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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-Q
(Mark One)

xx QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(D) OF THE SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended November 3, 2007

OR

¨̈ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(D) OF THE EXCHANGE ACT OF 1934

For the transition period from to

Commission file number 0-14970

COST PLUS, INC.
(Exact name of registrant as specified in its charter)

California 94-1067973
(State or other jurisdiction of incorporation or

organization)

(I.R.S. Employer Identification No.)

200 Fourth Street, Oakland, California 94607
(Address of principal executive offices) (Zip Code)

Registrant��s telephone number, including area code (510) 893-7300

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports) and (2) has been
subject to such filing requirements for the past 90 days.

Yes x No ¨

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See definition
of �accelerated filer and large accelerated filer� in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer ¨ Accelerated filer x Non-accelerated filer ¨

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).

Yes ¨ No x

The number of shares of Common Stock, $0.01 par value, outstanding on December 6, 2007 was 22,087,113.
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PART I. FINANCIAL INFORMATION

ITEM 1. CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

COST PLUS, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

(In thousands, except share amounts, unaudited)

November 3,

2007

February 3,

2007

October 28,

2006

(As Restated,

see Note 2)

ASSETS

Current assets:

Cash and cash equivalents
$3,479 $12,697 $3,400

Merchandise inventories, net
328,102 264,056 325,832

Income taxes receivable
36,305 11,016 24,866

Other current assets
24,692 25,706 17,066

Total current assets
392,578 313,475 371,164

Property and equipment, net
226,905 232,459 218,321

Goodwill, net
� � 4,178

Other assets, net
25,806 23,612 16,096

Total assets
$645,289 $569,546 $609,759

LIABILITIES AND SHAREHOLDERS� EQUITY
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Current liabilities:

Accounts payable
$81,085 $69,925 $63,238

Accrued compensation
12,798 10,922 9,940

Revolving line of credit
104,397 � 90,000

Current portion of long-term debt
764 541 3,671

Other current liabilities
32,489 33,338 29,277

Total current liabilities
231,533 114,726 196,126

Capital lease obligations
8,772 9,911 11,082

Long-term debt
114,610 111,656 77,917

Other long-term obligations
40,538 41,794 41,515

Commitments and contingencies

Shareholders� equity:

Preferred stock, $.01 par value: 5,000,000 shares authorized; none issued and outstanding
� � �

Common stock, $.01 par value: 67,500,000 shares authorized; issued and outstanding
22,087,113; 22,084,239 and 22,065,038 shares

221 221 221

Additional paid-in capital
168,653 167,018 166,361

Retained earnings
80,962 124,220 116,766

Accumulated other comprehensive loss
� � (229 )
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Total shareholders� equity
249,836 291,459 283,119

Total liabilities and shareholders� equity
$645,289 $569,546 $609,759

See notes to condensed consolidated financial statements.
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COST PLUS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(In thousands, except per share amounts, unaudited)

Three Months Ended Nine Months Ended

November 3,

2007

October 28,

2006

November 3,

2007

October 28,

2006

(As Restated,

see Note 2)

(As Restated,

see Note 2)

Net sales
$220,581 $215,405 $643,713 $643,644

Cost of sales and occupancy
158,686 150,085 471,607 459,273

Gross profit
61,895 65,320 172,106 184,371

Selling, general and administrative expenses
81,386 79,962 232,731 223,223

Store preopening expenses
702 2,618 2,893 4,881

Loss from operations
(20,193 ) (17,260 ) (63,518 ) (43,733 )

Net interest expense
3,359 2,445 8,223 5,024

Loss before income taxes
(23,552 ) (19,705 ) (71,741 ) (48,757 )

Income tax benefit
(9,608 ) (7,461 ) (28,699 ) (18,771 )

Net loss
$(13,944 ) $(12,244 ) $(43,042 ) $(29,986 )

Net loss per weighted average share

Basic
$(0.63 ) $(0.55 ) $(1.95 ) $(1.36 )

Diluted
$(0.63 ) $(0.55 ) $(1.95 ) $(1.36 )
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Weighted average shares outstanding

Basic
22,086 22,065 22,086 22,064

Diluted
22,086 22,065 22,086 22,064

See notes to condensed consolidated financial statements.
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COST PLUS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands, unaudited)

Nine Months Ended

November 3,

2007

October 28,

2006

(As Restated,

see Note 2)

Cash Flows From Operating Activities:

Net loss
$(43,042 ) $(29,986 )

Adjustments to reconcile net loss to net cash used in operating activities:

Depreciation and amortization
27,456 24,216

Deferred income taxes
(4,551 ) 217

Tax effect of disqualifying common stock dispositions
3 6

Share-based compensation expense
1,611 2,722

Loss on asset disposal
33 403

Changes in assets and liabilities:

Merchandise inventories
(64,046 ) (75,421 )

Income taxes receivable
(24,126 ) (24,866 )

Other assets
4,497 (1,780 )

Accounts payable
18,075 6,380
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Income taxes payable
� (6,909 )

Other liabilities
(2,008 ) (763 )

Net cash used in operating activities
(86,098 ) (105,781 )

Cash Flows From Investing Activities:

Purchases of property and equipment
(28,842 ) (46,357 )

Proceeds from sale of property and equipment
36 3

Net cash used in investing activities
(28,806 ) (46,354 )

Cash Flows From Financing Activities:

Net borrowings under revolving line of credit
104,397 90,000

Proceeds from long-term debt
39,586 47,279

Pay-down of long-term debt
(36,000 ) (18,208 )

Principal payments on long-term debt
(409 ) (2,801 )

Debt issuance costs
(706 ) �

Principal payments on capital lease obligations
(1,198 ) (1,176 )

Proceeds from the issuance of common stock
16 59

Net cash provided by financing activities
105,686 115,153

Net decrease in cash and cash equivalents
(9,218 ) (36,982 )
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Cash and Cash Equivalents:

Beginning of period
12,697 40,382

End of period
$3,479 $3,400

Supplemental Disclosures of Cash Flow Information:

Cash paid for interest
$7,571 $4,629

Cash paid for taxes
$370 $12,727

See notes to condensed consolidated financial statements.

4

Copyright © 2012 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document

http://www.secdatabase.com


Table of Contents

COST PLUS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Three-Month and Nine-Month Periods Ended November 3, 2007 and October 28, 2006
(Unaudited)

1. BASIS OF PRESENTATION

The accompanying unaudited condensed consolidated financial statements have been prepared from the records of Cost Plus, Inc. (the
�Company�) and, in the opinion of management, include all adjustments that are normal and recurring in nature necessary to present fairly the
Company�s financial position at November 3, 2007 and October 28, 2006, the interim results of operations for the three-month and nine-
month periods ended November 3, 2007 and October 28, 2006, and cash flows for the nine-month periods ended November 3, 2007 and
October 28, 2006. The balance sheet at February 3, 2007, presented herein, has been derived from the audited financial statements of the
Company for the fiscal year then ended. Information at October 28, 2006 and for the three-month and nine-month periods then ended has been
restated as described in Note 2.

Accounting policies followed by the Company are described in Note 1 to the audited consolidated financial statements for the fiscal year
ended February 3, 2007 in the Company�s Annual Report on Form 10-K. Certain information and disclosures normally included in the notes
to the annual financial statements prepared in accordance with accounting principles generally accepted in the United States of America have
been condensed or omitted for purposes of presenting the interim condensed consolidated financial statements. Such statements should be read
in conjunction with the audited consolidated financial statements, including notes thereto, for the fiscal year ended February 3, 2007.

The results of operations for the three-month and nine-month periods ended November 3, 2007, presented herein, are not indicative of the
results to be expected for the full year because of, among other things, seasonal factors in the retail business.

2. RESTATEMENT

In preparing the Company�s fiscal 2006 consolidated financial statements, the Company discovered errors in the way it had accounted for
inventory and the related balances in accounts payable and cost of sales. The errors resulted in the overstatement of cost of goods sold in the
first quarter of fiscal 2006 and the understatement of cost of goods sold in the second and third quarters of fiscal 2006. As a result, the
Company has restated the accompanying condensed consolidated balance sheet as of October 28, 2006, its condensed consolidated statements
of operations for the three-month and nine-month periods ended October 28, 2006, and its condensed consolidated statement of cash flows for
the nine-month period ended October 28, 2006. The restatement did not impact the Company�s previously reported net cash flows, revenues,
or its compliance with revolving line of credit covenants.

The following is a summary of the significant effects of the restatement on the Company�s condensed consolidated balance sheet at
October 28, 2006, its condensed consolidated statements of operations for the three-month and nine-month periods ended October 28, 2006,
and its condensed consolidated statement of cash flows for the nine-month period ended October 28, 2006 (in thousands):

As of October 28, 2006

As Previously

Reported As Restated

Balance Sheet Data

Merchandise inventories, net
$ 341,925 $325,832

Income taxes receivable
19,713 24,866
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Total current assets
382,104 371,164

Total assets
620,699 609,759

Accounts payable
66,278 63,238

Total current liabilities
199,166 196,126

Retained earnings
124,666 116,766

Total shareholders equity
291,019 283,119

Total liabilities and shareholders equity
620,699 609,759
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Three Months Ended

October 28, 2006

Nine Months Ended

October 28, 2006

As Previously

Reported As Restated

As Previously

Reported As Restated

Statement of Operations Data

Cost of sales and occupancy
$ 149,233 $150,085 $ 455,616 $459,273

Gross profit
66,172 65,320 188,028 184,371

Loss from operations
(16,408 ) (17,260 ) (40,076 ) (43,733 )

Loss before income taxes
(18,853 ) (19,705 ) (45,100 ) (48,757 )

Income tax benefit
(7,123 ) (7,461 ) (17,326 ) (18,771 )

Net loss
(11,730 ) (12,244 ) (27,774 ) (29,986 )

Net loss per weighted average share - Basic
(0.53 ) (0.55 ) (1.26 ) (1.36 )

Net loss per weighted average share - Diluted
(0.53 ) (0.55 ) (1.26 ) (1.36 )

Statement of Cash Flows Data

Net loss
$ (27,774 ) $(29,986 )

Changes in assets and liabilities:

Merchandise inventories
(89,134 ) (75,421 )

Income taxes receivable
(19,713 ) (24,866 )

Accounts payable
16,437 6,380
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Income taxes payable
(10,618 ) (6,909 )

3. RECENT ACCOUNTING PRONOUNCEMENTS

In September 2006, the Financial Accounting Standards Board (�FASB�) issued Statement of Financial Accounting Standards (�SFAS�)
No. 157, �Fair Value Measurement.� SFAS No. 157 clarifies the definition of fair value, establishes a framework for measuring fair value in
generally accepted accounting principles, and expands disclosures about fair value measurements. This Statement does not require any new
fair value measurements. SFAS No. 157 is effective for fiscal years beginning after November 15, 2007 and interim periods within those fiscal
years. The Company is currently assessing the impact of SFAS No. 157 on its 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 No. 159 permits all entities to choose to measure eligible items at fair value at specific
election dates. This statement does not require any new fair value measurements. SFAS No. 159 is effective for fiscal years beginning after
November 15, 2007 and interim periods within those fiscal years. The Company is currently assessing the impact of SFAS No. 159 on its
financial statements.

