The Style of Your Life.




We experienced a challenging year at Dillard’s in 2007.
Following a record-breaking performance in 2006,

we were optimistic that we would deliver continued
notable improvement in 2007. We simply did not
achieve the level of sales necessary to make that happen.
We did, however, underscore our commitment to

our shareholders during the year by repurchasing $111.6
million of Class A Common Stock and closing nine
under-performing stores. At the same time, we worked
to maintain appropriate control over inventory levels
and expenses, as the year progressed with increasingly
sluggish macroeconomic conditions.

It is relatively easy for a retailer to cite challenging
macroeconomic factors in a time of poor operational
performance. The more difficult task lies in self-
assessment and in moving forward with a clear vision
for improvement. At Dillard’s, we must be great at
what we do in all circumstances.

Moving ahead, we will work to set Dillard’s apart in
the marketplace by executing further improvements to
our merchandise mix. We believe strengthening our
appeal to aspirational and contemporary shoppers will
redefine Dillard’s as a revered national brand with a
completely new attitude. Accordingly, we will seek to
build and nurture solid relationships with vendors who
offer upscale, highly regarded product while working to
find that next hot brand. We will support this endeavor
with our ‘Dillard’s — The Style of Your Life.” branding
campaign to share the fashion excitement and educate
consumers about the bold new look of Dillard’s.

Additionally, we will work to respond faster to
replenishing top-selling product, while utilizing our
information systems and distribution network to
better match in-stock merchandise with high demand
location by location.

Clearly, at Dillard’s, our success lies primarily in effective
execution of our merchandising initiatives. However,
we must improve our financial position, as well, by taking
appropriate steps with under-performing stores and
facilities as we did in 2007. To date in 2008, we have
announced six such store closures. We will continue

to evaluate our store base in 2008, aggressively
addressing under-performing stores and facilities
where appropriate.

We completed our $200 million share repurchase
program in the fall of 2007 with the purchase of $111.6
million of Class A Common Stock. Immediately,

our board of directors approved another $200 million
authorization. In 2008, we will actively seek out
opportunities to repurchase shares as conditions permit.

Regardless of the changes and challenges around us,
our mission remains to provide each and every person
who visits Dillard’s the best customer care anywhere.
Our customers demand a compelling assortment of
fashion complemented by exceptional customer service
and presented in an attractive store. Accordingly, in
2007 we opened nine new stores in some of the nation’s
most vibrant communities and in exciting centers
where customers live, work and shop. To date in 2008,
we have opened five such locations with four on the
horizon for the fall. We were also very pleased to have
recently opened a brand new store in Biloxi, Mississippi
replacing a store that was devastated by Hurricane
Katrina in 2005.

In early 2008, we reached our 70th year anniversary of
serving America’s communities with inspiring fashion and
extraordinary value. Reflection and celebration of this
legacy is impossible without thanking our shareholders
and associates for their noteworthy contributions to this
effort. We look forward to a productive and rewarding

2008 for all.
Regards,

. R - " .
Weel Cuea 0Tt b, Vbl
William Dillard, 1l Alex Dillard
Chairman of the Board President

& Chief Executive Officer
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PARTI
ITEM 1. BUSINESS.

General

CLINT3 9% GG 9% ¢

Dillard's, Inc. (the “Company”, “we”, “us”, “our” or “Registrant”) ranks among the nation’s largest apparel and
home furnishing retailers. Our Company, originally founded in 1938 by William T. Dillard, was incorporated in
Delaware in 1964. As of February 2, 2008, we operated 326 Dillard’s stores offering a wide selection of
merchandise including fashion apparel for women, men and children, accessories, cosmetics, home furnishings and
other consumer goods. The following table summarizes the percentage of net sales by each major product line:

Percentage of Net Sales

Fiscal Fiscal Fiscal
2007 2006 2005

COSIMELICS . . vttt et e e et e e e 15% 15% 15%
Ladies’ Apparel and ACCESSOTIES .. ..o vttt 37 36 36
Juniors” and Children’s Apparel .......... ... ... . . 9 10 10
Men’s Apparel and ACCESSOTIES . . ..o v vttt 18 18 18
ShOES . .ot 13 13 12
Home and Other ........ .. .. . . . . i 8 8 9
Total . .o 100% 100% 100%

Our store base is diversified, with the character and culture of the community served determining the size of
facility and, to a large extent, the merchandise mix presented. Most stores are located in suburban shopping
malls. Our customers may also purchase merchandise on-line at our website, www.dillards.com, which features
on-line gift registries and a variety of other services. We operate retail department stores located primarily in the
southwest, southeast and midwest regions of the United States. The stores are located in 29 states, with 53 stores
located in the western region, 123 stores in the eastern region and 150 stores in the central region.

We conduct our retail merchandise business under highly competitive conditions. Although we are a large
regional department store, we have numerous competitors at the national and local level that compete with our
individual stores, including specialty, off-price, discount, internet, and mail-order retailers. Competition is
characterized by many factors including location, reputation, assortment, advertising, price, quality, service and
credit availability. We believe that our stores are in a strong competitive position with regard to each of these
factors. In an effort to strengthen this position, we will continue to make notable changes to our merchandise
mix, positioning our stores toward a more upscale and contemporary tone to attract new customers who are
seeking exciting statements in fashion. At the same time, we will work to maintain valued relationships with our
existing loyal customer base by continuing to provide updated fashion choices, dependable quality, reliable
service and measurable value. Our expanded selections of more upscale and contemporary choices include, but
are not limited to, Dillard’s improved lines of exclusive brand merchandise such as Antonio Melani, Gianni Bini,
Roundtree & Yorke and Daniel Cremieux. Other retailers may compete for customers on some or all of these
factors, or on other factors, and may be perceived by some potential customers as being better aligned with their
particular preferences. The Company's earnings depend to a significant extent on the results of operations for the
last quarter of its fiscal year. Due to holiday buying patterns, sales for that period average approximately
one-third of annual sales.

We purchase merchandise from many suppliers, none of which accounted for more than 5% of our net
purchases during 2007. We have no long-term purchase commitments or arrangements with any of our suppliers,
and we do not believe we are dependent on any one supplier. We consider our relationships with our suppliers to
be strong and mutually beneficial.

Our merchandising, sales promotion, and store operating support functions are conducted in multiple
locations. Our back office sales support functions for the Company, such as accounting, product development,
store planning and information technology, are centralized.



We have developed a knowledge of each of our trade areas and customer bases for our stores. This
knowledge is gained through our regional merchandising structure in conjunction with store visits by senior
management and merchandising personnel complemented by the use of on-line merchandise information. We
will continue to use existing technology and research to edit assortments by store to meet the specific preference,
taste and size requirements of each local operating area.

Certain departments in our stores are licensed to independent companies in order to provide high quality
service and merchandise where specialization, focus and expertise are critical. The licensed departments vary by
store to complement our own merchandising departments. The principal licensed departments are fine jewelry
and an upscale women’s apparel vendor in certain stores. The terms of the license agreements typically range
between three and five years with one year renewals and require the licensee to pay for fixtures and provide its
own employees. We regularly evaluate the performance of the licensed departments and require compliance with
established customer service guidelines.

In November 2004, the Company sold substantially all of the assets of its Dillard’s proprietary credit card
(“proprietary card”) business to GE Consumer Finance (“GE”). These assets included the proprietary card
account balances owned by the Dillard’s Credit Card Master Trust, which previously owned and securitized the
accounts receivable generated by the proprietary card accounts.

As a result of the transaction and pursuant to a long-term marketing and servicing alliance with an initial term of
ten years, GE establishes and owns proprietary card accounts for our customers, retains the benefits and risks
associated with the ownership of the accounts, provides key customer service functions, including new account
openings, transaction authorization, billing adjustments and customer inquiries, receives the finance charge income and
incurs the bad debts associated with those accounts. Pursuant to the long-term marketing and servicing alliance, we
receive on-going cash compensation from GE based upon the portfolio earnings. With the sale, we became a more
focused retailer and used the proceeds generated from the sale and ongoing compensation to strengthen our balance
sheet and return value to our shareholders. Further pursuant to this agreement, we have no continuing involvement
other than to honor the proprietary cards in our stores. Although not obligated to a specific level of marketing
commitment, we participate in the marketing of the proprietary cards and accept payments on the proprietary cards in
our stores as a convenience to customers who prefer to pay in person rather than by mailing their payments to GE.

We seek to expand the number and use of the proprietary cards by, among other things, providing incentives
to sales associates to open new credit accounts, which generally can be opened while a customer is visiting one
of our stores. Customers who open accounts are rewarded with certificates for discounts on later purchases.
Proprietary card customers are sometimes offered private shopping nights, direct mail catalogs, special discounts,
and advance notice of sale events. GE has created various loyalty programs that reward customers for frequency
and volume of proprietary card usage.

Our fiscal year ends on the Saturday nearest January 31 of each year. Fiscal years 2007, 2006 and 2005
ended on February 2, 2008, February 3, 2007 and January 28, 2006, respectively. Fiscal year 2006 included 53
weeks, and fiscal years 2007 and 2005 included 52 weeks.

For additional information with respect to our business, reference is made to information contained under the
headings “Net sales,” “Net income,” “Total assets” and “Number of employees-average,” under item 6 hereof.

The information contained on our website is not incorporated by reference into this Form 10-K and should
not be considered to be a part of this Form 10-K. Our annual report on Form 10-K, quarterly reports on Form
10-Q, current reports on Form 8-K, statements of changes in beneficial ownership of securities on Form 4 and
amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Exchange Act are
available free of charge (as soon as reasonably practicable after we electronically file such material with, or
furnish it to, the SEC) on the Dillard’s, Inc. website:

www.dillards.com




We have adopted a Code of Business Conduct and Corporate Governance Guidelines, as required by the
listing standards of the New York Stock Exchange and the rules of the SEC. We have posted on our website our
Code of Conduct, Corporate Governance Guidelines, Social Accountability Policy and committee charters for the
Audit Committee of the Board of Directors and the Stock Option and Executive Compensation Committee.

Our corporate offices are located at 1600 Cantrell Road, Little Rock, Arkansas 72201, telephone:
501-376-5200.

ITEM 1A.RISK FACTORS.

The risks described in Item 1A, Risk Factors, in this Annual Report on Form 10-K for the year ended
February 2, 2008, could materially and adversely affect our business, financial condition and results of
operations. The risk factors discussed below do not identify all risks that we face because our business operations
could also be affected by additional factors that are not presently known to us or that we currently consider to be
immaterial to our operations.

The Company cautions that forward-looking statements, as such term is defined in the Private Securities
Litigation Reform Act of 1995, contained in this Annual Report on Form 10-K are based on estimates,
projections, beliefs and assumptions of management at the time of such statements and are not guarantees of
future performance. The Company disclaims any obligation to update or revise any forward-looking statements
based on the occurrence of future events, the receipt of new information, or otherwise. Forward-looking
statements of the Company involve risks and uncertainties and are subject to change based on various important
factors. Actual future performance, outcomes and results may differ materially from those expressed in forward-
looking statements made by the Company and its management as a result of a number of risks, uncertainties and
assumptions.

The retail merchandise business is highly competitive, and that competition could lower revenues, margins
and market share.

