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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  o

Indicate by check mark whether the registrant is a large accelerated file, an accelerated filer or a non-accelerated filer see definition of
�accelerated filer and large accelerated filer� as defined in Rule 12b-2 of the Exchange Act.

(Check one) Large Accelerated Filer  o Accelerated Filero Non-Accelerated Filer  x

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes  o No  x

Indicate the number of shares outstanding of each of the issuer�s classes of common stock, as of the latest practicable date.

Class Outstanding at May 11, 2006
Common Stock, $.01 par value 13,487,227 shares
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Item 1. Financial Statements.

Citi Trends, Inc.

Condensed Balance Sheets
April 29, 2006 and January 28, 2006

(unaudited)

April  29,
2006

January 28,
2006

Assets
Current assets:
Cash and cash equivalents $ 9,403,595 $ 9,079,388
Marketable securities, available for sale 50,633,984 54,458,146
Inventory 58,894,074 54,020,879
Prepaid and other current assets 4,127,065 3,099,919
Income tax receivable 2,886,737 �
Deferred tax asset 1,677,969 1,620,400
Total current assets 127,623,424 122,278,732
Property and equipment, net 26,217,097 23,425,601
Goodwill 1,371,404 1,371,404
Other assets 226,449 213,800
Total assets $ 155,438,374 $ 147,289,537

Liabilities and Stockholders� Equity
Current liabilities:
Borrowings under revolving lines of credit $ � $ �
Accounts payable 39,720,147 45,789,220
Accrued expenses 7,220,292 6,896,442
Accrued compensation 3,917,669 4,980,434
Current portion of capital lease obligations 588,219 662,196
Income taxes payable � 1,047,968
Layaway deposits 963,134 317,647
Total current liabilities 52,409,461 59,693,907
Long-term debt, less current portion 110,538 108,936
Capital lease obligations, less current portion 315,286 422,128
Other long-term liabilities 4,571,053 3,315,265
Total liabilities 57,406,338 63,540,236
Commitments and contingencies (note 6)
Stockholders� equity:
Common stock, $0.01 par value. Authorized 20,000,000; 13,652,977 shares issued at April 29,
2006 and 13,179,765 shares issued at January 28, 2006; 13,487,227 shares outstanding at
April 29, 2006 and 13,014,015 outstanding at January 28, 2006 136,530 130,140
Additional paid-in-capital 57,137,687 49,755,567
Retained earnings 40,922,369 34,028,144
Treasury stock, at cost; 165,750 shares as of April 29, 2006 and January 28, 2006 (164,550 ) (164,550 )
Total stockholders� equity 98,032,036 83,749,301
Total liabilities and stockholders� equity $ 155,438,374 $ 147,289,537

See accompanying notes to the condensed financial statements.
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Citi Trends, Inc.

Condensed Statements of Operations
Thirteen Weeks Ended April 29, 2006 and April 30, 2005

(unaudited)

April 29,
2006

April 30,
2005

Net sales $ 91,681,225 $ 63,616,469
Cost of sales 55,371,718 38,483,030
Gross profit 36,309,507 25,133,439
Selling, general and administrative expenses 26,241,513 19,757,812
Income from operations 10,067,994 5,375,627
Interest income 497,093 51,391
Interest expense, including redeemable preferred stock dividend (40,862 ) (161,910 )
Income before provision for income taxes 10,524,225 5,265,108
Provision for income taxes 3,630,000 2,000,000
Net income $ 6,894,225 $ 3,265,108
Basic income per common share $ 0.51 $ 0.35
Diluted income per common share $ 0.49 $ 0.30
Average number of shares outstanding
Basic 13,447,612 9,295,000
Diluted 14,070,152 10,986,959

See accompanying notes to the condensed financial statements.
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Citi Trends, Inc.

Condensed Statements of Cash Flows
Thirteen Weeks Ended April 29, 2006 and April 30, 2005

(unaudited)

April 29,
2006

April 30,
2005

Operating activities:
Net income $ 6,894,225 $ 3,265,108
Adjustment to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 1,869,040 1,394,469
Gain on disposal of property and equipment (267,089 ) �
Deferred income taxes (57,569 ) 344,100
Stock option expense 164,484 25,180
Dividends on preferred shares subject to mandatory redemption � 81,113
Changes in assets and liabilities:
Inventory (4,873,195 ) (5,096,695 )
Prepaid and other current assets (1,027,146 ) (1,720,799 )
Other assets (17,093 ) (50,156 )
Accounts payable (6,069,073 ) 992,213
Accrued expenses and other long-term liabilities 1,581,240 2,374,567
Accrued compensation (1,062,765 ) 322,816
Income tax payable/receivable (3,934,705 ) (594,600 )
Layaway deposits 645,487 621,657
Net cash (used in) provided by operating activities (6,154,159 ) 1,958,973
Investing activities:
Investments in marketable securities (7,964,092 ) �
Sales of marketable securities 11,788,254 �
Insurance proceeds received for property and equipment 268,744 �
Purchase of property and equipment (4,657,747 ) (2,664,073 )
Net cash used in investing activities (564,841 ) (2,664,073 )
Financing activities:
Repayments on long-term debt and capital lease obligations (180,819 ) (227,574 )
Proceeds from payment of shareholder note receivable � 23,691
Income tax benefit on stock option exercise 6,689,674 �
Proceeds from the exercise of stock options 534,352 �
Net cash provided by financing activities 7,043,207 (203,883 )
Net decrease in cash and cash equivalents 324,207 (908,983 )
Cash and cash equivalents:
Beginning of period 9,079,388 11,801,442
End of period $ 9,403,595 $ 10,892,459

Supplemental disclosure of cash flow information:
Cash paid for interest $ 31,107 $ 453,915
Cash paid for income taxes $ 932,600 $ 2,250,500
Purchases of property and equipment financed by entering into capital leases $ � $ 140,188

See accompanying notes to the condensed financial statements.