4. SHARE-BASED COMPENSATION

The Company accounts for share-based compensation arrangements in accordance with SFAS No. 123 (revised 2004), �Share-Based
Payment� (SFAS 123(R)). The Company had share-based compensation expense of $0.6 million for the three months ended November 3,
2007 compared to $1.0 million for the three months ended October 28, 2006. Share-based compensation expense for the nine-month period
ended November 3, 2007 was $1.6 million compared to $2.7 million for the nine-month period ended October 28, 2006. Share-based
compensation is recorded as a component of selling, general and administrative expenses. As of November 3, 2007, there was $3.8 million of
total unrecognized compensation cost related to nonvested share-based payments that is expected to be recognized over a weighted-average
period of approximately 1.3 years.

6
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The following table presents the weighted average assumptions used in the Black-Scholes-Merton option pricing model to value the stock
options granted during the three-month and nine-month periods ended November 3, 2007 and October 28, 2006:

Three Months Ended Nine Months Ended

November 3,

2007

October 28,

20061
November 3,

2007

October 28,

2006

Expected dividend rate
� % � % � % � %

Volatility
42.2 % � % 41.0 % 46.8 %

Risk-free interest rate
4.2 % � % 4.5 % 4.6 %

Expected lives (years)
4.8 � 4.8 4.8

Fair value per option granted
$ 1.74 $ � $ 3.54 $ 8.59

1. There were no stock options granted during the three month period ended October 28, 2006.

During the third quarter of fiscal 2007 the Company granted 76,000 stock options to its employees and non-employee directors. The following
table summarizes stock option activity during the nine-month period ended November 3, 2007:

Options

Weighted

Average

Exercise Price

Per Share

Weighted

Average

Remaining

Contractual

Term

Aggregate

Intrinsic

Value

(In thousands)

Outstanding, February 3, 2007
2,178,962 $ 23.49

Granted
463,000 8.52

Exercised
(2,250 ) 7.00

Cancelled
(330,648 ) 20.25

Outstanding, November 3, 2007
2,309,064 $ 20.97 5.0 $ �

Exercisable, November 3, 2007
1,326,956 $ 24.84 4.4 $ �
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Intrinsic value for stock options is defined as the difference between the market value and the grant price. The total intrinsic value of stock
options exercised during the nine-month period ended November 3, 2007 was $8,400. Cash received as a result of stock options exercised
during the nine months ended November 3, 2007 was $15,750 and the actual tax benefit realized for tax deductions from stock options
exercised totaled $3,000.

During the first nine months of fiscal 2007, the Company granted performance share awards (�Performance Shares�) to certain key employees
under its 2004 Stock Plan. Performance Shares entitle the holder to receive a number of shares of Cost Plus, Inc. common stock within a
specified range of shares at the end of the vesting period. Performance Shares are earned using a non-discretionary formula that is based on
the Company achieving certain thresholds of comparable store sales growth and income from operations during the performance period. The
fair value of performance shares are measured on the grant date and recognized in earnings over the requisite service period in accordance
with SFAS 123(R).

The following table summarizes Performance Share activity during the nine months ended November 3, 2007, with the shares granted
representing the maximum number of shares that could be achieved:

Shares

Weighted

Average Grant

Date Fair Value

Per Share

Outstanding at February 3, 2007
� $ �

Granted
97,000 9.38

Vested
� �

Forfeited
� �

Outstanding at November 3, 2007
97,000 $ 9.38
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5. RECONCILIATION OF BASIC SHARES TO DILUTED SHARES

The following is a reconciliation of the weighted average number of shares (in thousands) used in the Company�s basic and diluted earnings
per share computations:

Three Months Ended Nine Months Ended

Basic

EPS

Effect of Dilutive

Stock Options

(treasury stock

method)

Diluted

EPS

Basic

EPS

Effect of Dilutive

Stock Options

(treasury stock

method)

Diluted

EPS

November 3, 2007

Shares
22,086 � 22,086 22,086 � 22,086

Amount
$(0.63 ) $ 0.00 $(0.63 ) $(1.95 ) $ 0.00 $(1.95 )

October 28, 2006

Shares
22,065 � 22,065 22,064 � 22,064

Amount
$(0.55 ) $ 0.00 $(0.55 ) $(1.36 ) $ 0.00 $(1.36 )

As the effect would have been antidilutive, all 2,406,064 and 2,348,513 stock options and shares of unvested performance share awards were
excluded from the computation of diluted loss per share for the third quarter and year-to-date periods of fiscal 2007 and 2006, respectively.

6. LONG-TERM DEBT AND REVOLVING LINE OF CREDIT

The Company�s long-term debt as of November 3, 2007, February 3, 2007, and October 28, 2006 is summarized as follows:

(In thousands)

November 3,

2007

February 3,

2007

October 28,

2006

Obligation under sale and leaseback

Stockton distribution center
63,300 29,448 29,768

Virginia distribution center
52,074 52,249 34,320

Line of Credit for Stockton distribution center construction
� 30,500 17,500
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Total long-term debt
115,374 112,197 81,588

Less current portion
(764 ) (541 ) (3,671 )

Long-term debt, net
$114,610 $111,656 $77,917

On April 7, 2006, the Company entered into a sale-leaseback transaction with Inland Real Estate Acquisitions, Inc., a third party real estate
investment trust (�Inland-A�). In connection with the transaction, the Company sold its Stockton, California distribution center property to
Inland-A for net proceeds of $29.8 million. The property sold consisted of a 500,000 square foot building located on approximately 55 acres.
At the closing on April 7, 2006, the Company entered into a lease agreement and a subground lease agreement with Inland-A to lease the
property back. The Company used a portion of the proceeds from the sale of the property to retire $18.2 million of long-term debt related to
the Company�s purchase of the property, and the remaining proceeds were used for other business purposes. The Company accounted for the
transaction as a financing whereby the net book value of the asset remains on the Company�s consolidated balance sheet. The Company also
recorded a financing obligation in the amount of approximately $29.8 million, which is being amortized over the 34-year period of the lease
(including option periods) and approximates the discounted value of minimum lease payments under the leases. Monthly lease payments are
accounted for as principal and interest payments (at an approximate annual rate of 7.2%) on the recorded obligation. On July 31, 2007, the
Company entered into a new lease agreement, as described below, and as a result approximately $4.0 million of outstanding long-term debt
was transferred to the new lease agreement and is being amortized thereunder. As of November 3, 2007, the balance of the financing
obligation was $25.3 million and was included on the Company�s condensed consolidated balance sheet as long-term debt.

8
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On July 31, 2007, the Company entered into a sale-leaseback transaction with Inland Western Stockton Airport Way II, L.L.C., a third party
real estate investment company (�Inland-B�), in which the Company sold its newly constructed distribution facility in Stockton, California for
proceeds of $34.3 million. At the closing on July 31, 2007, the Company entered into a lease agreement with Inland-B (�new lease
agreement�) to lease the property back. In addition, the new lease agreement terminated and replaced the existing subground lease agreement
which had an outstanding long-term debt balance of approximately $4.0 million. The Company used the proceeds from the sale to pay-off
long-term debt associated with the construction of the distribution facility. The Company accounted for the transaction as a financing whereby
the net book value of the asset remains on the Company�s condensed consolidated balance sheet. The Company also recorded a financing
obligation in the amount of approximately $34.3 million, which is being amortized over the 32-year and nine month period of the lease
(including option periods) and approximates the discounted value of minimum lease payments under the lease. Monthly lease payments are
accounted for as principal and interest payments (at an approximate annual rate of 8.4%) on the recorded obligation. As of November 3, 2007,
the balance of the financing obligation was approximately $38.0 million and was included on the Company�s condensed consolidated balance
sheet as long-term debt.

On December 21, 2006, the Company entered into a sale-leaseback transaction with Inland-A, in which the Company sold its Windsor,
Virginia distribution center property to Inland-A for net proceeds of $52.3 million. The property sold consisted of a 1,000,000 square foot
building located on approximately 82 acres. At the closing on December 21, 2006, the Company entered into a lease agreement with Inland-A
to lease the property back. The Company used a portion of the net proceeds from the sale to pay-off the long-term debt of $34.1 million
related to the Company�s purchase of the property, and used the remaining proceeds for other business purposes. The Company accounted for
the transaction as a financing whereby the net book value of the asset remains on the Company�s condensed consolidated balance sheet. The
Company also recorded a financing obligation in the amount of approximately $52.3 million, which is being amortized over the 40 year period
of the lease (including option periods) and approximates the discounted value of minimum lease payments under the lease. Monthly lease
payments are accounted for as principal and interest payments (at an approximate annual rate of 8.5%) on the recorded obligation. As of
November 3, 2007, the balance of the financing obligation was $52.1 million and was included on the Company�s condensed consolidated
balance sheet as long-term debt.

On June 25, 2007, the Company entered into a secured five-year revolving credit agreement (the �Credit Agreement�) with a group of banks
that terminated and replaced its existing five-year line of credit agreement and its existing 18-month revolving credit facility. The Credit
Agreement allows for cash borrowings and letters of credit under a secured revolving credit facility of up to $200.0 million. The amount
available for borrowing at any time will be limited by a stated percentage of the aggregate amount of the liquidated value of eligible inventory
and the face amount of eligible credit card receivables. The Credit Agreement includes three options to increase the size of the revolving credit
facility by up to $50.0 million in the aggregate. All borrowings and letters of credit under the Credit Agreement are collateralized by all assets
presently owned and hereafter-acquired by the Company. Interest will be paid in arrears monthly, quarterly, or over the applicable interest
period as selected by the Company, with the entire balance payable on June 25, 2012. Borrowings pursuant to the revolving credit facility will
bear interest, at the Company�s election, at a rate equal to either (i) the higher of Bank of America�s prime rate or the federal funds effective
rate plus an applicable margin; or (ii) the LIBOR rate plus an applicable margin. The applicable margin is based on the Company�s Average
Excess Availability, as defined in the Credit Agreement. In addition, the Company will pay a commitment fee on the unused portion of the
amount available for borrowing as described in the Credit Agreement. The Credit Agreement includes limitations on the ability of the
Company to, among other things, incur debt, grant liens, make investments, enter into mergers and acquisitions, pay dividends, repurchase its
outstanding common stock, change its business, enter into transactions with affiliates, and dispose of assets. The events of default under the
Credit Agreement include, among others, payment defaults, cross defaults with certain other indebtedness, breaches of covenants, loss of
collateral, judgments, changes in control, and bankruptcy events. In the event of a default, the Credit Agreement requires the Company to pay
incremental interest at the rate of 2.0% and the lenders may, among other remedies, foreclose on the security (which could include the sale of
the Company�s inventory), eliminate their commitments to make credit available, declare due all unpaid principal amounts outstanding, and
require cash collateral for any letter of credit obligations. In addition, in the event of a default or if the Company�s Average Excess
Availability is 15% or less of the borrowing capacity under the revolving credit facility, the Company will be subject to additional restrictions,
including specific restrictions with respect to its cash management procedures.