We conduct our retail merchandise business under highly competitive conditions. Although we are a large
regional department store, we have numerous competitors at the national and local level that compete with our
individual stores, including specialty, off-price, discount, internet and mail-order retailers. Competition is
characterized by many factors including location, reputation, fashion, merchandise assortment, advertising, price,
quality, service and credit availability. We anticipate intense competition will continue to focus on pricing. Some
of our competitors have substantially larger marketing budgets, which may provide them with a competitive
advantage. If we are unable to maintain our competitive position, we could experience downward pressure on
prices, lower demand for products, reduced margins, the inability to take advantage of new business
opportunities and the loss of market share.

Changes in economic, market and other conditions could adversely affect our operating results.

The retail merchandise business is affected by changes in international, national, regional, and local
economic conditions, consumer preferences and spending patterns, demographic trends, consumer confidence,
consumer credit availability, weather, traffic patterns, the type, number and location of competing stores, and the
effects of war or terrorist activities and any governmental responses thereto. Factors such as inflation, apparel
costs, labor and benefit costs, legal claims, and the availability of management and hourly employees also affect
store operations and administrative expenses. Our ability to finance new store development, improvements and
additions to existing stores, and the acquisition of stores from competitors is affected by economic conditions,
including interest rates and other government policies impacting land and construction costs and the availability
of borrowed funds.



Current store locations may become less desirable, and desirable new locations may not be available for a
reasonable price, if at all.

The success of any store depends substantially upon its location. There can be no assurance that current
locations will continue to be desirable as demographic patterns change. Neighborhood or economic conditions
where stores are located could decline in the future, thus resulting in potentially reduced sales in those locations.
If we cannot obtain desirable locations at reasonable prices our cost structure will increase and our revenues will
be adversely affected.

Ownership and leasing of significant amounts of real estate exposes us to possible liabilities and losses.

We own the land and building, or lease the land and/or the building, for all of our stores. Accordingly, we
are subject to all of the risks associated with owning and leasing real estate. In particular, the value of the assets
could decrease, and their costs could increase, because of changes in the investment climate for real estate,
demographic trends and supply or demand for the use of the store, which may result from competition from
similar stores in the area, as well as liability for environmental conditions. We generally cannot cancel these
leases. If an existing or future store is not profitable, and we decide to close it, we may be committed to perform
certain obligations under the applicable lease including, among other things, paying the base rent for the balance
of the lease term. In addition, as each of the leases expires, we may be unable to negotiate renewals, either on
commercially acceptable terms or at all, which could cause us to close stores in desirable locations. If an existing
owned store is not profitable, and we decide to close it, we may be required to record an impairment charge and/
or exit costs associated with the disposal of the store. We may not be able to close an unprofitable owned store
due to an existing operating covenant which may cause us to operate the location at a loss and prevent us from
finding a more desirable location. We have approximately 95 stores along the Gulf and Atlantic coasts that are
not covered by third party insurance but are self-insured for property and merchandise losses related to “named
storms”’; therefore, repair and replacement costs will be borne by us for damage to any of these stores from
“named storms”.

We rely on third party suppliers to obtain materials and provide production facilities from which we source
our merchandise.

We may experience supply problems such as unfavorable pricing or untimely delivery of merchandise. The
price and availability of materials from suppliers can be adversely affected by factors outside of our control such
as increased worldwide demand. Further, our suppliers who also serve the retail industry may experience
financial difficulties due to a downturn in the industry. These supplier risks may have a material adverse effect
on our business and results of operations.

We intend to evaluate acquisitions, joint ventures and other strategic initiatives, any of which could distract
management or otherwise have a negative effect on revenues, costs and stock price.

Our future success may depend on opportunities to buy or obtain rights to other businesses or technologies
that could complement, enhance or expand our current business or products or that might otherwise offer growth
opportunities. In particular, we intend to evaluate potential mergers, acquisitions, joint venture investments,
strategic initiatives, alliances, vertical integration opportunities and divestitures. Our attempt to engage in these
transactions may expose us to various inherent risks, including:

e assessing the value, future growth potential, strengths, weaknesses, contingent and other liabilities and
potential profitability of acquisition candidates;

e the potential loss of key personnel of an acquired business;
» the ability to achieve projected economic and operating synergies;

e difficulties successfully integrating, operating, maintaining and managing newly acquired operations or
employees;



e difficulties maintaining uniform standards, controls, procedures and policies;
e unanticipated changes in business and economic conditions affecting an acquired business;
e the possibility of impairment charges if an acquired business performs below expectations; and

e the diversion of management’s attention from the existing business to integrate the operations and
personnel of the acquired or combined business or to implement the strategic initiative.

Our annual and quarterly financial results may fluctuate depending on various factors, many of which are
beyond our control, and if we fail to meet the expectations of securities analysts or investors, our share price
may decline.

Our sales and operating results can vary from quarter to quarter and year to year depending on various
factors, many of which are beyond our control. Certain events and factors may directly and immediately decrease
demand for our products. If customer demand decreases rapidly, our results of operations would also decline
precipitously. These events and factors include:

e variations in the timing and volume of our sales;

e sales promotions by us or our competitors;

* changes in average same-store sales and customer Visits;

e variations in the price, availability and shipping costs of supplies;
e seasonal effects on demand for our products;

* changes in competitive and economic conditions generally;

e changes in the cost or availability of material or labor; and

¢ weather and acts of God.

Litigation from customers, employees and others could harm our reputation and impact operating resulls.

Class action lawsuits have been filed, and may continue to be filed, from customers alleging discrimination.
We are also susceptible to claims filed by customers alleging responsibility for injury suffered during a visit to a
store. Further, we may be subject to other claims in the future based on, among other things, employee
discrimination, harassment, wrongful termination and wage issues, including those relating to overtime
compensation. These types of claims, as well as other types of lawsuits to which we are subject to from time to time,
can distract management’s attention from core business operations and/or negatively impact operating results.

Catastrophic events may disrupt our business.

Unforeseen events, including war, terrorism and other international conflicts, public health issues, and natural
disasters such as earthquakes, hurricanes or other adverse weather and climate conditions, whether occurring in the
United States or abroad, could disrupt our operations, disrupt international trade and supply chain efficiencies,
suppliers or customers, or result in political or economic instability. These events could result in property losses,
reduce demand for our products or make it difficult or impossible to receive products from suppliers.

Variations in the amount of vendor advertising allowances received could adversely impact our operating
resullts.

We receive vendor advertising allowances that are a strategic part of our advertising program. If vendor
advertising allowances were substantially reduced or eliminated, we would likely consider other methods of
advertising as well as the volume and frequency of our product advertising, which could increase/decrease our
expenditures and/or revenue.



If we do not maintain the security of customer-related information, we could damage our reputation with
customers, incur substantial additional costs and become subject to litigation.

As do most retailers, we receive certain personal information about our customers. In addition, our online
operations at www.dillards.com depend upon the secure transmission of confidential information over public
networks, including information permitting cashless payments. A compromise of our security systems that results
in customer personal information being obtained by unauthorized persons could adversely affect our reputation
with our customers and others, as well as our operations, results of operations, financial condition and liquidity,
and could result in litigation against us or the imposition of penalties. In addition, a security breach could require
that we expend significant additional resources related to our information security systems and could result in a
disruption of our operations, particularly our online sales operations.

ITEM 1B. UNRESOLVED STAFF COMMENTS.

None.

ITEM 2. PROPERTIES.

All of our stores are owned or leased from third parties. Our third-party store leases typically provide for
rental payments based on a percentage of net sales with a guaranteed minimum annual rent. In general, the
Company pays the cost of insurance, maintenance and real estate taxes related to the leases.

The following table summarizes the number of retail stores owned or operated by us and the percentage of
total store area represented by each listed category at February 2, 2008:

% of total

Number of  store square

stores footage
OWNEd SLOTES . . oottt e e e e 247 77.0 %
Leased StOreS . ... vit vttt e 48 13.1 %
Owned buildingon leasedland .............. .. ... ... .. ... 19 6.4 %
Partly owned and partly leased ............... ... ... ... ... 12 3.5 %
326 100.0 %

At February 2, 2008, we had eight regional distribution facilities located throughout the United States of
which we own six and lease two from third parties. Our principal executive offices are approximately 300,000
square feet located in Little Rock, Arkansas. Additional information is contained in Notes 1, 3, 13, 14 and 15 of
“Notes to Consolidated Financial Statements,” in Item 8 hereof, and reference is made to information contained
under the headings “Number of stores” and “Gross square footage,” under Item 6 hereof.

ITEM 3. LEGAL PROCEEDINGS.

From time to time, we are involved in litigation relating to claims arising out of our operations in the normal
course of business. Such issues may relate to litigation with customers, employment related lawsuits, class action
lawsuits, purported class action lawsuits and actions brought by governmental authorities. As of April 2, 2008, we
are not a party to any legal proceedings that, individually or in the aggregate, are reasonably expected to have a
material adverse effect on our business, results of operations, financial condition or cash flows. However, the results
of these matters cannot be predicted with certainty, and an unfavorable resolution of one or more of these matters
could have a material adverse effect on our business, results of operations, financial condition or cash flows.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.

No matter was submitted to a vote of security holders during the fourth quarter of the year ended
February 2, 2008.



Executive Officers of the Company

The following table lists the names and ages of all Executive Officers of the Registrant, the nature of any
family relationship between them and all positions and offices with the Registrant presently held by each person
named. All of the Executive Officers listed below have been in managerial positions with the registrant for more

than five years.

Name %
William Dillard, IT ........... 63
AlexDillard ................ 58
Mike Dillard . ............... 56
G.KentBurnett . ............. 63
Drue Corbusier .............. 61
James I. Freeman ............ 58
Steven K. Nelson ............ 50
Robin Sanderford ............ 61
Paul J. Schroeder .. ........... 60
Burt Squires . ............... 58
Julie A. Taylor .............. 56
David Terry ................. 59

Position & Office

Family Relationship

Director; Chief Executive Officer
Director; President

Director; Executive Vice President
Vice President

Director; Executive Vice President
Director; Senior Vice President;
Chief Financial Officer

Vice President

Vice President

Vice President; General Counsel
Vice President

Vice President

Vice President

None

Brother of William Dillard, 11
Brother of William Dillard, 1T
None

Sister of William Dillard, II
None

None
None
None
None
None
None



PART II

ITEM S. MARKET FOR REGISTRANT’S COMMON EQUITY, AND RELATED MATTERS AND
ISSUER PURCHASES OF EQUITY SECURITIES.

The Company’s Class A Common Stock trades on the New York Stock Exchange under the Ticker Symbol
“DDS”. No public market currently exists for the Class B Common Stock.

The high and low sales prices of the Company’s Class A Common Stock, and dividends declared on each
class of common stock, for each quarter of fiscal 2007 and 2006 are presented in the table below:

Dividends
2007 2006 per Share
High Low High Low 2007 2006
First .o $35.82  $31.70 $26.79 $24.23 $0.04 $0.04
Second . ... 3990 25.62 3204 2542 0.04 0.04
Third . ... 2640 19.68 33.63 2994 0.04 0.04
Fourth . ... ... .. . . . . 21.73 1493 36.09 28.74 0.04 0.04

While the Company expects to continue its cash dividend policy during fiscal 2008, all subsequent
dividends will be reviewed quarterly and declared by the board of directors.

