $69.7 million ($0.53 per diluted share) in fiscal 1999
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representing the amount required to write-down the carrying
value of the property and equipment and in certain cases
the related goodwill to their estimated fair value of approx-
imately $11.5 million at January 29, 2000. The impaired
properties are expected to be closed in fiscal 2000 and
management does not anticipate a significant amount of

exit costs upon the closing of these properties.

Net cash flows from operations were $712 million for 1999
and were adequate to fund the Company’s operations for
the year. During 1999, the Company paid its debt maturi-
ties of $166 million and retired its preferred stock. Capital
expenditures were $247 million for 1999. During 1999,
the Company constructed ten new stores (two of which

were replacement stores).

In September 1999, the Company announced that the
Board of Directors had authorized the implementation of
a Class A common share repurchase program of up to
$250 million. As of January 29, 2000, the Company has
purchased 8,642,600 shares of Class A Common Stock

at a cost of $168 million.

Capital Expenditures Comparable Store

(in millions) Inventory
$600 8%
500 6
400 4
300 — — —— Py B
200 — — — — — 0 f——a————
100 = — — — —{ 2 |
[0 4 |
95 96 97 98 99
& ||

95 96 97 98 99

During 1999, the Company focused on reducing its inven-
tory levels and improving its inventory turnover. As a
result merchandise inventories decreased by $109 million
during 1999. On a comparable store basis, merchandise

inventories decreased by 7%.

For 2000, the Company plans to construct six stores (two
of which will be replacement stores). Capital expenditures
are projected to be approximately $200 million for 2000.
Maturities of the Company’s long-term debt over the next
five years are $108 million, $209 million, $110 million,
$160 million and $204 million, respectively.

The Company and its wholly owned finance subsidiary,
Dillard Investment Company, have a revolving line of credit
in the amount of $750 million. The revolving line of credit
requires that consolidated stockholders’ equity be main-
tained at $1 billion or more. No funds were borrowed
under the revolving line of credit during fiscal 1999. At the
end of fiscal 1999, the Company had an outstanding shelf

registration for securities in the amount of $750 million.

The Company expects to finance its capital expenditures
and its working capital requirements including required debt

repayments from cash flows generated from operations.
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The table below provides information about the Company’s debt and Guaranteed Beneficial Interests in the Company’s
obligations that are sensitive to changes in interest rates. Subordinated Debentures along with the related weighted
The table presents maturities of the Company’s long-term average interest rates by expected maturity dates.
Expected Maturity Date (fiscal year)
(dollar amounts in thousands) 2000 2001 2002 2003 2004 Thereafter Total Fair Value
Long-term debt $108,049 $208,985 $109,913 $160,407 $203,895 $2,211,416 $3,002,665 $2,816,638
Average interest rate 9.3% 6.9% 7.5% 6.4% 6.4% 7.1% 7.1%
Guaranteed Beneficial
Interests in the Company’s
Subordinated Debentures $ — $ — $ — $ — $ — $ 531,579 $ 531,579 $ 468,579
Average interest rate —% —% —% —% —% 7.5% 7.5%

The Company did not experience, and does not anticipate
experiencing, any problems in connection with what is
known as the Year 2000 issue, either in its own opera-
tions or as a result of operations of its significant
customers and vendors. The cost of achieving Year 2000
compliance did not have a materially adverse effect on the

Company'’s results of operations or financial condition.

In June 1998, the Financial Accounting Standards Board
(“FASB”) issued Statement of Financial Accounting
Standard (“SFAS”) Number 133, “Accounting for Derivative
Instruments and Hedging Activities.” SFAS No. 133 estab-
lished accounting and reporting standards for derivative
instruments. SFAS No. 133 requires an entity to recognize
all derivatives as either assets or liabilities in the state-
ment of financial position and to measure those instruments
at fair value. In June 1999, the FASB issued SFAS No.
137, “Accounting for Derivative Instruments and Hedging
Activities-Deferral of the Effective Date of FASB Statement
No. 133.” SFAS No. 137 delays the effective date of SFAS
No. 133 for the Company until 2001. The Company has
not yet determined whether the application of SFAS No.
133 will have a material impact on its financial position or

results of operations.

The Company cautions that any forward-looking state-
ments (as such term is defined in the Private Securities
Litigation Reform Act of 1995) contained in this report,
the Company’s annual report on Form 10-K or made by
management of the Company, involve risks and uncertain-
ties and are subject to change based on various important
factors. The following factors, among others, could affect
the Company’s financial performance and could cause
actual results for 2000 and beyond to differ materially
from those expressed or implied in any such forward-
looking statements: economic and weather conditions in
the regions in which the Company’s stores are located
and their effect on the buying patterns of the Company’s
customers, changes in consumer spending patterns and
debt levels, trends in personal bankruptcies and the

impact of competitive market factors.
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We have audited the accompanying consolidated balance sheets of Dillard’s, Inc. and subsidiaries as of January 29, 2000
and January 30, 1999, and the related consolidated statements of income, stockholders’ equity and cash flows for each
of the three years in the period ended January 29, 2000. These financial statements are the responsibility of the Company’s

management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted within the United States of America.
Those standards 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. An audit also includes assessing 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 basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of
Dillard’s, Inc. and subsidiaries as of January 29, 2000 and January 30, 1999, and the results of their operations and
their cash flows for each of the three years in the period ended January 29, 2000 in conformity with accounting principles

generally accepted in the United States of America.