The Company intends to use the proceeds from the Credit Agreement for working capital, issuance of commercial and standby letters of
credit, capital expenditures, and other general corporate purposes. The Company believes that borrowings on the Credit Agreement will be
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paid down within twelve months. As of November 3, 2007, the Company was in compliance with its loan covenant requirements, had $104.4
million in borrowings and $8.2 million in outstanding letters of credit, and had credit available under the Credit Agreement of $87.4 million.
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7. INCOME TAXES

The Company adopted the provisions of FASB Interpretation No. 48, �Accounting for Uncertainty in Income Taxes,� (FIN 48) on February 4,
2007. In accordance with FIN 48, the Company recognized a cumulative-effect adjustment of $216,000 as an increase to its liability for
unrecognized tax benefits, interest, and penalties and a reduction of the February 4, 2007 balance of retained earnings. There have been no
material changes to the amount of uncertain tax positions since the adoption of FIN 48.

At February 4, 2007, the Company had $3.0 million in unrecognized tax benefits, the recognition of which would have an effect of
$1.2 million on the effective tax rate. At the end of the third quarter, the Company recognized that there was $764,000 related to tax positions
for which it is reasonably possible that the total amounts could significantly change within the next twelve months. This amount is comprised
of an expected $446,000 decrease in unrecognized tax benefits due to statute expirations and a $318,000 anticipated reduction in unrecognized
tax benefits related to state settlement negotiations currently in progress.

The Company recognizes accrued interest and penalties related to unrecognized tax benefits in income tax expense. At February 4, 2007, the
Company had accrued $268,000 and $115,000 for the potential payment of interest and penalties, respectively.

As of November 3, 2007, the Company is subject to U.S. Federal income tax examinations for the tax years 2004 and forward, and is subject
to state and local income tax examinations for the tax years 1997 and forward.

ITEM 2. MANAGEMENT��S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

The following discussion and analysis of financial condition, results of operations, liquidity and capital resources should be read in
conjunction with the accompanying unaudited condensed consolidated financial statements and notes thereto for the three-month and nine-
month periods ended November 3, 2007. The results of operations for the three-month and nine-month periods ended November 3, 2007,
presented herein, are not indicative of the results to be expected for the full year because of, among other things, seasonal factors in the retail
business. The discussion and analysis gives effect to the restatement discussed in Note 2 to the condensed consolidated financial statements
presented herein.

This Quarterly Report on Form 10-Q contains forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as
amended, and Section 21E of the Securities Exchange Act of 1934, as amended (the �Exchange Act�). These forward-looking statements
reflect the Company�s current beliefs and estimates with respect to future events and the Company�s future financial performance, operations
and competitive position and may be identified, without limitation, by use of the words �may,� �should,� �expects,� �anticipates,�
�estimates,� �believes,� �looking ahead,� �forecast,� �projects,� �continues,� �intends,� �likely,� �plans� and similar expressions. Such
forward-looking statements involve known and unknown risks, uncertainties, and other factors that may cause our actual results, performance
or achievements to differ materially from those expressed or implied by such forward-looking statements, including those set forth in the
Annual Report on Form 10-K for the fiscal year ended February 3, 2007 and elsewhere in this Quarterly Report on Form 10-Q. The reader
should carefully consider, together with the other matters referred to herein, the risk factors set forth in the Annual Report on Form 10-K for
the fiscal year ended February 3, 2007 as well as in other documents the Company files with the Securities and Exchange Commission (the
�SEC�). The Company may from time to time make additional written and oral forward-looking statements, including statements contained in
the Company�s filings with the SEC. The Company does not undertake to update any forward-looking statement that may be made from time
to time by or on behalf of the Company.

Overview

Cost Plus, Inc. is a leading specialty retailer of casual home furnishings and entertaining products. The stores feature an ever-changing
selection of casual home furnishings, housewares, gifts, decorative accessories, gourmet foods and beverages offered at competitive prices and
imported from more than 50 countries. Many items are unique and exclusive to the Company.

Net sales for the third quarter of fiscal 2007 were $220.6 million compared to $215.4 million last year. Comparable store sales for the third
quarter decreased 4.3% compared to a 1.3% decrease last year. Year-to-date, net sales were $643.7 million and were flat compared to last
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years sales of $643.6 million, with same store sales decreasing 6.7% compared to a 2.9% decrease last year. The decrease in comparable store
sales for the quarter and year-to-date was primarily the result of decreased customer traffic.
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The Company reported a net loss of $13.9 million in the third quarter of fiscal 2007, or $0.63 per diluted share, compared to a net loss of
$12.2 million, or $0.55 per diluted share, for the third quarter last year. The higher net loss was primarily due to a decrease in same stores
sales, lower gross profit, higher SG&A costs, and increased interest expense on higher debt balances.

In the third quarter of fiscal 2007, the Company opened three new stores and closed two to end the quarter with 297 stores in 34 states. The
Company expects a total of 15 new store openings in fiscal 2007 and, when combined with the closing of four stores, expects a total of 298
locations by the end of the year.

Results of Operations

The three months (third quarter) and nine months (year-to-date) ended November 3, 2007 as compared to the three months and nine
months ended October 28, 2006 (as restated).

Net Sales Net sales consists almost entirely of retail sales, but also includes direct-to-consumer sales and shipping revenue. Net sales
increased $5.2 million, or 2.4%, to $220.6 million for the third quarter of fiscal 2007 from $215.4 million for the third quarter of fiscal 2006.
Year-to-date, net sales were $643.7 million and were flat compared to last years sales of $643.6 million. Net sales for the third quarter
increased due to higher non-comparable store sales partially offset by a decrease in comparable store sales. Year-to-date net sales were flat due
to higher non-comparable store sales offset by lower comparable store sales. Comparable store sales decreased 4.3%, or $9.0 million, in the
third quarter of fiscal 2007, compared to a decrease of 1.3%, or $2.6 million, in the third quarter of fiscal 2006. Year-to-date, comparable store
sales decreased 6.7% compared to a 2.9% decrease for the same period last year. Comparable store sales decreased during the third quarter
and year-to-date primarily as a result of decreased customer traffic. As of November 3, 2007, the calculation of comparable store sales
included a base of 272 stores. A store is generally included as comparable at the beginning of the fourteenth month after its grand opening.
Non-comparable store sales increased $11.6 million for the quarter and $40.8 million year-to-date. As of November 3, 2007, the Company
operated 297 stores, compared to 283 stores as of October 28, 2006.

The Company classifies its sales into the home furnishings and consumables product lines. For the third quarter, home furnishings accounted
for 64% of total sales versus 63% last year and consumables accounted for 36% of total sales versus 37% last year. For the first nine months
of fiscal 2007 and fiscal 2006, home furnishings accounted for 64% of total sales and consumables accounted for 36% of total sales.

Cost of Sales and Occupancy Cost of sales and occupancy, which consists of costs to acquire merchandise inventory and costs of freight and
distribution, as well as certain facilities costs, increased $8.6 million, or 5.7%, to $158.7 million in the third quarter of fiscal 2007. As a
percentage of net sales, total cost of sales and occupancy increased 220 basis points to 71.9% in the third quarter of fiscal 2007 from 69.7% in
the third quarter of fiscal 2006. Cost of sales for the third quarter of fiscal 2007 increased 140 basis points compared to last year primarily as a
result of higher distribution costs. Occupancy costs increased 80 basis points for the third quarter compared to the prior year primarily as a
result of the deleveraging of occupancy costs on lower comparable store sales and increased property taxes. Year-to-date, total cost of sales
and occupancy were $471.6 million and increased $12.3 million, or 2.7%, compared to the same period in fiscal 2006. As a percentage of net
sales, total cost of sales and occupancy for the year increased 190 basis points to 73.3% from 71.4% last year. Year-to-date, cost of sales
increased 80 basis points compared to last year primarily as a result of higher distribution costs. Year-to-date, occupancy costs increased 110
basis points compared to last year primarily as a result of the deleveraging of occupancy costs on lower comparable store sales and increased
property taxes.

Selling, General and Administrative (��SG&A��) Expenses SG&A expenses increased $1.4 million, or 1.8%, to $81.4 million in the third
quarter of fiscal 2007 compared to $80.0 million in the third quarter of fiscal 2006. As a percentage of net sales, SG&A expenses decreased 20
basis points to 36.9% in the third quarter of fiscal 2007 compared to 37.1% last year. The 20 basis point decrease was primarily related to a
150 basis point decrease in advertising expense due to a shift in the timing of advertisements to the fourth quarter compared to the third
quarter last year partially offset by an increase in other SG&A expenses of 130 basis points primarily due to higher store fixture and signage
costs related to the holiday set up, a severance charge related to the departure of its former CFO and decreased leverage on sales as a result of
lower comparable store sales.
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Year-to-date, SG&A expenses increased $9.5 million, or 4.3%, to $232.7 million compared to $223.2 million last year. As a percentage of net
sales, year-to-date SG&A expenses increased 150 basis points to 36.2% compared to 34.7% last year primarily due to decreased leverage on
sales as a result of lower comparable store sales.

Store Preopening Expenses Store preopening expenses, which include rent expense incurred prior to opening as well as grand opening
advertising and preopening merchandise setup expenses, were $0.7 million for the third quarter of fiscal 2007 compared to $2.6 million for the
third quarter of fiscal 2006. The Company opened three new stores in the third quarter of fiscal 2007 compared to eleven new stores in the
same period last year. Year-to-date, store preopening expenses were $2.9

11

Copyright © 2012 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document

http://www.secdatabase.com


Table of Contents

million compared to $4.9 million for the same period last year, with thirteen stores opened compared to twenty for the same period last year.
Store preopening expenses vary depending on the amount of time between the possession date and the store opening, the particular store site
and whether it is located in a new or existing market.

Net interest expense Net interest expense, which includes interest on capital leases and debt, net of interest earned on investments, was $3.4
million for the third quarter of fiscal 2007 compared to $2.4 million for the third quarter of fiscal 2006. Year-to-date, net interest expense was
$8.2 million compared to $5.0 million for the same period last year. The increase in net interest expense was primarily due to additional long-
term debt related to the Virginia and Stockton distribution center sale-leaseback transactions and the Stockton distribution center expansion;
and to higher seasonal borrowings under the Company�s revolving line of credit.

Income Taxes The Company�s effective tax rate was a benefit of 40.8% in the third quarter of fiscal 2007 compared to a benefit of 37.9% in
the third quarter of fiscal 2006. The higher effective tax rate benefit was primarily due to an increase in federal tax credits and the benefit
recognized related to a state tax law change. The Company expects its effective tax rate to be a benefit of approximately 39.1% for the fiscal
year.

Liquidity and Capital Resources

The Company�s cash and cash equivalents balance at November 3, 2007 was $3.5 million compared to $3.4 million at October 28, 2006. The
Company met its short-term liquidity needs and its capital requirements for the nine-month period ended November 3, 2007 with existing cash
and cash provided from financing activities. The Company believes that the combination of its existing cash balances, cash generated from
operations, and available borrowings under its secured revolving credit facility will be sufficient to finance its working capital, new store
expansion and other capital projects for at least the next twelve months.