5

Edgar Filing: Citi Trends Inc - Form 10-Q

6



Citi Trends, Inc
Notes to the Condensed Financial Statements (unaudited)
April 29, 2006

1. Basis of Presentation

The condensed balance sheet as of April 29, 2006, the condensed statements of operations for the thirteen-week periods ended April 29, 2006
and April 30, 2005, and the condensed statements of cash flows for the thirteen week periods ended April 29, 2006 and April 30, 2005 have been
prepared by Citi Trends, Inc. (the �Company�), without audit. The condensed balance sheet as of January 28, 2006 has been derived from the
audited financials statements as of that date, but does not include all required year end disclosures. In the opinion of management, such
statements include all adjustments considered necessary to present fairly the Company�s financial position as of April 29, 2006 and January 28,
2006, and its results of operations and cash flows at April 29, 2006 and April 30, 2005 and for all periods presented.

Certain information and disclosures normally included in the notes to the annual financial statements prepared in accordance with U.S. generally
accepted accounting principles have been omitted from these condensed financial statements. The Company suggests that you read its condensed
financial statements in conjunction with the financial statements and notes thereto included in our Annual Report on Form 10-K for the fiscal
year ended January 28, 2006.

The results of operations for the thirteen weeks ended April 29, 2006 are not necessarily indicative of the operating results that may be expected
for the year ending February 3, 2007.

The following contains references to years 2006 and 2005, which represent fiscal years ending or ended on February 3, 2007 (fiscal 2006) and
January 28, 2006 (fiscal 2005), respectively. Fiscal 2006 has a 53-week accounting period and fiscal 2005 has a 52-week accounting period.

2. Stock-Based Compensation

In 1999, the Company established the 1999 Citi Trends, Inc. Stock Option Plan (the �1999 Plan�). The 1999 Plan provided for the grant of
incentive and nonqualified options to key employees and Directors. The Board of Directors determined the exercise price of  the option grants.
The option grants generally vested in equal installments over four years from the date of grant and are generally exercisable up to ten years from
the date of grant, which is the contractual life of the options. The Company authorized up to 1,950,000 shares of common stock for issuance
under the 1999 Plan.

On March 8, 2005 the Company adopted the 2005 Citi Trends, Inc. Long Term Incentive Plan,  (the �Incentive Plan�), which became effective
upon the consummation of the Company�s initial public offering in May, 2005.  The Incentive Plan supersedes and replaces the 1999 Plan. The
Incentive Plan provides for the grant of incentive and nonqualified options to key employees and directors. The Board of Directors determines
the exercise prices of the option grants which are generally equal to the closing market price of the Company�s stock on the date of grant. Option
grants generally vest in equal installments over four years from the date of grant and are generally exercisable up to ten years from the date of
grant.  Under the Incentive Plan, the Company may issue up to 1,300,000 shares of common stock that may be issued upon the exercise of stock
options and other equity incentive awards.

For fiscal years prior to 2006, the Company applied the intrinsic-value-based method of accounting prescribed by the Accounting Principles
Board (�APB�) Opinion No. 25, Accounting for Stock Issued to Employees, and related interpretations including Financial Accounting Standards
Board (�FASB�) interpretation (FIN) No. 44,  Accounting for Certain Transactions involving Stock Compensation, an interpretation of APB
Opinion No. 25 to account for its fixed-plan stock options. Under this method, compensation expense was recorded on the date of grant only if
the then-current fair value of the underlying stock exceeded the exercise price. The Company recognized the fair value of stock rights granted to
non-employees in the financial statements. Statement of Financial Accounting Standards (�SFAS�)  No. 123, Accounting for Stock-Based
Compensation, and SFAS No. 148, Accounting for Stock-Based Compensation�Transition and Disclosure, an amendment of FASB statement
No. 123, established accounting and disclosure requirements using a fair-value-based method of accounting for stock-based employee
compensation plans. As permitted by the accounting standards, the Company continued to apply the intrinsic-value based method of accounting
as described previously and adopted only the disclosure requirements of SFAS No. 123, as amended.

         Effective January 29, 2006, the Company began recording compensation expense associated with all stock options and other forms of
equity compensation in accordance with SFAS No. 123R Share-Based Payment, as interpreted by SEC Staff Accounting Bulletin No. 107. The
Company has selected the �Modified Prospective� transition approach for adoption of SFAS No. 123R. Under the Modified Prospective approach,
prior periods are not restated. Compensation expense for the unvested portions of grants awarded prior to January 29, 2006, will be recognized
over the grants� remaining service periods using the compensation cost calculated previously for pro-forma disclosure under APB Opinion
No. 25, Accounting for Stock Issued to Employees. For awards granted after January 28, 2006, the Company is recognizing compensation
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expense based on the grant-date fair value calculated in accordance with SFAS No. 123R. Such expense will be recognized on a straight line
basis over the service period of the option recipients which is generally equal to four years.
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Under SFAS No. 123R, the fair value of each option award is estimated on the date of grant using the Black-Scholes-Merton option pricing
model, which uses the assumptions noted in the following table. Expected volatility is based on estimated future volatility of the Company�s
common stock price. Having completed its initial public offering in May 2005, the Company has limited historical data regarding the price of its
publicly traded shares. To estimate future volatility of the Company�s stock price, the stock price volatility of similar entities for which shares
have been publicly traded for a period of seven years or more was measured. The Company uses a volatility measure which is approximately
equal to the average volatility of  such similar entities as measured over a period of the most recent seven years. The Company uses historical
data to estimate employee terminations used in the model. The expected term of options granted is based on guidance provided by the SEC Staff
Accounting Bulletin 107 (�simplified method� for �plain vanilla� options.). The simplified method (available for entities which do not have
sufficient historical exercise data available for making a refined estimate of expected term) assumes a 10 year contractual term with vesting at a
rate of 25% per year. Accordingly, expected term = ((vesting term + original contractual term)/2). The risk-free interest rate for the periods
which corresponds with the contractual life of the option is based on the U.S. Treasury yield curve in effect at the time of grant.