DJOLﬁp 1 Te’ucko LLP

Deloitte & Touche LLP
New York, New York
March 7, 2000
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(amounts in thousands, except share data)

January 29, 2000

January 30, 1999

Assets

Current Assets:

Cash and cash equivalents $ 198,721 $ 72,401
Accounts receivable (net of allowance for doubtful accounts of $32,533 and $37,487) 1,104,925 1,192,572
Merchandise inventories 2,047,830 2,157,010
Other current assets 72,249 28,266
Total current assets 3,423,725 3,450,249
Property and Equipment:
Land and land improvements 125,345 126,047
Buildings and leasehold improvements 2,605,381 2,567,943
Furniture, fixtures and equipment 2,149,730 2,624,799
Buildings under construction 30,440 38,965
Buildings under capital leases 50,123 50,123
Less accumulated depreciation and amortization (1,341,828) (1,723,248)
3,619,191 3,684,629
Goodwill, net 610,180 659,262
Other Assets 265,108 377,861
Total Assets $ 7,918,204 $ 8,172,001
Liabilities and Stockholders’ Equity
Current Liabilities:
Trade accounts payable and accrued expenses $ 667,626 $ 840,865
Current portion of long-term debt 108,049 164,289
Current portion of capital lease obligations 2,515 2,396
Federal and state income taxes 32,404 5,930
Total current liabilities 810,594 1,013,480
Long-term Debt 2,894,616 3,002,595
Capital Lease Obligations 24,659 27,000
Other Liabilities 121,455 74,764
Deferred Income Taxes 702,467 681,061
Operating Leases and Commitments
Guaranteed Preferred Beneficial Interests in the
Company’s Subordinated Debentures 531,579 531,579
Stockholders’ Equity:
Preferred stock — 4,400 shares issued and outstanding in 1998 — 440
Common stock, Class A — 111,469,610 and 110,966,419 shares issued;
94,767,310 and 102,906,719 shares outstanding 1,115 1,110
Common stock, Class B (convertible) — 4,010,929 and 4,016,929 shares issued
and outstanding 40 40
Additional paid-in capital 695,507 682,313
Retained earnings 2,579,567 2,432,793
Less treasury stock, at cost, Class A — 16,702,300 and 8,059,700 shares (443,395) (275,174)
Total stockholders’ equity 2,832,834 2,841,522
Total Liabilities and Stockholders’ Equity $7,918,204 $8,172,001

See notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF INCOME

(amounts in thousands, except per share data)

Years Ended

January 29, 2000

January 30, 1999

January 31, 1998

Net Sales $8,676,711 $7,762,778 $6,610,064
Service Charges, Interest and Other Income 244,526 214,983 185,157
8,921,237 7,977,761 6,795,221

Costs and Expenses:
Cost of sales 5,762,431 5,184,132 4,371,603
Advertising, selling, administrative and general expenses 2,200,697 2,070,212 1,629,721
Depreciation and amortization 292,668 239,671 199,939
Rentals 75,218 67,982 54,686
Interest and debt expense 236,566 196,680 129,237
Impairment charges 69,708 — —
Total costs and expenses 8,637,288 7,758,677 6,385,186
Income Before Income Taxes 283,949 219,084 410,035
Income Taxes 120,220 83,825 151,710
Net Income $ 163,729 $ 135,259 $ 258,325
Basic Earnings Per Common Share $ 1.55 $ 1.26 $ 2.32
Diluted Earnings Per Common Share $ 1.55 $ 1.26 $ 2.31

See notes to consolidated financial statements.
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(amounts in thousands, except share and per share data)

Additional
Preferred Common Stock Paid-in Retained Treasury
Stock Class A Class B Capital Earnings Stock Total
Balance, February 1, 1997 $ 440 $1,096 $ 40 $641,388  $2,074,214 $ —  $2,717,178
Issuance of 657,138 shares under
stock option, employee savings
and stock bonus plans — 7 — 15,749 — — 15,756
Purchase of treasury stock — — — — — (165,491) (165,491)
Net income — — — — 258,325 — 258,325
Cash dividends declared:
Preferred stock, $5 per share — — — — (22) — (22)
Common stock, $.16 per share — — — — (17,808) — (17,808)
Balance, January 31, 1998 $ 440 $1,103 $ 40 $657,137 $2,314,709 $(165,491) $2,807,938
Issuance of 714,785 shares under
stock option, employee savings
and stock bonus plans — 7 — 25,176 — — 25,183
Purchase of treasury stock — — — — — (109,683) (109,683)
Net income — — — — 135,259 — 135,259
Cash dividends declared:
Preferred stock, $5 per share — — — — (22) — (22)
Common stock, $.16 per share — — — — (17,153) — (17,153)
Balance, January 30, 1999 $ 440 $1,110 $ 40 $682,313 $2,432,793 $(275,174) $2,841,522
Issuance of 503,191 shares under
stock option, employee savings
and stock bonus plans — 5 — 13,194 — — 13,199
Purchase of treasury stock — — — — — (168,221) (168,221)
Retirement of Preferred Stock (440) — — — — — (440)
Net income — — — — 163,729 — 163,729
Cash dividends declared:
Preferred stock, $5 per share — — — — (8) = (8)
Common stock, $.16 per share — — — — (16,947) — (16,947)
Balance, January 29, 2000 $ — $1,115 $ 40 $695,507 $2,579,567 $(443,395) $2,832,834