As of March 1, 2008, there were 3,740 holders of record of the Company's Class A Common Stock and 8
holders of record of the Company’s Class B Common Stock.

In November 2007, the Company announced that the Board of Directors authorized the repurchase of up to
$200 million of its Class A Common Stock. The plan has no expiration date, and remaining availability pursuant
to the Company’s share repurchase program is $200 million as of February 2, 2008. There were no issuer
purchases of equity securities during the fourth quarter of 2007.



Company Performance

For each of the last five fiscal years, the graph below compares the cumulative total returns on the
Company’s Class A Common Stock, the Standard & Poor’s 500 Index and the Standard & Poor’s
Supercomposite Department Stores Index. The cumulative total return on the Company’s Class A Common
Stock assumes $100 invested in such stock on February 2, 2003 and assumes reinvestment of dividends.
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ITEM 6. SELECTED FINANCIAL DATA.

The selected financial data set forth should be read in conjunction with the Company’s consolidated audited
financial statements and notes thereto and the other information contained elsewhere in this report.

2007 2006* 2005 2004 2003
(Dollars in thousands of dollars, except per share data)
Netsales ........................ $ 7,207,417 $ 7,636,056 $ 7,551,697 $ 7,522,060 $ 7,594,460
Percentchange . ............... -6% 1% 0% -1% -4%
Costofsales ..................... 4,786,655 5,032,351 5,014,021 5,017,765 5,170,173
Percentof sales ............... 66.4% 65.9% 66.4% 66.7% 68.1%
Interest and debt expense, net .. ...... 91,556 87,642 105,570 139,056 181,065
Income before income taxes and equity
in earnings of joint ventures ....... 60,518 253,842 125,791 175,832 7,904
Incometaxes ..................... 13,010 20,580 14,300 66,885 6,650
Equity in earnings of joint ventures . .. 6,253 12,384 9,994 8,719 8,090
Netincome ...................... 53,761 245,646 121,485 117,666 9,344
Per diluted common share
Netincome .................. 0.68 3.05 1.49 1.41 0.11
Dividends ................... 0.16 0.16 0.16 0.16 0.16
Bookvalue 3) ................ 3345 32.19 29.43 27.85 26.79
Average number of diluted
sharesoutstanding . .............. 79,103,423 80,475,210 81,660,619 83,739,431 83,899,974
Accounts receivable (1) . ............ 10,880 10,508 12,523 9,651 1,232,456
Merchandise inventories ............ 1,779,279 1,772,150 1,802,695 1,733,033 1,632,377
Property and equipment (3) .......... 3,190,444 3,146,626 3,147,623 3,169,476 3,197,469
Total assets (3) ................... 5,338,129 5,396,735 5,505,639 5,680,301 6,411,097
Long-term debt (1) ................ 760,165 956,611 1,058,946 1,322,824 1,855,065
Capital lease obligations ............ 25,739 28,328 31,806 20,182 17,711
Deferred income taxes (3) ........... 436,541 448,770 475,007 505,473 617,236
Guaranteed preferred beneficial
interests in the Company’s
subordinated debentures .......... 200,000 200,000 200,000 200,000 200,000
Total stockholders’ equity (3) ........ 2,514,111 2,579,789 2,333,377 2,317,533 2,237,097
Number of employees — average . . . ... 49,938 51,385 52,056 53,035 53,598
Gross square footage (in thousands) . . . . 56,300 56,500 56,400 56,300 56,000
Number of stores
Opened ..................... 9 8 9 8 5
Closed (2) ..., 11 10 8 7 10
Total —endof year ................ 326 328 330 329 328

* 53 weeks

(1) During fiscal 2004, the Company sold its private label credit card business to GE Consumer Finance for
$1.1 billion, which included the assumption of $400 million of long-term securitization liabilities.

(2) One store in Biloxi, Mississippi, not in operation during fiscal 2007 and fiscal 2006 due to the hurricanes of
2005 and included in the 2006 closed store totals, was re-opened in early fiscal 2008.

(3) As discussed in Note 2 of the Notes to Consolidated Financial Statements, the Company has restated its
Consolidated Balance Sheet and Statement of Stockholders’ Equity as of February 3, 2007 and Consolidated
Statement of Stockholders’ Equity as of January 28, 2006.
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The items below are included in the Selected Financial Data.

2007

The items below amount to a net $2.3 million pretax charge ($10.7 million after tax gain or $0.13 per
diluted share).

2006

a $20.5 million pretax charge ($12.8 million after tax or $0.16 per diluted share) for asset impairment
and store closing charges related to certain stores (see Note 15 of the Notes to Consolidated Financial
Statements).

an $18.2 million pretax gain ($11.5 million after tax or $0.14 per diluted share) related to
reimbursement for inventory and property damages incurred during the 2005 hurricane season (see
Note 14 of the Notes to Consolidated Financial Statements).

a $12.0 million income tax benefit ($0.15 per diluted share) primarily due to state administrative
settlement, federal credits and the change in a capital loss valuation allowance.

The items below amount to a net $9.1 million pretax gain ($81.8 million after tax gain or $1.02 per diluted

share).

2005

a $13.8 million pretax gain ($8.5 million after tax or $0.11 per diluted share) on the sale of the
Company’s interest in a mall joint venture (see Note 1 of the Notes to Consolidated Financial
Statements).

a $6.5 million pretax gain ($4.0 million after tax or $0.05 per diluted share) related to proceeds
received from the Visa Check/Mastermoney Antitrust litigation (see Note 13 of the Notes to
Consolidated Financial Statements).

a $21.7 million pretax charge ($13.6 million after tax or $0.17 per diluted share) for a memorandum of
understanding reached in a litigation case (see Note 13 of the Notes to Consolidated Financial
Statements).

a $10.5 million pretax interest credit ($6.6 million after tax or $0.08 per diluted share) and a net income
tax benefit of $64.0 million ($0.80 per diluted share) which includes $18.3 million for the change in a
capital loss valuation allowance. Both the pretax interest credit and the income tax benefit are related to
statute expirations and audit settlements with federal and state authorities for multiple tax years.

a $5.8 million income tax benefit ($0.07 per diluted share) for the change in a capital loss valuation
allowance due to capital gain income and $6.5 million tax benefit ($0.08 per diluted share) due to the
release of tax reserves.

The items below amount to a net $32.0 million pretax charge ($24.7 million after tax gain or $0.30 per
diluted share).

a $61.7 million pretax charge ($39.6 million after tax or $0.49 per diluted share) for asset impairment
and store closing charges related to certain stores (see Note 15 of the Notes to Consolidated Financial
Statements).

a $29.7 million pretax gain ($18.9 million after tax or $0.23 per diluted share) related to hurricane
recovery proceeds (see Note 14 of the Notes to Consolidated Financial Statements).

a $45.4 million tax benefit ($0.56 per diluted share) related to the sale of one of the Company’s
subsidiaries (see Notes 7 and 13 of the Notes to Consolidated Financial Statements).
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2004

The items below amount to a net $64.5 million pretax gain ($42.1 million after tax or $0.50 per diluted
share).

e a pretax gain of $83.9 million ($53.7 million after tax or $0.64 per diluted share) pertaining to the
Company’s sale of its private label credit card business to GE Consumer Finance.

e a $19.4 million pretax charge ($11.6 million after tax or $0.14 per diluted share) for asset impairment
and store closing charges related to certain stores.

2003

The items below amount to a net $18.6 million pretax charge ($12.8 million after tax or $0.15 per diluted
share).

e a $43.7 million pretax charge ($28.9 million after tax or $0.34 per diluted share) for asset impairment
and store closing charges related to certain stores.

e a call premium resulting in additional interest expense of $15.6 million ($10.0 million after tax or
$0.12 per diluted share) associated with a $125.9 million call of debt.

e a pretax gain of $15.6 million ($10.0 million after tax or $0.12 per diluted share) pertaining to the
Company’s sale of its interest in Sunrise Mall and its associated center in Brownsville, Texas.

e a pretax gain of $12.3 million ($7.9 million after tax or $0.09 per diluted share) recorded due to the
resolution of certain liabilities originally recorded in conjunction with the purchase of Mercantile
Stores Company, Inc.

e an $8.7 million pretax gain ($5.6 million after tax or $0.07 per diluted share) related to the sale of
certain store properties.

*  $4.1 million ($2.6 million after tax or $0.03 per diluted share) received from the Internal Revenue
Service as a result of the Company’s filing of an interest-netting claim related to previously settled tax
years.

ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS.

EXECUTIVE OVERVIEW

Dillard’s, Inc. operates 326 retail department stores in 29 states. Our stores are located in suburban shopping
malls and open-air lifestyle centers and offer a broad selection of fashion apparel and home furnishings. We offer
an appealing and attractive assortment of merchandise to our customers at a fair price. We offer national brand
merchandise as well as our exclusive brand merchandise. We seek to enhance our income by maximizing the sale
of this merchandise to our customers by promoting and advertising our merchandise and by making our stores an
attractive and convenient place for our customers to shop.

Fundamentally, our business model is to offer the customer a compelling price/value relationship through
the combination of high quality, fashionable products and services at a competitive price. We seek to deliver a
high level of profitability and cash flow by:

* maximizing the effectiveness of our pricing and brand awareness;

* minimizing costs through leveraging our centralized overhead expense structure without sacrificing
service to our customers;

e sourcing goods from both domestic and foreign enterprises;

e reinvesting operating cash flows into store growth, and distribution initiatives, and improving product
quality in our exclusive brands;
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returning profits to shareholders through dividends and share repurchases;

continuing to offer access to credit services and financial products to our customers through our long-
term marketing and servicing alliance with GE Consumer Finance (“GE”); and

closing under-performing stores where appropriate.

The consumer retail sector is extremely competitive. Many different retail establishments compete for our
customers’ business. These include other department stores, specialty retailers, discounters, internet and mail
order retailers.

In accordance with the National Retail Federation fiscal reporting calendar, the 2007 and 2005 reporting
periods presented and discussed below ended February 2, 2008 and January 28, 2006, respectively, and each
contained 52 weeks. The corresponding 2006 reporting period ended February 3, 2007 contained 53 weeks. For
comparability purposes, where noted, some of the information discussed below is based upon comparison of the
52 weeks ended February 2, 2008 and January 28, 2006 to the corresponding period ended January 27, 2007.

Trends and uncertainties

We have identified the following key uncertainties whose fluctuations may have a material effect on our
operating results.

Cash flow—Cash from operating activities is a primary source of liquidity that is adversely affected
when the industry faces market driven challenges and new and existing competitors seek areas of
growth to expand their businesses.

Pricing—If our customers do not purchase our merchandise offerings in sufficient quantities, we
respond by taking markdowns. If we have to reduce our prices, the cost of goods sold on our income
statement will correspondingly rise, thus reducing our income.

Success of brand—The success of our exclusive brand merchandise is dependent upon customer
fashion preferences.

Store growth—Our growth is dependent on a number of factors which could prevent the opening of
new stores, such as identifying suitable markets and locations.