The following is a summary of the Company�s assumption as of April 29, 2006 under SFAS No. 123R.

Thirteen Weeks Ended
April 29, 2006

Expected Dividend yield 0.00%
Expected volatility 50.00%
Risk-free interest rate 4.63% - 4.74%
Weighted-average expected lives, in years 6.25 years
Forfeiture rate 0% - 5.0%

A summary of the status of stock options under our plans and changes during the thirteen weeks ended April 29, 2006 is presented in the table
below:

Shares

Weighted-
Average
Exercise
Price

Weighted-
Average
Remaining
Contractual
Term (Years)

Aggregate
Intrinsic
Value

Outstanding at beginning of period 1,572,833 $ 2.60
Granted 72,450 41.37
Exercised (473,212 ) 1.13 $ 19,390,360
Forfeited (12,000 ) 8.19

Outstanding end of period 1,160,071 $ 5.56 5.5 $ 49,869,088

Options exercisable end of period 828,621 $ 0.64 4.3 $ 39,696,540

The weighted average grant-date fair value of options granted during the thirteen weeks ended April 29, 2006 was $22.42 per share or
approximately $1,446,000 for all options granted net of estimated forfeitures. No grants of options were made during the thirteen weeks ended
April 30, 2005. Cash received from options exercised totaled approximately $534,000 and $0 for the thirteen weeks ended April 29, 2006, and
April 30, 2005, respectively.

Prior to the adoption of SFAS No. 123R, the Company presented all tax benefits resulting from the exercise of stock options as operating cash
flows in the Condensed Statements of Cash Flows. SFAS No. 123R requires that cash flows resulting from tax deductions in excess of the
cumulative compensation cost recognized for options exercised (�excess tax benefits�) be classified as financing cash flows. For the thirteen weeks
ended April 29, 2006, excess tax benefits realized from the exercise of stock options was $6.7 million.

During the thirteen weeks ended April 29, 2006, the Company recognized approximately $165,000 ($107,000 after tax) in share-based
compensation expense with a resulting increase in its deferred tax assets of approximately $58,000. No compensation cost was recognized prior
to January 29, 2006, except for option grants made in 2001 and 2004 that were issued below fair market value. Had compensation cost for our
share-based compensation plans been determined consistent with SFAS No. 123R, the Company�s net income and earnings per share for the
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thirteen weeks ended April 30, 2005 would have been reduced to the following pro forma amounts:
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Thirteen
Weeks Ended
April 30, 2005

Net income, as reported $ 3,265,108
Add stock-based employee compensation expense included in reported net income, net of tax of $9,568 15,612
Deduct total stock-based employee compensation expense determined under fair-value-based method for all awards, net of
tax of $11,790 (19,237 )
Pro forma net income $ 3,261,483
As reported basic income per common share $ .35
Pro forma basic income per common share $ .35
As reported diluted income per common share $ .30
Pro forma diluted income per common share $ .30

As of April 29, 2006, the total compensation cost related to non-vested awards that will be incurred in future periods amounts to approximately
$2,572,000. The weighted-average period over which this amount is expected to be recognized is 42.4 months. The Company�s stock option plan
allows the Company to issue new shares from shares authorized for issuance or repurchase shares on the open market to complete employee
stock option exercises. The Company does not currently plan to repurchase shares.

3. Earnings per Share

Earnings per common share amounts are based on the weighted average number of common shares outstanding and diluted earnings per share
amounts are based on the weighted average number of common shares outstanding plus the incremental shares that would have been outstanding
upon the assumed exercise of all dilutive stock options.

The following table is a reconciliation of the number of average common shares outstanding used to calculate earnings per share to the number
of common shares and common share equivalents outstanding used in calculating diluted earnings per share for the thirteen weeks ended
April 29, 2006 and April 30, 2005:

2006 2005
Average number of common shares outstanding 13,447,612 9,295,000
Incremental shares from assumed exercises of stock options 622,540 1,691,959
Average number of common shares and common stock equivalents outstanding 14,070,152 10,986,959

According to SFAS No. 128, Earnings per Share, the dilutive effect of stock-based compensation arrangement is determined using the Treasury
Stock method.  This method assumes that the proceeds the Company receives from the exercise of stock options are used to repurchase common
shares in the market. The adoption of SFAS No. 123R, Share-Based Payment allows the Company to include as assumed proceeds the amount
of compensation cost attributed to future services and not yet recognized, and the amount of tax benefits (both deferred and current), if any, that
would be credited to additional paid-in capital assuming exercise of the options. For the thirteen weeks ended April 29, 2006 the recognition of
these assumed proceeds using the Treasury Stock method reduces the recognized dilution due to the Company�s stock options outstanding.

For the thirteen weeks ended April 29, 2006 and the thirteen weeks ended April 30, 2005 there were no options outstanding to purchase shares of
common stock excluded from the calculation of diluted earnings per share because of antidilution.