See notes to consolidated financial statements.
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Years Ended

(amounts in thousands) January 29, 2000 January 30, 1999 January 31, 1998
Operating Activities:
Net income $ 163,729 $ 135,259 $ 258,325
Adjustments to reconcile net income to
net cash provided by operating activities:
Depreciation and amortization 295,874 241,914 201,410
Deferred income taxes (13,091) (118,553) 53,877
Impairment charges 69,708 — —
Changes in operating assets and liabilities:
Decrease (increase) in accounts receivable, net 87,647 110,103 (28,178)
Decrease (increase) in merchandise inventories 109,180 87,848 (227,807)
Increase in other current assets (43,983) (11,237) (3,697)
Decrease in other assets 109,549 30,743 13,388
(Decrease) increase in trade accounts payable
and accrued expenses, other liabilities and income taxes (66,349) 166,633 (19,853)
Net cash provided by operating activities 712,264 642,710 247,465
Investing Activities:
Purchase of property and equipment (247,085) (248,485) (509,498)
Acquisition, net of cash acquired and assets held for sale — (2,189,815) —
Net cash used in investing activities (247,085) (2,438,300) (509,498)
Financing Activities:
Principal payments on long-term debt
and capital lease obligations (166,442) (134,442) (182,961)
Cash dividends paid (16,955) (17,343) (17,930)
Proceeds from issuance of common stock 13,199 25,183 15,756
Retirement of preferred stock (440) — —
Purchase of treasury stock (168,221) (109,683) (165,491)
Net (decrease) increase in commercial paper — (419,136) 290,398
Proceeds from accounts receivable securitization — 300,000 —
Proceeds from long-term borrowings — 1,650,000 300,000
Proceeds from Guaranteed Preferred Beneficial Interests
in the Company’s Subordinated Debentures — 531,579 —
Net cash (used in) provided by financing activities (338,859) 1,826,158 239,772
Increase (decrease) in Cash and Cash Equivalents 126,320 30,568 (22,261)
Cash and Cash Equivalents, Beginning of Year 72,401 41,833 64,094
Cash and Cash Equivalents, End of Year $ 198,721 $ 72,401 $ 41,833

See notes to consolidated financial statements.
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Description of Business - Dillard’s, Inc. (the “Company”)
operates retail department stores located primarily in the
Southeastern, Southwestern and Midwestern areas of the
United States. The Company’s fiscal year ends on the
Saturday nearest January 31 of each year. Fiscal years
1999, 1998 and 1997 ended on January 29, 2000,
January 30, 1999 and January 31, 1998, respectively,
and included 52 weeks.

Consolidation - The accompanying consolidated financial
statements include the accounts of Dillard’s, Inc. and its
wholly owned subsidiaries. Intercompany accounts and
transactions are eliminated in consolidation. Investments
in and advances to joint ventures in which the Company
has a 50% ownership interest are accounted for by the
equity method.

Use of Estimates - The preparation of financial statements
in conformity with generally accepted accounting principles
requires management to make estimates and assump-
tions that affect the reported amounts of assets and
liabilities and 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 those estimates.

Cash Equivalents - The Company considers all highly liquid
investments with an original maturity of three months or

less when purchased to be cash equivalents.

Accounts Receivable - Customer accounts receivable are
classified as current assets and include some which are
due after one year, consistent with industry practice.

Concentrations of credit risk with respect to customer

receivables are limited due to the large number of
customers comprising the Company’s credit card base,

and their dispersion across the country.

In August 1998, the Company transferred, through a
subsidiary, substantially all of its credit card receivables
to a trust in exchange for a certificate representing an
undivided interest in the trust. In January 1999, a Class A
certificate with a market value of $300 million was sold to
a third party. The Company owns the remaining undivided
interest in the trust not represented by the Class A certifi-
cate, which is classified in accounts receivable. The undi-
vided interest in the trust represents securities that the
Company intends to hold to maturity in accordance with
Statement of Financial Accounting Standards (“SFAS”)

No. 115, “Accounting for Certain Investments in Debt and
Equity Securities.” Due to the short-term revolving nature
of the credit card portfolio, the carrying value of the
Company’s undivided interest in the trust approximates
fair value. In March 2000, the Company repurchased,
from the third party, its undivided class A interest of
approximately $300 million and anticipates no material
charge to be recorded in the first quarter of 2000.

Merchandise Inventories - The retail last-in, first-out
(“LIFO”) inventory method is used to value merchandise
inventories. At January 29, 2000 and January 30, 1999,
the LIFO cost of merchandise was approximately equal

to the first-in, first-out (“FIFO”) cost of merchandise.