Distribution Center Activities On July 31, 2007, the Company entered into a sale-leaseback transaction with Inland Western Stockton
Airport Way, L.L.C. (�Inland-B�), in which the Company sold its newly constructed distribution facility in Stockton, CA for net proceeds of
$33.9 million. At the closing on July 31, 2007, the Company entered into a lease agreement with Inland-B to lease the property. The Company
used the proceeds from the sale of approximately $34.3 million to pay-off long-term debt associated with the construction of the distribution
facility. The Company accounted for the transaction as a financing whereby the net book value of the asset remains on the Company�s
condensed consolidated balance sheet. The Company also recorded a financing obligation in the amount of approximately $34.3 million,
which is being amortized over the 32-year and nine-month period of the lease (including option periods) and approximates the discounted
value of total minimum lease payments under the lease. Monthly lease payments are accounted for as principal and interest payments (at an
approximate annual rate of 8.4%) on the recorded obligation. As of November 3, 2007, the balance of the financing obligation was
approximately $38.0 million, which includes approximately $4.0 million of long-term debt carried over from its prior subground lease
agreement, and was included on the Company�s condensed consolidated balance sheet as long-term debt.

Cash Flows From Operating Activities Net cash used in operating activities totaled $86.1 million year-to-date compared to $105.8 million
in the same period last year, a decrease of $19.7 million. The decrease in net cash used in operations compared to last year was primarily due
to lower inventory growth, an increase in accounts payable, and less cash used for the payment of income taxes, partially offset by a higher net
loss.

Cash Flows From Investing Activities Net cash used in investing activities, primarily resulting from the purchase of property and equipment,
totaled $28.8 million year-to-date, a $17.5 million decrease compared to the same period last year. Net cash used in investing activities
decreased because the Company spent $10.2 million year-to-date on the expansion of the Stockton distribution facility versus $18.1 million
last year and only opened 13 stores year-to-date versus 20 stores last year.

The Company estimates that fiscal 2007 capital expenditures will approximate $30.4 million; including approximately $6.5 million for new
stores, $11.0 million to expand the distribution center in Stockton, CA, $5.6 million for management information systems projects, and $7.3
million allocated to investments in existing stores and various other corporate projects.

Cash Flows From Financing Activities Net cash provided by financing activities was $105.7 million year-to-date compared to $115.2
million in the same period last year. Year-to-date, the Company had net proceeds from its revolving credit line of $104.4 million compared to
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$90.0 million last year. Proceeds from long-term debt were $39.6 million related to the construction of its new general merchandise
distribution facility in Stockton, CA and its subsequent sale-leaseback compared to proceeds from long-term debt of $47.3 million last year
comprised of $29.8 million from the sale-leaseback of the Stockton, CA distribution facility and $17.5 million borrowed against the line of
credit to finance the construction of its new general merchandise distribution facility. In conjunction with the sale-leaseback of the newly
constructed distribution facility in Stockton, California, the Company paid down $36.0 million in long-term debt. For the same period last
year, the Company used a portion of the net proceeds from the sale of the Stockton distribution facility of $29.8 million to retire $18.2 million
of long-term debt. Principal payments on long-term debt were $409,000 year-to-date compared to $2.8 million last year.
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Revolving Line of Credit On June 25, 2007, the Company entered into a secured five-year revolving credit agreement (the �Credit
Agreement�) with a group of banks that terminated and replaced its existing five-year line of credit agreement and its existing 18-month
revolving credit facility. The Credit Agreement allows for cash borrowings and letters of credit under a secured revolving credit facility of up
to $200.0 million. The amount available for borrowing at any time will be limited by a stated percentage of the aggregate amount of the
liquidated value of eligible inventory and the face amount of eligible credit card receivables. The Credit Agreement includes three options to
increase the size of the revolving credit facility by up to $50.0 million in the aggregate. All borrowings and letters of credit under the Credit
Agreement are collateralized by all assets presently owned and acquired by the Company in the future. Interest will be paid in arrears monthly,
quarterly, or over the applicable interest period as selected by the Company, with the entire balance payable on June 25, 2012. Borrowings
pursuant to the revolving credit facility will bear interest, at the Company�s election, at a rate equal to either (i) the higher of Bank of
America�s prime rate or the federal funds effective rate plus an applicable margin; or (ii) the LIBOR rate plus an applicable margin. The
applicable margin is based on the Company�s Average Excess Availability, as defined in the Credit Agreement. In addition, the Company will
pay a commitment fee on the unused portion of the amount available for borrowing as described in the Credit Agreement. The Credit
Agreement includes limitations on the ability of the Company to, among other things, incur debt, grant liens, make investments, enter into
mergers and acquisitions, pay dividends, repurchase stock, change its business, enter into transactions with affiliates, and dispose of assets.
The events of default under the Credit Agreement include, among others, payment defaults, cross defaults with certain other indebtedness,
breaches of covenants, loss of collateral, judgments, changes in control, and bankruptcy events. In the event of a default, the Credit Agreement
requires the Company to pay incremental interest at the rate of 2.0% and the lenders may, among other remedies, foreclose on the security
(which could include the sale of the Company�s inventory), eliminate their commitments to make credit available, declare due all unpaid
principal amounts outstanding, and require cash collateral for any letter of credit obligations. In addition, in the event of a default or if the
Company�s Average Excess Availability is 15% or less of the borrowing capacity under the revolving credit facility, the Company will be
subject to additional restrictions, including specific restrictions with respect to its cash management procedures.

The Company intends to use the proceeds from the Credit Agreement for working capital, issuance of commercial and standby letters of
credit, capital expenditures, and other general corporate purposes. The Company believes that borrowings on the Credit Agreement will be
paid down within twelve months. As of November 3, 2007, the Company was in compliance with its loan covenant requirements, had $104.4
million in borrowings and $8.2 million in outstanding letters of credit, and had credit available under the Credit Agreement of $87.4 million.

Summary Disclosure about Contractual Obligations and Commercial Commitments

The Company�s contractual obligations and commercial commitments increased from amounts disclosed as of February 3, 2007, including an
increase of $104.4 million in borrowings on our revolving credit line and $3.2 million in additional long-term borrowings. Otherwise, the
Company does not believe there were any other significant changes to its contractual obligations, which were outside of the ordinary course of
business, from those reported on its Annual Report on Form 10-K for the fiscal year ended February 3, 2007.

Critical Accounting Policies

The Company�s condensed consolidated financial statements have been prepared in accordance with the accounting principles generally
accepted in the United States of America. Preparation of these statements requires management to make judgments and estimates. Some
accounting policies have a significant impact on amounts reported in these financial statements. A summary of significant accounting policies
and a description of accounting policies that are considered critical may be found in our Annual Report on Form 10-K for the fiscal year ended
February 3, 2007, in the Notes to the Consolidated Financial Statements (Note 1) and the Critical Accounting Policies and Estimates section.

Impact of Recent Accounting Pronouncements

In September 2006, the FASB issued Statement of Financial Accounting Standards (�SFAS�) No. 157, �Fair Value Measurement.� SFAS
No. 157 defines fair value, establishes a framework for measuring fair value in generally accepted accounting principles, and expands
disclosures about fair value measurements. This Statement does not require any new fair value measurements. SFAS No. 157 is effective for
fiscal years beginning after November 15, 2007 and interim periods within those fiscal years. The Company is currently assessing the impact
of SFAS No. 157 on its financial statements.
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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 No. 159 permits all entities to choose to measure eligible items at fair value at specific
election dates. This statement does not require any new fair value measurements. SFAS No. 159 is effective for fiscal years beginning after
November 15, 2007 and interim periods within those fiscal years. The Company is currently assessing the impact of SFAS No. 159 on its
financial statements.

Seasonality

The Company�s business is highly seasonal, reflecting the general pattern associated with the retail industry of peak sales and earnings during
the fourth quarter (Holiday) selling season. Due to the importance of the Holiday selling season, the fourth quarter of each fiscal year has
historically contributed, and the Company expects it will continue to contribute, a disproportionate percentage of its net sales for the entire
fiscal year.

Available Information

The Company�s website address is www.worldmarket.com. The Company has made available through its Internet website, free of charge, its
Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, Definitive Proxy Statement and Section 16
filings and amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Exchange Act, as soon as reasonably
practicable after such materials are electronically filed with, or furnished to, the SEC. Cost Plus, Inc. was organized as a California
corporation in November 1946.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

There have been no material changes to the Company�s market risk from those disclosed in the Company�s Form 10-K filed for the fiscal
year ended February 3, 2007.

ITEM 4. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

The Company�s management evaluated, with the participation of its principal executive officer and its principal financial officer, the
effectiveness of its disclosure controls and procedures as of the end of the period covered by this Quarterly Report on Form 10-Q. The
Company maintains disclosure controls and procedures that are designed to ensure that the information disclosed in the reports filed under the
Exchange Act is recorded, processed, summarized and reported within the time periods specified in the SEC rules and forms, and that such
information is accumulated and communicated to the Company�s management, including its principal executive officer and principal financial
officer, as appropriate, to allow timely decisions regarding required disclosure.

The Company�s management, including its principal executive officer and principal financial officer, concluded as of February 3, 2007 in its
Annual Report on Form 10-K, for the year then ended, that its disclosure controls and procedures were not effective as of February 3, 2007
due to the existence of material weaknesses in its internal controls. Refer to management�s discussion under �Item 9A Controls and
Procedures� in the Company�s Annual Report on Form 10-K for the fiscal year ended February 3, 2007 for more information about the
material weaknesses and their impact on the Company�s disclosure controls and procedures. As of November 3, 2007, the Company�s
management, including its principal executive officer and principal financial officer, concluded that its disclosure controls and procedures are
effective. This conclusion is based on management�s on-going evaluation of the effectiveness of the design and operation of the Company�s
disclosure controls and procedures. Specifically, management has concluded that the material weaknesses identified in the Company�s Annual
Report on Form 10-K for the fiscal year ended February 3, 2007 have been fully remediated. The Company�s evaluation and conclusions set
forth above have not been audited by the Company�s independent registered public accounting firm.

Changes in Internal Control Over Financial Reporting
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During the quarter ended November 3, 2007, the Company completed corrective actions that it believes have strengthened its internal controls
over financial reporting. These corrective actions were designed to remediate the material weaknesses described in �Item 9A Controls and
Procedures� in the Company�s Annual Report on Form 10-K for the fiscal year ended
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February 3, 2007. Specifically, the Company reported in its Form 10-K for the fiscal year ended February 3, 2007 that its controls failed to
adequately identify, document and analyze the conditions that should have been considered relative to i) reconciliation of the inventory sub-
ledgers to the general ledger to ensure data integrity and identify potential errors in inventory; ii) reconciliation of accounts payable sub-ledger
to the general ledger to properly record received not invoiced inventory and invoiced not received inventory; iii) review of vendor returns and
receiving adjustments to ensure accurate reflection in the inventory and accounts payable balances; iv) timely and accurate processing of
inventory received not invoiced; v) consistent treatment and recording of reserve estimates and vi) the proper investigation and resolution of
reconciling items on a timely basis.