Sourcing—Store merchandise is dependent upon adequate and stable availability of materials and
production facilities from which the Company sources its merchandise.

2008 Estimates

A summary of estimates on key financial measures for fiscal 2008 is shown below. There have been no
changes in the estimates for 2008 since the Company released its fourth quarter earnings on March 19, 2008.

General

2008 2007
Estimated Actual

(In millions of dollars)

DeEPreciation .. ... ......uiuiine e e $285 $299
Rental eXpense . .........uuini i e 62 60
Interest and debt expense, net . ...ttt 92 92
Capital expenditures ... .......o.tiuinetn it 215 396

Net sales. Net sales includes sales of comparable stores and non-comparable stores. 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. Non-comparable store sales include sales in the current fiscal year from
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stores opened during the previous fiscal year before they are considered comparable stores, sales from new stores
opened in the current fiscal year and sales in the previous fiscal year for stores that were closed in the current
fiscal year.

Service charges and other income. Service charges and other income include income generated through
the long-term marketing and servicing alliance between the Company and GE. Other income relates to rental
income, shipping and handling fees and net lease income on leased departments.

Cost of sales. Cost of sales include the cost of merchandise sold (net of purchase discounts), bankcard fees,
freight to the distribution centers, employee and promotional discounts, non-specific vendor allowances and
direct payroll for salon personnel.

Advertising, selling, administrative and general expenses. Advertising, selling, administrative and
general expenses include buying, occupancy, selling, distribution, warehousing, store and corporate expenses
(including payroll and employee benefits), insurance, employment taxes, advertising, management information
systems, legal and other corporate level expenses. Buying expenses consist of payroll, employee benefits and
travel for design, buying and merchandising personnel.

Depreciation and amortization. Depreciation and amortization expenses include depreciation and
amortization on property and equipment.

Rentals. Rentals include expenses for store leases and data processing and equipment rentals.

Interest and debt expense, net. Interest and debt expense includes interest, net of interest income, relating
to the Company’s unsecured notes, mortgage notes, the Guaranteed Beneficial Interests in the Company’s
subordinated debentures, gains and losses on note repurchases, amortization of financing costs, call premiums
and interest on capital lease obligations.

Gain on disposal of assets. Gain on disposal of assets includes the net gain or loss on the sale or disposal of
property and equipment and joint ventures.

Asset impairment and store closing charges. Asset impairment and store closing charges consist of write-
downs to fair value of under-performing properties and exit costs associated with the closure of certain stores.
Exit costs include future rent, taxes and common area maintenance expenses from the time the stores are closed.

Equity in earnings of joint ventures. Equity in earnings of joint ventures includes the Company’s portion
of the income or loss of the Company’s unconsolidated joint ventures.

Critical Accounting Policies and Estimates

The Company’s accounting policies are more fully described in Note 1 of Notes to Consolidated Financial
Statements. As disclosed in Note 1 of Notes to Consolidated Financial Statements, the preparation of financial
statements in conformity with accounting principles generally accepted in the United States of America
(“GAAP”) requires management to make estimates and assumptions about future events that affect the amounts
reported in the consolidated financial statements and accompanying notes. Since future events and their effects
cannot be determined with absolute certainty, actual results will differ from those estimates. The Company
evaluates its estimates and judgments on an ongoing basis and predicates those estimates and judgments on
historical experience and on various other factors that are believed to be reasonable under the circumstances.
Actual results will differ from these under different assumptions or conditions.

Management of the Company believes the following critical accounting policies, among others, affect its
more significant judgments and estimates used in preparation of the Consolidated Financial Statements.
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Merchandise inventory. Approximately 98% of the inventories are valued at lower of cost or market using
the retail last-in, first-out (“LIFO”) inventory method. Under the retail inventory method (“RIM”), the valuation
of inventories at cost and the resulting gross margins are calculated by applying a calculated cost to retail ratio to
the retail value of inventories. RIM is an averaging method that is widely used in the retail industry due to its
practicality. Additionally, it is recognized that the use of RIM will result in valuing inventories at the lower of
cost or market if markdowns are currently taken as a reduction of the retail value of inventories. Inherent in the
RIM calculation are certain significant management judgments including, among others, merchandise markon,
markups, and markdowns, which significantly impact the ending inventory valuation at cost as well as the
resulting gross margins. Management believes that the Company’s RIM provides an inventory valuation which
results in a carrying value at the lower of cost or market. The remaining 2% of the inventories are valued at lower
of cost or market using the specific identified cost method. A 1% change in markdowns would have impacted net
income by approximately $18 million for the year ended February 2, 2008.

Revenue recognition. The Company recognizes revenue upon the sale of merchandise to its customers, net
of anticipated returns. The provision for sales returns is based on historical evidence of our return rate. We
recorded an allowance for sales returns of $6.8 million and $7.2 million as of February 2, 2008 and February 3,
2007, respectively. Adjustments to earnings resulting from revisions to estimates on our sales return provision
have been insignificant for the years ended February 2, 2008, February 3, 2007 and January 28, 2006.

Prior to the sale of its credit card business to GE, finance charge revenue earned on customer accounts
serviced by the Company under its proprietary credit card (“proprietary card”) program was recognized in the
period in which it was earned. Beginning November 1, 2004, the Company’s share of income earned under the
long-term marketing and servicing alliance is included as a component of service charges and other income. The
Company received income of approximately $119 million, $125 million and $105 million from GE in 2007, 2006
and 2005, respectively. Further pursuant to this agreement, the Company has no continuing involvement other
than to honor the proprietary cards in its stores. Although not obligated to a specific level of marketing
commitment, the Company participates in the marketing of the proprietary cards and accepts payments on the
proprietary cards in its stores as a convenience to customers who prefer to pay in person rather than by mailing
their payments to GE.

Merchandise vendor allowances. The Company receives concessions from its merchandise vendors
through a variety of programs and arrangements, including co-operative advertising, payroll reimbursements and
margin maintenance programs.

Cooperative advertising allowances are reported as a reduction of advertising expense in the period in which
the advertising occurred. If vendor advertising allowances were substantially reduced or eliminated, the
Company would likely consider other methods of advertising as well as the volume and frequency of our product
advertising, which could increase or decrease our expenditures. Similarly, we are not able to assess the impact of
vendor advertising allowances on creating additional revenues, as such allowances do not directly generate
revenue for our stores.

Payroll reimbursements are reported as a reduction of payroll expense in the period in which the
reimbursement occurred. All other merchandise vendor allowances are recognized as a reduction of cost
purchases when received. Accordingly, a reduction or increase in vendor concessions has an inverse impact on
cost of sales and/or selling and administrative expenses. The amounts recognized as a reduction in cost of sales
have not varied significantly over the past three fiscal years.

Insurance accruals. The Company’s consolidated balance sheets include liabilities with respect to self-insured
workers’ compensation (with a self-insured retention of $4 million per claim) and general liability (with a self-
insured retention of $1 million per claim) claims. The Company estimates the required liability of such claims,
utilizing an actuarial method, based upon various assumptions, which include, but are not limited to, our historical
loss experience, projected loss development factors, actual payroll and other data. The required liability is also
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subject to adjustment in the future based upon the changes in claims experience, including changes in the number of
incidents (frequency) and changes in the ultimate cost per incident (severity). As of February 2, 2008 and February 3,
2007, insurance accruals of $55.8 million and $54.5 million, respectively, were recorded in trade accounts payable
and accrued expenses and other liabilities. Adjustments resulting from changes in historical loss trends have reduced
expenses during the years ended February 2, 2008 and February 3, 2007, partially due to new Company programs
that have helped decrease both the number and cost of claims. Further, we do not anticipate any significant change in
loss trends, settlements or other costs that would cause a significant change in our earnings. A 10% change in our
self-insurance reserve would have affected net earnings by $3.5 million for the fiscal year ended February 2, 2008.

Finite-lived assets. The Company’s judgment regarding the existence of impairment indicators is based on
market and operational performance. We assess the impairment of long-lived assets, primarily fixed assets,
whenever events or changes in circumstances indicate that the carrying value may not be recoverable. Factors we
consider important which could trigger an impairment review include the following:

e Significant changes in the manner of our use of assets or the strategy for our overall business;
» Significant negative industry or economic trends; or

e Store closings.

The Company performs an analysis of the anticipated undiscounted future net cash flows of the related
finite-lived assets. If the carrying value of the related asset exceeds the undiscounted cash flows, the carrying
value is reduced to its fair value. Various factors including future sales growth and profit margins are included in
this analysis. To the extent these future projections or the Company’s strategies change, the conclusion regarding
impairment may differ from the current estimates.

Goodwill. The Company evaluates goodwill annually as of the last day of the fourth quarter and whenever
events and changes in circumstances suggest that the carrying amount may not be recoverable from its estimated
future cash flows. To the extent these future projections or our strategies change, the conclusion regarding
impairment may differ from the current estimates.

Estimates of fair value are primarily determined using projected discounted cash flows and are based on our
best estimate of future revenue and operating costs and general market conditions. These estimates are subject to
review and approval by senior management. This approach uses significant assumptions, including projected
future cash flows, the discount rate reflecting the risk inherent in future cash flows and a terminal growth rate.

Income taxes. Temporary differences arising from differing treatment of income and expense items for tax
and financial reporting purposes result in deferred tax assets and liabilities that are recorded on the balance sheet.
These balances, as well as income tax expense, are determined through management’s estimations, interpretation
of tax law for multiple jurisdictions and tax planning. If the Company’s actual results differ from estimated
results due to changes in tax laws, new store locations or tax planning, the Company’s effective tax rate and tax
balances could be affected. As such these estimates may require adjustment in the future as additional facts
become known or as circumstances change.

The Financial Accounting Standards Board issued Interpretation No. 48, Accounting for Uncertainty in
Income Taxes—an Interpretation of FASB Statement No. 109 (“FIN 48”) effective for fiscal years beginning after
December 15, 2006. The Company adopted the new requirement as of February 4, 2007 with the cumulative
effects recorded as an adjustment to retained earnings as of the beginning of the period of $0.8 million. The
Company classifies interest expense and penalties relating to income tax in the financial statements as income tax
expense. The total amount of unrecognized tax benefits as of the date of adoption was $27.6 million, of which
$17.8 million would, if recognized, affect the effective tax rate. The total amount of accrued interest and penalty
as of the date of adoption was $13.7 million. The total amount of unrecognized tax benefits as of February 2,
2008 was $25.4 million, of which $16.9 million would, if recognized, affect the effective tax rate. The total
amount of accrued interest and penalties as of February 2, 2008 was $8.8 million.

16



The Company is currently being examined by the Internal Revenue Service for the fiscal tax years 2003
through 2005. The Company is also under examination by various state and local taxing jurisdictions for various
fiscal years. The tax years that remain subject to examination for major tax jurisdictions are fiscal tax years 2003
and forward, with the exception of fiscal 1997 through 2002 amended state and local tax returns related to the
reporting of federal audit adjustments.

The Company has taken positions in certain taxing jurisdictions for which it is reasonably possible that the
total amounts of unrecognized tax benefits may decrease within the next twelve months. The possible decrease
could result from the finalization of the Company’s federal and various state income tax audits. The Company’s
federal income tax audit uncertainties primarily relate to research and development credits, while various state
income tax audit uncertainties primarily relate to income from intangibles. The estimated range of the reasonably
possible uncertain tax benefit decrease in the next twelve months is between $1 million and $5 million.