Property and Equipment - Property and equipment owned
by the Company is stated at cost, which includes related
interest costs incurred during periods of construction, less
accumulated depreciation and amortization. Capitalized
interest was $5.2 million, $3.1 million and $3.6 million

in fiscal 1999, 1998 and 1997, respectively. For tax
reporting purposes, accelerated depreciation or cost

recovery methods are used and the related deferred
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income taxes are included in noncurrent deferred income
taxes in the consolidated balance sheets. For financial
reporting purposes, depreciation is computed by the straight-

line method over estimated useful lives:

Buildings and leasehold improvements 20-40 years

Furniture, fixtures and equipment 3-10 years

Properties leased by the Company under lease agreements
which are determined to be capital leases are stated at an
amount equal to the present value of the minimum lease
payments during the lease term, less accumulated amorti-
zation. The properties under capital leases and leasehold
improvements under operating leases are amortized on the
straight-line method over the shorter of their useful lives

or the related lease terms. The provision for amortization
of leased properties is included in depreciation and amorti-

zation expense.

Goodwill - Goodwill, which represents the cost in excess
of fair value of net assets acquired, is amortized on the
straight-line basis over 40 years. Accumulated goodwill
amortization was $56.6 million and $7.5 million at
January 29, 2000 and January 30, 1999, respectively.

The Company follows SFAS No. 121, “Accounting for
Impairment of Long-Lived Assets to be Disposed of,” which
requires impairment losses to be recorded on long-lived
assets used in operations when indicators of impairment are
present and the undiscounted cash flows estimated to be
generated by those assets are less than the assets carrying
amount. In evaluation of the fair value and future benefits of
long-lived assets, the Company performs an analysis of the
anticipated undiscounted future net cash flows of the related
long-lived assets and reduces their carrying value by the
excess, if any, of the results of such calculation. Management
believes, at this time, that carrying value and useful lives
continue to be appropriate, after adjusting for the impairment
charge recorded in 1999, disclosed in Note 13.

Revenue Recognition - The Company recognizes revenue
at the “point of sale.” Finance charge revenue earned on
customer accounts, serviced by the Company under its
private-label credit card program, is recognized in the
period in which it is earned. Allowance for sales returns
is recorded as a component of net sales in the period in
which the related sales are recorded.

Advertising - Advertising and promotional costs, which
include newspaper, television, radio and other media
advertising, are expensed as incurred and were $243 million,
$220 million and $178 million for fiscal years 1999,
1998 and 1997, respectively.

Income Taxes - In accordance with SFAS No. 109,
“Accounting for Income Taxes,” deferred income taxes
reflect the future tax consequences of differences between
the tax bases of assets and liabilities and their financial

reporting amounts at year-end.

Comprehensive Income - In February 1998, the Company
adopted the provisions of SFAS No. 130, “Reporting
Comprehensive Income,” which is required for fiscal years
beginning after December 15, 1997. Comprehensive
income is equivalent to the Company’s net income for
fiscal years 1999, 1998 and 1997.

Segment Reporting - In February 1998, the Company
adopted the provisions of SFAS No. 131, “Disclosures
about Segments of an Enterprise and Related Information.”
SFAS No. 131 is effective for fiscal years beginning after
December 15, 1997, and establishes standards for reporting
information about a company’s operating segments. It also
establishes standards for related disclosures about prod-
ucts and services, geographic areas and major customers.
The Company operates in a single operating segment —
the operation of retail department stores. Revenues from
external customers are derived from merchandise sales
and service charges and interest on the Company’s

private-label credit card.
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The Company’s merchandise sales mix by product

category for the last three years was as follows:

Fiscal Fiscal Fiscal
Product Categories 1999 1998 1997
Cosmetics 12.9% 12.7% 12.7%
Women's and Juniors’ Clothing 30.9 30.9 30.7
Children’s Clothing 6.6 6.6 6.4
Men'’s Clothing and Accessories 19.4 19.8 19.5
Shoes, Accessories and Lingerie 20.0 19.9 20.3
Home 9.3 9.6 10.3
Leased and Others 9 .5 a1
Total Merchandise Sales 100.0% | 100.0%  100.0%

The Company does not rely on any major customers as

a source of revenue.

Reclassifications - Certain reclassifications have been made
to prior-year financial statements to conform with fiscal
1999 presentations. In accordance with Securities and
Exchange Commission Staff Accounting Bulletin No. 101,
“Revenue Recognition in Financial Statements,” the Company
has restated prior-year sales amounts to exclude leased
department sales.

The Company completed its acquisition (the “Acquisition”)
of Mercantile Stores Company, Inc. (“Mercantile”) on
August 13, 1998 for a cash purchase price of approxi-
mately $3 billion. Mercantile was a conventional depart-
ment store retailer engaged in the general merchandising
business, operating 106 department and home fashion
stores under 13 different names in a total of 17 states.
The Acquisition was accounted for under the purchase
method and, accordingly, Mercantile’s results of opera-
tions have been included in the Company’s results of
operations since August 13, 1998. The purchase price
has been allocated to Mercantile’s assets and liabilities
based on their estimated fair values as of that date.
Excess cost over fair value of net assets was allocated to
goodwill. In connection with the Acquisition, the Company
sold and exchanged, respectively, 26 acquired stores and
7 acquired stores to other retailers, with the Company
receiving 9 stores as a result of the exchange agreement.
The results of operations of the sold or exchanged stores

are included in the accompanying consolidated financial
statements from the date of acquisition to the date of
sale or exchange.