To address the material weaknesses discussed above, management undertook the following actions:

1. The Company added personnel with the requisite knowledge of internal controls and financial reporting to strengthen the quality of
the reconciliation processes within the inventory and accounts payable areas.

2. The Company added quality control reviews within the accounting function to ensure reconciliations are completed accurately, in a
timely manner and with proper management review.

3. The Company added system based integrity controls to ensure the accurate and complete flow of data between the sub-ledgers and
the general ledger.

4. The Company lowered the threshold required for management review and approval of accounts payable and inventory transactions.

5. The Company strengthened internal policies within the accounts payable area to identify and limit the conditions under which
purchase transactions can occur and age without a three-way match of purchase order, receipt and vendor invoice.

6. The Company strengthened internal accounting policies to require a consistent application of all reserves and estimate
methodologies.

Additionally, the Company tested the effectiveness of the enhanced controls and assessed the effect of the changes on the Company�s internal
control over financial reporting. The Company believes that such corrective actions and enhanced controls remediated the previously
identified material weakness. The Company�s evaluation and conclusions set forth above have not been audited by its independent registered
public accounting firm.
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PART II. OTHER INFORMATION

ITEM 6. EXHIBITS

(a) Exhibits

10.1 Fourth Amended and Restated Employment Severance Agreement dated September 10, 2007 between Cost Plus, Inc. and Jane
Baughman incorporated by reference to Exhibit 10.1 of the Form 8-K filed on September 11, 2007.

10.2 Employment Severance Agreement dated September 27, 2007 between Cost Plus, Inc. and Timothy Lester.

10.3 Employment Severance Agreement dated September 28, 2007 between Cost Plus, Inc. and Jeffrey Turner.

31.1 Certification of the Chief Executive Officer of the Registration pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section
302 of the Sarbanes-Oxley Act of 2002.

31.2 Certification of the Chief Financial Officer of the Registration pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section
302 of the Sarbanes-Oxley Act of 2002.

32.1 Certification of the Chief Executive Officer and Chief Financial Officer of the Registration pursuant to 18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

COST PLUS, INC.
Registrant

Date: December 10, 2007 By: /s/ JANE L. BAUGHMAN
Jane L. Baughman
Executive Vice President
Chief Financial Officer
Duly Authorized Officer
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INDEX TO EXHIBITS

10.1 Fourth Amended and Restated Employment Severance Agreement dated September 10, 2007 between Cost Plus, Inc. and Jane
Baughman incorporated by reference to Exhibit 10.1 of the Form 8-K filed on September 11, 2007

10.2 Employment Severance Agreement dated September 27, 2007 between Cost Plus, Inc. and Timothy Lester.

10.3 Employment Severance Agreement dated September 28, 2007 between Cost Plus, Inc. and Jeffrey Turner.

31.1 Certification of the Chief Executive Officer of the Registration pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section
302 of the Sarbanes-Oxley Act of 2002.

31.2 Certification of the Chief Financial Officer of the Registration pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section
302 of the Sarbanes-Oxley Act of 2002.

32.1 Certification of the Chief Executive Officer and Chief Financial Officer of the Registration pursuant to 18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
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Exhibit 10.2

EMPLOYMENT SEVERANCE AGREEMENT

This Employment Severance Agreement (the �Agreement�) is made and entered into effective as of September 27, 2007 (the �Effective
Date�), by and between Timothy W. Lester (the �Executive�) and Cost Plus, Inc. (the �Company�).

R E C I T A L S

A. Cost Plus desires to retain the services of the Executive, and the Executive desires to be employed by Cost Plus, on the terms and
subject to the conditions set forth in this Agreement.

B. The Board of Directors of the Company (the �Board�) believes the Company should provide the Executive with certain severance
benefits should the Executive�s employment with the Company terminate under certain circumstances, such benefits to provide the Executive
with enhanced financial security and sufficient incentive and encouragement to remain with the Company.

C. Certain capitalized terms used in the Agreement are defined in Section 6 below.

AGREEMENT

In consideration of the mutual covenants herein contained, the parties agree as follows:

1. Duties and Scope of Employment. The Company shall employ the Executive in the position of Vice President and Controller,
with such duties, responsibilities and compensation as in effect as of the Effective Date. The Board and the Chief Executive Officer of
the Company (the �CEO�) shall have the right to revise such responsibilities and compensation from time to time as the Board or the
CEO may deem necessary or appropriate. If any such revision constitutes �Involuntary Termination� as defined in Section 6(d) of this
Agreement, the Executive shall be entitled to benefits upon such Involuntary Termination as provided under this Agreement.

2. At-Will Employment. The Company and the Executive acknowledge that the Executive�s employment is and shall continue to
be at-will, as defined under applicable law. If the Executive�s employment terminates for any reason, the Executive shall not be entitled
to any payments, benefits, damages, awards or compensation other than as provided by this Agreement, or as may otherwise be available
in accordance with the Company�s established employee plans and practices or in accordance with other agreements between the
Company and the Executive. This Agreement shall remain in effect until the earlier of (i) the date that all obligations of the parties
hereunder have been satisfied or (ii) the date upon which this Agreement terminates by consent of the parties hereto.
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3. Severance Benefits.

(a) Benefits upon Termination. Unless the Executive is entitled to benefits under Section 3(b) of this Agreement, if the
Executive�s employment terminates as a result of Involuntary Termination prior to June 15, 2008 and the Executive signs and does
not revoke a Release of Claims, then the Company shall pay the Executive�s Base Compensation on a salary continuation basis in
accordance with the Company�s normal payroll practices to the Executive for six (6) months from the Termination Date. The
Executive shall not be entitled to receive any payments if the Executive voluntarily terminates employment other than as a result of
an Involuntary Termination.

(b) Benefits upon Termination After a Change of Control. If after a Change of Control the Executive�s employment
terminates as a result of Involuntary Termination prior to June 15, 2008 and the Executive signs and does not revoke a Release of
Claims, then the Company shall pay the Executive�s Base Compensation on a salary continuation basis in accordance with the
Company�s normal payroll practices to the Executive for nine (9) months from the Termination Date. The Executive shall not be
entitled to receive any payments if the Executive voluntarily terminates employment other than as a result of an Involuntary
Termination.

(c) Stock Options. Unless otherwise provided in the Company�s stock option plans or in the Executive�s stock option
agreements, the Executive shall not be entitled to acceleration of any unvested stock options upon the termination of the
Executive�s employment for any reason, including an Involuntary Termination.

(d) Miscellaneous. In addition to the benefits described in Section 3(a) or Section 3(b) of this Agreement, upon the
termination of the Executive�s employment, (i) the Company shall pay the Executive any unpaid base salary due for periods prior
to the Termination Date; (ii) the Company shall pay the Executive all of the Executive�s accrued and unused vacation through the
Termination Date; (iii) following submission of proper expense reports by the Executive, the Company shall reimburse the
Executive for all expenses reasonably and necessarily incurred by the Executive in connection with the business of the Company
prior to the Termination Date; and (iv) if benefits will be paid under Section 3(a) or Section 3(b) of this Agreement, the Company
shall pay the Executive a pro-rata portion of his fiscal year bonus, if any, under the Company�s Management Incentive Plan in
effect for the fiscal year in which the Termination Date occurs. Such amount shall be paid at the time bonuses for the completed
fiscal year are paid to other executives (but no later than the period of time required to fit within the short-term deferral rule of
Section 409A of the Internal Revenue Code of 1986, as amended (the �Code�)), shall be pro-rated for the period of time during the
fiscal year that the Executive was an employee of the Company and shall only be paid if, and to the extent, that the relevant
performance targets have been achieved by the Company. Except for any bonus payment under clause (iv) of the preceding
sentence, these payments shall be made promptly upon termination and within the period of time mandated by applicable law.
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4. Limitation on Payments.

(a) Code Section 409A. Notwithstanding anything to the contrary in this Agreement, if Executive is a �specified employee�
within the meaning of Section 409A of the Code and the final regulations and any other guidance promulgated thereunder
(�Section 409A�) at the time of his termination, and the severance payable to Executive, if any, pursuant to this Agreement, when
considered together with any other severance payments or separation benefits which may be considered deferred compensation
under Section 409A (together, the �Deferred Compensation Separation Benefits�) will not and could not under any circumstances,
regardless of when such termination occurs, be paid in full by the fifteenth day of the third month of the Company�s fiscal year
following Executive�s termination, then only that portion of the Deferred Compensation Separation Benefits which do not exceed
the Section 409A Limit (as defined below) may be made within the first six (6) months following Executive�s termination of
employment in accordance with the payment schedule applicable to each such payment or benefit. For these purposes, each
severance payment is hereby designated as a separate payment and will not collectively be treated as a single payment. Any portion
of the Deferred Compensation Separation Benefits in excess of the Section 409A Limit shall accrue and, to the extent such portion
of the Deferred Compensation Separation Benefits would otherwise have been payable within the first six (6) months following
Executive�s termination of employment, will become payable on the first payroll date that occurs on or after the date six
(6) months and one (1) day following the date of Executive�s termination of employment. All subsequent Deferred Compensation
Separation Benefits, if any, will be payable in accordance with the payment schedule applicable to each payment or benefit.

This provision is intended to comply with the requirements of Section 409A so that none of the severance payments and benefits to be
provided hereunder will be subject to the additional tax imposed under Section 409A, and any ambiguities herein will be interpreted to so
comply. The Company and Executive agree to work together in good faith to consider amendments to this Agreement and to take such
reasonable actions which are necessary, appropriate or desirable to avoid imposition of any additional tax or income recognition prior to actual
payment to Executive under Section 409A.

For purposes of this Agreement, �Section 409A Limit� shall mean the lesser of two (2) times: (i) Executive�s annualized compensation
based upon the annual rate of pay paid to Executive during the Company�s taxable year preceding the Company�s taxable year of Executive�s
termination of employment as determined under Treasury Regulation 1.409A-1(b)(9)(iii)(A)(1) and any Internal Revenue Service guidance
issued with respect thereto; or (ii) the maximum amount that may be taken into account under a qualified plan pursuant to Section 401(a)(17)
of the Code for the year in which Executive�s employment is terminated.

(b) Code Section 280G. In the event that the severance and other benefits provided for in this Agreement or otherwise
payable to the Executive (i) constitute �parachute payments� within the meaning of Section 280G of the Code and (ii) but for this
Section 4, would be subject to the excise tax imposed by Section 4999 of the Code, then the Executive�s severance benefits under
Section 3(b) of this Agreement shall be either:

(i) delivered in full, or

(ii) delivered as to such lesser extent which would result in no portion of such severance benefits being subject to
excise tax under Section 4999 of the Code,

-3-

Copyright © 2012 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document

http://www.secdatabase.com


whichever of the foregoing amounts, taking into account the applicable federal, state and local income taxes and the excise tax imposed by
Section 4999 of the Code, results in the receipt by the Executive on an after-tax basis, of the greatest amount of severance benefits,
notwithstanding that all or some portion of such severance benefits may be taxable under Section 4999 of the Code. Unless the Company and
the Executive otherwise agree in writing, any determination required under this Section 4 shall be made in writing by the Company�s
independent public accountants immediately prior to Change of Control (the �Accountants�), whose determination shall be conclusive and
binding upon the Executive and the Company for all purposes. For purposes of making the calculations required by this Section 4, the
Accountants may make reasonable assumptions and approximations concerning applicable taxes and may rely on reasonable, good faith
interpretations concerning the application of Sections 280G and 4999 of the Code. The Company and the Executive shall furnish to the
Accountants such information and documents as the Accountants may reasonably request in order to make a determination under this Section.
The Company shall bear all costs the Accountants may reasonably incur in connection with any calculations contemplated by this Section 4.