Discount rate. The discount rate that the Company utilizes for determining future pension obligations is based
on the Citigroup High Grade Corporate Yield Curve on its annual measurement date and is matched to the future
expected cash flows of the benefit plans by annual periods. The discount rate had increased to 6.30% as of
February 2, 2008 from 5.90% as of February 3, 2007. We believe that these assumptions have been appropriate and
that, based on these assumptions, the pension liability of $114 million is appropriately stated as of February 2, 2008;
however, actual results may differ materially from those estimated and could have a material impact on our
consolidated financial statements. A further 50 basis point change in the discount rate would generate an experience
gain or loss of approximately $8.0 million. We adopted SFAS No. 158, Employer's Accounting for Defined Benefit
Pension and Other Postretirement Plans—an amendment of FASB Statements No. 87, 88, 106, and 132(R) as of
February 3, 2007 (see Note 9 in the Notes to Consolidated Financial Statements). The Company expects to make a
contribution to the pension plan of approximately $4.0 million in fiscal 2008. The Company expects pension
expense to be approximately $12.2 million in fiscal 2008 with a liability of $122.0 million at January 31, 2009.

RESULTS OF OPERATIONS

The following table sets forth the results of operations and percentage of net sales, for the periods indicated:

For the years ended
February 2, 2008 February 3, 2007 January 28, 2006

% of % of % of
Amount  NetSales Amount NetSales Amount Net Sales

(in millions of dollars)

Netsales . ..o $7,207.4 100.0% $7,636.1 100.0% $7,551.7 100.0%
Service charges and other income ............ 163.4 2.3 174.0 2.3 142.9 1.9

7,370.8  102.3 7,810.1  102.3 7,694.6  101.9

Costofsales ............... i, 4,786.7 66.4 5,032.4 65.9 5,014.0 66.4
Advertising, selling, administrative and general

CXPEINSES « v ovte e 2,065.3 28.7 2,096.0 27.5 2,041.5 27.0
Depreciation and amortization . .. ............ 298.9 4.2 301.2 3.9 301.9 4.0
Rentals ......... ... .. .. . . . ... 60.0 0.8 55.5 0.7 47.5 0.6
Interest and debt expense, net ............... 91.5 1.3 87.6 1.2 105.6 1.4
Gain on disposal of assets .................. (12.6) 0.2) (16.4) (0.2) (3.4) —
Asset impairment and store closing charges . . .. 20.5 0.3 — — 61.7 0.8
Income before income taxes and equity in

earnings of joint ventures ................ 60.5 0.8 253.8 33 125.8 1.7
Incometaxes ........... ... .. ... 13.0 0.2 20.6 0.3 14.3 0.2
Equity in earnings of joint ventures . .......... 6.3 0.1 12.4 0.2 10.0 0.1
Netincome . .....oovvveeeeeeneneennnn.... $ 5338 0.7% $ 245.6 32% $ 121.5 1.6%
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Sales

The percent change by category in the Company’s sales for the past two years is as follows:

Percent Change
Fiscal Fiscal Fiscal Fiscal
2007-2006 2007-2006* 2006-2005 2006-2005%*

CoSMEtiCS ..o vt (5.0)% 3. 7% 1.3% 0.0%
Ladies’ Apparel and Accessories . .. ... (3.8) 2.2) 1.2 0.5)
Juniors’ and Children’s Apparel . ... ... (10.6) 9.2) (5.9) (7.3)
Men’s Apparel and Accessories . . .. ... (7.8) (5.6) 3.3 1.0
Shoes ... (1.7) 0.2) 42 2.6
Home and Other ................... (10.3) (8.9) 0.3) (1.8)

*  Percent change based on 52 weeks ended February 2, 2008 and 52 weeks ended January 27, 2007.
**  Percent changed based on 52 weeks ended January 27, 2007 and 52 weeks ended January 28, 2006.

The percent change by region in the Company’s sales for the past two years is as follows:

Percent Change
Fiscal Fiscal Fiscal Fiscal
2007-2006 2007-2006* 2006-2005 2006-2005%*
Eastern........................... (6.8)% (5.3)% 0.4% (1.2)%
Central ........................... 4.9) 3.2) 0.8 (0.9)
Western . ... 5.3) 3.7 3.9 2.2

*  Percent change based on 52 weeks ended February 2, 2008 and 52 weeks ended January 27, 2007.
*#%  Percent change based on 52 weeks ended January 27, 2007 and 52 weeks ended January 28, 2006.

Sales decreased 6% during the 52 weeks ended February 2, 2008 compared to the 53 weeks ended
February 3, 2007 in both total and comparable stores. Sales declined 4% during the 52 weeks ended February 2,
2008 compared to the 52 weeks ended January 27, 2007, and comparable store sales decreased 5% for the same
52-week periods. During fiscal 2007, all categories experienced sales declines with the most significant declines
noted in the juniors’ and children’s apparel and home and other categories while sales in the shoes category were
nearly flat. All regions also experienced sales declines during fiscal 2007 while sales in the Central and Western
regions outperformed the sales in the Eastern region.

Sales increased 1% for the 53 weeks ended February 3, 2007 compared to the 52 weeks ended January 28,
2006, and comparable store sales were unchanged on a percentage basis for the same periods. Sales declined 1%
for the 52 weeks ended January 27, 2007 compared to the 52 weeks ended January 28, 2006 in both total and
comparable stores. During the 52 weeks ended January 27, 2007, sales were strongest in shoes with sales
increases also noted in the men’s apparel and accessories category. In the same 52-week period, sales were flat in
cosmetics while sales declined in the remaining merchandising categories with a significant decrease noted in
juniors’ and children’s apparel. During the 52 weeks ended January 27, 2007, sales were strongest and increased
in the Western region while sales declined in the Central and Eastern regions.

During the year ended January 28, 2006, Hurricane Katrina, Hurricane Rita and Hurricane Wilma interrupted
operations in approximately 60 of the Company's stores for varying amounts of time. We are not able to determine
with any degree of certainty the impact that these hurricanes had on our results of operations. Property and
merchandise losses in the affected stores were covered by insurance. Our insurance coverage did not include
business interruption but did include a provision for reimbursement of the loss of inventory in excess of the carrying
cost value. Our insurance coverage also covered losses sustained on damaged stores at replacement value. One store
in Biloxi, Mississippi, not in operation during fiscal 2006 and 2007, re-opened in March 2008.
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Sales penetration of exclusive brand merchandise for the fiscal years 2007, 2006 and 2005 was 24.2%,
23.8% and 24.0% of total net sales, respectively.

Service Charges and Other Income

Dollar Change Percent Change
2007 2006 2005 2007-2006 2006-2005 2007-2006 2006-2005
(in millions of dollars)

Leased department income . .......... $ 130 $104 $ 85 § 26 $1.9 25.0%  22.4%
Income from GE marketing and

servicing alliance ................ 118.8 124.6 104.8 (5.8) 19.8 “@.7 18.9
Visa Check/Mastermoney Antitrust

settlement proceeds . .............. — 6.5 — (6.5) 6.5 (100.0) —
Other ........ ... 31.6 32.5 29.6 (0.9) 29 (2.8) 98

Total ........ ... . ... ... $163.4 $174.0 $1429 $(10.6)  $31.1 (6.1)% 21.8%
2007 Compared to 2006

Service charges and other income is composed primarily of income from the Company’s marketing and
servicing alliance with GE Consumer Finance (“GE”). This marketing and servicing alliance began on
November 1, 2004 in conjunction with the sale of our credit card business to GE and included income of $118.8
million in fiscal 2007 compared to income of $124.6 million for fiscal 2006. This decrease of $5.8 million was
due primarily to an increase in account write-offs.

Other items included in other income in fiscal 2007 included income of $13.0 million from leased
departments compared to $10.4 million of leased department income in fiscal 2006 due to the increased sales
performance of one of our leased departments.

2006 Compared to 2005

Service charges and other income included income from the marketing and servicing alliance with GE of
$124.6 million in fiscal 2006 compared to income of $104.8 million for fiscal 2005. This increase of $19.8
million was due primarily to an increase in finance charges due to higher receivable balances caused by a
slowing in the rate of customers’ payments as a result of a change in payment terms by GE.

Other items included in other income in fiscal 2006 included $6.5 million of proceeds received from the
Visa Check/Mastermoney Antitrust litigation settlement and income of $10.4 million from leased departments
compared to $8.5 million of leased department income in fiscal 2005.

Cost of Sales
2007 Compared to 2006

Cost of sales as a percentage of sales increased to 66.4% of sales during fiscal 2007 from 65.9% during fiscal
2006. Included in cost of sales during fiscal 2007 was a $4.1 million gain related to reimbursement for merchandise
losses incurred during the 2005 hurricane season. Exclusive of this gain, cost of sales as a percentage of sales was
66.5% of sales during fiscal 2007. The gross margin decline of 60 basis points of sales was primarily driven by
higher markdowns as the Company responded to lackluster sales performance in an effort to maintain appropriate
inventory control. The higher markdown activity was partially offset by higher markups. Total inventory at
February 2, 2008 compared to February 3, 2007 remained flat while inventory in comparable stores decreased 1%
between the periods. All merchandise categories experienced declines in gross margin with the exception of men’s
apparel and accessories which was up only slightly. The weakest performance was noted in the home and other
category, which significantly exceeded the Company’s average decline for the year.
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2006 Compared to 2005

Cost of sales as a percentage of sales decreased to 65.9% during fiscal 2006 compared with 66.4% for fiscal
2005, resulting in gross margin improvement of 50 basis points of sales. Included in gross margin for fiscal 2005
is a $29.7 million hurricane recovery gain related to insurance settlements received covering losses incurred in
the 2005 hurricane season. Excluding the effect of the hurricane gain which had an impact of 40 basis points of
sales, gross margin improved 90 basis points of sales as a result of lower levels of markdowns partially offset by
lower markups during the year ended February 3, 2007 compared to the year ended January 28, 2006. Gross
margins were higher in cosmetics, ladies’ apparel and accessories, juniors’ and children’s apparel and shoes
compared to the prior year with lower gross margins noted in men’s apparel and accessories and home and other
categories.

Expenses
2007 Compared to 2006

Adpvertising, selling, administrative and general (“SG&A”) increased to 28.7% of sales during fiscal 2007
from 27.5% in fiscal 2006 while total dollars decreased by $30.7 million. Aside from the lack of sales leverage,
the dollars decreased between the two periods primarily as a result of a $21.7 million charge in the prior year for
a preliminary settlement agreement reached in a lawsuit filed on behalf of a putative class of former Mercantile
Stores Pension Plan participants. This decrease was further enhanced by a decrease in payroll expense of $17.6
million (primarily due to the addition of the 531 week of fiscal 2006) and advertising savings of $7.8 million (as
we continue to reposition our advertising efforts toward the most appropriate media sources to reach our targeted
customers) partially offset by an increase in services purchased of $11.0 million (as a result of increases in legal
and transportation costs).