For the thirteen weeks ended April 30, 2005, had the amount of incremental shares from assumed exercises of stock options been calculated
consistently with the Treasury Stock method as modified due to the Company�s implementation of SFAS No. 123R on January 29, 2006,
incremental shares assumed issued, the average number of common shares and common stock equivalents, and the resulting diluted earnings per
share would have been as follows:

Thirteen Weeks ended
April 30, 2005
As Reported Pro Forma

Average number of common shares outstanding 9,295,000 9,295,000
Incremental shares from assumed exercises of stock options 1,691,959 1,015,666
Average number of common shares outstanding and common stock equivalents outstanding 10,986,959 10,310,666
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Net income as reported $ 3,265,108 $ 3,265,108
Basic earnings per share $ .35 $ .35
Diluted earnings per share $ .30 $ .32
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4. Marketable Securities

Marketable securities consist of highly liquid, auction rate municipal securities of at least grade AA by Standard and Poor�s or Aa by Moody�s.
While the underlying security has a long-term nominal maturity, the interest rate is periodically reset through �Dutch Auctions� typically every
seven through forty-nine days. As of April 29, 2006, all auction rate securities held by the Company were purchased with reset periods of 35
days. The Company has the opportunity to sell its investment during such periodic auctions subject to the availability of buyers. Since these
auction rate securities are priced and subsequently trade at short-term intervals, they are classified as current assets.

The Company classifies all investments as available-for-sale. Available-for-sale securities are carried at estimated fair value, based on available
market information, with unrealized gains and losses, if any, reported as a component of stockholders� equity.  As a result of the resetting
variable rates, the carrying value of available-for-sale securities approximates fair market value due to their short maturities. For these reasons,
the Company has no cumulative gross unrealized or realized gains or losses from these investments. All income generated from these
investments is recorded as interest income. The Company has no investments considered to be trading securities.

5. Revolving Lines of Credit

The Company has a revolving line of credit with Wachovia Capital Finance that is secured by substantially all of the Company�s assets and
pursuant to which the Company pays customary fees. This secured line of credit expires in April 2007. At April 29, 2006, the line of credit
provided for aggregate cash borrowings and the issuance of letters of credit up to the lesser of $25,000,000 or the Company�s borrowing base
(approximately $25,000,000 at April 29, 2006), as defined in the credit agreement. Borrowings under this secured line of credit bear interest at
either the prime rate or the Eurodollar rate plus 2.25%, at the Company�s election, based on conditions in the credit agreement. Additionally,
there is a letter of credit fee of 1.25% per annum on the outstanding balance of letters of credit. At April 29, 2006, there were no outstanding
borrowings on the revolving line of credit, nor were there any outstanding letters of credit. Under the terms of the credit agreement, the
Company is required to maintain a minimum tangible net worth. The Company was in compliance with this requirement at April 29, 2006. On
May 18, 2006, the Company entered into an amendment (the �Fifth Amendment�) to its Loan and Security Agreement dated April 2, 1999, as
amended (the �Loan Agreement�), with Wachovia. The Fifth Amendment provides, subject to certain conditions, that the reduction by Hampshire
Equity Partners, L.P., the Company�s largest stockholder, of its investment in the Company is not an event of default under the Loan Agreement.

In September 2003, the Company entered into an annual unsecured revolving line of credit with Bank of America that expires on June 30, 2006.
At April 29, 2006, the line of credit provided for aggregate cash borrowings up to $3,000,000. Borrowings under the credit agreement bear
interest at the London Interbank Offered Rate (LIBOR) plus 2.00%. At April 29, 2006, there were no outstanding borrowings on this unsecured
revolving line of credit.

6. Contingencies

The Company from time to time is involved in various legal proceedings incidental to the conduct of its business, including claims by customers,
employees or former employees. While litigation is subject to uncertainties and the outcome of any litigated matter is not predictable, the
Company is not aware of any legal proceedings pending or threatened against it that it expects to have a material adverse effect on its financial
condition or results of operations.

7. Related Party Transactions � Management Consulting Agreement

The Company was a party to an Amended and Restated Management Consulting Agreement (the �Consulting Agreement�), effective as of
February 1, 2004 with Hampshire Management Company LLC (the �Consultant�), an affiliate of the Company�s largest shareholder, pursuant to
which the Consultant provided the Company with certain consulting services related to, but not limited to, financial affairs, relationships with
lenders, stockholders and other third-party associates or affiliates, and the expansion of the Company�s business. In connection with the
Company�s initial public offering in May 2005, the parties terminated the Consulting Agreement, and the Company paid the Consultant a one
time termination fee of $1.2 million in the second quarter of 2005.

Included in operating expenses for the thirteen weeks ended April 29, 2006 were management fees of $0 compared to management fees of
$60,000 for the thirteen weeks ended April 30, 2005.

8. Secondary Offering

On January 31, 2006, the Company completed a secondary offering of shares of its common stock by certain shareholders of the Company. The
shares sold were priced at $42.25 per share. The offering consisted of 1,926,250 shares of common stock, including 251,250 shares that were
subject to the underwriters� over-allotment option. All of the shares were sold by the Company�s shareholders and, as a result, the Company did
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not receive any of the proceeds from the offering. The Company incurred expenses in fiscal 2005 in connection with the secondary offering of
approximately $525,000.
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9. Recent Accounting Pronouncements

In October 2005, the FASB issued FASB Staff Position (FSP) No. FAS 13-1, Accounting for Rental Costs Incurred during a Construction
Period, which mandates that rental costs associated with ground or building operating leases incurred during construction shall be recognized as
rental expense. The guidance is effective as of the first reporting period beginning after December 15, 2005. The adoption of FSP No. FAS 13-1
did not have a material effect on the Company�s consolidated financial position, results of operations or cash flows.

In May, 2005, the FASB issued SFAS No. 154 Accounting Changes and Error Corrections: a replacement of APB Opinion No 20 and FASB
Statements No. 3. Statement 154 requires retrospective application for voluntary changes in accounting principle unless it is impracticable to do
so. The requirements are effective for accounting changes made in fiscal years beginning after December 15, 2005. The Company did not
experience an impact on its financial position, results of operations or cash flows from the adoption of SFAS No. 154

10
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Item 2. Management�s Discussion and Analysis of Financial Condition and Results of Operations.