5. Non-Solicitation. In consideration for the mutual agreements as set forth herein, the Executive agrees that the Executive shall
not, at any time, within twelve (12) months following termination of the Executive�s employment with the Company for any reason,
directly or indirectly solicit the employment or other services of any individual who at that time shall be or within the prior twelve
(12) months shall have been an employee of the Company.

6. Definition of Terms. The following terms referred to in this Agreement shall have the following meanings:

(a) Base Compensation. �Base Compensation� means the Executive�s monthly base salary paid by the Company for services
performed calculated as the average base salary for the six (6) months completed prior to the Termination Date. If the Executive
has not been employed by the Company for six (6) complete months prior to the Termination Date, Base Compensation shall be
calculated as the average base salary for the period of the Executive�s employment.

(b) Cause. �Cause� means the Executive�s (i) intentional failure to perform reasonably assigned duties, (ii) dishonesty or
willful misconduct in the performance of duties, (iii) engaging in a transaction in connection with the performance of duties to the
Company or any of its subsidiaries which transaction is adverse to the interests of the Company or any of its subsidiaries and
which is engaged in for the Executive�s personal enrichment or (iv) willful violation of any material law, rule or regulation in
connection with the performance of duties.
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(c) Change of Control. �Change of Control� means the consummation of any of the following events:

(i) The acquisition by any �person� (as such term is used in Sections 13(d) and 14(d) of the Exchange Act) (other than
the Company or a person that directly or indirectly controls, is controlled by, or is under common control with, the
Company) of the �beneficial ownership� (as defined in Rule 13d-3 under the Exchange Act), directly or indirectly, of
securities of the Company representing fifty percent (50%) or more of the total voting power represented by the Company�s
then outstanding voting securities;

(ii) A change in the composition of the Board of Directors of the Company occurring within a two (2)-year period, as
a result of which fewer than a majority of the directors are Incumbent Directors. �Incumbent Directors� shall mean
directors who either (A) are directors of the Company as of the date hereof, or (B) are elected, or nominated for election, to
the Board of Directors of the Company with the affirmative votes of at least a majority of the Incumbent Directors at the
time of such election or nomination (but shall not include an individual not otherwise an Incumbent Director whose election
or nomination is in connection with an actual or threatened proxy contest relating to the election of directors to the
Company);

(iii) A merger or consolidation of the Company with any other corporation, other than a merger or consolidation
which would result in the voting securities of the Company outstanding immediately prior thereto continuing to represent
(either by remaining outstanding or by being converted into voting securities of the surviving entity) at least fifty percent
(50%) of the total voting power represented by the voting securities of the Company or such surviving entity outstanding
immediately after such merger or consolidation, or the approval by the stockholders of the Company of a plan of complete
liquidation of the Company or of an agreement for the sale or disposition by the Company of all or substantially all the
Company�s assets;

(iv) The sale of all or substantially all of the assets of the Company determined on a consolidated basis; or

(v) The complete liquidation or dissolution of the Company.

(d) Involuntary Termination. �Involuntary Termination� means:

(i) termination of the Executive�s employment by the Company for any reason other than Cause;

(ii) a material reduction in the Executive�s salary, other than any such reduction which is part of, and generally
consistent with, a general reduction of officer salaries;

(iii) any material breach by the Company of any material provision of this Agreement which continues uncured for
thirty (30) days following notice thereof; or

(iv) a material reduction in the Executive�s duties, responsibilities or authority;
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provided that none of the foregoing shall constitute Involuntary Termination to the extent the Executive has agreed thereto. Any
purported Involuntary Termination pursuant to Section 6(d)(ii) through 6(d)(v) will not be effective until the Executive has delivered to the
Company, within sixty (60) days of the initial existence of the Involuntary Termination condition, a written explanation which describes the
basis for the Executive�s belief that the Executive should be permitted to terminate his employment and have it treated as an Involuntary
Termination and the Company has been given thirty (30) days following delivery of such notice to cure any curable violation.

(e) Release of Claims. �Release of Claims� shall mean a waiver by the Executive, in a form satisfactory to the Company, of
all employment-related obligations of and claims and causes of action against the Company.

(f) Termination Date. �Termination Date� shall mean the date on which an event that would constitute Involuntary
Termination occurs, or the later of (i) the date on which a notice of termination is given, or (ii) the date (which shall not be more
than thirty (30) days after the giving of such notice) specified in such notice.

(g) Management Incentive Plan. �Management Incentive Plan� shall mean the Company�s bonus program, as implemented
by the Company�s board of directors from time to time and pursuant to which the Executive may receive incentive-based
compensation at fiscal year end.

7. Confidentiality. The Executive acknowledges that during the course of the Executive�s employment, the Executive will have
produced and/or have access to confidential information, records, notebooks, data, formula, specifications, trade secrets, customer lists
and secret inventions, and processes of the Company and its affiliated companies. Therefore, during or subsequent to the Executive�s
employment by the Company, the Executive agrees to hold in confidence and not directly or indirectly to disclose or use or copy or
make lists of any such information, except to the extent authorized by the Company in writing. All records, files, drawings, documents,
equipment, and the like, or copies thereof, relating to the Company�s business, or the business of an affiliated company, which the
Executive shall prepare, or use, or come into contact with, shall be and remain the sole property of the Company, or of an affiliated
company, and shall not be removed from the Company�s or the affiliated company�s premises without its written consent, and shall be
promptly returned to the Company upon termination of employment with the Company.

8. Successors.

(a) Company�s Successors. Any successor to the Company (whether direct or indirect and whether by purchase, lease,
merger, consolidation, liquidation or otherwise) to all or substantially all of the Company�s business and/or assets shall assume the
obligations under this Agreement and agree expressly to perform the obligations under this Agreement in the same manner and to
the same extent as the Company would be required to perform such obligations in the absence of a succession. For all purposes
under this Agreement, the term �Company� shall include any successor to the Company�s business and/or assets which executes
and delivers the assumption agreement pursuant to this subsection (a) or which becomes bound by the terms of this Agreement by
operation of law.
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(b) Executive�s Successors. The terms of this Agreement and all rights of the Executive hereunder shall inure to the benefit
of, and be enforceable by, the Executive�s personal or legal representatives, executors, administrators, successors, heirs,
distributees, devisees and legatees.

9. Notice.

(a) General. Notices and all other communications contemplated by this Agreement shall be in writing and shall be deemed
to have been duly given when personally delivered or when mailed by U.S. registered or certified mail, return receipt requested and
postage prepaid. In the case of the Executive, mailed notices shall be addressed to the Executive at the home address that the
Executive most recently communicated to the Company in writing. In the case of the Company, mailed notices shall be addressed
to its corporate headquarters, and all notices shall be directed to the attention of its CEO.

(b) Notice of Termination. Any termination by the Company for Cause or by the Executive as a result of a voluntary
resignation or an Involuntary Termination shall be communicated by a notice of termination to the other party hereto given in
accordance with Section 9(a) of this Agreement. Such notice shall indicate the specific termination provision in this Agreement
relied upon, shall set forth in reasonable detail the facts and circumstances claimed to provide a basis for termination under the
provision so indicated, and shall specify the termination date (which shall be not more than thirty (30) days after the giving of such
notice). The failure by the Executive to include in the notice any fact or circumstance which contributes to a showing of
Involuntary Termination shall not waive any right of the Executive hereunder or preclude the Executive from asserting such fact or
circumstance in enforcing the Executive�s rights hereunder.

10. Miscellaneous Provisions.

(a) Non-Disparagement. The Executive agrees to refrain from any defamation, libel or slander of the Company and its
respective officers, directors, employees, investors, shareholders, administrators, affiliates, divisions, subsidiaries, predecessor and
successor corporations, and assigns or tortious interference with the contracts and relationships of the Company and its respective
officers, directors, employees, investors, shareholders, administrators, affiliates, divisions, subsidiaries, predecessor and successor
corporations, and assigns. The Executive acknowledges and agrees that any breach of this paragraph shall constitute a material
breach of the Agreement and shall entitle the Company immediately to recover all consideration paid under this Agreement,
including, but not limited to the consideration described in Section 3.

(b) No Duty to Mitigate. The Executive shall not be required to mitigate the amount of any payment contemplated by this
Agreement, nor shall any such payment be reduced by any earnings that the Executive may receive from any other source.
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(c) Waiver. No provision of this Agreement shall be modified, waived or discharged unless the modification, waiver or
discharge is agreed to in writing and signed by the Executive and by an authorized officer of the Company (other than the
Executive). No waiver by either party of any breach of, or of compliance with, any condition or provision of this Agreement by the
other party shall be considered a waiver of any other condition or provision or of the same condition or provision at another time.

(d) Whole Agreement. No agreements, representations or understandings (whether oral or written and whether express or
implied) which are not expressly set forth in this Agreement have been made or entered into by either party with respect to the
subject matter hereof.

(e) Severance Provisions in Other Agreements. The Executive acknowledges and agrees that the severance provisions set
forth in this Agreement shall supersede any such provisions in any other agreement entered into between the Executive and the
Company.

(f) Choice of Law. The validity, interpretation, construction and performance of this Agreement shall be governed by the
laws of the State of California.

(g) Severability. The invalidity or unenforceability of any provision or provisions of this Agreement shall not affect the
validity or enforceability of any other provision hereof, which shall remain in full force and effect.

(h) No Assignment of Benefits. The rights of any person to payments or benefits under this Agreement shall not be made
subject to option or assignment, either by voluntary or involuntary assignment or by operation of law, including (without
limitation) bankruptcy, garnishment, attachment or other creditor�s process, and any action in violation of this subsection shall be
void.

(i) Employment Taxes. All payments made pursuant to this Agreement will be subject to withholding of applicable income
and employment taxes.

(j) Assignment by Company. The Company may assign its rights under this Agreement to an affiliate, and an affiliate may
assign its rights under this Agreement to another affiliate of the Company or to the Company; provided, however, that no
assignment shall be made if the net worth of the assignee is less than the net worth of the Company at the time of assignment. In
the case of any such assignment, the term �Company� when used in a section of this Agreement shall mean the corporation that
actually employs the Executive.

(k) Counterparts. This Agreement may be executed in counterparts, each of which shall be deemed an original, but all of
which together will constitute one and the same instrument.

[Signature Page to Follow]
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IN WITNESS WHEREOF, each of the parties has executed this Agreement, in the case of the Company by its duly authorized officer, as
of the day and year first above written.

COMPANY:
COST PLUS, INC.