If the Acquisition and related financing transactions had
occurred at the beginning of fiscal 1998, the Company
would have realized net sales of $8.9 billion, net income
of $111 million, basic earnings per share of $1.04 per
share and fully diluted earnings per share of $1.03 per
share for the year ended January 30, 1999. If the Acquisition
and related financing transactions had occurred at the
beginning of fiscal 1997, the Company would have real-
ized net sales of $9.0 billion, net income of $266 million,
basic earnings per share of $2.39 per share and fully
diluted earnings per share of $2.38 per share for the year
ended January 31, 1998.

The pro forma summary has been prepared for compara-
tive purposes only and does not necessarily reflect the
results of operations as they would have been if the
Acquisition had occurred at the beginning of fiscal 1997,

nor does it reflect results which may occur in the future.

At January 29, 2000 and January 30, 1999, there were
no commercial paper borrowings outstanding. The average
amount of commercial paper outstanding during fiscal 1999
was $31 million, at a weighted average interest rate of
5.35%. The average amount of commercial paper outstanding
during fiscal 1998 was $225 million, at a weighted average
interest rate of 5.75%.

At January 29, 2000, the Company and a subsidiary,
Dillard Investment Co., Inc. (“DIC”), maintained revolving
line of credit agreements with various banks aggregating
$750 million. The line of credit agreements require that
consolidated stockholders’ equity be maintained at no
less than $1 billion. These agreements expire on May 9,
2002 and cannot be withdrawn except in the case of
defaults by the Company or DIC. The Company pays an
annual commitment fee of .10% of the committed amount
to the banks. Interest may be fixed for periods from one to
six months at the election of the Company or DIC. Interest
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is payable at the lead bank’s certificate of deposit rate,

alternative base rate or Eurodollar rate. There were no

funds borrowed under the revolving line of credit agree-
ments during fiscal years 1997 through 1999.

Long-term debt consists of the following:

Trade accounts payable and accrued expenses consist
of the following:

(in thousands of dollars)

January 29, 2000

January 30, 1999

Unsecured notes at rates
ranging from 5.79%
to 9.5%, due 2000
through 2028

Unsecured 9.25% note of
DIC due 2001

Mortgage notes, payable
monthly or quarterly
(some with balloon
payments) over periods
up to 31 years from
inception and bearing
interest at rates ranging
from 9.25% to 13.25%

$2,850,000

100,000

52,665

$3,007,000

100,000

59,884

Current portion

3,002,665
(108,049)

3,166,884
(164,289)

$2,894,616

$3,002,595

(in thousands of dollars) January 29, 2000 January 30, 1999
Trade accounts payable $351,702 $443,793
Accrued expenses:

Taxes, other than income 67,746 68,994

Salaries, wages, and
employee benefits 56,949 98,857
Interest 91,241 90,796
Rent 17,153 42,112
Other 82,835 96,313
$667,626 $840,865

The provision for federal and state income taxes is

summarized as follows:

Building, land, land improvements and equipment with a
carrying value of $90.9 million at January 29, 2000 are
pledged as collateral on the mortgage notes. Maturities
of long-term debt over the next five years are $108 million,
$209 million, $210 million, $160 million and $204 million.

Interest and debt expense consist of the following:

Fiscal Fiscal Fiscal
(in thousands of dollars) 1999 1998 1997
Current:

Federal $122,225 | $ 185,548 $ 89,839
State 11,086 16,830 7,994
133,311 202,378 97,833

Deferred:
Federal (12,760) (108,657) 49,292
State (331) (9,896) 4,585
(13,091) (118,553) 53,877
$120,220 | $ 83,825 $151,710

Fiscal Fiscal Fiscal
(in thousands of dollars) 1999 1998 1997
Long-term debt:
Interest $227,747 | $187,571 $112,819
Amortization of

debt expense 4,152 2,243 1,471
231,899 189,814 114,290

Interest on capital
lease obligations 2,994 2,159 1,626
Commercial paper interest 1,673 4,707 13,321
$236,566 | $196,680 $129,237

A reconciliation between income taxes computed using the
effective income tax rate and the federal statutory income

tax rate is presented below:

Interest paid during fiscal 1999, 1998 and 1997 was
approximately $287.9 million, $149.3 million and
$135.7 million, respectively.

Fiscal Fiscal Fiscal
(in thousands of dollars) 1999 1998 1997
Income tax at the statutory
federal rate $ 99,382 $76,679 $143,512
State income taxes, net of
federal benefit 6,626 4,474 8,176
Nondeductible goodwill
amortization 17,178 2,616 —
Other (2,966) 56 22
$120,220 $83,825  $151,710
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Deferred income taxes reflect the net tax effects of tempo-

rary differences between the carrying amounts of assets and

liabilities for financial reporting purposes and the amounts

used for income tax purposes. Significant components of the

Company’s deferred tax assets and liabilities as of January
29, 2000 and January 30, 1999 are as follows:

(in thousands of dollars) January 29, 2000 January 30, 1999
Property and equipment basis
and depreciation differences $528,087 $506,820
State income taxes 54,055 54,945
Pension asset differences 49,641 93,110
Joint venture basis differences 39,834 36,608
Differences between book and
tax basis of inventory 39,555 33,677
Other 27,318 16,675
Total deferred tax liabilities 738,490 741,735
Accruals not currently deductible (33,027) (37,598)
State income taxes (2,996) (3,410)
Total deferred tax assets (36,023) (41,008)
Net deferred tax liabilities $702,467 $700,727

Deferred tax assets and liabilities are presented as

follows in the accompanying consolidated balance sheets:

(in thousands of dollars) January 29, 2000 January 30, 1999

Current deferred tax liabilities $ — $ 19,666
Noncurrent deferred tax liabilities 702,467 681,061
Net deferred tax liabilities $702,467 $700,727

Income taxes paid during fiscal 1999, 1998 and 1997
were approximately $46.3 million, $229.9 million and

$100.0 million, respectively.