Forward-Looking Statements

Except for specific historical information, many of the matters discussed in this Form 10-Q may express or imply projections of revenues or
expenditures, statements of plans and objectives for future operations, growth or initiatives, statements of future economic performance, or
statements regarding the outcome or impact of pending or threatened litigation. These, and similar statements, are forward-looking statements
concerning matters that involve risks, uncertainties and other factors that may cause the actual performance of the Company to differ materially
from those expressed or implied by these statements. All forward-looking information should be evaluated in the context of these risks,
uncertainties and other factors. The words �believe,� �anticipate,� �project,� �plan,� �expect,� �estimate,� �objective,� �forecast,� �goal,� �intend,� �will likely result,�
or �will continue� and similar words and expressions generally identify forward-looking statements. The Company believes the assumptions
underlying these forward-looking statements are reasonable; however, any of the assumptions could be inaccurate, and therefore, actual results
may differ materially from those projected in the forward-looking statements.

The factors that may result in actual results differing from such forward-looking information include, but are not limited to: transportation and
distribution delays or interruptions; changes in freight rates; the Company�s ability to negotiate effectively the cost and purchase of merchandise;
inventory risks due to shifts in market demand; the Company�s ability to gauge fashion trends and changing consumer preferences; changes in
consumer spending on apparel; changes in product mix; interruptions in suppliers� businesses; interest rate fluctuations; a continued rise in
insurance costs; a deterioration in general economic conditions caused by acts of war or terrorism; temporary changes in demand due to weather
patterns; seasonality of the Company�s business; delays associated with building, opening and operating new stores; delays associated with
building, opening, expanding or converting new or existing distribution centers; and other factors.

Readers are cautioned not to place undue reliance on these forward-looking statements, which speak only as of the date of this Form 10-Q.
Except as may be required by law, the Company undertakes no obligation to update or revise publicly any forward-looking statements contained
herein to reflect events or circumstances occurring after the date of this Form 10-Q or to reflect the occurrence of unanticipated events. Readers
are advised, however, to read any further disclosures the Company may make on related subjects in its public disclosures or documents filed
with the SEC.

Overview

The Company is a rapidly growing, value-priced retailer of urban fashion apparel and accessories for the entire family. The Company�s
merchandise offerings are designed to appeal to the preferences of fashion conscious consumers, particularly African-Americans. Stores are
located in the Southeast, the Mid-Atlantic region, Texas and the Midwest. As of April 29, 2006, there were 250 stores in operation in both urban
and rural markets in fifteen states.

The Company measures its performance using key operating statistics. One of the main performance measures is comparable store sales growth.
A comparable store is defined as a store that has been open for an entire fiscal year. Therefore, a store will not be considered a comparable store
until its 13th month of operation at the earliest or its 24th month at the latest. As an example, stores opened in fiscal 2004
and fiscal 2005 were not considered comparable stores in fiscal 2005. Relocated and expanded stores are included in
the comparable store sales results. Other operating statistics, most notably average sales per store, are utilized in
managing the Company. The Company typically occupies existing space in established shopping centers rather than
sites built specifically for its stores, and, therefore, store square footage (and sales per square foot) varies by store. The
Company focuses on the overall store sales volume as the critical driver of profitability. Average sales per store have
increased from approximately $0.8 million in fiscal 2000 to approximately $1.3 million in fiscal 2005. The Company
also measures gross margin percentage and store operating expenses, with a particular focus on labor as a percentage
of sales. These results translate into store level contribution, which is used to evaluate overall performance of each
individual store. Corporate expenses are monitored against budgeted amounts.

The Company�s cash requirements are primarily for working capital, construction of new stores, remodeling of existing stores and improvements
to its information systems. Historically, these cash requirements have been met from cash flow from operations, short-term trade credit and
borrowings under the revolving lines of credit, long-term debt, capital leases and the proceeds from the initial public offering.

Accounting Periods
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The following discussion contains references to years 2006 and 2005, which represent fiscal years ending or ended on February 3, 2007 (fiscal
2006) and January 28, 2006 (fiscal 2005), respectively. Fiscal 2006 has a 53-week accounting period and fiscal 2005 has a 52-week accounting
period. This discussion and analysis should be read with the condensed financial statements and the notes thereto.

Results of Operations

The following discussion of the Company�s financial performance is based on the condensed financial statements set forth herein. The nature of
the Company�s business is seasonal. Historically, sales in the first and fourth quarters have been higher than sales achieved
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in the second and third quarters of the fiscal year. Expenses, and to a greater extent operating income, vary by quarter. Results of a period shorter
than a full year may not be indicative of results expected for the entire year. Furthermore, the seasonal nature of the Company�s business may
affect comparisons between periods.

Thirteen Weeks Ended April 29, 2006 and April 30, 2005

Net Sales. Net sales increased $28.1 million, or 44.1%, to $91.7 million for the thirteen weeks ended April 29, 2006
from $63.6 million in the thirteen weeks ended April 30, 2005. The increase in net sales was primarily due to 37 new
stores opened since April 30, 2005 and a comparable store sales increase of 21.0% for the thirteen weeks ended
April 29, 2006 compared to the thirteen weeks ended April 30, 2005. The 37 stores opened since April 30, 2005
accounted for $13.5 million of the total increase in sales, the 14 stores opened between January 30, 2005 and April 30,
2005 accounted for $2.6 million and the 199 comparable stores contributed $12.5 million of the increase in sales.
These sales increases were partially offset by one store that was closed in fiscal 2005. Four stores have been expanded
and/or relocated since April 30, 2005, two of which occurred in the thirteen weeks ended April 29, 2006. The increase
in same store sales was due primarily to increased store traffic, which the Company believes, resulted from improved
sales trends from the increasing popularity of branded goods.  For the remainder of the year, the Company expects the
current sales trend for comparable stores to moderate.