/s/ Joan Fujii
By

EVP HR
Title

EXECUTIVE:
/s/ Timothy Lester

Timothy W. Lester
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Exhibit 10.3

EMPLOYMENT SEVERANCE AGREEMENT

This Employment Severance Agreement (the �Agreement�) is made and entered into effective as of September 28, 2007 (the �Effective
Date�), by and between Jeffrey Turner (the �Executive�) and Cost Plus, Inc. (the �Company�).

R E C I T A L S

A. Cost Plus desires to retain the services of the Executive, and the Executive desires to be employed by Cost Plus, on the terms and
subject to the conditions set forth in this Agreement.

B. The Board of Directors of the Company (the �Board�) believes the Company should provide the Executive with certain severance
benefits should the Executive�s employment with the Company terminate under certain circumstances, such benefits to provide the Executive
with enhanced financial security and sufficient incentive and encouragement to remain with the Company.

C. Certain capitalized terms used in the Agreement are defined in Section 6 below.

AGREEMENT

In consideration of the mutual covenants herein contained, the parties agree as follows:

1. Duties and Scope of Employment. The Company shall employ the Executive in the position of Senior Vice President, Chief
Information Officer, with such duties, responsibilities and compensation as in effect as of the Effective Date. The Board and the Chief
Executive Officer of the Company (the �CEO�) shall have the right to revise such responsibilities and compensation from time to time
as the Board or the CEO may deem necessary or appropriate. If any such revision constitutes �Involuntary Termination� as defined in
Section 6(d) of this Agreement, the Executive shall be entitled to benefits upon such Involuntary Termination as provided under this
Agreement.

2. At-Will Employment. The Company and the Executive acknowledge that the Executive�s employment is and shall continue to
be at-will, as defined under applicable law. If the Executive�s employment terminates for any reason, the Executive shall not be entitled
to any payments, benefits, damages, awards or compensation other than as provided by this Agreement, or as may otherwise be available
in accordance with the Company�s established employee plans and practices or in accordance with other agreements between the
Company and the Executive. This Agreement shall remain in effect until the earlier of (i) the date that all obligations of the parties
hereunder have been satisfied or (ii) the date upon which this Agreement terminates by consent of the parties hereto.
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3. Severance Benefits.

(a) Benefits upon Termination. Unless the Executive is entitled to benefits under Section 3(b) of this Agreement, if the
Executive�s employment terminates as a result of Involuntary Termination prior to June 15, 2008 and the Executive signs and does
not revoke a Release of Claims, then the Company shall pay the Executive�s Base Compensation on a salary continuation basis in
accordance with the Company�s normal payroll practices to the Executive for six (6) months from the Termination Date. The
Executive shall not be entitled to receive any payments if the Executive voluntarily terminates employment other than as a result of
an Involuntary Termination.

(b) Benefits upon Termination After a Change of Control. If after a Change of Control the Executive�s employment
terminates as a result of Involuntary Termination prior to June 15, 2008 and the Executive signs and does not revoke a Release of
Claims, then the Company shall pay the Executive�s Base Compensation on a salary continuation basis in accordance with the
Company�s normal payroll practices to the Executive for nine (9) months from the Termination Date. The Executive shall not be
entitled to receive any payments if the Executive voluntarily terminates employment other than as a result of an Involuntary
Termination.

(c) Stock Options. Unless otherwise provided in the Company�s stock option plans or in the Executive�s stock option
agreements, the Executive shall not be entitled to acceleration of any unvested stock options upon the termination of the
Executive�s employment for any reason, including an Involuntary Termination.

(d) Miscellaneous. In addition to the benefits described in Section 3(a) or Section 3(b) of this Agreement, upon the
termination of the Executive�s employment, (i) the Company shall pay the Executive any unpaid base salary due for periods prior
to the Termination Date; (ii) the Company shall pay the Executive all of the Executive�s accrued and unused vacation through the
Termination Date; (iii) following submission of proper expense reports by the Executive, the Company shall reimburse the
Executive for all expenses reasonably and necessarily incurred by the Executive in connection with the business of the Company
prior to the Termination Date; and (iv) if benefits will be paid under Section 3(a) or Section 3(b) of this Agreement, the Company
shall pay the Executive a pro-rata portion of the Executive�s fiscal year bonus, if any, under the Company�s Management
Incentive Plan in effect for the fiscal year in which the Termination Date occurs. Such amount shall be paid at the time bonuses for
the completed fiscal year are paid to other executives (but no later than the period of time required to fit within the short-term
deferral rule of Section 409A of the Internal Revenue Code of 1986, as amended (the �Code�)), shall be pro-rated for the period of
time during the fiscal year that the Executive was an employee of the Company and shall only be paid if, and to the extent, that the
relevant performance targets have been achieved by the Company. Except for any bonus payment under clause (iv) of the
preceding sentence, these payments shall be made promptly upon termination and within the period of time mandated by
applicable law.
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4. Limitation on Payments.

(a) Code Section 409A. Notwithstanding anything to the contrary in this Agreement, if Executive is a �specified employee�
within the meaning of Section 409A of the Code and the final regulations and any other guidance promulgated thereunder
(�Section 409A�) at the time of the Executive�s termination, and the severance payable to Executive, if any, pursuant to this
Agreement, when considered together with any other severance payments or separation benefits which may be considered deferred
compensation under Section 409A (together, the �Deferred Compensation Separation Benefits�) will not and could not under any
circumstances, regardless of when such termination occurs, be paid in full by the fifteenth day of the third month of the
Company�s fiscal year following Executive�s termination, then only that portion of the Deferred Compensation Separation
Benefits which do not exceed the Section 409A Limit (as defined below) may be made within the first six (6) months following
Executive�s termination of employment in accordance with the payment schedule applicable to each such payment or benefit. For
these purposes, each severance payment is hereby designated as a separate payment and will not collectively be treated as a single
payment. Any portion of the Deferred Compensation Separation Benefits in excess of the Section 409A Limit shall accrue and, to
the extent such portion of the Deferred Compensation Separation Benefits would otherwise have been payable within the first six
(6) months following Executive�s termination of employment, will become payable on the first payroll date that occurs on or after
the date six (6) months and one (1) day following the date of Executive�s termination of employment. All subsequent Deferred
Compensation Separation Benefits, if any, will be payable in accordance with the payment schedule applicable to each payment or
benefit.

This provision is intended to comply with the requirements of Section 409A so that none of the severance payments and benefits to be
provided hereunder will be subject to the additional tax imposed under Section 409A, and any ambiguities herein will be interpreted to so
comply. The Company and Executive agree to work together in good faith to consider amendments to this Agreement and to take such
reasonable actions which are necessary, appropriate or desirable to avoid imposition of any additional tax or income recognition prior to actual
payment to Executive under Section 409A.

For purposes of this Agreement, �Section 409A Limit� shall mean the lesser of two (2) times: (i) Executive�s annualized compensation
based upon the annual rate of pay paid to Executive during the Company�s taxable year preceding the Company�s taxable year of Executive�s
termination of employment as determined under Treasury Regulation 1.409A-1(b)(9)(iii)(A)(1) and any Internal Revenue Service guidance
issued with respect thereto; or (ii) the maximum amount that may be taken into account under a qualified plan pursuant to Section 401(a)(17)
of the Code for the year in which Executive�s employment is terminated.

(b) Code Section 280G. In the event that the severance and other benefits provided for in this Agreement or otherwise
payable to the Executive (i) constitute �parachute payments� within the meaning of Section 280G of the Code and (ii) but for this
Section 4, would be subject to the excise tax imposed by Section 4999 of the Code, then the Executive�s severance benefits under
Section 3(b) of this Agreement shall be either:

(i) delivered in full, or

(ii) delivered as to such lesser extent which would result in no portion of such severance benefits being subject to
excise tax under Section 4999 of the Code,
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whichever of the foregoing amounts, taking into account the applicable federal, state and local income taxes and the excise tax imposed by
Section 4999 of the Code, results in the receipt by the Executive on an after-tax basis, of the greatest amount of severance benefits,
notwithstanding that all or some portion of such severance benefits may be taxable under Section 4999 of the Code. Unless the Company and
the Executive otherwise agree in writing, any determination required under this Section 4 shall be made in writing by the Company�s
independent public accountants immediately prior to Change of Control (the �Accountants�), whose determination shall be conclusive and
binding upon the Executive and the Company for all purposes. For purposes of making the calculations required by this Section 4, the
Accountants may make reasonable assumptions and approximations concerning applicable taxes and may rely on reasonable, good faith
interpretations concerning the application of Sections 280G and 4999 of the Code. The Company and the Executive shall furnish to the
Accountants such information and documents as the Accountants may reasonably request in order to make a determination under this Section.
The Company shall bear all costs the Accountants may reasonably incur in connection with any calculations contemplated by this Section 4.

5. Non-Solicitation. In consideration for the mutual agreements as set forth herein, the Executive agrees that the Executive shall
not, at any time, within twelve (12) months following termination of the Executive�s employment with the Company for any reason,
directly or indirectly solicit the employment or other services of any individual who at that time shall be or within the prior twelve
(12) months shall have been an employee of the Company.

6. Definition of Terms. The following terms referred to in this Agreement shall have the following meanings:

(a) Base Compensation. �Base Compensation� means the Executive�s monthly base salary paid by the Company for services
performed calculated as the average base salary for the six (6) months completed prior to the Termination Date. If the Executive
has not been employed by the Company for six (6) complete months prior to the Termination Date, Base Compensation shall be
calculated as the average base salary for the period of the Executive�s employment.

(b) Cause. �Cause� means the Executive�s (i) intentional failure to perform reasonably assigned duties, (ii) dishonesty or
willful misconduct in the performance of duties, (iii) engaging in a transaction in connection with the performance of duties to the
Company or any of its subsidiaries which transaction is adverse to the interests of the Company or any of its subsidiaries and
which is engaged in for the Executive�s personal enrichment or (iv) willful violation of any material law, rule or regulation in
connection with the performance of duties.

-4-

Copyright © 2012 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document

http://www.secdatabase.com


(c) Change of Control. �Change of Control� means the consummation of any of the following events:

(i) The acquisition by any �person� (as such term is used in Sections 13(d) and 14(d) of the Exchange Act) (other than
the Company or a person that directly or indirectly controls, is controlled by, or is under common control with, the
Company) of the �beneficial ownership� (as defined in Rule 13d-3 under the Exchange Act), directly or indirectly, of
securities of the Company representing fifty percent (50%) or more of the total voting power represented by the Company�s
then outstanding voting securities;

(ii) A change in the composition of the Board of Directors of the Company occurring within a two (2)-year period, as
a result of which fewer than a majority of the directors are Incumbent Directors. �Incumbent Directors� shall mean
directors who either (A) are directors of the Company as of the date hereof, or (B) are elected, or nominated for election, to
the Board of Directors of the Company with the affirmative votes of at least a majority of the Incumbent Directors at the
time of such election or nomination (but shall not include an individual not otherwise an Incumbent Director whose election
or nomination is in connection with an actual or threatened proxy contest relating to the election of directors to the
Company);

(iii) A merger or consolidation of the Company with any other corporation, other than a merger or consolidation
which would result in the voting securities of the Company outstanding immediately prior thereto continuing to represent
(either by remaining outstanding or by being converted into voting securities of the surviving entity) at least fifty percent
(50%) of the total voting power represented by the voting securities of the Company or such surviving entity outstanding
immediately after such merger or consolidation, or the approval by the stockholders of the Company of a plan of complete
liquidation of the Company or of an agreement for the sale or disposition by the Company of all or substantially all the
Company�s assets;

(iv) The sale of all or substantially all of the assets of the Company determined on a consolidated basis; or

(v) The complete liquidation or dissolution of the Company.