Guaranteed Preferred Beneficial Interests in the Company’s
Subordinated Debentures are comprised of $200 million
liquidation amount of 7.5% Capital Securities, due August 1,
2038 (the “Capital Securities”) representing beneficial
ownership interest in the assets of Dillard’s Capital Trust I, a
wholly owned subsidiary of the Company, and $331.6 million
liquidation amount of LIBOR plus 1.56% Preferred Securities,
due January 29, 2009 (the “Preferred Securities”) by Horatio

Finance V.0.F., a wholly owned subsidiary of the Company.

Holders of the Capital Securities are entitled to receive
cumulative cash distributions, payable quarterly, at the
annual rate of 7.5% of the liquidation amount of $25 per
Capital Security. The subordinated debentures are the sole
assets of the Trust and the Capital Securities are subject
to mandatory redemption upon repayment of the subordi-
nated debentures. Holders of the Preferred Securities are
entitled to receive quarterly dividends at LIBOR plus 1.56%.
The Preferred Securities are subject to mandatory redemp-
tion upon repayment of the debentures. The Company’s
obligations under the debentures and related agreements,
taken together, provide a full and unconditional guarantee
of payments due on the Capital and Preferred Securities.

The Company has a retirement plan with a 401(k) salary
deferral feature for eligible employees. Under the terms

of the plan, employees may contribute up to 5% of gross
earnings, which will be matched 100% by the Company. The
contributions are used to purchase Class A Common Stock
of the Company for the account of the employee. The terms
of the plan provide a five-year cliff-vesting schedule for the
Company contribution to the plan. The costs to the Company
for the 401(k) plan were $19 million, $16 million and $14 mil-
lion for fiscal 1999, 1998 and 1997, respectively.

Prior to its acquisition by the Company, Mercantile maintained
formal, qualified and non-qualified, non-contributory, defined
benefit pension plans (the “Plans”). In fiscal 1998, the
Company froze all benefits accreting to employees covered

by the Plans, and applied to the applicable governmental
authorities to distribute the benefits owed to each participant,
in the form of lump-sum payments or non-participating annuity
contracts, at the participant’s election. In connection with the
Acquisition, the Company recognized as prepaid pension costs
all remaining unrecognized plan assets in excess of the actu-
arial present value of the benefit obligations. During fiscal
1999, the Company distributed all benefits to Plan participants
in the form of lump-sum payments or nonpartcipating annuity
contracts, and at March 7, 2000, no benefit obligation was
outstanding.
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Capital stock is comprised of the following;:

Par Shares
Type Value Authorized
Preferred (5% cumulative) $100 5,000
Additional preferred $.01 10,000,000
Class A, common $ .01 289,000,000
Class B, common $ .01 11,000,000

Holders of Class A are empowered as a class to elect
one-third of the members of the Board of Directors and
the holders of Class B are empowered as a class to elect
two-thirds of the members of the Board of Directors.
Shares of Class B are convertible at the option of any
holder thereof into shares of Class A at the rate of one
share of Class B for one share of Class A.

In accordance with SFAS No. 128, “Earnings Per Share,”
basic earnings per share has been computed based upon
the weighted average of Class A and Class B common
shares outstanding, after deducting preferred dividend
requirements. Diluted earnings per share gives effect to
outstanding stock options.

Earnings per common share have been computed as follows:

Options to purchase 7,988,849, 5,448,443 and 2,618,406
shares of Class A Common Stock at prices ranging from
$25.13 to $ 40.22 per share were outstanding in fiscal
1999, 1998 and 1997, respectively, but were not included
in the computation of diluted earnings per share because
the exercise price of the options exceeds the average

market price and would have been antidilutive.

The Company’s 1998 Incentive and Nonqualified Stock
Option Plan provides for the granting of options to purchase
6,000,000 shares of Class A Common Stock to certain key
employees of the Company. Exercise and vesting terms for
options granted under this plan are determined at each
grant date. All options were granted at not less than fair
market value at dates of grant. At the end of fiscal 1999,
580 shares were available for grant under the plan and
5,835,151 shares of Class A Common Stock were reserved

for issuance under the 1998 stock option plan.