Depreciation and amortization expense decreased $2.3 million during fiscal 2007 to $298.9 million from
$301.2 million in fiscal 2006. This decrease was primarily due to the addition of the 531 week of fiscal 2006.

Rental expense increased to $60.0 million in fiscal 2007 or 0.8% of sales compared to $55.5 million or 0.7%
of sales in fiscal 2006. This increase of $4.5 million was a result of higher equipment rent compared to the prior
year partially offset by a decline in the number of leased stores.

Interest and debt expense, net, increased to $91.5 million in fiscal 2007 compared to $87.6 million in fiscal
2006. This increase of $3.9 million was primarily due to an interest credit in the prior year of $10.5 million
related to statute expirations and audit settlements with federal and state tax authorities for multiple tax years.
Exclusive of this interest credit, net interest and debt expense decreased $6.6 million in fiscal 2007 compared to
fiscal 2006 mainly due to lower weighted average total debt in the current year of $1.1 billion compared to $1.2
billion in the prior year as well as an increase in capitalized interest of $2.0 million between the same periods.
These decreases were partially offset by a decrease in investment income of $5 million in fiscal 2007 compared
to fiscal 2006.

Gain on disposal of assets decreased $3.8 million for the year ended February 2, 2008 to $12.6 million
compared to $16.4 million for the prior year. The decrease was primarily due a pretax gain of $13.5 million
recognized in the prior year related to the sale of the Company’s interest in the Yuma Palms joint venture for
$20.0 million. The decrease between the periods was further enhanced by the Company’s sale of properties in
Longmont, Colorado and Richardson, Texas in fiscal 2007 for $5.8 million, resulting in a net loss of $2.5 million
on the sales. These decreases were partially offset by a $14.1 million pretax gain recognized in the current year
relating to hurricane recovery for two stores damaged by the hurricanes of 2005 as the Company completed the
cleanup of the damaged locations during fiscal 2007.

Asset impairment and store closing charges were $20.5 million or 0.3% of sales during fiscal 2007. No asset
impairment and store closing charges were recorded during fiscal 2006. The 2007 charges consist of a write-off
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of goodwill on one store of $2.6 million that was closed during the year, an accrual for future rent, property tax
and utility payments on two stores of $1.0 million that were also closed during the year and a write-down of
property and equipment on 14 stores of $16.9 million that were closed, scheduled to close or impaired based on
the inability of the stores’ estimated future cash flows to sustain their carrying value. A breakdown of the asset
impairment and store closing charges for fiscal 2007 follows:

Number of Impairment
Locations Amount

(in thousands of dollars)

Store closed in Prior Year ... .....o.vuu it 1 $ 687
Stores closed in fiscal 2007 . .. ... .. 4 3,647
Stores to close in fiscal 2008 . . ... ... .. ... .. 5 5,083
Stores impaired based on cash flows ............ ... .. ... ... .. ... ... 6 9,113
Non-operating facility ........... ... i 1 1,970
TOtal . oo 17 $20,500

2006 Compared to 2005

Advertising, selling, administrative and general (“SG&A”) expenses increased to 27.5% of sales for fiscal
2006 compared to 27.0% for fiscal 2005. During fiscal 2006, SG&A expenses increased $54.5 million primarily
because of increases in payroll expense of $45.4 million, utilities expense of $12.0 million, and a $21.7 million
charge for the Mercantile Stores Pension Plan settlement agreement. These increases were partially offset by
savings in advertising expenses of $23.3 million. The increase in payroll expense was due to an increase in
incentive compensation to store managers, merchants and management due to improved company performance
during fiscal 2006 as well as the addition of the 53 week in fiscal 2006. The increase in utility expense was a
result of higher utility rates compared to the prior year in addition to the 53t week in fiscal 2006. The savings in
advertising expense was mainly due to the repositioning of our advertising efforts toward the most appropriate
media sources to reach our targeted customers.

Depreciation and amortization expense decreased slightly to 3.9% of sales for fiscal 2006 compared to 4.0%
of sales in fiscal 2005.

Rental expense as a percentage of net sales was 0.7% for the year ended February 3, 2007 compared to 0.6%
for the same period in fiscal 2005. The increase of $8.0 million in rental expense during fiscal 2006 was a result
of higher equipment rent compared to the prior year partially offset by a decline in the number of leased stores.

Interest and debt expense, net, decreased to 1.2% of sales for fiscal 2006 compared to 1.4% of sales for
fiscal 2005 as a result of lower debt levels and due to an interest credit of $10.5 million related to statute
expirations and audit settlements with federal and state tax authorities for multiple tax years. Interest and debt
expense declined $18.0 million during fiscal 2006. Average debt outstanding declined approximately $179
million in fiscal 2006. The Company had maturities and repurchases of $200.2 million on various notes and
mortgages during 2006.

During 2006, the Company sold its interest in a joint venture, Yuma Palms, for $20.0 million, and
recognized a gain of $13.5 million which is included in gain on disposal of assets.

No asset impairment and store closing charges were recorded during fiscal 2006 compared to $61.7 million
or 0.8% of sales recorded during fiscal 2005. The fiscal 2005 charge included a write-down to fair value for
certain under-performing properties. Included in asset impairment and store closing charges is a pretax loss on
the disposition of all the outstanding capital stock of an indirect wholly-owned subsidiary in the amount of $40.1
million. The Company realized an income tax benefit of $45.4 million for the year ended January 28, 2006
related to the sale of the subsidiary’s stock. The charge also consists of a write-down of goodwill on one store of
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$1.0 million, an accrual for future rent, property tax and utility payments on four stores of $3.7 million and a
write-down of property and equipment on nine stores in the amount of $16.9 million. A breakdown of the asset
impairment and store closing charges for fiscal 2005 is as follows:

Number of Impairment

Locations Amount

(in thousands of dollars)

Stores closed during fiscal 2005 . ........ ... . . . i 5 $ 8,729
Stores impaired based on cash flows ......... ... ... ... ... ... ... .. 9 12,899
Wholly-owned subsidiary .............. .o 7 40,106
Total . . oot 21 $61,734

Income Taxes

The federal and state income tax rates for fiscal 2007, 2006 and 2005, inclusive of equity in earnings of joint
ventures, were 19.5%, 7.7% and 10.5%, respectively.

During the year ended February 2, 2008, the Company recorded an income tax benefit relating to a net
decrease in FIN 48 liabilities of approximately $5.9 million, a recognition of tax benefits of approximately $1.7
million for the change in a capital loss valuation allowance due to capital gain income, approximately $1.3
million for a reduction in state tax liabilities due to a restructuring that occurred during this period and
approximately $3.3 million due to federal tax credits. During fiscal 2007, the IRS continued an examination of
the Company’s federal income tax returns for fiscal years 2003 through 2005. The Company is also under
examination by various state and local taxing jurisdictions for various fiscal years.

During the year ended February 3, 2007, income taxes included a $57.2 million reduction of reserves for
various federal and state tax contingencies, a $3.5 million increase in deferred liabilities due to an increase in the
state effective tax rate, and a $24.4 million tax benefit related to the decrease in a capital loss valuation allowance
due to capital gain income.

LIQUIDITY AND CAPITAL RESOURCES

Financial Position Summary

Dollar Percent
2007 2006 Change Change
(in thousands of dollars)

Cash and cash equivalents .................c..ovuuunnn... $ 88,912 $ 193,994 $(105,082) (54.2)%
Other short-term borrowings ................. ..o o.... 195,000 — 195,000 —
Current portion of long-term debt . ....................... 196,446 100,635 95,811 95.2
Long-termdebt . ..... ... ... 760,165 956,611  (196,446) (20.5)
Guaranteed Beneficial Interests .. .......... ... ... ........ 200,000 200,000 — —
Stockholders” equity .. ... 2,514,111 2,579,789 (65,678)  (2.5)
CUurrent ratio ... ..ottt e 1.64 2.10
Debt to capitalization . .............. .. ... 35.0% 32.8%

The Company’s current non-operating priorities for its use of cash are:
e Strategic investments to enhance the value of existing properties;

¢ Construction of new stores;
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e Investment in high-return capital projects, particularly in investments in technology to improve
merchandising and distribution, reduce costs, to improve efficiencies or to help the Company better
serve its customers;

¢ Debt reduction;
e Stock repurchase plan; and

e Dividend payments to shareholders.

Cash flows for the three fiscal years ended were as follows:

Percent Change
2007 2006 2005 2007-2006  2006-2005
(in thousands of dollars)
Operating Activities .......................... $ 254,449 $ 360,582 $ 369,142 (29.49H)% (2.3)%
Investing ACHVItIES . .. ... oouoreeeeeeneenn.. (331,987) (266,345) (297,608) (24.7) 10.5
Financing ACtVItes .. .............ooueeeen... (27,544)  (200,083) (269,942)  86.2 25.9
Total Cash Used ... ...ooorereenn., $(105,082) $(105,846) $(198,408)

Operating Activities

The primary source of the Company’s liquidity is cash flows from operations. Due to the seasonality of the
Company’s business, it has historically realized a significant portion of the cash flows from operating activities
during the second half of the fiscal year. Retail sales are the key operating cash component providing 97.8% of
total revenues over the past two years.

GE Consumer Finance (“GE”) owns and manages the Company’s private label credit card business under a
long-term marketing and servicing alliance (“‘alliance”) that expires in fiscal 2014. The alliance provides for certain
payments to be made by GE to the Company, including a revenue sharing and marketing reimbursement. The cash
flows that the Company receives under this alliance have been greater than the net cash flows provided by the
Company’s credit business prior to its sale to GE in 2004 due to quicker cash receipts. The Company received
income of approximately $119 million and $125 million from GE in fiscal 2007 and 2006. While the Company does
not expect future cash flows under this alliance to vary significantly from historical levels, future amounts are
difficult to predict. The amount the Company receives is dependent on the level of sales on GE accounts, the level
of balances carried on the GE accounts by GE customers, payment rates on GE accounts, finance charge rates and
other fees on GE accounts, the level of credit losses for the GE accounts as well as GE’s funding costs.

Operating cash inflows also include revenue and reimbursements from the long-term marketing and
servicing alliance with GE and cash distributions from joint ventures. Operating cash outflows include payments
to vendors for inventory, services and supplies, payments to employees, and payments of interest and taxes.

Net cash flows from operations were $254.4 million for fiscal 2007 versus $360.6 million for fiscal 2006.
Net income, as adjusted for non-cash items, was $140 million lower in fiscal 2007 than in fiscal 2006 primarily
as a result of lower net income. Operating cash flows from changes in operating assets and liabilities were
positively impacted by $28 million in fiscal 2007 versus fiscal 2006, mainly due to the changes in current assets
that were impacted by the hurricane insurance receivable from the prior year for inventory and property damages
incurred during the 2005 hurricane season and the receipt of related proceeds in the current year.

We received insurance proceeds of $5.9 million and $83.4 million during fiscal 2007 and 2005, respectively,
related to the hurricane damaged inventory. Combined with the hurricane insurance proceeds recorded in
investing activities, the Company recorded related gains in fiscal 2007 of $14.1 million and $4.1 million in gain
on disposal of assets and cost of sales, respectively. The Company recorded a related gain of $29.7 million in
2005 in cost of sales.
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Investing Activities

Cash inflows from investing activities generally include proceeds from sales of property and equipment and
joint ventures. Investment cash outflows generally include payments for capital expenditures such as property
and equipment.