Gross Profit. Gross profit increased $11.2 million, or 44.5%, to $36.3 million in the thirteen weeks ended April 29, 2006
from $25.1 million in the thirteen weeks ended April 30, 2005. The increase in gross profit is primarily a result of the
strong sales increases. As a percentage of net sales, gross profit increased to 39.6% in the thirteen weeks ended
April 29, 2006 from 39.5% in the thirteen weeks ended April 30, 2005. This increase, as a percentage of net sales, was
primarily due to a higher initial mark up on merchandise and lower freight costs that were partially offset by higher
markdown rates as a percent of sales in the thirteen weeks ended April 29, 2006 compared to the thirteen weeks ended
April 30, 2005.

Selling, General and Administrative Expense. Selling, general and administrative expenses increased $6.5 million, or 32.8%,
to $26.2 million in the thirteen weeks ended April 29, 2006 from $19.8 million in the thirteen weeks ended April 30,
2005. The increase in these expenses was due primarily to additional store level, distribution and corporate costs
arising from the opening of 37 new stores since April 30, 2005 and the Darlington, South Carolina distribution center
purchased in the third quarter of last year. Selling, general and administrative expense as a percentage of net sales
decreased to 28.6% in the thirteen weeks ended April 29, 2006 from 31.1% in the thirteen weeks ended April 30,
2005. The decrease as a percentage of net sales was primarily due to the Company�s strong comparable sales growth
and the fixed nature of the selling, general and administrative expenses. The decrease as a percentage of net sales was
also in part a result of a gain on the settlement of insurance claims related to property lost during Hurricanes Katrina,
Rita and Wilma. The Company as a result of the settlement was able to recover approximately $364,000 of the
$700,000 net loss the Company recorded in the 3rd quarter of 2005 relating to hurricane damage. This was partially
offset by approximately $220,000 of payroll tax expense incurred by the Company due to stock option exercises in
connection with its secondary offering completed on January 31, 2006.

Interest Income. Interest income increased to approximately $497,000 in the thirteen weeks ended April 29, 2006 from
approximately $51,000 in the thirteen weeks ended April 30, 2005.  The increase in interest income was due primarily
to interest income earned on proceeds from the Company�s initial public offering.

Interest Expense. Interest expense decreased 74.8% to approximately $41,000 in the thirteen weeks ended April 29, 2006
from approximately $162,000 in the thirteen weeks ended April 30, 2005.  The decrease in interest expense was due
primarily to the Company�s redemption in the second quarter of 2005 of the preferred shares subject to mandatory
redemption, the absence of any borrowings under the line of credit and the Company repaying in full the mortgage on
its Fahm Street Distribution Center in the second quarter of 2005.
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Provision for Income Taxes. The provision for income taxes increased 81.5% to $3.6 million in the thirteen weeks ended
April 29, 2006 from $2.0 million in the thirteen weeks ended April 30, 2005.  The income tax rate for the thirteen
weeks ended April 29, 2006 was 34.5% compared to 38.0% for the thirteen weeks ended April 30, 2005. The decrease
in the effective tax rate was due to the Company�s investment in tax exempt securities and the Company�s redemption
of its non-deductible preferred stock in the second quarter of 2005.

Net Income. Net income increased 111.1% to $6.9 million in the thirteen weeks ended April 29, 2006 from $3.3 million
in the thirteen weeks ended April 30, 2005. The increase in net income was due to the factors discussed previously.

Liquidity and Capital Resources

Current Financial Condition. At April 29, 2006, the Company had total cash and marketable securities of $60.0 million
compared with total cash and marketable securities of $63.5 million at January 28, 2006. The most significant factors
in the change in the Company�s net liquidity position during the first thirteen weeks of 2006 were positive net income
from operations adjusted for depreciation and other non-cash charges and cash retained due to the excess tax benefit of
stock options exercised that would otherwise have been paid for income taxes offset by the purchase of additional
inventory and capital expenditures to open new stores and build out of our new distribution center in Darlington,
South Carolina.
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Inventory represented approximately 38% of the Company�s total assets as of April 29, 2006. Management�s ability to manage its inventory can
have a significant impact on the Company�s cash flows from operations during a given interim period or fiscal year. In addition, inventory
purchases can be somewhat seasonal in nature, such as the purchase of warm-weather or Christmas-related merchandise.

Cash Flows (Used in) Provided by Operating Activities. Net cash provided by (used in) operating activities was ($6.2) million in
the thirteen weeks ended April 29, 2006 compared to $2.0 million in the thirteen weeks ended April 30, 2005. The
main sources of cash provided during the thirteen weeks ended April 29, 2006 were net income adjusted for
depreciation and other non-cash charges of $8.9 million, increases in accrued expenses of $1.5 million, and deposits
taken on layaway transactions of approximately $645,000.  Uses of cash consisted of the net increase in net inventory
of $10.9 million, a $3.9 million increase in the net income tax receivable/payable, a $1.0 million decrease in accrued
compensation and a $1.0 million increase in prepaid assets and other current assets related to tenant improvement
dollars (as described below) owed by landlords for improvements to stores built out in the thirteen weeks ended
April 29, 2006.