The Company’s 1990 Incentive and Nonqualified Stock
Option Plan provides for the granting of options to purchase
12 million shares of Class A Common Stock to certain key
employees of the Company. Exercise and vesting terms for
options granted under this plan are determined at each

grant date. All options were granted at not less than fair

Fiscal 1999 Fiscal 1998 Fiscal 1997

(amounts in thousands, except per share data) Basic Diluted Basic Diluted Basic Diluted
Net income $163,729 $163,729 $135,259 $135,259 $ 258,325 $ 258,325
Preferred stock dividends (8) (8) (22) (22) (22) (22)
Net earnings available for

per-share calculation 163,721 163,721 $135,237 $135,237 $ 258,303 $ 258,303
Average shares of common

stock outstanding 105,465 105,465 107,182 107,182 111,303 111,303
Stock options — 153 — 454 — 691
Total average equivalent shares 105,465 105,618 107,182 107,636 111,303 111,994
Earnings per share $ 1.55 $ 1.55 $ 1.26 $ 1.26 $ 2.32 $ 2.31
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market value at dates of grant. At the end of fiscal 1999,
2,167,867 shares were available for grant under the plan
and 6,426,890 shares of Class A Common Stock were

reserved for issuance under the 1990 stock option plan.

SFAS No. 123, “Accounting for Stock-Based Compensation,”
permits compensation expense to be measured based on
the fair value of the equity instrument awarded. In accor-
dance with Accounting Principles Board Opinion No. 25,
“Accounting for Stock Issued to Employees,” no compensa-
tion cost has been recognized in the consolidated state-
ments of income for the Company’s stock option plans.

If compensation cost for the Company’s stock option plans

had been determined in accordance with the fair value
method prescribed by SFAS No. 123, the Company’s net
income would have been $151 million, $125 million and
$245 million for 1999, 1998 and 1997, respectively.
Diluted earnings per share would have been $1.43, $1.16
and $2.18 for 1999, 1998 and 1997, respectively. Basic
earnings per share would have been $1.43, $1.16 and
$2.20 for 1999, 1998 and 1997, respectively. This pro
forma information may not be representative of the amounts
to be expected in future years as the fair value method

of accounting prescribed by SFAS No. 123 has not been
applied to options granted prior to 1995.

Stock option transactions are summarized as follows:

Fiscal 1999 Fiscal 1998 Fiscal 1997
Weighted-Average Weighted-Average Weighted-Average
Fixed Options Shares Exercise Price Shares Exercise Price Shares Exercise Price
Outstanding, beginning of year 7,379,796 $33.25 6,549,340 $33.25 7,058,685 $33.85
Granted 4,199,675 20.89 2,155,880 37.24 1,956,220 32.71
Exercised (956,537) 29.51 (931,687) 35.63 (1,815,180) 32.92
Forfeited (529,340) 32.37 (393,737) 33.73 (650,385) 39.05
Outstanding, end of year 10,093,594 $28.86 7,379,796 $33.83 6,549,340 $33.25
Options exercisable at year-end 5,883,699 $29.77 4,508,051 $34.09 3,245,640 $32.41
Weighted-average fair value of
options granted during the year $5.94 $8.80 $7.78
The following table summarizes information about stock
options outstanding at January 29, 2000:
Options Outstanding Options Exercisable
Weighted-Average

Range of Options Remaining Weighted-Average Options Weighted-Average
Exercise Prices Outstanding Contractual Life (Yrs.) Exercise Price Exercisable Exercise Price
$18.13 - $29.75 5,716,159 4.46 $22.85 2,571,624 $20.85
$32.25 - $40.22 4,377,435 3.53 36.70 3,312,075 36.70

10,093,594 4.06 $28.86 5,883,699 $29.77
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The fair value of each option grant is estimated on the
date of each grant using the Black-Scholes option-pricing
model with the following weighted-average assumptions
used for grants in 1999, 1998, and 1997, respectively:
risk free interest rate 6.29%, 5.38% and 6.13%; expected
life 3.1 years, 3.1 years and 2.9 years; expected volatility
of 33.7%, 25.6% and 25.9%; dividend yield 0.79%, 0.44%
and 0.49%. The fair values generated by the Black-Scholes
model may not be indicative of the future benefit, if any,

that may be received by the option holder.

The estimated fair values of financial instruments which
are presented herein have been determined by the
Company using available market information and appro-
priate valuation methodologies. However, considerable
judgment is required in interpreting market data to develop
estimates of fair value. Accordingly, the estimates presented
herein are not necessarily indicative of amounts the

Company could realize in a current market exchange.

The fair value of trade accounts receivable is determined by
discounting the estimated future cash flows at current
market rates, after consideration of credit risks and servicing
costs using historical rates. The fair value of the Company’s
long-term debt and Guaranteed Preferred Beneficial Interests
in the Company’s Subordinated Debentures is based on
market prices or dealer quotes (for publicly traded unsecured
notes) and on discounted future cash flows using current
interest rates for financial instruments with similar character-

istics and maturity (for bank notes and mortgage notes).

The fair value of the Company’s cash and cash equivalents
and trade accounts receivable approximates their carrying
values at January 29, 2000 and January 30, 1999 due to
the shortterm maturities of these instruments. The fair value
of the Company’s long-term debt at January 29, 2000 and
January 30, 1999 was $2.82 million and $3.32 million,
respectively. The carrying value of the Company’s long-term
debt at January 29, 2000 and January 30, 1999 was
$3.00 million and $3.17 million, respectively. The fair value
of the Guaranteed Preferred Beneficial Interests in the

Company’s Subordinated Debentures at January 29, 2000

and January 30, 1999 was $469 million and $532 million,
respectively. The carrying value of the Guaranteed Preferred
Benefical Interests in the Company’s Subordinated
Debentures at January 29, 2000 and January 30, 1999

was $532 million.