(d) Involuntary Termination. �Involuntary Termination� means:

(i) termination of the Executive�s employment by the Company for any reason other than Cause;

(ii) a material reduction in the Executive�s salary, other than any such reduction which is part of, and generally
consistent with, a general reduction of officer salaries;

(iii) any material breach by the Company of any material provision of this Agreement which continues uncured for
thirty (30) days following notice thereof; or

(iv) a material reduction in the Executive�s duties, responsibilities or authority;
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provided that none of the foregoing shall constitute Involuntary Termination to the extent the Executive has agreed thereto. Any
purported Involuntary Termination pursuant to Section 6(d)(ii) through 6(d)(v) will not be effective until the Executive has delivered to the
Company, within sixty (60) days of the initial existence of the Involuntary Termination condition, a written explanation which describes the
basis for the Executive�s belief that the Executive should be permitted to terminate the Executive�s employment and have it treated as an
Involuntary Termination and the Company has been given thirty (30) days following delivery of such notice to cure any curable violation.

(e) Release of Claims. �Release of Claims� shall mean a waiver by the Executive, in a form satisfactory to the Company, of
all employment-related obligations of and claims and causes of action against the Company.

(f) Termination Date. �Termination Date� shall mean the date on which an event that would constitute Involuntary
Termination occurs, or the later of (i) the date on which a notice of termination is given, or (ii) the date (which shall not be more
than thirty (30) days after the giving of such notice) specified in such notice.

(g) Management Incentive Plan. �Management Incentive Plan� shall mean the Company�s bonus program, as implemented
by the Company�s board of directors from time to time and pursuant to which the Executive may receive incentive-based
compensation at fiscal year end.

7. Confidentiality. The Executive acknowledges that during the course of the Executive�s employment, the Executive will have
produced and/or have access to confidential information, records, notebooks, data, formula, specifications, trade secrets, customer lists
and secret inventions, and processes of the Company and its affiliated companies. Therefore, during or subsequent to the Executive�s
employment by the Company, the Executive agrees to hold in confidence and not directly or indirectly to disclose or use or copy or
make lists of any such information, except to the extent authorized by the Company in writing. All records, files, drawings, documents,
equipment, and the like, or copies thereof, relating to the Company�s business, or the business of an affiliated company, which the
Executive shall prepare, or use, or come into contact with, shall be and remain the sole property of the Company, or of an affiliated
company, and shall not be removed from the Company�s or the affiliated company�s premises without its written consent, and shall be
promptly returned to the Company upon termination of employment with the Company.

8. Successors.

(a) Company�s Successors. Any successor to the Company (whether direct or indirect and whether by purchase, lease,
merger, consolidation, liquidation or otherwise) to all or substantially all of the Company�s business and/or assets shall assume the
obligations under this Agreement and agree expressly to perform the obligations under this Agreement in the same manner and to
the same extent as the Company would be required to perform such obligations in the absence of a succession. For all purposes
under this Agreement, the term �Company� shall include any successor to the Company�s business and/or assets which executes
and delivers the assumption agreement pursuant to this subsection (a) or which becomes bound by the terms of this Agreement by
operation of law.
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(b) Executive�s Successors. The terms of this Agreement and all rights of the Executive hereunder shall inure to the benefit
of, and be enforceable by, the Executive�s personal or legal representatives, executors, administrators, successors, heirs,
distributees, devisees and legatees.

9. Notice.

(a) General. Notices and all other communications contemplated by this Agreement shall be in writing and shall be deemed
to have been duly given when personally delivered or when mailed by U.S. registered or certified mail, return receipt requested and
postage prepaid. In the case of the Executive, mailed notices shall be addressed to the Executive at the home address that the
Executive most recently communicated to the Company in writing. In the case of the Company, mailed notices shall be addressed
to its corporate headquarters, and all notices shall be directed to the attention of its CEO.

(b) Notice of Termination. Any termination by the Company for Cause or by the Executive as a result of a voluntary
resignation or an Involuntary Termination shall be communicated by a notice of termination to the other party hereto given in
accordance with Section 9(a) of this Agreement. Such notice shall indicate the specific termination provision in this Agreement
relied upon, shall set forth in reasonable detail the facts and circumstances claimed to provide a basis for termination under the
provision so indicated, and shall specify the termination date (which shall be not more than thirty (30) days after the giving of such
notice). The failure by the Executive to include in the notice any fact or circumstance which contributes to a showing of
Involuntary Termination shall not waive any right of the Executive hereunder or preclude the Executive from asserting such fact or
circumstance in enforcing the Executive�s rights hereunder.

10. Miscellaneous Provisions.

(a) Non-Disparagement. The Executive agrees to refrain from any defamation, libel or slander of the Company and its
respective officers, directors, employees, investors, shareholders, administrators, affiliates, divisions, subsidiaries, predecessor and
successor corporations, and assigns or tortious interference with the contracts and relationships of the Company and its respective
officers, directors, employees, investors, shareholders, administrators, affiliates, divisions, subsidiaries, predecessor and successor
corporations, and assigns. The Executive acknowledges and agrees that any breach of this paragraph shall constitute a material
breach of the Agreement and shall entitle the Company immediately to recover all consideration paid under this Agreement,
including, but not limited to the consideration described in Section 3.

(b) No Duty to Mitigate. The Executive shall not be required to mitigate the amount of any payment contemplated by this
Agreement, nor shall any such payment be reduced by any earnings that the Executive may receive from any other source.
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(c) Waiver. No provision of this Agreement shall be modified, waived or discharged unless the modification, waiver or
discharge is agreed to in writing and signed by the Executive and by an authorized officer of the Company (other than the
Executive). No waiver by either party of any breach of, or of compliance with, any condition or provision of this Agreement by the
other party shall be considered a waiver of any other condition or provision or of the same condition or provision at another time.

(d) Whole Agreement. No agreements, representations or understandings (whether oral or written and whether express or
implied) which are not expressly set forth in this Agreement have been made or entered into by either party with respect to the
subject matter hereof.

(e) Severance Provisions in Other Agreements. The Executive acknowledges and agrees that the severance provisions set
forth in this Agreement shall supersede any such provisions in any other agreement entered into between the Executive and the
Company.

(f) Choice of Law. The validity, interpretation, construction and performance of this Agreement shall be governed by the
laws of the State of California.

(g) Severability. The invalidity or unenforceability of any provision or provisions of this Agreement shall not affect the
validity or enforceability of any other provision hereof, which shall remain in full force and effect.

(h) No Assignment of Benefits. The rights of any person to payments or benefits under this Agreement shall not be made
subject to option or assignment, either by voluntary or involuntary assignment or by operation of law, including (without
limitation) bankruptcy, garnishment, attachment or other creditor�s process, and any action in violation of this subsection shall be
void.

(i) Employment Taxes. All payments made pursuant to this Agreement will be subject to withholding of applicable income
and employment taxes.

(j) Assignment by Company. The Company may assign its rights under this Agreement to an affiliate, and an affiliate may
assign its rights under this Agreement to another affiliate of the Company or to the Company; provided, however, that no
assignment shall be made if the net worth of the assignee is less than the net worth of the Company at the time of assignment. In
the case of any such assignment, the term �Company� when used in a section of this Agreement shall mean the corporation that
actually employs the Executive.

(k) Counterparts. This Agreement may be executed in counterparts, each of which shall be deemed an original, but all of
which together will constitute one and the same instrument.

[Signature Page to Follow]
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IN WITNESS WHEREOF, each of the parties has executed this Agreement, in the case of the Company by its duly authorized officer, as
of the day and year first above written.

COMPANY:
COST PLUS, INC.

/s/ Joan Fujii
By

EVP HR
Title

EXECUTIVE:
/s/ Jeffrey Turner

JEFFREY TURNER

-9-

Copyright © 2012 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document

http://www.secdatabase.com


Exhibit 31.1

CERTIFICATION

I, Barry J. Feld, certify that:

1. I have reviewed this quarterly report on Form 10-Q of Cost Plus, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the
period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant�s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by
others within those entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under
our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant�s disclosure controls and procedures and presented in this report our conclusions about
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation;
and

(d) Disclosed in this report any change in the registrant�s internal control over financial reporting that occurred during the registrant�s
most recent fiscal quarter (the registrant�s fourth fiscal quarter in the case of an annual report) that has materially affected, or is
reasonably likely to materially affect, the registrant�s internal control over financial reporting; and

5. The registrant�s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant�s auditors and the audit committee of the registrant�s board of directors (or persons performing the equivalent
functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant�s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant�s
internal control over financial reporting.

Date: December 10, 2007

/s/ BARRY J. FELD
Barry J. Feld
Chief Executive Officer, President
(Principal Executive Officer)
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Exhibit 31.2

CERTIFICATION

I, Jane L. Baughman, certify that:

1. I have reviewed this quarterly report on Form 10-Q of Cost Plus, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the
period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant�s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by
others within those entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under
our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant�s disclosure controls and procedures and presented in this report our conclusions about
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation;
and

(d) Disclosed in this report any change in the registrant�s internal control over financial reporting that occurred during the registrant�s
most recent fiscal quarter (the registrant�s fourth fiscal quarter in the case of an annual report) that has materially affected, or is
reasonably likely to materially affect, the registrant�s internal control over financial reporting; and

5. The registrant�s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant�s auditors and the audit committee of the registrant�s board of directors (or persons performing the equivalent
functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant�s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant�s
internal control over financial reporting.

Date: December 10, 2007

/s/ JANE L. BAUGHMAN
Jane L. Baughman
Executive Vice President, Chief Financial Officer
(Principal Financial Officer)
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Exhibit 32.1

Certification of the Chief Executive Officer
and the Chief Financial Officer

Pursuant to 18 U.S.C. Section 1350,
As Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the Quarterly Report of Cost Plus, Inc. (the �Company�) on Form 10-Q for the period ended November 3, 2007 as
filed with the Securities and Exchange Commission on the date hereof (the �Report�), Barry J. Feld, Chief Executive Officer and President of
the Company, and Jane L. Baughman, Executive Vice President and Chief Financial Officer, hereby certify, pursuant to 18 U.S.C. § 1350, as
adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the
Company.

/S/ BARRY J. FELD
Barry J. Feld

Chief Executive Officer, President
(Principal Executive Officer)

December 10, 2007

/S/ JANE L. BAUGHMAN
Jane L. Baughman

Executive Vice President,
Chief Financial Officer

(Principal Financial Officer)

December 10, 2007
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