Cash Flows Used in Investing Activities. Cash used in investing activities was approximately $565,000 in the thirteen weeks
ended April 29, 2006 and $2.7 million in the thirteen weeks ended April 30, 2005. Investment activities in marketable
securities consisted of net redemptions of $3.8 million of cash in municipal auction rate securities. Capital expenditure
activities consisted of $4.7 million used for the purchase of property and equipment for the build out of 15 new stores,
two relocations and remodels, the build out of our distribution center in Darlington, South Carolina and other general
corporate purposes. $1.7 million of the Company�s capital expenditures on new stores in the thirteen weeks ended
April 29, 2006 will be reimbursed to the Company in the form of cash or free rent by the landlords of the leased
properties. These tenant improvement dollars will be amortized over the life of the individual store�s lease as a
reduction to occupancy expense. Capital expenditures during fiscal 2006, are projected to be approximately $13
million to $15 million. The Company anticipates funding its fiscal 2006 and longer term capital requirements with
cash flows from operations, and cash obtained from its initial public offering in May 2005, if necessary.

Cash Flows Provided (Used in) by Financing Activities. Cash provided by (used in) financing activities was $7.0 million in the
thirteen weeks ended April 29, 2006 and approximately ($204,000) in the thirteen weeks ended April 30, 2005.
Financing activities in the thirteen weeks ended April 29, 2006 included the tax benefit from stock option exercises of
$6.7 million, the receipt of approximately $534,000 from options exercised in connection with our secondary offering
and employee stock option exercises that occurred in the thirteen weeks ended April 29, 2006 and scheduled
repayments of approximately $181,000 on outstanding capital leases.

Cash Requirements

The Company�s cash requirements are primarily for working capital, construction of new stores, remodeling of existing stores, improvements to
its distribution infrastructure and improvements to its information systems. Historically, the Company has met these cash requirements from
cash flow from operations, short-term trade credit, borrowings under the revolving lines of credit, long-term debt, capital leases and cash
proceeds from the initial public offering in May 2005. The Company expects to be able to meet its cash requirements for at least the next twelve
months using cash flow from operations and the cash generated from the sale of its marketable securities.

Critical Accounting Policies

The preparation of financial statements in conformity with U.S. generally accepted accounting principles requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the
date of the financial statements and the reported amounts of revenues and expenses during the reporting period. Actual results could differ from
those estimates. The Company believes the following critical accounting policies describe the more significant judgments and estimates used in
the preparation of its financial statements:

     Revenue Recognition
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While the recognition of revenue is predominantly derived from routine retail transactions and does not involve significant judgment, revenue
recognition represents an important accounting policy of the Company. The Company recognizes retail sales at the time the customer takes
possession of the merchandise and purchases are paid for less an allowance for returns. The Company allows for returns up to 10 days after the
date of sales and the estimate for returns is based on actual observed return activity 10 days after the period ends. Revenue from layaway sales is
recognized when the customer has paid for and received the merchandise. However, revenue from the $2.00 service charge for participating in
the program and from the $5.00 re-stocking fee, if charged as part of the layaway program, is recognized at the time of payment. All sales are
from cash, check or major credit card company transactions.

     Inventory

Inventory is stated at the lower of cost (first-in, first-out basis) or market as determined by the retail inventory method less a provision for
estimated inventory shrinkage. Under the retail inventory method, the cost value of inventory and gross margins are determined by calculating a
cost-to-retail ratio and applying it to the retail value of inventory. Inherent in the retail inventory calculation are certain
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significant management judgments and estimates including, among others, merchandise markups, markdowns and shrinkage, which impact the
ending inventory valuation at cost as well as resulting gross margins. The Company estimates a shrinkage reserve for the period between the last
physical count and the balance sheet date. The estimate for the shrinkage reserve can be affected by changes in actual shrinkage trends. The
Company believes the first-in first-out retail inventory method results in an inventory valuation that is fairly stated. Many retailers have
arrangements with vendors that provide for rebates and allowances under certain conditions, which ultimately affect the value of the inventory.
The Company has not entered into any such material arrangements with its vendors.

     Property and Equipment, net

The Company has a significant investment in property and equipment. Property and equipment are stated at cost less accumulated depreciation.
Equipment under capital leases is stated at the present value of minimum lease payments. Depreciation and amortization are computed using the
straight-line method over the lesser of the estimated useful lives (primarily three to five years for computer equipment and furniture, fixtures and
equipment, five years for leasehold improvements, and 15 years for buildings) of the related assets or the relevant lease term, whichever is
shorter. Any reduction in these estimated useful lives would result in a higher annual depreciation expense for the related assets.

     Impairment of Long-Lived Assets

The Company continually evaluates whether events and changes in circumstances warrant revised estimates of the useful lives or recognition of
an impairment loss for intangible assets. Future adverse changes in market and legal conditions or poor operating results of underlying assets
could result in losses or an inability to recover the carrying value of the intangible asset, thereby possibly requiring an impairment charge in the
future. If facts and circumstances indicate that a long-lived asset, including property and equipment, may be impaired, the carrying value is
reviewed. If this review indicates that the carrying value of the asset will not be recovered as determined based on projected undiscounted cash
flows related to the asset over its remaining life, the carrying value of the asset is reduced to its estimated fair value. Impairment losses in the
future are dependent on a number of factors such as site selection and general economic trends, and thus could be significantly different from
historical results. To the extent the Company�s estimates for net sales, gross profit and store expenses are not realized, future assessments of
recoverability could result in impairment charges.

     Stock-Based Compensation

The Company adopted SFAS No. 123R during the first quarter of fiscal 2006. SFAS No. 123R requires the measurement and recognition of
compensation expense for all stock-based awards made to employees based on estimated fair value. The determination of the fair value of the
Company�s stock options on the date of grant using an option-price model is affected by the Company�s stock price as well as assumptions
regarding a number of complex and subjective variables. These variables include, but are not limited to, the expected stock price volatility over
the term of the awards and actual and projected employee stock option exercise behaviors. The fair values of options and shares issued pursuant
to the Company�s stock based compensation plans at each grant date were estimated using the Black-Scholes Merton option pricing model. If
factors change and the Company employs different assumptions in the application of SFAS No. 123R in future periods, the compensation
expense recorded under SFAS No. 123R may differ significantly from the amount recorded in the current period. (See Note 2 to the Company�s
Condensed Financial Statements.)