In the fourth quarter of fiscal 1999, the Company evalu-
ated its investment in long-lived assets, to be held and
used in operations on an individual store basis, and deter-
mined that, based on historical operating results and
updated operating projections, the property and equip-
ment at eight of its stores and, in certain cases, related
goodwill recorded at each location was not supported by
projected undiscounted cash flows and an impairment
charge was therefore warranted. The amount of impair-
ment charge was measured on the basis of projected
discounted cash flows using a discount rate indicative

of the Company’s average cost of funds. The Company
estimated the fair value of the assets at these stores
based on operating projections and future discounted
cash flows. As a result, the Company recorded an impair-
ment charge of $69.7 million ($0.53 per diluted share)
in fiscal 1999 representing the amount required to
write-down the carrying value of the property and equip-
ment and, in certain cases, the related goodwill to their
estimated fair value of approximately $11.5 million at
January 29, 2000. The impaired properties are expected
to be closed in fiscal 2000 and management does not
anticipate a significant amount of exit costs upon the

closing of these properties.

Rental expense consists of the following:

Fiscal
1997

Fiscal
1998

Fiscal

(in thousands of dollars) 1999

Operating leases:

Buildings:
Minimum rentals $49,589 | $41,758 $29,639
Contingent rentals 10,527 13,043 11,863
Equipment 13,438 11,545 11,661
73,554 | 66,346 53,163

Contingent rentals on

capital leases 1,664 1,636 1,523
$75,218 | $67,982 $54,686
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Contingent rentals on certain leases are based on a
percentage of annual sales in excess of specified
amounts. Other contingent rentals are based entirely

on a percentage of sales.

The future minimum rental commitments as of January 29,
2000 for all noncancelable leases for buildings and equip-
ment are as follows:

Renewal options from three to 25 years exist on the majority
of leased properties. At January 29, 2000, the Company is
committed to incur costs of approximately $65.4 million to

acquire, complete and furnish certain stores.

Various legal proceedings in the form of lawsuits and
claims, which occur in the normal course of business, are
pending against the Company and its subsidiaries. In the

opinion of management, disposition of these matters is

(in thousands of dollars) Operating Capital
Fiscal Year Leases Leases
2000 $ 65,938 $ 5,037
2001 60,274 4,675
2002 52,390 4,282
2003 47,485 3,991
2004 43,008 3,622
After 2004 215,968 30,743
Total minimum lease payments $485,063 52,350
Less amount representing interest (25,176)
Present value of net minimum

lease payments (of which

$2,515 is currently payable) $ 27,174

not expected to materially affect the Company’s financial

position, cash flows or results of operations.

The following is a tabulation of the unaudited quarterly
results of operations for the years ended January 29,

2000 and January 30, 1999:

Fiscal 1999, Three Months Ended

(in thousands, except per share data) May 1 July 31 October 30 January 29
Net sales $2,120,069 $1,889,790 $2,071,956 $2,594,896
Gross profit 727,351 666,297 691,428 829,204
Net income 66,945 36,206 34,788 25,790
Basic earnings per share .63 .34 .33 .26
Diluted earnings per share .63 .34 .33 .26
Fiscal 1998, Three Months Ended
(in thousands, except per share data) May 2 August 1 October 31 January 30
Net sales $1,681,320 $1,503,680 $2,013,241 $2,5671,545
Gross profit 564,995 540,360 653,033 820,258
Net income (loss) 63,070 47,946 (50,205) 74,448
Basic earnings (loss) per share .58 .45 (.47) .70
Diluted earnings (loss) per share .58 .45 (.47) .70
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SHAREHOLDER INFORMATION

Annual Meeting

Saturday, May 20, 2000, at 9:30 a.m., Auditorium,
Dillard’s Corporate Office, 1600 Cantrell Road,
Little Rock, Arkansas 72201

Form 10-K

Copies of the Company’s 10-K Annual Report may be obtained by
written request to: James |. Freeman, Senior Vice President and Chief
Financial Officer, Post Office Box 486, Little Rock, Arkansas 72203

Corporate Headquarters
1600 Cantrell Road, Little Rock, Arkansas 72201

Mailing Address

Post Office Box 486, Little Rock, Arkansas 72203
Telephone: 501-376-5200

Telex: 910-722-7322

Fax: 501-376-5917

Transfer Agent and Registrar

Chase Mellon, 85 Challenger Road, Overpeck Centre,
Ridgefield Park, New Jersey 07660

Listing

New York Stock Exchange, Ticker Symbol “DDS”

Stock Prices and Dividends by Quarter

Dividends

1999 1998 per Share
High Low High Low 1999 1998
First $29.38 $22.88 | $39.63 $34.94 $0.04 $0.04
Second 37.44 27.44 44.50 32.81 0.04 0.04
Third 32.13 17.75 37.06 26.50 0.04 0.04
Fourth 20.94 17.94 36.25 24.75 0.04 0.04

In Memoriam
All at Dillard’s were deeply saddened by the death
of E. Ray Kemp. We will miss his guidance and

contributions to our Company.

E. RAY KEMP (1924 — 2000)
Retired Vice Chairman and

Chief Administrative Officer
Dillard’s, Inc.
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