Capital expenditures were $396.3 million for 2007. These expenditures consisted primarily of the
construction of new stores, remodeling of existing stores and investments in technology equipment and software.
Store openings and closures during fiscal 2007 were:

New Locations—Fiscal 2007 % M
Eastland Mall ........................ Evansville, Indiana 180,000
Stones River Mall* .................... Murfreesboro, Tennessee 145,000
Alamance Crossing . ................... Burlington, North Carolina 126,000
Stonebriar Centre . .................... Frisco, Texas 200,000
AshleyPark ............ ... ... .. .. .. Newnan, Georgia 162,000
Hill Country Galleria .................. West Austin, Texas 145,000
Fallen Timbers* ...................... Toledo, Ohio 155,000
Santan Village . .............. ... ..... Gilbert, Arizona 155,000
Promenade at CasaGrande . ............. Casa Grande, Arizona 98,000

Total new square footage ........... 1,366,000
Closed Locations—Fiscal 2007 % Square Feet
Stones River Mall* . ................... Murfreesboro, Tennessee 110,000
Shively Center ... ..................... Louisville, Kentucky 156,000
MidwayMall .......... ... .. ... ..... Elyria, Ohio 158,000
Crestwood Plaza ...................... St. Louis, Missouri 170,000
BellevueMall ........... ... ... ...... Nashville, Tennessee 170,000
Southwyck Shopping Center* ........... Toledo, Ohio 180,000
Eastland Mall (clearance center) ......... Tulsa, Oklahoma 160,000
Southwest Center ..................... Dallas, Texas 160,000
National Hills Shopping Center .......... Augusta, Georgia 88,000
Tallahassee Mall ...................... Tallahassee, Florida 170,000
AshtabulaMall ....................... Ashtabula, Ohio 70,000

Total closed square footage ......... 1,592,000

replacement store

One location in Biloxi, Mississippi that was closed during fiscal 2006 as a result of Hurricane Katrina was
still under reconstruction during fiscal 2007. This store re-opened in March 2008 as planned.

Capital expenditures for 2008 are expected to be approximately $215 million. These expenditures include
the openings of nine locations, in addition to the store that re-opened in Biloxi, Mississippi, totaling
approximately 1.3 million square feet. Historically, we have financed such capital expenditures with cash flow
from operations. We expect that we will continue to finance capital expenditures in this manner during fiscal
2008.

We received insurance proceeds of $16.1 million, $27.8 million and $26.7 million during fiscal 2007, 2006
and 2005, respectively, for the construction of property and fixtures for stores damaged during the 2005
hurricane season.
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We have approximately 95 stores along the Gulf and Atlantic coasts that will not be covered by third party
insurance but will rather be self-insured for property and merchandise losses related to “named storms” in fiscal
2008. Therefore, repair and replacement costs will be borne by us for damage to any of these stores from “named
storms” in fiscal 2008. We have created early response teams to assess and coordinate cleanup efforts should
some stores be impacted by storms. We have also redesigned certain store features to lessen the impact of storms
and have equipment available to assist in the efforts to ready the stores for normal operations.

During fiscal 2007, 2006 and 2005, we received proceeds from the sale of property and equipment of $48.2
million, $6.5 million and $103.6 million, respectively, and recorded a related loss in operating activities of $1.5
million for fiscal 2007 and related gains of $2.6 million and $3.4 million for fiscal 2006 and 2005, respectively.
During 2005, we received cash proceeds of $14.0 million and a $3.0 million promissory note from the sale of a
subsidiary and also received $14.1 million as a return of capital from a joint venture.

Financing Activities

Our primary source of cash inflows from financing activities is our $1.2 billion revolving credit facility.
Financing cash outflows generally include the repayment of borrowings under the revolving credit facility, the
repayment of mortgage notes or long-term debt, the payment of dividends and the purchase of treasury stock.

Revolving Credit Agreement. At February 2, 2008, we maintained a $1.2 billion revolving credit facility
(“credit agreement”) with JPMorgan Chase Bank (“JPMorgan™) as agent for various banks, secured by the
inventory of Dillard’s, Inc. operating subsidiaries. The credit agreement expires December 12, 2012. Borrowings
under the credit agreement accrue interest at either JPMorgan’s Base Rate minus 0.5% or LIBOR plus 1.0%
(4.14% at February 2, 2008) subject to certain availability thresholds as defined in the credit agreement.
Availability for borrowings and letter of credit obligations under the credit agreement is limited to 85% of the
inventory of certain Company subsidiaries (approximately $1.0 billion at February 2, 2008). At February 2, 2008,
borrowings of $195 million were outstanding and letters of credit totaling $72.5 million were issued under this
facility leaving unutilized availability under the facility of $768 million. There are no financial covenant
requirements under the credit agreement provided availability exceeds $100 million. We pay an annual
commitment fee to the banks of 0.25% of the committed amount less outstanding borrowings and letters of
credit. Weighted average borrowings during fiscal 2007 were $108.3 million compared to $10.6 million during
fiscal 2006.

Long-term Debt. At February 2, 2008, the Company had $957 million of unsecured notes and a mortgage
note outstanding. The unsecured notes bear interest at rates ranging from 6.30% to 9.50% with due dates from
2008 through 2028, and the mortgage note bears interest at 9.25% with a due date of 2013. No notes were
repurchased during 2007 compared to repurchases of $1.7 million of outstanding, unsecured notes during fiscal
2006. We reduced our net level of outstanding debt and capital leases during 2007 by $104.3 million compared to
a reduction of $205.9 million in 2006. The decline in total debt for 2007 was due to regular maturities of an
outstanding note and mortgage. The 2006 reduction was due to both maturities and repurchases of various
outstanding notes and mortgages. Maturities of long-term debt over the next five years are $196 million, $25
million, $1 million, $57 million and $56 million.

Stock Repurchase. During 2006, the Company repurchased 133,500 shares for $3.3 million under the 2005
stock repurchase plan (2005 plan”) which was approved by the board of directors in May 2005 and authorized
the repurchase of up to $200 million of its Class A Common Stock. During 2007, the Company repurchased
5.2 million shares under the 2005 plan for $111.6 million which completed the authorization under this plan.

In November 2007, the Company’s Board of Directors authorized a new share repurchase plan under which
the Company may repurchase up to $200 million of its Class A common stock. The new open-ended
authorization permits the Company to repurchase its Class A common stock in the open market or through
privately negotiated transactions.
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Guaranteed Beneficial Interests in the Company’s Subordinated Debentures. The Company has $200
million liquidation amount of 7.5% Capital Securities, due August 1, 2038 representing the beneficial ownership
interest in the assets of Dillard’s Capital Trust I, a consolidated entity of the Company.

Fiscal 2008

During fiscal 2008, the Company expects to finance its capital expenditures and its working capital
requirements including required debt repayments and stock repurchases, if any, from cash on hand, cash flows
generated from operations and utilization of the credit facility. The peak borrowings incurred under the credit
facilities were $430 million during 2007 and are expected to be approximately $550 million during fiscal 2008.
The Company attributes the increase to the maturity of a $100 million note outstanding occurring during the peak
borrowing season. Depending on conditions in the capital markets and other factors, the Company will from time
to time consider possible financing transactions, the proceeds of which could be used to refinance current
indebtedness or other corporate purposes.

OFF-BALANCE-SHEET ARRANGEMENTS

The Company has not created, and is not party to, any special-purpose or off-balance-sheet entities for the
purpose of raising capital, incurring debt or operating the Company’s business. The Company does not have any
arrangements or relationships with entities that are not consolidated into the financial statements that are
reasonably likely to materially affect the Company’s liquidity or the availability of capital resources.

CONTRACTUAL OBLIGATIONS AND COMMERCIAL COMMITMENTS

To facilitate an understanding of the Company’s contractual obligations and commercial commitments, the
following data is provided:

PAYMENTS DUE BY PERIOD
Less than More than
Total 1 year 1-3 years 3-5 years 5 years

(in thousands of dollars)
Contractual Obligations

Long-termdebt .......................... $ 956,611 $ 196,446 $ 25490 $113,043 $ 621,632
Interest on long-termdebt .................. 752,247 62,209 110,554 100,627 478,857
Guaranteed beneficial interests in the

Company’s subordinated debentures . ...... 200,000 — — — 200,000
Interest on guaranteed beneficial interests in the

Company’s subordinated debentures . ...... 457,356 14,918 29918 30,164 382,356
Other short-term borrowings .. .............. 195,000 195,000 — — —
Capital lease obligations, including interest . . .. 41,243 4,684 7,197 17,296 12,066
Defined benefit plan payments .............. 113,715 3,961 10,254 10,450 89,050
Purchase obligations (1) ................... 1,524,916 1,524,916 — — —
Operating leases (2) .. ..., 255,691 56,065 87,339 79,144 33,143
Total contractual cash obligations (3) (4) ...... $4,496,779 $2,058,199 $270,752 $350,724 $1,817,104

(1) The Company’s purchase obligations principally consist of purchase orders for merchandise and store
construction commitments. Amounts committed under open purchase order for merchandise inventory
represent $1.4 billion of the purchase obligations, of which a significant portion are cancelable without
penalty prior to a date that precedes the vendor’s scheduled shipment date.

(2) The operating leases included in the above table do not include contingent rent based upon sales volume,
which represented approximately 10% of minimum lease obligations in fiscal 2007.
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(3) The total liability for Financial Accounting Standards Board (FASB) Interpretation No. 48, Accounting for
Uncertainty in Income Taxes (FIN 48) uncertain tax positions is approximately $34.2 million, including tax,
penalty and interest (refer to Note 7 to the consolidated financial statements). We are not able to reasonably
estimate the timing of future cash flows and have excluded these liabilities from the table above; however,
at this time, we do not expect a significant payment relating to these obligations within the next year.

(4) Other long-term liabilities consist of workers’ compensation and general liability insurance reserves. We are
unable to reasonably estimate the timing of future cash flows for the remaining balance and have excluded
this in the table above.

AMOUNT OF COMMITMENT EXPIRATION PER PERIOD

Total
Amounts After 5
Committed Within 1 year 2-3 years 4-5years years

(in thousands of dollars)
Other Commercial Commitments

$1.2 billion line of credit, none outstanding (1) ......... $ — $ — $ — $— $—
Standby letters of credit ........... ... ... . .. 66,025 63,025 3,000 — —
Import letters of credit ............. .. .. ... .. .... 6,512 6,512 — — —
Total commercial commitments . .................... $72,537 $69,537 $3,000 $— $—

(1) Availability under the credit facility is limited to 85% of the inventory of certain Company subsidiaries
(approximately $1.0 billion at February 2, 2008) which has not been reduced by outstanding short-term
borrowings of $195.0 million or outstanding letters of credit of $72.5 million.

NEW ACCOUNTING PRONOUNCEMENTS

In December 2007, the Financial Accounting Standards Board (“FASB”) issued the Statement of Financial
Accounting Standards (“SFAS”) No. 141(R), Business Combinations (“SFAS 141(R)”). SFAS 141(R)'s objective
is to improve the relevance, representational faithfulness, and comparability of the information that a reporting
entity provides in its financial reports about a business combination and its effects. SFAS 141(R) applies
prospectively to business combinations for which the acquisition date is on or after December 31, 2008. We
expect that the adoption of SFAS 141(R) will not have a material impact on our consolidated financial
statements.