     Operating Leases

The Company leases substantially all of its store properties and accounts for the leases as operating leases in accordance with SFAS No. 13,
Accounting for Leases. Many lease agreements contain tenant improvement allowances, rent holidays, rent escalation clauses and/or contingent
rent provisions. For purposes of recognizing incentives and minimum rental expenses on a straight-line basis over the terms of the leases, the
Company uses the date of initial possession to begin amortization, which is generally when the Company enters the space and begins to make
improvements in preparation of intended use.

For scheduled rent escalation clauses during the lease terms or for rental payments commencing �rent holidays� at a date other than the date of
initial occupancy, the Company records minimum rental expenses on a straight-line basis over the terms of the leases. For tenant improvement
allowances the Company records a deferred rent liability on the consolidated balance sheets and amortizes the deferred rent over the terms of the
leases.

Certain leases provide for contingent rents that are not measurable at inception. These contingent rents are primarily based on a percentage of
sales that are in excess of a predetermined level. These amounts are excluded from minimum rent and are included in the determination of total
rent expense when it is probable that the expense has been incurred and the amount is reasonably estimable.

     Accounting for Income Taxes
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The Company accounts for income taxes in accordance with SFAS No. 109, Accounting for Income Taxes. The computation of income taxes is
subject to estimation due to the judgment required and the uncertainty related to the recoverability of deferred tax assets or the outcome of tax
audits. The Company adjusts its income tax provision in the period it is determined that actual results will differ from its estimates. Tax law and
rate changes are reflected in the income tax provision in which such changes are enacted.

The above listing is not intended to be a comprehensive list of all the Company�s accounting policies. In many cases the accounting treatment of
a particular transaction is specifically dictated by U.S. generally accepted accounting principles, with no need for management�s judgment in
their application. There are also areas in which management�s judgment in selecting any available alternative would not produce a materially
different result.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk.

The market risk of the Company�s financial instruments as of April 29, 2006 has not significantly changed since January 28, 2006. The
Company�s risk profile as of January 28, 2006 is disclosed in Quantitative and Qualitative Disclosures About Market Risk included in our Annual
Report on Form 10-K for the fiscal year ended January 28, 2006.

Item 4. Controls and Procedures.

The Company has carried out an evaluation, under the supervision and with the participation of the Company�s management, including the
Company�s Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design and operation of the Company�s disclosure
controls and procedures as of April 29, 2006 pursuant to Rule 13a-15 and 15d-15 of the Securities Exchange Act of 1934, as amended (the
�Exchange Act�.). Based upon that evaluation, the Chief Executive Officer and Chief Financial Officer each concluded that the Company�s
disclosure controls and procedures are effective in ensuring that all information required to be disclosed in the reports that the Company files or
submits, under the Exchange Act is recorded, processed, summarized and reported within the time periods specified in the Securities and
Exchange Commission�s rules and forms. There were no changes in internal controls over financial reporting during the fiscal quarter ended
April 29, 2006 identified in connection with the Chief Executive Officer�s and Chief Financial Officer�s evaluation that have materially affected,
or are reasonably likely to materially affect, the Company�s internal control over financial reporting.

At the end of fiscal 2006, Section 404 of the Sarbanes-Oxley Act will require the Company�s management to provide an assessment of the
effectiveness of the Company�s internal control over financial reporting, and the Company�s independent registered public accountants will be
required to audit management�s assessment. The Company is in the process of performing the system and process documentation, evaluation and
testing required and has engaged a 3rd party professional firm to assist management to make this assessment and for its
independent registered public accountants to provide their attestation report. The Company has not completed this
process or its assessment, and this process will require significant amounts of management time and resources. In the
course of evaluation and testing, management may identify deficiencies that will need to be addressed and remediated.
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PART II � OTHER INFORMATION

Item 1. Legal Proceedings.

The Company from time to time is involved in various legal proceedings incidental to the conduct of its business, including claims by customers,
employees or former employees.  While litigation is subject to uncertainties and the outcome of any litigated matter is not predictable, the
Company is not aware of any legal proceedings pending or threatened against it that it expects to have a material adverse effect on its financial
condition or results of operations.

Item 1A. Risk Factors.

Not applicable.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.

Not applicable.

Item 3. Defaults Upon Senior Securities.

Not applicable.

Item 4. Submission of Matter to a Vote of Security Holders.

Not applicable.

Item 5. Other Information.

Not applicable.

Item  6. Exhibits.

Exhibits

31.1  Certification of Chief Executive Officer Pursuant to Rule 13a-14(a) of the Securities Exchange Act of 1934,
Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.*

31.2  Certification of Chief Financial Officer Pursuant to Rule 13a-14(a) of the Securities Exchange Act of 1934,
Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.*

32.1  Certification Pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act
of 2002.*�

*  Filed herewith.

�  Pursuant to Securities and Exchange Commission Release No. 33-8238, this certification will be treated as
�accompanying� this Quarterly Report on Form 10-Q and not �filed� as part of such report for purposes of Section 18 of
the Securities Exchange Act of 1934, or otherwise subject to the liability of Section 18 of the Securities Exchange Act
of 1934 and this certification will not be deemed to be incorporated by reference into any filing under the Securities
Act of 1933 or the Securities Exchange Act 1934, except to the extent that the registrant specifically incorporates it by
reference.
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SIGNATURES

        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, and the undersigned also has signed this report in his capacity as the Registrant�s Secretary and Chief
Financial Officer (Principal Financial Officer).

CITI TRENDS, INC.

Date: May 26, 2006

By:
Name: Thomas W. Stoltz
Title: Secretary and Chief Financial Officer
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