In December 2007, the FASB issued the SFAS No. 160, Noncontrolling Interest in Consolidated Financial
Statements (“SFAS 160”). SFAS 160's objective is to improve the relevance, comparability, and transparency of
the financial information that a reporting entity provides in its consolidated financial statements by establishing
accounting and reporting standards for the noncontrolling interest in a subsidiary and for the deconsolidation of a
subsidiary. SFAS 160 will be effective for fiscal years and interim periods within those fiscal years, beginning on
or after December 15, 2008. We expect that the adoption of SFAS 160 will not have a material impact on our
consolidated financial statements.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and
Financial Liabilities—Including an amendment of FASB Statement No. 115 (“SFAS 1597). This statement
permits entities to choose to measure many financial instruments and certain other items at fair value. SFAS 159
is effective at the beginning of an entity’s first fiscal year that begins after November 15, 2007. We expect that
the adoption of SFAS 159 will not have a material impact on our consolidated financial statements.

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements (“SFAS 157). This
statement defines fair value, establishes a framework for measuring fair value in generally accepted accounting
principles, and expands disclosures about fair value measurements. This statement applies under other
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accounting pronouncements that require or permit fair value measurements, the FASB having concluded in those
other accounting pronouncements that fair value is the relevant measurement attribute. This statement is effective
for financial assets and liabilities in financial statements issued for fiscal years beginning after November 15,
2007. It is effective for non-financial assets and liabilities in financial statements issued for fiscal years beginning
after November 15, 2008. We expect that the adoption of SFAS 157 will not have a material impact on our
consolidated financial statements.

In December 2007, the Securities and Exchange Commission (“SEC”) issued Staff Accounting Bulletin
(“SAB”) No. 110 to extend the use of “simplified method” for estimating the expected terms of “plain vanilla”
employee stock options for the awards valuation. The method was initially allowed under SAB 107 in
contemplation of the adoption of SFAS 123(R) to expense the compensation cost based on the awards grant date
fair value. SAB 110 does not provide an expiration date for the use of the method. However, as more external
information about exercise behavior will be available over time, it is expected that this method will not be used
when more relevant information is available.

In February 2008, the FASB issued FSP SFAS 157-2, Effective Date for FASB Statement No. 157. This FSP
permits the delayed application of SFAS 157 for all nonrecurring fair value measurements of nonfinancial assets
and nonfinancial liabilities until fiscal years beginning after November 15, 2008. The Company has chosen to
adopt SFAS 157 in accordance with the guidance of FSP SFAS 157-2 as stated above.

FORWARD-LOOKING INFORMATION

This report contains certain forward-looking statements. The following are or may constitute forward
looking statements within the meaning of the Private Securities Litigation Reform Act of 1995: (a) Words such
as “may,” “will,” “could,” “believe,” “expect,” “future,” “potential,” “anticipate,” “intend,” “plan,” “estimate,”
“continue,” or the negative or other variations thereof, and (b) statements regarding matters that are not historical
facts. The Company cautions that forward-looking statements contained in this report are based on estimates,
projections, beliefs and assumptions of management and information available to management at the time of such
statements and are not guarantees of future performance. The Company disclaims any obligation to update or
revise any forward-looking statements based on the occurrence of future events, the receipt of new information,
or otherwise. Forward-looking statements of the Company involve risks and uncertainties and are subject to
change based on various important factors. Actual future performance, outcomes and results may differ
materially from those expressed in forward-looking statements made by the Company and its management as a
result of a number of risks, uncertainties and assumptions, including the matters described under the caption
“Risk Factors” above. Representative examples of those factors include (without limitation) general retail
industry conditions and macro-economic conditions; economic and weather conditions for regions in which the
Company’s stores are located and the effect of these factors on the buying patterns of the Company’s customers,
including the effect of changes in changes in prices and availability of oil and natural gas; the impact of
competitive pressures in the department store industry and other retail channels including specialty, off-price,
discount, internet, and mail-order retailers; changes in consumer spending patterns, debt levels and their ability to
meet credit obligations; adequate and stable availability of materials, production facilities and labor from which
the Company sources its merchandise; changes in operating expenses, including employee wages, commission
structures and related benefits; system failures or data security; possible future acquisitions of store properties
from other department store operators; the continued availability of financing in amounts and at the terms
necessary to support the Company’s future business; fluctuations in LIBOR and other base borrowing rates;
potential disruption from terrorist activity and the effect on ongoing consumer confidence; epidemic, pandemic
or other public health issues; potential disruption of international trade and supply chain efficiencies; world
conflict and the possible impact on consumer spending patterns and other economic and demographic changes of
similar or dissimilar nature.

ELINTs 2 9
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ITEM 7A.QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

The table below provides information about the Company’s obligations that are sensitive to changes in
interest rates. The table presents maturities of the Company’s long-term debt and Guaranteed Beneficial Interests
in the Company’s Subordinated Debentures along with the related weighted-average interest rates by expected
maturity dates.

Expected Maturity Date (fiscal year) 2008 2009 2010 2011 2012  Thereafter Total Fair Value
(in thousands of dollars)
Long-termdebt ....................... $196,446 $24,653 $837 $56,667 $56,376 $621,632 $956,611 $835,833
Average fixed interestrate . .............. 6.5% 9.5% 9.3% 9.1% 7.9% 7.3% 7.3%
Guaranteed Beneficial Interests in the
Company’s Subordinated Debentures .... $ — % — $— 5 — % — $200,000 $200,000 $166,240
Average interestrate ................... — % — % — % — % — % 7.5% 7.5%

The Company is exposed to market risk from changes in the interest rates under its $1.2 billion revolving
credit facility. Outstanding balances under this facility bear interest at a variable rate based on JPMorgan’s Base
Rate minus 0.5% or LIBOR plus 1.0%. The Company had average borrowings of $108.3 million during fiscal
2007. Based on the average amount outstanding during fiscal 2007, a 100 basis point change in interest rates
would result in an approximate $1.1 million annual change to interest expense.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA.

The consolidated financial statements of the Company and notes thereto are included in this report
beginning on page F-1.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE.

None.

ITEM 9A. CONTROLS AND PROCEDURES.

The Company maintains “disclosure controls and procedures,” as such term is defined in Rules 13a-15e and
15d-15e of the Securities Exchange Act of 1934, as amended (the “Exchange Act”), that are designed to ensure
that information required to be disclosed in the Company’s reports, pursuant to the Exchange Act, is recorded,
processed, summarized and reported within the time periods specified in the SEC’s rules and forms, and that
such information is accumulated and communicated to the Company’s management, including its Chief
Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions regarding the required
disclosures. In designing and evaluating the disclosure controls and procedures, management recognized that any
controls and procedures, no matter how well-designed and operated, can provide only reasonable assurances of
achieving the desired control objectives, and management necessarily was required to apply its judgment in
evaluating the cost-benefit relationship of possible controls and procedures.

As of February 2, 2008, the Company carried out an evaluation, with the participation of Company’s
management, including William Dillard, II, Chairman of the Board of Directors and Chief Executive Officer
(principal executive officer) and James I. Freeman, Senior Vice-President and Chief Financial Officer (principal
financial officer), of the effectiveness of the Company’s “disclosure controls and procedures” pursuant to
Securities Exchange Act Rule 13a-15. Based on their evaluation, the principal executive officer and principal
financial officer concluded that the Company’s disclosure controls and procedures are effective at the reasonable
assurance level.

Management’s report on internal control over financial reporting and the attestation report of Deloitte &
Touche LLP, the Company’s independent registered public accounting firm, on management’s assessment of
internal control over financial reporting is incorporated herein by reference from pages F-3 and F-4 of this report.
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William Dillard, II, Chairman of the Board of Directors and Chief Executive Officer, has certified to the
New York Stock Exchange that he is not aware of any violations by the Company of the exchange’s corporate
governance listing standards. Attached as an exhibit to this annual report is the certification of Mr. Dillard
required under Section 302 of the Sarbanes-Oxley Act of 2002 regarding the quality of the Company’s public
disclosures.

Changes in Internal Control over Financial Reporting

Except for the implementation of a control over the calculation and review of equity earnings of CDI
Contractors LLC, a 50%-owned, equity method joint venture investment of the Company that constructs stores
for the Company, there were no changes in the Company’s internal controls over financial reporting that occurred
during the quarter ended February 2, 2008 to which this report relates that have materially affected, or are
reasonably likely to materially affect, the Company’s internal control over financial reporting.

ITEM 9B. OTHER INFORMATION.

None.
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PART III

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT.
A. Directors of the Registrant

Information regarding directors of the Registrant is incorporated herein by reference under the heading
“Nominees for Election as Directors” and under the heading “Section 16(a) Beneficial Ownership Reporting
Compliance” in the Proxy Statement.

B. Executive Officers of the Registrant

Information regarding executive officers of the Registrant is incorporated herein by reference to Part I of
this report under the heading “Executive Officers of the Company.” Reference additionally is made to the
information under the heading “Section 16(a) Beneficial Ownership Reporting Compliance” in the Proxy
Statement, which information is incorporated herein by reference.

The Company’s Board of Directors has adopted a Company Code of Conduct that applies to all Company
employees including the Company’s Directors, CEO and senior financial officers. The current version of such
Code of Conduct is available free of charge on Dillard’s, Inc. website, www.dillards.com, and is available in
print to any shareholder who requests copies by contacting Julie J. Bull, Director of Investor Relations, at the
Company's principal executive offices set forth above.

ITEM 11. EXECUTIVE COMPENSATION.

Information regarding executive compensation and compensation of directors is incorporated herein by
reference to the information beginning under the heading “Compensation of Directors and Executive Officers”
and concluding under the heading “Compensation of Directors” in the Proxy Statement.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS.

Equity Compensation Plan Information

Number of securities

Number of securities to be Weighted average available for future
issued upon exercise of exercise prices of issuance under equity
outstanding options outstanding options compensation plans
Equity compensation plans
approved by shareholders . . ... 5,376,375 $25.92 6,195,445
Total ................... 5,376,375 $25.92 6,195,445

Additional Information regarding security ownership of certain beneficial owners and management is
incorporated herein by reference to the information under the heading “Principal Holders of Voting Securities” and
under the heading “Security Ownership of Management” and continuing through footnote 12 in the Proxy Statement.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS.

Information regarding certain relationships and related transactions is incorporated herein by reference to
the information under the heading “Certain Relationships and Transactions” in the Proxy Statement.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES.

Information regarding principal accountant fees and services is incorporated herein by reference to the
information under the heading “Independent Accountant Fees” in the Proxy Statement.
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PART IV

ITEM 15. EXHIBITS.
(a)(1) and (2) Financial Statements

An “Index of Financial Statements” has been filed as a part of this Report beginning on page F-1 hereof.

(a)(3) Exhibits and Management Compensatory Plans

An “Exhibit Index” has been filed as a part of this Report beginning on page E-1 hereof and is herein
incorporated by reference.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities E